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CHAPTER I 

INTRODUCTION: 

BANKING DEVELOPMENT 1918-1928 

By H. PABUB WILLI8 1 

The future economio historian will undoubtedly assign to the 
war and the financial changes which followed it as great an in
Buence upon banking and credit as upon money. In eo doing, he 
will direct special attention to the decade from 1918 to 1928, 
recognizing that during those ten years the forces which had been 
eet in motion in tbe course of the struggle itself had takien definite 
abape, and had thue placed themeelves in position to be more or 
less accurately appraised. He will admit tbat the changes in 
banking and credit thue referred to were at the outeet regarded as 
purely temporary and casual, probably to be gradually overcome 
aa the monetary aystems of the world were .. atabiliaed .. or .. re
stored to normal "; but he will none the less note that, with the 
passage of years, practically all observers had become convinced, 
however reluctantly, that these changes were by no meana transi
tory, and that they had in fact become quite definitely recogniaJ 
able as structural or permanent alterations, within two or three 

. years after the close of the war. 
GJW.T CHANGES IN BAN&1NG. Believing that the decade in 

question has drawn the outlines of a decidedly new financial and 
banking map of tile world. and recogniaing that what has been 
done during the decade will be the foundation upon which a much 
larger structure will be reared in the futu~, the student of human 
institutions, and especially the student of finance, must be at pains 
~o ascertain the more fundamental of the alterations which havel 
jthue occuned. to classify them carefully. and to appraise 110 far 

. as may be, their significance for the future. In order to acc0m

plish that result, he will find it essential to re\"iew with care the 
ac~-! F~ficationa a[ law ~d pracW:eyhich took place in theA 

t 1 Prof ... of Bentine. O>hrmbia Uai .... ~ .. 
S . 
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banking systems of the principal countries during the period in 
question, and he will regard such survey as the essential founda
tion upon which to base all general conclusions and interpre
tations. 

EUROPEAN EXPERIENCE SIGNIFICANT. In making such a sur
vey, attention is naturally first of all directed to European coun
tries, partly because they were the actual scene of the war itself 
and of the fundamental changes in economic and social life which 
grew out of it. But when this survey has once been made, the 
thought of the student is inevitably further extended, to other 
groups of countries, since he immediately recognizes the fact that 
banking changes of a reflected sort, in many cases quite as im
portant and as far-reaching as those which took plac,e in the 

[

theatre of war, have been produced as the result of the fluidity 
of capital and the close interrelationslifp between markets which 
were already recognized in pre-war financial 'structures. And 
finally, he will come to the conclusion not only that, in practically 
all countries, the whole trend of financial development has been 
greatly altered by iIieWir;but that it has J,een altered in a way 
~fiiilSroughly par,I!iI~,li!1 tiieSeVer~l_count~. He will thus 
probably form the opinion that the developments of the decade 
were equivalent to fundamental changes of trend and purpose, 
and that at no time was it possible by any process to restore or 
reinstitute exactly the banking and credit conditions which had 
existed before the opening of the World War. 

Accepting this brief analysis of the significance of banking and 
credit study from the standpoint of the present moment, the 
question may be definitely considered: 'What are these funda
mental and general changes that have taken place in banking and 
credit organization throughout the world in general, during the 
ten years under discussion? • 
l 8ocLu. SIGNIFICANCE OP BANKING. Probably the most broadly 
important of such changes is the alteration in the current view of 
the basic significance of banking and of the place of banking,
of the whole credit operation, - in the economic and social life or 
the world. \Before the war, the prevailing thought of professional 
economists appeared to be that banking and credit were more or 
less mechanical phenomena whose purpose was little m<t~ than 
that of facilitating the exchange of goodsi)-a function important 
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in itself, fund&mentally significant indeed, yet by no means 
p088essing the importanoe in the study of economics as a science 
which would normally be asoribed to studies of distribution, of 
value and of institutional eoonomios. There were not a few who 
expressed a feeling that the discussion of the subjects had already 
been carried so far that they were worn out or worked out, and 
that future elaboration of them would lie, practically wholly, 
along the lines of technique and procedure. There would, in this 
view of the oaee, thought these reasoners, be large opportunity in 
the future for the work of the II financial expert" or credit 01'

ganiler, yet oomparatively little, probably, for the theorist in 
banking, money, oredit, or even in the field of prices. The latter 
ficld of study, indeed, was regarded as having received definitive, 
if not final, treatment. 

ALTERATIONS IN THIIORY. The ohange which has come about 
a8 a result of World War transformations has overturned all of 
this hasty and rather eelf-satisfied thinking. Its most significant 
alteration i8 one of point of view. U'he banking question of the 
present day is undoubtedly reoogniled by all careful students as 
ooing fundamentally a question of social organiaation and con
trol i its immediate significance chiefty found in its effect upon 
the distribution of wealth i its ultimate significance found in con
n~tion with the bearing it has upon production and in its power 
to direct production into new and diJl'erent chllllJlels. J Only ap
proximately and incidentally, has its exchange function a broad 
significance at the moment, for it is recogniaed that this exchange 
function, whatever it may be in different countries, is primarily 
oontrolled and established both in its operation and in its signifi
canee, by the effect produced by banking and eredit arrange
ments upon distribution and production. Thinking of banking 
and en>dit in this way, current eeonomie reasoners are dispoeed 
to view the banking and credit question with its ancillary issues 
in the field of prices as perhaps the most fundamental of current 
economic probll'ms. U"he unrest produced by 8urtuating prices, 
the broad transformations of social 8Uucture produred by repu
diation either total or partial, the changes in productive power 
brought about by risiq or dl'Clining price levels with their reJIez 
inftuence upon business activity. and the poeat alteratiOll8 in the 
relationship of IIOciaI classes growiq out of the abolition of older 
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groups of property-holders and their transformation into wage
earners, have served to illustrate and to confirm the belief which 
has been arrived at through general observation/ So we may 
tOday take it for granted that the study of banking and credit, 
and of money as an auxiliary thereto, is to be viewed as one 
of those underlying and essential discussions in fundamental 
economics which cannot be definitely relegated to anyone part of 
the field of economic doctrine or theory but which must be re
garded as pervading the whole system of thought and as condi
tioning it in nearly all of its connotations. 

REORGANIZATION OF ToPIC. With this altered outlook upon the 
whole field, it has been inevitable that there should be a corre
sponding alteration of outlook upon the different subfields within 

. the general tract of inquiry. N Q...only has the economist a totally I 
new view of the money and 'credit function of society, but in ac
cepting this altered point of view he has found it necessary to 
readjust his thought of the relationship between the three sub..( 
fields to which for want of better terms we may attach the famil
iar Illbeis money, credit, and banking. Not a few of the older 
writers on these topics had {allen quite definitely into the habit 
of dealing chiefly with the theory of money, and, having made 
out to their own satisfaction a logical system of thought on that 
subject, were then disposed to deal with credit and banking as 
ways of rendering money more " efficient" or of providing" sub
stitutes" for money. Indeed, so deeply had this notion become 
rooted that there were many, and indeed there still survive some, 
who had adopted the practice of speaking of checks, drafts, and 
bills of exchange as" money substitutes," ignoring the fact that it 

E
as entirely possible to conceive of an organization of exchange 
hich would operate entirely without money in use, and might 
perate without reference to any standard of money in the ordi

nary sense of the term. 
RESULTS 01' OBSEBVATION. The change in point of view with 

respect to this matter has been produced, first of all, as the result 
of observation. The war drove money out of use in many coun
tries; yet left them with a more or less workable system of pro
ducing, distributing, and exchanging goods. We are now in the 
throes of an effort to return to the gold standard, and in so doing 
"We encounter not only the practical, but also the theoretic, oppo-
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sition of some who believe that such a return is not necessary and 
that a system of .. managed" currency might be substituted for 
it. At the same time, we enoounter many who are quite as firmly 
of the opinion that the gold standard, whatever ita merita, will he 
satisfactory only if ohecked and oontrolIed by some proceBS of 
stabililing prioes, other than the oft-proposed projeot of altering 
the amount of such money either coined or perhaps produced at 
the mines. Un short, we have praoticalIy reached a stage in which 
many economists are willing to admit that banking, credit and 

'

money are three distinct groups of phenomena, closely interre
lated it is true but by no means identical or even directly depend
ent the one upon the other, - oertainly not governed by identical 
principles. ) 

NEIIID 01' SEPABATII T!mI.TM.ENT 01' SUB-FIELDS. This in itself 
is a great advance toward the working out of a satisfactory and 
oonsistent general theory which wilI cover relations between all 

'v~~e groupa. It must not be assumed that there are known laws 
of interdependence which govern alI three fields, but the princi~ 
pIes which are valid in each must be carefully evolved and indi
vidually studied. Acceptance of this point of view has immensely 
simplified and clarified the whole discussion of banking. It has 
freed us, for example, from the thought that there is some neces
eery relationship between the volume of bank reserves, or of 
money in circulation, and the volume of bank deposita; from the 
falIadous thought that a bank could expand ita eredit only at a 
fixed ratio, since any further expansion beyond that would result 
in drawing off its cash to a dangerous extent. It has also greatly.3 
transformed the attitude adopted toward the use of note li\ii'o 

reDey, for most observere have at length clearly perceived that 
Buch note currency was in no respect dift'erent from bank credit.. 

ErI'llCT 01' .. FIAT CuDrr.- The recognition that World War 
finance contributed to human financial experience the phenome-, 
non of .. fiat eredit .. has done much toward spreading the recogni . .! 
tion of the truth that credit created ill this _y bas the ~ 
elfect, and brings on the same dangers, as fiat cunency. In many 
other directions, the altered way of approaching the subject of 
banking has simplified it by eliminating a large overlying stzw
ture of prejudice and of false assumption 80 th.t on the side of 
tlechnique and of purely technical analysis, it has been possible to 
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get a point of view which in its way was quite as fresh and novel 
as that which has been developed through the change in attitude 
with respect to the social status of banking. 

BANKING THE FUNDAMENTAL PROBLEM. It is, however, to the 
field of banking, and to that primarily, that the present volume 
addresses itself, and it is with that field, therefore, that this intro
ductory chapter is alone concerned. Viewing banking then for 
the moment as a phenomenon isolated from the allied' fields of 
credit and of money/ we may begin by saying that the effect of 

\ World War experienc~ has undoubtedly been, first of all, to com-l 

~
el admis&ion of the view that banking is an economic function! 

. n whose general management and direction the community at 
, arge is profoundly interested and whose effects cannot be escaped 
'by any member or any class. That being the case, there has al
most inevitably been developed Ii public interest in banking insti
tutl()!!~.a!!qla\Vs and a disposition to regard banking as a kind of 
public service enterprise which was non-existent or rudimentary 
prior'to the World War) It is quite true that before the war we 
had in some countries ·a superabundance ·of interference with 
banking. To this fact the multitudinous national and state stat
utes oh~ur own country bear ample witness. These, however, 
represented an attitude quite different from the one which exists 
today. 

THE COM1IUlNrrY POINT OF VIEW. {It was an attitude of re
pression or regulation, whereas at the present moment the com
munity poin"fol view toward banking appears to be fundamen
tally that of direction or management; - a change which is both 
significant and aangerous, inasmuch as the new interest in bank
ing undoubtedly increases the likelihood of a community direc
tion that may be applied in undesirable or hazardous ways."" Be 
this as it may, the altered point of view as regards the commun
ity's interest in the subject is leading, whether we like it or not, 
to cOl!lpletely altered legislative attitudes and codes and also to 
greatly transformed portf{)lios in banks themselves. It is un
doubtedly leading to an extension of banking methods and influ
ence, too, that bad noi"been previously contemplated, and would 
liloider days undoubtedly have been regarded as unwise. In sur
veying this field of post-war treatment of banking, we may to 
advantage note first of all some outstanding examples of the trend 



CENTRAL BANKING ,AND ITS STATUS 9 

J ~oward "'&(tvernment ownership" direotion or control; - a trend , 
whioh is unmistakably more 'striking and' oompelling than any \ 
other element in the present day situation, and in that connection: 
to consider first of all the development of that trend in the field , 
of central banking. ' 

CIIINTMJ, BANKING AND ITB STATUS. One of the most spectacu
lar developments in both banking dootrine and banking practice 
which has occurred since the war has been furnished by the new 
attitude that has been adopted with respect to central banking. 

"fBefore the war central banking was recognized in most countries 
• as a desirable type of banking organization. Many of the ad

vanced commercial countries had central banks of their own, and· 
in nearly all cases these central banks were in some way affiliated 
with the government so that they acted as fiscal agents, reoeiving 
and disbursing taxes, advancing funds to their governments on 
short term, and otherwise addressing themselves to the task of 
smooUling the relationship between the public treasury and busi
ness. At the same time, they exerted a headship over the money 
market, undertook to regulate the flow of specie into and out of 
the country, and endeavored more or less to control local rates of 
interest and disoountl 

How important tlfese functions actually were the student of 
banking is well aware. At the Bame moment, he also recognizes 
that there was abundant opinion in pre-war economic circles to the 
efl'ect that central banking method was open to very grave criti
cism at the time, and that there was at least a fair ground of 
argument for Ule view that some other method of organiling the 
banking system of a nation 'would be preferable. In the United 
States the resistance to rentral banking had for yean past been' 
sufficient to prevent any serious propoaal of the sort from making \ 
its appearanre in Congress, while in Canada both economists and I 
bankers frankly e.'qlre6St'd the opinion that nothing in the way of 
a central bank was needed. The Commonwealth Bank of Aus
tralia had been established against the violent protests of local 
bankers in Ulat eounlly, and was far from oonduetinc itself as a 
regular ~ntral bank. In still otht!'r eountriE!S, the .<eope and func
tions of lIeDtraI banks ;rere doubtful. and there was eontinuoua 
controversy as to the question how far such banks ,ought to be. 
allowed to 10 in taking on new buain-. 
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POST-WAft ATTITUDE. The post-war period has brought a great 
change in all these particulars. It has not only broadened the . 
number of central banks and banking institutions, but it has also ' 
increased their scope. Only a few years after the wa;tili'Genoa ' 
conference of the League of Nations, after discussion of the eiitfr:1 
banking situation, recommended in ~ the establishment of a' 
central bank by each of the newly-~~d states of Europe and 
recommended that such central banks should stand in close rela
tionship to the governments of the countries in which they were 
located. This advice has not been altogether generalIy accepted, 
but it has undoubtedly had a very powerful effect upon opinion, 
while on till' !lth~r hand the general belief in centralization, and· 
the -tOOdeilcy to concentrate government functions' in" a smalI 
number of hands had already laid the foundation for the growth 
of centralization in banking. Not only has this been true, but it 
has also been necessary for the different countries to have a very 
considerable amount of banking assistance in connection with the 
fundillK of their debts, tbltplacing of new loans and other opera
tions' of ' the same kind, while the financial weakness of most of 
them.ha~ made them closely dependent upon the money market. 
A result of alI these factors has been found in the growing tend
ency, to establish and rely upon the aid of central banks with 
large powers. How far this movement has gone may be under
stood from the following brief enumeration of the principal cen
tral banks of the world as grouped by the Federal Reserve 
System, with the dates of their establishment, from which it will 
appear that a very substantial Ilercentage of these institutions 
has come into being, or have been remodeled with much larger 
authority, since the opening of the World War: 
Bank of Sweden ........... 1656 National Bank of Greece .. 1842 
Bank of England .......... 1694 Bank of Italy .............. 18.)9 
Bank of France ............ 1800 \. German Reichsbank ....... \876 
Bank of Finland ........... 18011 N wonal Bank of Rumania 1880 
Netherlands Bank .......... 1814 Bank of Japan ............ 1882 
Bank of Norway ........... 1816 National Bank of Serbia ... 1882 
Austrian National Bank .••• 1817 National Bank of Bulgaria .. 1885 
National Bank of Denmark 1818 Bank of Uruguay .......... 1896 
Bank of Portugal .......... 1821 National Bank of Egypt ... 1898 
Bank of Java .............. 1828 SwiM Natiooal Bank ....... 1905 
Bank of Spain ............. 1829 Caechoolovak National Bank 1920 
National Bank of BeJcium •• 1836 S. AfricaD Rmerve Bank ..• 1920 
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Bank of Latvia ............ 1922 
Bank of Lithuania ••••.•.•. 1922 
lutoerve Bank of Peru ..•.• 1922 

" Btata Bank of RU8IIia ••..•• 1922 
Bank of Dansig •..•.••••••• 1924 

Bank of Poland •.•••..•.•.• 1924' 
National Bonk of H\mPI'Y • 1924 
Central Bank of Chile ...•.. 1925 
Bank of Esthonia ••••••••• .1927 

PEllMANIIINCI: 01" NIIIW ATTlTUDIII. The mere creation of central 
banka and the establishment of an intimate relationship between 
them and the government might, however, be regarded as a rather 

/transitory phenomenon, likely to fade a good deal in importance 
as the various governments emerge from their difficulties, and as 
their progreas toward a normal and stable condition of affairs 
economically and financially speaking, becomes better and better 
marked. Obviously such a course of development may yet be wit.
neased, but the great expansion of central banking since the close 
of the war has a much deeper root than that which is furnished by 
the temporary necessities of the various governments in the han
dling of their debts or their post-war tax problems. The war ex
perience with fiat credit and with movements of prices undoubt.
edly had a very powerful influence in confirming many in the. 

~
oPinion that a central bank should be at hand as a mechanism for 
controlling and directing movements of prices, for forcing other 
(non-central) banks to aceept the orders of the glivernment, and 
to oooperate with it in carrying out its projects, and for con-
trolling the money market situation on behalf of government 
operations. It has thus come about that the advocacy of central 
banking and the effort to enlarge its breadth and powers has taken 
shape as .Ln, 8OCial.~ movement.. It is too technical, of course, to 
appear to a more than comparatively limited public, but the rank 
and file of citilens give it their indirect IIIlPport by the constant 
demands which they make upon government authorities for sub
ventions and assistance of one kind or another, either to indi
viduals, to corporations or to causee and movements. 

DBNAN'D roa n Cunrm." In allllllch cases, the request is made 
that banking aid be invoked or provided, for the purpoee of estab
lishing .. credits" in favor of this, that or the other enterprise. 

(The machinery of central banking is set. at work to render such 
~tion possible, and in not a few casee the ~ent is offered that 
higher or lower diecount ratee should be established, or that this 
that or the other central banking policy should be adopted for the I 
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I purpose of improving business, shifting prices, or " evening-up" 
the relationships between social classes. Of course this kind of 
urgency implies a fairly extensive shift in the basis of belief re
garding the influence of credit upon prices and business. But with 

I 
the war example before the different communities, they have comeo 

, to believe strongly, in some cases blindly, in the efficacy of credit 
as a " business bUilder." There is undoubtedly a very large, if still 
unformed, school of popular thinkers who are of the opinion that 
changes in the volume of credit can undoubtedly bring about im

. mediate changes in the volume of trade and can in that way pro-
duce either prosperity or depression. It is throl!gh such waves of 
popular belief, no matter whether well or ill founded, that great 
changes in economic institutions are produced, and in this case the 
influence of such opinions upon the development of the central 
banking idea is proving a factor of first significance. 

MAINTENANCE 01' CENTRAL INSTITUTIONS. It is alreadyappar
ent that the result of what has been accomplished during and since 
the war in the way of central bank expansion must undoubtedly 
be to maintain for a long time the group of central institutions 
which" by reason of the powers that they have assumed or have 
been granted to them, will be able to direct and in some cases to 
hamper the development of banking as practiced by privately 
owned institutions. The strength of the movement may ev~tu
ally decline, but for the present purpose it is sufficient to note that 
no such decline is in prospect, but that on the contrary an im- I 

portant effect of the war is seen in the steady and continuous up
ward trend in the activities, powers and influence of central banks 
and in their operations a8 representative of the governments which 
have established them .• This must, during the period of its activ
ity, result in a materially altered type of banking organization 
and operation throughout the world. 

Government control of commercial banking had, as already 
noted, before the war taken largely the fonn of government inter-

J
ference or regulation, &8 illustrated in the multifarious acts of 
legislation to which reference has already been made. It has been 
natural that with the war over and a great deal of reorganization 

I
to be effected in all directions, the idea of a largely extended con
trol of banking should have made its way to the front and should 
gradually have orystallized into proposals for the nationalization, 
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and in some cases complete ownership, of central banks by the 
governments of the oountries' in which they were established. 
Today, we bave a large school of thought in many countries of 

I
the world which regards government ownership or at least gov
ernment direction, as the natural and inevitable outcome of our 
present conditions. 

THB NATIONALIZATION MOVEMENT. Already, at the beginning 
of the war, the nationalilation movement (which had made con-
siderable headway in the United States under the leadership of a 
variety of .. radical" thinkers) had led to compromises in the 
establishment of the Federal Reserve System whereby a very 
large element of government oontrol had been admitted into that 
organi.ation. The success hoth of the Federal Reserve System 
and of the Bank of England during the war, in raising money for 
the conduct of the struggle, impressed many minds with the 
thought that the machinery of credit should not be allowed to get 
out of hand by returning to purely private control. Acoordingly, 
lince the war, the unmistakable trend of alfaire in nearly all 
oountries has been toward the active participation of government 
in, and even the ownership, no\ only of central banks and their 
branches, but in most countries toward the extension of govern
ment participation into other banking fields. No doubt the most 
extreme illustration of tlris drift was alforded in Russia where 
the period of communism with its rejection of banking and money 
as capitalistio instrumentalities was suoceeded by a regime in 
which it was 80ught to use both as government agencies in the 
eervice of the community. As a result there bas been eet up in 
the Soviet. Repuhlio not only a state bank wholly controlled by the 
government and invested with the duty of regulating and direc:t.
ing credit and currency, but a variety of other banks whose duty 
it appears to be to perform industrial eervkes for the different. 
branches of business to which they are credited or assigned. It is 
too IIOOIl by far to form an opinion as to the probable 811_ of 
tllis project. The details of its working, the problems it has to 
meet are fully set. forth in the section of this book which has been 
assigned to Russia. It is enough at this point to cite the Russian 
situation as an illustration. on the extreme left it is true, but still 

I an illustration. of an important drift in modem banking manage
ment. Not 80 far removed from it may be mentioned the state 
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institutions which have either been set up or converted to public 
use in such countries as Czechoslovakia, Austria and others. 

CoNTROL OF NOl'E CUBBENCY.( In most such cases the alleged 
reason for the nationalization of central banking has been t3 
c~~bOf the note currency and through it of foreign exchang~ 
the niZati"on:ln- short,- of financiaf relatio~ships between th 
country in question and others. \ Yet closer examination shows' 
that, whether intentionally or -6therwise, such enumeration of 
functions is incomplete; and that, in most instances, a more or 
less deliberate attempt to control price levels by restricting or 
enlarging the supply of credit, and to direct the operations of 
other banks by determining their access to the central organiza
tion, has been instituted. In the financially stronger countries of 
the Western world, and in the United States, this tendency has 
been very much more attenuated. Yet it is .true, none the less, 
that there has been a long march toward nationalization even in 
those countries which seem furthest from it. The Federal Reserve 
System has taken on many duties, and has exercised many func
tions, which without the war would certainly have been denied 
to it" I,md even in· England it is today proposed to revise the 

(
bank act in such a way as to bring about a degree at least of real 
nationalization. . 

REAsoNS FOR DEMAND FOR Am. The reasons for such nation
alization are not usually frankly stated. _n a good many cases, 
the apparent ground for taking the step-»-the disposition to ob
tain a more intimate association berween the central bank and 
the national government with reference to the management of 

• public finance. The war has, of course, left most countries in a 
poSition which is very pependent upon banks and banking credit 
for actual financial existence, sinee practically all of them have 
found difficulty in balancing their budgets and have been obliged 
to depend upon their central banks for a means of approaching 
the money market not only for temporary balances required to 
cover deficita, but also for the means which are essential to re
funding, redeeming and redistributing the actual obligations rep
resenting their outstanding indebtedness. A survey of banking 
operations in a few of the principal countries indicates the ex
traordinary dependence upon short term loans which still exists in 
nearly all of them. ' While it might be entirely possible, under 
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favorable conditions, to get all the aid that was necessary in can
nection with the management of such obligations, conditions are 
not always favorable. Moreover, the frequency with which re
lort to the money market has become necessary has brought it 
about that a large share of the business of most central banking 
institutions now has to do with government finance and its read-
justment and rearrangement. . 

CONTROL 0' CIIlNTBAL BAND. Accordingly a close control of 
central banks appears to government administrators to be a wise 
stsp a8 well as a measure of economy. It is not strange, there
fore, that in a good many countries, somewhat the same condi
tions that existsd during the later part-of the war or immediately 
after it have persisted, and that, as a result of such persistence, 
they have come to be regarded as more less necessary and even 
semi-permanent. The progressive nationalization of oentral 

I 
banks i8 a natural outgrowth of this situation, and has been ob
servable in nearly all countries as these natioDl have found it 
impossible to work out of the mire of indebtedness at any early 
date, and henoe have had to accustom themselves to continuous 
government financing and government banking control. 

EXPBlUIlNCID AmIoAD. A survey of experience in some principal 
countriea will illustrate this atatement. The United States, for 
example, instead of refunding Its debt into long term bonds, has 
chosen to convert sh~term maturities as .they fell due into 
obligations of but little longer duration. Large Issues of debt 
have been renewed on a five-year basis from time to time, while 
constant borrowing and reborrowlng in the form of short-term 
certifieates has been necessary. T~ result has been a very large 
tlltll.O.\'Ilr-at. _'rw banks, in goveriiiiient bUsIDeS"smlusively. 
As a OOD88quence of this situation, there has "been steady tinker
Ing on the part of the Treasury departmeBt with the discount I rate, in the dort to keep it low, and hence to facilitate the float

ling of new Treasury obligations, while there has been equally 
steady effort on the part of the Treasury to eontrol and direct 
the actual policy of reslll'ge banks. Very similar eonditions have 
prevailed in some of the European countries. The reorganisation 
of the Reichsbank that followed the revision of the ReparatiOllll 
programme in 1924, was I~ founded upon the notion of close 
IOvernment oversi&ht and oontrol of t.bat iDstitutiOll, such __ 
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trol being partly that of the German Government itself, but also 
in an important degree the control originating with outside gov
ernments which desired to use the Reichsbank as an instrumen-

"'tality in facilitating settlement of the reparations debt. 
OTHER PRECEDENTS. Experience has shown that a very 

large share of the work of the Reichsbank has been concerned 
with this sort of international debt adjustment. In France, the 
making of short-term loans to the Treasury, and the refunding 
of debt occupies a large share of the attention of the Bank of 
France, while its portfolio of Government obligations, amounting 
to not less than 30,000,000,000 francs, represents fully six times ita 
entire private transactions as represented by loans and discounts. 
The government has not assumed any such direct share of the 
control of the Bank of England. Yet it remains true that that 
Bank has been obliged to give itself very largely to the transac
tion of Government business, and that a large part of its turn
over has consisted of such business, while its rate..Rolicy and other 
features of its transactions have been primarily shaped with a 
I view to facilitatm£t1l1l~tfairs of the Treasury rather than those 
i of. th_1l Mmmercial world. This situation may be best illustrated 
by makhig a comparison of the p.re-war and present statements of 
a few of the principal European banks, with a view of comparing 
the changes that have taken place m certain essential items. 
The figures so given, have a direct bearing en the point now under 
consideration because they reflect the relative change in the i1n
portance of public business as compared with other that has taken 
place during the period in question. They also have an impor
tant bearing on other kindred considerations which will be dis
cussed a little later in this chapter. 

ALTERATIONS OJ' POLICY. Several i1nportant alterations in cen
tral banking policy have grown out of this drift towards national
ization. Probably the most striking is the one already inciden
tally referred to in the foregoing discussion, -{the movement in 
favor pf a central control of note issues) It must be remembered, 
of 'course, that before the war there .a8 already a decided de
mand for the abrogation of the private bank-note issues in a good 
many countries. England had, long years before the war, pro
vided by law for the gradual consolidation of the note issue power 
iII the hands of the Bank of England, as individual banks posses&-
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Ing the right of issue were consolidated with others or gave up 
their privilege. In France, note issue had for a long time been 
recognized as a part of the monopoly of the Bank of France. In 
Germany, the bank reorganization which took place after the 
formation of the Empire had copied English practice by provid
ing for the gradual resumption of the note issue power in favor of 
the Reichsbank as the individual German banks gradually gave 
it up. There were other instances of like sort. Nevertheless, it 
remained true that the world was very evenly divided on this' 
Bubject. In the United States, up to the fOl:mation of the Federal 
Reserve System, there was little indication of intent to abrogate 
the privilege of issue by individual banks; (and it may paren
thetically be added that, notwithstanding provisions made in the 
Federal Reserve Act for terminating the issue privileges of the 
national banks, they have been a dead letter, there being today 
as many national banknotes in circulation as there were in 1913.) 
In Canada, a vigorous and Dourishing bank-note issue system pre
vailed, indeed has maintained itself from that day to this. In 
other English dominions, the issue privilege remained quite gen
erally in the hands of individual banks, and the SlIme is true in a 
variety of minor independent countries both of Europe and of 
South America. The widespread practice of private issue in the 
Orient continued unabated. But the post-war period has brought 
many changee. 

WAIl CONFIRMS NOTE TENDENCIIl8. It may fairly be said that 
the war tended to confirm the conception of note issue which had 
already begun to malte headway and to anchor the note issue 
po'fel"" Drmly in the central banks of the world as a quasi
gOvernmental or publi~service undertaking. The fact that most 
of tlle central banking lE'gislation that has been adopted during 
or sinre the lI'ar has tended strongly toward the concentration 
of the note issue power and the recognition of it as II semi
go\"emmcntal matter is illustrated by the war amendments to the 
Federal Reserve Act, by the reorganiaation of the Reiehsbank 
after the inDation period. and by the charters of the newer state 
or government banks lI'hich have been. either created afresh, or 
remodeled. or rebuilt out of previously existing fragments. III 
consequence. it is not too much to say that the war and the p0st
war conditions have tended powerfully to confirm a belief in 
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centralization of note issue, which had already become firmly' 
established, and wbich had definitely borne fruit even before the 
war in the form of measures tending to consolidate the note issue 
f~ctio.njD-many countries. --- -_. .. ' .. 

EFFECTS 01' NOTE CENTBALIZATION OBSCURE. Just what pre
cise effect the accentuation of the note centralization movement 
which has taken place during the past ten years has had, cannot 
therefore be as dogmatically stated as is possible in the case of 
some of the other tendencies that have made tbemselves manifest 
since the close of the war. Some of the major trends in the situa
tion may' however be,' at least tentatively, set forth. First of all, 
partly as a result of necessity and partly in consequence of 
renewed belief in government power of creating money standards, 
there is a 'll!!!e evident. drift i~the direction of uniting the gov
ernment issue function with that o{ banking; or, what is the same 
thing, of makhig the future bank notes obligations or liabilities 
of the -government, or at all events issues in which the govern
ment ·feels·ii strong sense of responsibility. The tendency thus 
indicated is of far greater hnportance than appears on the surface. 

THB ,NOTE MONOPOLY. The fact that most, if not all, of the 
new Federal banks or banking institutions, in the new states 
established subsequent to the close of the war, have taken over 
Ithe note issue privilege as a monopoly and evidently expect to 
continue it on this basis reflects the change in theory which has 
led most writers on banking now to speak of note issue as essen-

. tiallya fl!nction belonging tothWate and as such properly to be 
exercised by it. It is true that, in most cases, they express the 
opinion that the older methods of note-issue, involving issues of 
fiat money, were disastrous, and adhere to the view that note 
issue in the modern period should be effected through a bank on 
banking principles 80lely . Nevertheless, the tendency to com
mandeer the mechanism of central banks in the intereat of public 
Dnan.c~ -taken in conjunction' with' the driit already mentioned 
tOward making the function of note issue an exclusive monopoly 
of the state or of a central bank owii~ by the state, suggests what 
haStOO often proved to be the case-the use of the note issue as.' 
a~ aK~r~f public finance, and the regulation of the volume of I' 

nota with a -view to"controlling exchange quotations, or in 80me 
ca&es domestic prices,or both. Stated in another way, this merely 
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amounts to a suggestion that the older conception ~s1:!e'l 
which viewed the blink note as the outgrovd usiness trans
action and oonsidereirt.naTIf81iOiircfOOiile into existence in or er 
to'i&cilitate the making of such transactionS, has been lar~ly 
lost to sight. The more recent theory on the subject, whether 
sound iir-otherwise, is quite evidently that of leaving the check 
and deposit system as the only flexible and automatically expand
ing agency of credit, while taking over the note issue as an ele
ment or factor in government operation of central banking,
not even leaving it to be used at. discretion (as was the case with 
lome oentral banks before the war), in the interest of business. 
It ia today, more and more, an agency which has been and is 
being employed for the purpose of performing what are called 
.. aocial" functions i-by which ls meant the application of gov
ernmentaLpower to banking enterprise and to banking instru
menialities~ for the'purpose of facilitating government borrowing 
anacontlol of the 'value of money in exchange for commodities 
both at home and abroad. 

CON8!lQUENT CHANIl1li8 OJ' VIEW. The fact that this great 
change in attitude, diverting a tendency already antedating the 
war into a new post-war channel and use, has become definitely 
established, almost necessitates in itself the introduction of other 
changes of IOmewhat similar significance. One of these is a pro-

~I'greesive movement toward concentration of banking interests and • 
tof banking control. Like the oentralilation of the note issue 
power in the bande of a single bank, tbat tendency was observ
able prior to the coming of the war. In the United States it bad 
already led to a demand for corrective legislation wbich ulti
mately produced the ao-called Clayton Act (in its banking _ 
tiona, prohibiting interlocking directorates, at aU events.) In 
England the concentration movement had already considerably 
l_ed the number Ilf institutions, but war conditions greatly 
accelerated the tendency toward nduction, and it was not long 
after the atruggle was over before the well mown report on bank 
amalgamations called sharp attention to the drift of things. This 
was followed by the agreement informally entend into by Eng
land's principal banks wherein they underiook to earry through 
110 further combination, and to make no change that would result 
in reducin& th, lIumber of institutions, without obteinins the as-
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sent of the Treasury. But before this agreement had been arrived 
at, English banks had been reduced to 25 in number and of this 
small group nearly a score were of comparatively small capitaliz
ation, the bulk of the resources being in the hands of the II Big 
Five." Concentration had also proceeded very fast on the Con
tinent and the weakness resulting from the war eliminated many 
of the multitudinous German institutions which had previously 
flourished throughout the Empire. In France, the number of in
corporated banks had, been small for a good many years, but 
post-war. developments greatly reduced the number of private 
banking houses, while this movement was later paralleled in Latin 
countries. In Canada, the number of chartered banks fell from 30 

I at the opening of the century to about 20 at the beginning of the 
war and lO at the present time. The so-called merger movement 
was later in getting started in the United States but became 
greatly accelerated after 1919 with the result that at the present 

, time some 251HJS0 mergers per annum are occurring. , Bank 
merger tendencies in the United States all'ord a reflection of the 
concentration movement in some of the more important countries 
and sci f¥,her emphasize the drift toward a far more highly cen
tralized cOndition among the commercial banks of the world. 

ENTRANCIII TO BANKING MOllll DIFFICULT. It is undoubtedly 
./ more difficult today for individuals with smalJ capital to embark 

I 
upon the banking business even in those countries in which 

, "free" banking is permitted, than has ever been the case in the 
past, and it is far more difficult for them to maintain themselves 
as going concerns subsequent to such establishment. A few res-
sons stand out copspicuously as the principal motivating factors 

l
in this situation. L Chief among them, probably, is the great de-

" velopment of branch banking} The system is, of COUJ'!l6, an old 
one which has been in process of development throughout many 
decades. Nevertheless, the technique of branch banking has been 
greatly altered as a result of quick methods of transportation and 
communication. Free use of the telegraph and telephone have 
brought branches into closer communication with the head office 
than ever before, lind has rendered direct supervision more nearly 
feasible than in the past. The outcome has been a tendency to 
take on ne." commitments, and to open new offices, at points that 
otherwise wO~d hllve been considered ineligible. Legislation fa-

". 
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vorable to branch banking has, on the whole, made good progress, 
although slowly. But every step forward in this connection has 
been followed by a corresponding expansion. Second in impor
tance to the change in methods of banking thus outlined, .has 
probably been the growth in the ynit size of loans which has come 
as a result of the inc1'!.asing mllgnitude <:'1 !h~~,!siDess enterprise. 
The outeome of this growth in busine~!.delllllll<U.!lr)~!ger 1911!!! I 
has been particularly visible in European countries where the in
orease in capitalistic combinations and the expansion of the cartel 
system have taken on renewed activity since the close of the 
war. It was out of the question to establish sufficiently highly
oapitalized banks in the different localities to take care of these 
demands, and the result has of course been to resort to distant I 
institutions. This change of practice has tended to increase the 
number of branches and at the same time to make the survival 
of small banks mueh more difficult. 

TlCcHNICAL BANItING CHANGES. Important technical changes 
in the position of banking have also taken place since the close of 
tile war. The most stl:iking aLthem is probably, br0Il...<U: .. at.at£d, 
an alteration in the degree of liquidity of the portfolios of the 
banks ... Of rourse, it is practieally never possible to express a 
definite judgment with respect to the degree of liquidity existing 
in any givt'n banking institution, unless much more is known 
about the character of its assets than actually appears upon the 
surface. Whether a givt'n item of bank paper is «liquid" or 
not, dl"pends in large ml"8SUre upon the market for that paper, or 
that security, as the case may be, and also upon the conditions 
under which the bank has acquired it. The older definition of 
liquidity, whieh was based upon a notion of «self-liquidation," 
is employed by but few banks at the presen~ mne,and in its com
plete former significance is perhaps not applicable ~ the organ" 
i.ation of llOIlle existing institutions. But it remaias true that a 
rough working idea of liquidity must be applied to the portfolio of 
any given bank to test the capacity 'of that institution for meet
ing its liabilities when they are presented for cashing. In a like 
way. the use of this same standard of liquidity at two VlII'1~' 
ing dates affords a basis of eomparison or oon~ whieh alone' 
could furnish a means of establishing judgment as ~ the relative 
position of the bank at the dates in question. Such etandards of 
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liquidity may be, in some measure, developed from an outside 
study of the actual holdings of banks as reported by them to the 
public authorities to which they are responsible. Working on this 
basis, some inference may be drawn from comparative analysis 
of the bank statements prepared by a number of central institu
tions at uates before and after the war, and then from compari
son of figures representing the condition of individual commercial 
banks in those same countries. We may begin with the portfolios 
of central banks as shown in tables • on pages 23 and 24. 

SoME -INFERENCES. In a general way, ~yhowing which is 
thus revealed indicates two conclusions: (Iran increase of large 
amount in the quantity of public or governmental paper carried, 
and (2) a general invasion of portfolios by paper obviously of 
long-term or of somewhat" frozen" character e.g . .advances to 
the government. These two factors are the natural outgrowth of 
the general inability of business before and since the inflation 
period to resume the unquestionably liquid position which many 
concerns had occupied before the war. (They have become more 
and n:'pre dependent upon their bankers for support~and in those 
circumstances have found it necessary, from time to time, to ask 
for renewals which in pre-war days probably would not have been 
granted t;;·them. A very similar situation exists among American 
banks as is illustrated by the statement published by the Federal 
Reserve Board in its annual report published March 1927 as 
follows: 

.. The outstanding changes have thus been in the direction of a 
,larger proportion of long term investments and of loans on 
securities and of a corresponding increase in the proportion of 
time deposits as compared with deposits payable on demand. ... 
Of the total loans and investments of all member banks on 
June 30, 1926, 16% was eligible for rediscount at the reserve 
banks ..•. The decline in the proportion of eligible paper has, 
heen continuous and considerable .•.• " 

The condition which is thus reflected among the banks of the 
United States undoubtedly exists in 8 much more marked degree 
among European banks, due to the fact that the European banks 
for the most part have found their clientele far more affected by 
the war than has heen true of American businese houses. Both in 

I From Federal Reserve Bulletin (6_ cunenUy earried each MOIlIh). 
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Condition 0' Contral Banko 

(Figuroo are for the loot report date of month] 

- 1927 1926 

Ootober 
Bep.. 

Auguat October 
tember 

BIDk 0' EnclODd (milliODI of pounds 
lterlina:) : 

lMuo department -
Gold coin ODd bullion ..••.••. 150.8 149.& .149.7 151.2 
Notao iIoued ............... 170.0 169.2 169.4 171.0 

Bank;". department-
Gold and lilver coin .•....... 1.& 1.8 1.6 1.6 
Bank notao ................. 84.8 32.7 82.0 31.9 
Government _uriti ......... 40.7 56.8 68.4 88.7 
Other _uriti ............... 58.0 50.9 41.6 70.1 
Publio depooita .............. 21.0 26.7 22.1 17.8 
Other dopooita .............. 90.8 97.& 93.2 104.9 
Ratio of ..,td ad note ........ 

todepooit\iabiliti .. (pen>ent) 82.0 27.9 29.0 27.4 
Bank notll in oinlulation , ....... 79.& SO. 8 81.2 82.8 
Currenoy notll ad oertilioatao .•• 292.& 2114.8 m.9 287.6 

Bank of Pronce (milliono of f ....... ): 
Gold ........ • ................. 8,681 8,682 8,682 8,6M 
SiI_ .......................... 848 848 848 83\l 
Gold, oil_, and foroip _hanp 2,888 2,282 2,246 -1,066 
Credita abroad ...•••.•••••••••. 56 68 58 80 
Loano and diooounta ............ 8,296 8,567 8,867 7,4M 
Advan_ to tho 00_'. " . 24,850 24,400 26,050 86,750 
M~_ta •••••••.••.. 24,080 28,788 28,965 6,062 
Note oinlulatiOD. ............... M,700 M,I56 62,672 M,678 
To"" dopooito ................. 10,786 10.489 12,524 8,981 

Gorman Ilelcbabonk (milliono of 
ftIicbomub) : 

Gold at home ................. 1,785 1,786 1,7I!II 1,530 
Gold ......................... 67 67 67 180 
~inf ....... ezebuIp ... 161 154 167 41S 
Billa of ezebuIp oncI obocb .. 2,802 2,746 2,_ 1,415 
N;..tkJW>o. _18. ...•....... 671 494 480 681 
Depooila ••••.•••.•.•••••••.••• eos 630 724 S33 
1I.o;cbamarb.in oireuIa,*> •••.•. 4.281 4,182 I,W 1,336 
lI&lenmarb in CIinIuIUiOD. .••••• 1.0:n 1.041 1,042 U79 



240 BANKING DEVELOPMENT 1918-1928 

Condition of Central BaDks 

[Figur<l8 are for the last report date of month] 

1927 1926 

October 
Sep- August October 

tember 

Bank of Italy (millions of lire): 
Gold reserve ...•............... 1,174' 1,173 1,172 1,140 
Credit and ba1anoea abroad ...... 1,548 1,478 1,474 1,029 
Loans and discounts .•....•.•... 5,623 5,931 6,132 8,114 
Advanoes to the Government •.•. 4,227 4,227 4,227 4,229 
Note circulatiOD for commerce ... 13,865 13,796 . .13,554 13,936 
Note circulation for the State .... 4,227 4,127 4,227 4,229 
Total deposits .•..............• 3,187 3,422 3,322 2,788 

Bank of Japan (millions of yen): 
Gold at home and abroad ....... 1,063 1,~ 1,063 1,058 
Advancea and diseoUDts ......... 927 903 933 366 
Advan .... on foreign bills ........ 15 5 3 48 
Government bonda ............. 159 167 167 280 
Total note and deposit liabilities. 2,291 2,_ 2,345 1,935 

.. N0t.. issued ........••..•... 1,320 1,163 1,210 1,288 
Total deposits .......•..•••• 972 1,142 .1,136 647 

A ustrian National Bank (millions of .' 
schillings) : 

Gold ......................... 84 84 84 48 
Foreign bills of the reserve ...... 389 392 393 492 
Other foreign bills .............. 251 245 221 135 
Domestic bills ................. 83 81 113 97 
Tre!urury bills .................. 173 173 173 178 
Note circulation ...... ........ 953 946 939 890 
Deposits ...................... ao 32 47 38 

l'l ational Bank of Belgium (millions 
of belgaa): 

Gold ......................... 684 674 658 659 
Foreign billa and balances in gold. 466 466 445 481 
Domestic and foreign bills ....••. 519 505 471 459 
Loans to State ............... 400 400 400 400 
Note circulation ...• , .......... 1,_ 1,_ 1,926 1,753 
Deposits .. , ................... 112 97 97 245 



STATUS OF COMMERCIAL PAPER lUI 

Europe and in America, it has continued to he a fact that hank! 
in many cases ha!! pad to "nurse ':"'Yeak POlPmeroiMJJlstiti,e 
tIOna, wbleJl, ifpressed to make good their obligations, would 
have lound it impossible to do so. The result has been a large 
numher of frozen assets and an unfortunate situation which, in an • 
increasing measure, has led to bank failures. This is illustrated 
by the remarkable failure record of the American banking sys
tem after 1920 which has been reviewed ih recent studies.' 'While 
it ie true that European banks have not suffered from any such 
failure situation owing to the fact that their structure, as well as 
governmental policy enabled them to resist it, it has nevertheless 
been a fact that C).onsiderable quantities of weak assets have de
"!lAlped, and have had to be aliSOrbed by other banks, which, 
81 er under the appearance of merger or of purchase, have teken 
over the institutions that were in difficulty. This state of things 
haa heen particularly noteworthy in Canada. The effects of it 
are of course seen in the lessenedJiqllidBting power..of tbLbaI:!ks 
whioh have been obliged to absorb many less deSirable asSets. 

STATUS OJ' CoMMERCIAL PAPER. A general feature of post-war 
banking change that deserves consideration in this connection is 
seen in the altered status of oommercial paper. Prior to the war, 
there had been an increasing tendency to admit to banks the 
paper of merehants with one or two names, preferably the latter 
number, - upon a pure credit basis. The war not only wrecked 
many concerns, but it also brought about a state of things in 
which banks began to exact security because of their uncertainty 
about the future foundations of oommercial society. As a result, 
in nearly all European eountries tJlele has been a drift toward the' 
use of secured paper as against un8el'ured or credit paper. This 

~
as taken form as a decline or decadence in the trade acceptance 

or ordinary bill of ext'hange, as well as in the use of the single
ame note (which, however, had attained DO such position in 

'European banking prior to the war as it ,*,upied in the United 

I 
States). In lieu of the paper of merchants there has been a tend
ency to substitute obligations of banks, sometimes in the accept
ance form, sometimes in the form of oo-signer or \!IId~, while 

I there has also heen a growth of paper pro~ted by collateral 

• s.. .... Hnn- &foN s.-,. ..... ..... c-. C..--. 
' ....... 1838. 
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security. The credit status of the small and medium-sized enter-
I prise has been greatly weakened; and, as a result, in a good many 

countries such enterprises have been prone to accept aid from 
private bankers or money-lenders who then raise the funds 
through a tesort to banks upon their own credit. This tendency 

I 
has emphasized a disposition to recapitalize enterprises in 
corporate form, and to give their stock or other obligations as 
security for their borrowings whether at banks or elsewhere. Co
operative borrowing has also made some progress because of the 
presum.ably greater safety which was thereby insured to the banks 
in consequence of the presence of several signatures or of a sig
nature which represented several obligors. These tendencies 

\ 

have been particularly noteworthy in Germany and Austria, 
but they have also made their appearance in other European 
countries. 

ALTERED REsEBVE STATUS. One of the changes in banking 
which has been most talked of since the close of the war, but 
whose results have probably been a good deal overestimated, is 
the vastly altered position with respect to reserve holdings,
whicli in this case means, in substance, gold holdings. The great 

I changes 9c:...distri~gQld, which have come about since 
the close of the war, are matters Of commonplace, but rather less 
has been said with reference to the changes in the distribution of 
gold between central banks. These, . however, have been very 
marked in two ways - the first, the actual changes in holdings of 
coin and bullion, the second, the rela.tive changes as shown by re
serve percentages in the holdings of such coin and bullion as com
pared with reserve deposits. It is the latter which is of chief 
interest, and which is therefore deserving of principal attention. 

The background for these changes must, however, be found in 
the actual alterations in distribution of gold, and accordingly a 
brief sketch of this change in distribution may be furnished as 
on page 27. 

OWNERSHIP oJ' GOLD. As thus set forth, very great alteration 
in the actual ownership of the g~ld of the world is at once per
ceived, the United States now being in possession of a preponder
ating share of the actually available metal. This change in own
ership, however, does not show its distinct significance until it is 
understood what has taken place as regarda the alteration in the 
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banking position with respect to gold, a transformation which 
may be outlined for a few of the chief countries in the following 
brief table, which undertakes to state the gold position of banks 
in a number of leading countries as a percentage or "ratio /I of 
outstanding demand liabilities, the latter figure being computed 
as the percentage of specie reserye (ratio of gold and gold ex
change to notes and deposits). The figures given below are com
puted for the several countries on the basis of their statements 
(as of various dates in the years named): 

R ........ RATIO or CBNTB.\L BANKS 

1907 1927 
Bank of England................... 51 29 
Bank of France ...••..••....•..... 72.5 'l!1' 
Reichsbank .••.•••.••••••.•.•..•••• 43 32 
Nat!. Bank of Belgium..... .•.•. . . .• 15 30 
Netherlands Bank ....••••••••...... 49. 50 
Swiss National Bank .....•••••.••• 65.74 50 
Bank of Italy .••................... . 40.2 12 

NEW, POLD SITUATION. Analyzed in this way the post-war 
gold situation becomes much more striking than it is when re
flected in gross figures. <. Stated brie~y in words, it amounts to ,. 
change whereby the majority of the banking systems of the world 
have assumed a demand responsibility which is far in excess of 
their capacity at pre-war ratios. This is merely another way of 
noting the great depreciations that have occurred in many cur
rencies as compared with the pre-war levels of currency value. 
The difference between the two ways of stating things (i.e. as ex
cessive growth of credit or as depreciation of standard) lies in the 
fact that the latter is ~he monetary point of view wbereas the 
former represents the poitit of view of banking. It is the former 
in which we are chiefly interested, at the present moment. Look
ing at the situation from this point of view, it is evident that only 
a few of the banking systems j!f the world are in position to con
template gold redemption in an),,:early future, unless there should 
be a reduction in the value of their currellCY unit such as to bring 
about a readjusted relationship between gold fn hand and their 

.. • Reserve kept partly in foreign ezcluuJse; - aIigbt!y more tbaD the 
specie . 

• For all banks of iaNe. Note privilege now ooIely in bands of )ani< 
of Italy. 
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outstanding deposit liabilities'" Even in the latter case, the ques
tion may well be asked whether they would be in position to make 
direct redemption and to maintain it, since balances of trade are 
in such a situation as to render doubtful the retention of the 
nece88ary gold even after such readjustment of relationships had 
taken place. It is precisely this problem with which England has 
been struggling in her effort to go back to the gold staBdard, and 
which is foreseen by every other country either in a similar sit
uation or likely to be so, - from the international standpoint. 

MOMIln'ARY PROBLEMS IN BACKGROUND. We are not here con
oerned with the important monetary problems which grow out ot 
the situation thus depicted but solely with the changes in banking 
method and purpose which have resulted from it.'The financial 
characteristic of the post-war European world has ~n the diffi
culty which it has had to face in international indebtedness. This 
great burden of -indebtedness has eiiwledupOli tlie seVeral coun
tries the nece88ity of meeting in some way the danger of a con
tinuous excess of imports over exports, or at all events a de
ficienoy of exports, as a result of which they would have found it 
impossible to meet their obligations abroad. In every country, 
therefore, there has been a constant efl'ort to stimulate the export 
trade, and to some extant at least to refrain from granting any 
stimulus to imports which might otherwise have been considered. 
This policy has been adopted because of the recognition that, as 
things stand, it would be easy to become heavily indebted in a 
way that would involve either gold exports or the necessity of 
providing gold from foreign sources, with corresponding expense 
and difficulty. Consequently, there has been a disposition, in all 
of the larger banks, to encourage exports by the advancing of 
funds to commercial borrowers, and at the1!&lDe time eo to IIIBD-

lage the portfolio of the banks as to permit the comparatively 
easy acquisition of foreign exchange. Both faetare are of auf
firitnt importanre to merit spedal attention. 

DoMIISTIC VB. FOIUIION T8AD& Prior to the war, the di."PO'Si
tion of many bankers was to regard domestic trade as of higher 

to SUo .. \he r~ ......... _ lla17 and 'fran ... _YO> 0DIICI0IDe0Cl their 
atQtpUaCllt of mNli-\ioa piau ., • reftloriacl· ra_ for the IDGIlt!UIy 

"";L llal7 adbene '" \he JOId ~ IIandard, Fruaoe '" die fuU sold 
buio, 1M .... lila Iatw -117 do. _ oller '" ndooaa bank obtipsjcww 
cIinoII7 ill .... far ..., Wehr. . 
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importance and to treat exporting as secondary. It was quite 
true that the best foreign bills had for many years been regarded 
as a peculiarly choice holding for banks, but the quantity of bills 
stated in foreign currency was always strictly limited, save in 
those countries which were working upon a gold-exchange stBnd-

l
ard, and even in those it was felt that the foreign portfolio re
quired very special and careful treatment. The close of the war 
saw exceptional emphasis placed upon the necessity of stimulat
ing exports j and, in many countries, including Great Britain, 
artificial aid of one sort or another was arranged for exporters. 
The British export credit scheme of 1919 furnishes an early post
war example while the large German bank credit negotiated in 
favor of Russia and guaranteed by tile Government of Germany 
(1926) affords a much more recent instance of similar sort. 

AID. TO EXPORTS. In other countries, the assistance given to ex
porting has been less obvious but nevertheless genuine. In most 
of the states of Europe which are on the gold exchange standard, 
there has been a recognized necessity for facilitating, so far .as 
.practica~le, the export trade, since only in that way could be 
,created the actual cash funds or claims required for use in re
mitting abroad tbe sums that were necessary in order to meet the 
indebtedness due in other countries. Consequently, not only at 
central banks but also at the rank and file of banking institutions 
in many such countries, there has been a general disposition to 

f/prefer industries that were engaged in producing for export. This 
.. situation has, of course, been emphasized by the fact that, in not 
a few such countries, export trade has been artificially financed, 
foreigners borrowing heavily either within the countries tbem
selves or in other markets, and then spending the proceeds of their 
loans in large sums for the purpose of providing the goods that 
were needed for some extended public undertaking such as works 
of various kinds, railroad building, reconstruction of devastated 
regions, or even famine relief and the like. It is a somewhat re
mote index of this movement, but none the less a real one, that is 
furnished by the figures showing growth of external indebtedness 
of various countries since, as compared with a date before, the 
war. The following table gives a brief survey of such debts as 
incurred by a number of countries, and illustrates the sums which 
must be provided from some source for the purpose of meeting 
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outside demands. To get a true picture, of course, there must be 
an allowance representing foreign obligations held within the 
country,- for which however, figures are usually not available: 

EXTERNAL IN_NB88 Ow V AIIIOUB CoUNTR1118 

B.'gium. September 80, 1927. 28,739,000,000 fran .. at CIIl'I'eIlt rat .. of 
exchange. 

Denmark, March 31, 1926. 507,000,000 Kr. 
Fnmo •• Auauet. 81.1927. 36,568.000,000 franOB at par. divided as 

followa: 
Political 32.400.000,000 fill. 
Commercial 3.710.000.000 
Railway 398,000.000 

0 .......... ". November 80.1927. 903.000,000 R. M. (Daw .. r-n only go. 
teme! obligation) 

0,..01 Bril ...... Marah 31, 1927. 11,101,000 
lUdll, September 30,1927. U. S. Government 1467,000,000 

7% r-n due 1951 • 97.000.000 
Britiab Government I 86,300,000 11 

Norvxtll. Dooember 31, 1926. 711,000,000 Kr. Probably olightly _ 
dueed during 1927. hut figures not "t 
hand. 

S"", .. , Dooember 31, 1926. 911.000,000 p_ta& 
S ... d .... October 31, 1927. Total debt 1,817.000.000 Kr., of which 

about 20% is aid to be held ..broad. 
8u>ilH1'lmtd, De_ber 31, 1926. 387,000,000 fill. 

FINANCING Goons MOVEMJ:NT. It is dear that with such great 
sums to remit abroad both absolutely and relatively speaking, the 
various countril's must stand ready to finance tbe movement of 
the goods. Althougb such financing has, in not a few cases, been 
eft'eeted by investment banking ml'thods, a great deal of the work 
has been done by commercial banks in the ordinary course of 

l
business, and the ftSult has been a very great enlargement of the 
amount of foreign bills held in their portfolios. Contributory to 
this change in the composition of portfolios has naturally been, 
moreover, the steady expansion of the area wbirb in one way or 
another has a~ptl'd the gold~hange standard, making itself 
dl'pendl'nt upon some other market for the maintenance of its 
currenry at parity, in theory, at least, with gold. Accordingly, 
then! bas'~ a necessity for providing enhange wbirh eould 
be ft'garded as available in surh operations, and this enbange 
has furnished the basis for a still further enlargement of the port-

U Actual ftbatiOll OIl 6% basis of IIIIIlwtiea ....... u_ ill tile .w. 
..w_t. 
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folios of foreign bills so carried. It is unfortunately true that a 
good many banks do not furnish data designed to show the details 
concerning their foreign portfolios. Nevertheless, some figures 
bearing upon the situation can he presented as follows, changes in 
price level being borne in mind as a factor automatically pro
ducing the same effect: 

FOREIGN ASSETS OF CERTAIN CENTRAL BANKS 
(In millions) 

Bank 
Sweden ........... .. 
Switzerland ........ . 
Germany .......... .. 

Unit 
Kr. 
Fr. 
Mk. 

Belgium ..... ,....... Fr. 
N etherlando ......... Fl. 

Denmark ........... Kr. 
France .............. Fr. 
Norway ............. Kr. 
Spain ............... Pes. 
Italy............... Lire 

'.1 

End oJ 1918 
70 
37 

140 

167 
19 12 

8 

M 
19! 
14 

1915 
Dec. 31, 19'Z1 

JaD.31 
Jan. 31 

Jan. 26 
Jan. 30 

Jan. 31 
Feb. 2 

Nov.30,I927 
jan. 28 
Jan. 10 

Amount 
87 
63 

296 
599 Sundry 
844 
183 

40 Div .... 
OJ; 
11 

41 
41 

7,558 

R.m.ATIVE GROWTH OF CREDIT. The question may fairly be 
asked whether the tendency to enlarge the amount of credit going 
to export industries has correspondingly curtailed the amount 
going to domestic industries, and whether, therefore, the change 
in portfolio oomposition which is seen in enlargement of foreign 
bill holdings has been paralleled by a similar change representing 
a corresponding decline in domestic grants of credit. It would 
he difficult to pass finally upon this question without fuller and 
more complete data than are now at hand. What can be said 
with certainty is that there .has been, as already stated, a very 
great enlargement in the amount of paper, both commercial and 
investment, growing out of foreign sales and transactions in 
nearly all countries. There has also heen a great growth, in most 
countries, of the aggregate amount of credit granted by hanks, 
and incidentally of the amount of credit granted to industries 
producing goods for domestic consumption. Merely ahsolute fig
ures would throw but little light on the situation, and even com-

u March 31, 1914-
'" Gold, oiIver and foreign ,,,,,,ha,,,,, bought (Lew 7126) ..... 2,412 

Sundry .................................................. 'Z1f113 
Free gold and BOld ..... 18 abroad ......................... 463 



CENTRAL VI. COMMERCIAL BANKING 88 

parative figures are not especially instructive unless they can ba 
accompanied by data designed to show the actual growth and 
needs of fundamental industries, and hence to afford information 
al to whether or not such industries have been somewhat retarded 
In order to provide capital and labor for the expansion of the 
export industriee relied upon to supply the means of settling obli
gations. That there has been such a relative reduction in the 
amount of attention to domestic industries as compared with ex
port, is fairly to be inferred from the data available. It remains 
true and unmistakable that relatively great expansion has taken 
place in the holdings of foreign bills, foreign acceptances and the 
like, which have come into the hands of most of the banking 
institutions of the European countries, as well as, indeed, thoee 
of the United States. 

CENTRAL VB. COIllMlllRCIAL BANlUNo. A question which has 
received 80me litUe study although, it would seem, only in a 
sporadic way not connected with the changes in banking that 
have taken place since the cloee of the war, is afforded by the 
inter-relationship between central banking and commereial 
banking. /The tendency here presented may be summarised in a 
statemenHhat, in spite of the growing importance 'which has 
been assigned to central banking in post-war theorising, it has 
been doubted whether the central banks themselves have been) 
able to reestablish that leadership of the market which they en
joyed prior to 191t, or indee<l....whether they will be able to re
establish it in any early future. , 

Perhaps the first eerious attention given to this 8Ubject was 
eoncentrated upon it in Great Britain, in eonnection wit) the 
ItUdy of bank amalgamations which was eonducted in 1920. The 
facts brought out in that inquiry showed'; as we have already 
mentioned, that a prooess of unusual eoncentration of bank eapi
tal was occurring. Some of the factors which were leading 
towards thil concentration have already been sketched and do 
not need reeapitulation. I{ t is enough to say that, as a reault of 
the growing sin of the individual banks and the limitation of 
their number, commereial banks in numerous COUDtries have far 
more power as compared with the central bank than they bad be
fore the war. Stated in another _y, this amount. to saying th" 
the various central banks of the world bave in DO IIIIall depee 
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lost their power over the money market or discount market, an 
important post-war development. Some factors bearing upon this 
state of things have been set forth in the British report already 
referred to in the following language: J' Any approach to a 
banking combine or money trust • . . would undoubtedly cause 
great apprehension. . .. Such a combine would mean that the 
financial safety of the country . . . would be placed in the hands 
of a few individuals. . •. Moreover, the position of the Bank of 
England ... would be seriously undermined. . •. It appears 
to us not altogether impossible that circumstances might produce 
something approaching to it [a money trust independent of the 
Bank of England] at a comparatively early date ••. in view 
of the exceptional extent to which the interests of the whole com
munity depend on banking arrangements some measure of Gov
ernment control is essential." 

COMPABATIVE DEvELoPMENT. But what is true in Great Brit
ain has been largely true elsewhere. The reserve banks of the 
United States have grown very greatly in scope and resources and 
have ~ed an important position in American banking life, 
yet no comparison between post-war and pre-war banking condi
tions is possible, the reserve banks having been set on foot only 
in 1914. What can be said is that the reserve banks have never 
assumed, and do not today exert, a control over the money mar
ket, and that their discount rates.1oIJow rather than lead that 
market SO ObVIOUS ·lii this faCt that it has from time to time been 
quite frankly avowed in the official publications of the Federal 
Reserve·Board as well as recognHed elsewhere. Very much the 
same condition of affairs developed in Germany, France and other 
eountries, largely due to the fact that the central banks of those 
states were obliged to pass through a process of progressive weak
ening and loss of ground owing to the necessity of various govern
ments in leaning so heavily upon them during the war. The vari
ous commercial banks· could in case of necessity, and in some 
instances did, write off their losses or go into bankruptcy, or amal
gamate with other banks, the result ill any case being that of 
asSuming a stronger and more liquid condition at a much earlier 
date than the central bank in each such country could possibly 
reach. The latter bank was in each country obliged to struggle 
with the burden of public refinancing doing what it could to re-
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ltore soundness, and 'accustoming itself as well as it could to the 
neoessities of the situation oreated by the war, yet in most case! 
without materially changing its position OP the scope of its obli
gations. It thus almost unavoidably. found itself obliged to as
sume a relatively secondary position, either because of sheer 
inability to control other banks in oonsequence of the .. frozen" 
or ~n-IjQ]lid posw.DJU1f.!f:!! portfQ1ig, or beoause of fear and other 
inhibitions, or beoause of tfi8TaCt that the other banks had inj 
creased BO greatly in power by reason of the consolidations' 
already referred to. 

FuTUlIIII o~ CliNTIIAL BANE CONTROL. The question whether 
central banks will regain control of the disoount'market to ths 

! 
same extent that they possessed it before the war is in a sense .~ 
matter of prophecy or of opinion. In another sense, however, it 
is a question of probable tendency, and may be more or less ac" 
ourately foreshadowed. Such an analysis, however, requiree as a 
baokground some sketch of the control over the discount market 
which was actually exerted prior to the war, since only through 
calling to mind exaotly what that control was can we form a rea
sonable oonclusion as to the extent to which its restoration is now 
either probable or possible. 

In pre-war days, the Bank of England, for example, was re
garded as praotically tpe pacemaker in all mattere relating to 
oredit. It praotically def.ijrmiYi~nlll'ough< Changes in ili( disCoUnt 
nte.t.he ooet of oredit to the commercial customer, while at the 
same 1Ime it practically was able to regulate the flow of gold into. 
and out of Great Britain. Through iiuch regufaticin, i~determined 
tli. '1IJ!I9unt 111 gold a'lAilabl. as bank reserves in Great Bri&m 
ad' hence, in an important sense, the amount of notee which' 
could be issued, as ~ aa the to~ amiiiiiil or aePosits that could 
be created with U,is gold as a base. The Bank of England was 
tliiia, in an unofficial way, th~lator or stsbililel: of bank op
erations and of bank credit, and its deciSlOils -in raising or l~ 

l
ing its tats!} were bo':h indirectiY"iDlluen. oed bY. ' and. were indi
recUy influential in changing or fixing, .th~_~n.l'~llevei of prices. 
This was perhaps the most. fundamental and signi6can\ power 
exerted by the Bank of England, and tha\ bank applied i\ with 
an authority and skill undoubtedly superior to th~ of any other 
banking institution. I>urina the few years immedia\ely preoed-
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ing the war, moreover, these great powers had come to be more 
self-consciously exercised, and it was more and more widely re
garded as an obvious.duty of the bank to discharge them prop
erly even at the apparent expense of its own profit. In a general 
way, it. was probably true that the bank did act on most occasions 
with these broad .. canons of publiCweHare prominently in mind, 
tne welI-being of its own stockholders being regarded as, in the 
long run, best served by the promotion of the welfare of the 
financial community at large. 

BANK LEADERSHIP NOT ALWAYS AcCEPTED. This kind of lead
ership or control was by no means always acceptable to the vari
ous banks which coexisted in the. British market with the Bank 
of England. They were not willing to keep with the Bank more 

. than a minimum amount of reserve, and it was not infrequently 
necessary for the Bank to use its open market power for the pur
pose of regulating rates of discount and of coercing other institu
tions into observance of its wishes. However this may have been, 
the situation was at least such as to permit· the bank usually to 
overcome the opposition of other institutions, largely because it 
had a gTeater amount of immediately available credit power in 
its hands. The post-war situation is, therefore, to be studied, first 
of all, for indications of the ability of the Bank of England and 
Of other banks similarly situated to reestablish the control over 
other banks which was formerly exerted by them, and secondly 
with a view to ascertaining whether the post-war financial situa
tion does afford, or is likely to furnish, a field which requires the 
use of exactly this same kind of direction and oversight. These 
two questions may be considered in their order as thus presented. 
. As to whether the central banks of the several countries are in 
process of recovering their leadership in point of size, as com
pared with the other banks of their communities, the answer must 
be very dubious. It may well be that in many countries there will 
be a decisive growth in volume of central bank resources, but the 
statistical position at the present time seems to point to a decid
edly more rapid growth on the part of commercial hanks. 

INTEBNATIONAL COOPERATION. The difficulties of restoring 
control over the money markets in the several countries, and the 
apparent fact that central banks have been in danger of losing 
ground in their contest with the larger commercial hanks by 
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which they are surrounded, hils brought ahout lin exoeptionlllly 
interesting post-war development. This is the formation of lin 
informal association or organization of central hanking institu
tions with the purpose of mutually regulating or controlling dis
oount rates. A relationship hetween central hanks was first 
established, perhaps, during the war, when the Bank of England' 
undertook to act as a representative of the Federal Reserve banke 
of the United States, and to meet various obligations for them 
which were incident to allied military operations in Europe. 
After the war was over, the Reserve System came to act as agent 
for various foreign central banke and eventually took on the func
tion of investing considerable portions of their funds in local bills 
and notes, carrying such hills and notes in trust, and holding de
posits for the foreign central banks, It also at times undertook a 
somewhat similar function for foreign banke, which were .. cen
tral " only in name. Later, the Reserve System formed a work
ing partnership with the Bank of England, relating to the control 
and direction of discount rates, and undertook to keep rates at the 
reserve hanke not higher than a certain figure in relation to Eng
lish hank rates. This working relationship was finally extended 
to take in Germany; and later France through the Bank of 
France, joined in eome informal conferences of central hankers. 
The Federal Reserve System was already issuing a monthly bul
letin as well 88 a local issue at each of the Federal Reserve banks, 
which at the request of the Reserve Board, had adopted the prao
tiee of issuing such a bulletin. This idea 11'88 copied by the Bank 
of England which. in 1926, began issuing a small monthly publi
cation marked ae for the use of central hankers only, and intended 
to furnish a very few figures bearing upon phases of oentral 
banking conditions and methods that were presumably 

II significant from the standpoint of international central bank
.~ing regulation. 

SEcucT op OPEllATlONB. The extraordinary secrecy which baa 
been thrown about thie central hankers .. conference," ae it waa 
called (perhaps aa a reminiseence of the council or conference of 
gn'\'enlOr& of reserve banks which bad been eetabJisbed in the 
early days of the Federal Reserve System), haa preven~ any
thine more than a general knowledge of its doings hfooorninC pub
Iio. It baa been well knoWII. howe~. tba\ the ~or plUpOllll. of 
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the conference was to regulate discount rates in the different mar
kets, and thus presumably to bring about two results: (1) the 
redistribution of the issue of new securities in different markets; 
and (2) the redistribution of gold between different markets. In
cidentally, the conference of central bankers has undoubtedly 

. devoted much consideration to questions of stock-market activ
ity and ,manipulation and of competition for international loans. 
The notion has unquestionably been that, through such collabora
tion, it would be possible to prevent anyone bank or market from 
getting ti).e advantage of any other, and at the same time to 
" promote the return to the gold standard" so far as might be 
practicable, by relieving the strain which such return to the gold 
standard presumably brought to bear upon certain of the coun
tries engaged in endeavoring to effect this return;-notably 
Great Britain and possibly Belgium and other countries as well. 
The policy has naturally involved an effort to direct in various 
ways the policy of the larger commercial banks; notwithstanding 
the difficulties involved in such an undertaking and the refusal 
on the part of some of them to allow themselves to be directed 
in that'way. 

THEORETICAL AsPECTS. As a phase of post-war banking this 
f, effort to develop an international or super-central bank control 

has a very large theoretical interest. Such interest is found in the I 
fact that the efforts which are making, and the powers which are 
tacitly assumed, on the part of the central banks so engaged, imply 
the belief that these banks can and should exert a general control 
over credit, and can and should dictate the conditions under which 
monetary conditions are fixed and maintained. Such assumption 
naturally represents a very extreme change from the pre-war 
disposition to refuse recognition of any such powers on the part 
of credit-granting institutions, and it should be added that 
European central banks have been somewhat loath to admit any 
such change in attitude. Their reasons for assenting to, and join
ing in, the central banking conferences which have thus taken 
place have been two in number: (1) the existence of an artificial 
reparation situation which in their opinion calls for more or less 
steady consultation between the controlling debtor and creditor 
countries; and (2) the fact that both they and the private bank
ers in their several countries felt themselves very dependent upon 
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the United States for loan funds. They, therefore, deemed it 
neoeBBary in every way to appear to collaborate with and to 
inform the United States and its banking mechanism of what was 
being done in European markets. 

PRACTICABILITY 01' .. SUPER-BANK." Whether it will prove prac-. 

, 

ticable to maintain a oontinuous internatiOnal,. super-central bank 
II conference" or controlling body may well be doubted. It would 
be praotioable, probably, only on the assumption that one or two 
countries continue to be able to go on dictating, financially speak
ing, to the others, - a situation which is not likely to exist in-
definitely. That such a oonferenoe may in the meantime produce 
80me important temporary results, particularly in conneotion 
with reparations settlements and problems growing out of them 
is, however, entirely likely. The effort to establish a super
oentral banking organilation is thus worthy of note, particularly 
aa it follows upon the breakdown of efforts, made at the time of 
the Treaty of Versailles, to provide for an international gold 

~ cle&ranoe fund which should result in eliminating movements of 
gold between oountries. Proposals for the creation of this fund 
had at one time reached eo definite a stage that they were referred 
to by the Federal Reserve BO&rd in one of its annual reports in 
which it offered its own servioes aa an agency for the creation and 

\

development of such a fund - the apparent nucleus of a kind of 
world central bank. The project met with no success, largely due 
to differences of opinion aa to who should be the holder of the 
gold fund, and the current central banking conferences are the 

# successor to it. It is probably true that world opinion in general 
haa not reached the point where it would permit the establish
ment of such an orgeniaation, even if conducted with due regard 
to publio weIrare, and with reasonable publicity for its aims and 
objects. "'nile, therefore, the development already deseribed is 
Bignificant and interesting, its relationship to the actual trend of 
post-Will' banking is still to be determinecL A significant opinion 
with reference to this episode waa expressed by an English bank
ing authority in September 1927, 88 follows: •• 

n The problems which now await to be solved are beginning to 
be ~ ditJerent to thoee which had to be considered immediately 
after Ule war. Then. there waa a single, simple, definite and al!

•• ,. .. "...... Val. IV. No. ...... Ilia. 
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important objective - the restoration of tolerable monetary con
ditionS in Elll'ope and in the world at large. But this problem 
has been solved, and it is not likely that economic and political 
factors will ever again in the present age produce such a chaos as 

• prevailed immediately after the war. The problems of the future 
are less simple and less calculable, require more consultation and 
less day-to-day manipulation of the machine .•.. Upon these : 
matters there is not even as yet agreement among theoreticiaDS, 
much less unanimity among practicians. . .. " 

I CONFUSioN OF FUNCTIONS. Partly as a result of our difficulty 
in controlling discount rates, and of restoring the headship of the 
money market which existed before the war, partly as a conse
quence of a non-liquid condition prevailing in many banks, and 
the less standardized character of finance in general, there has 
been not only the change in character of commercial assets which 
has been sketched above in most of the European countries, but 
there has also been an increasing tendencx to, the fusing of !nvest-

\ ment and commercial banking functions. This situation has nat
urally bE\enin~st strikingly illustrated in Germany where it had 
been true even before the war that the large German banks were in 
the habit of supporting, owning and directing all sorts of financial 
enterprises, their own boards of directors indeed being quite often 

, drawn from such enterprises. A ,.JrerJt..great growth of this rela
'jti«1DSh.iP between banking and industry has, however, taken place 

in Germany. It probably culminated in the operation during 
September 1927 whereby the Deutsche Bank obtained in New 
York a o-year loan of $255,000,000 for the express purpose of 
enabling medium-sized industrial concerns to obtain working 
capital for longer periods than are usually allowed by commer
cial banks. The transaction was unprecedented in a great many 
respects, and represented so pronounced a break with traditional 
banking practice even in Germany that the German financial 

\

press and public was undoubtedly greatly disturbed by it. Simi
lar situatioDS, although none perhaps of 80 pronounced a charac
ter, were to be noted in other European countries. The French 
b,anking, system had always been inclined to do a goo(f deal of 
investment financing, but its .J!Ost-war policies have leaned even 
more heavily in that'direction. British banks have been disposed 
to broaden their policies very considerably, and to abandon the 
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oomparatively strict standards of banking practice to wmch in 
former years they had been so strongly attached. In the United 
States, the same tendency has been at work in striking fashion, 
and as usual has been re1leoted in legislation. The so-called 
McFadden Aot, of February 1927, expressly allowed national , -'" -- .. - , .. 
banks til embark upon business as issuers and dealers in invest-

, ~i£8ec~ritiea,.and also quite definitely to put themselves into the: 
Ilan_<;Iloan business. This, often represented as a local departure 
which was the outgrowth of special Amerioan conditions, was in 
faot nothing more than an action parallel to policies which had 
already been adopted in Europe, although, as usual, taking form 
there in practice rather than in legislation, whereas in the United 
States the oppOlIite was frequently the course of evolution. 

" RELIEI' "DElIotANDIIlIl. This change of policy and broadening" 
,\Of banking practice, involving as it does a fusion of types of bank-
, ing which before the war had seemed to develop along non parallel 
lines, is the outgrowth of complex factors. It doubtless reflects, 
first of all, a feeling in various countries that relief meajureB of 
some kind are called for. In Germany, for exaDiPle."-the com
plaint has been constantly heard since the war that the smaller 
industrial enterprises were being hard-pressed by lack of oom
m~ial credits, yet could not hope to attract funds from foreign 
eenters which were chie1ly ooncerned with provision of cash for 
the use of the larger enterprises. In part, probably, the change . 

h?! front wae due to an altered method of BIlpplying working capi
r,'1 for business enterprises. Even in the United States, where 
there has certainly been abundance of gold, there hu been a 
pronounced tendency to obtain funds through the creation of 

\ stock and bonda rather than by bank borrowings; and this BB1118 

tendency has, for other reasons, been paralleled by developments 
in Europe. These include not only occurrenees of the sort already 
brie1ly sketched but likewise other considerations growing out of 
changes in types of industry. a steady advance of corporate ente.-
prise. snd the increasing preference for corporate securities as a 
form of investment.. 

SUNNAIIT. From the foregoiq review of the major post-war 
developments in European bankin&. it will be seeD flIat. the prin
cipal changes as compared with earlier oonditiona may be pouped 
somewbat as followa: 

• 
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..It U. Those affecting the attitude of the community at large with 
.respect to banking, and determining the accepted position of 

, banking· in economic.scheme. -.. .. . ..... 

~ 

'2~'ThoiH, 'which have to do with the altered status of central 
. banking and its relationship to the Government. 

3. Those which relate to the new functions that have been as-

I 
signed to central banking or the broadening of older functions; -
the control of credit, and through it of prices, being significant 
under the first head, and the development of monopoly control of 
note issue being similarly conspicuous under the second. 

4. Those which have to do with the relationship between cen
tral banks and commercial banks; - the latter having lost some 
portion of their old time control over the discount market, and 
being now engaged in the endeavor to recover it. 

\- 5. Those which have to do with the concentration of commer
cial banking and the increasing size of the banking unit. 

6. Those which relate to changes in the portfolios of the eom~ 
mercial bank, and the reration 'between its· reserves and its out
standing liabilities, ) 0 

Reviewing these various modifications in the banking situation 
which existed prior to the war, the conclusion may be drawn that 
.there has been not only an extensive modification of pre-wat 
banking theory and practice, but that that modification has taken 
effect in ways which seem to insure its continued development 
along the lines that have already been mapped out. It is true 
that some of the changes heretofore referred to are now fully 
recognized, and by some regretted, and that an effort is being 

'. made to restore the pre-war status, as witness the current en
dea vor to reestablish the primacy of central banks in the dis
count market. But these are exceptional phases of the general 
movement. On the whole, it would seem that banking in general, 
especially as typified in the European field, has entered upon a 
distinctly new pbase of its growth. In that phase, it is tending 
to become much more nearly than ever before a monopoly~.with. 
decided centralization of function, increasing size of the' indi
vidual unit, and large service to the community through the' 
branch system. Tbe various governments are endeavoring to 
segregate for their own use certain banking functions, notably 
those of note-issue and to an extent credit control. and to exercise. 
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these funotions through central banks whose definite leadership 
of the market is still in dispute save in so far as fortified by legis" 
lation. The fact that it is thus in dispute has tended somewhat 
toward a nationalilation movement whioh seeks to place the con~ 
trol, or pwnership, or both, in the hands of national governmentS; 
thus' presumably providing them with a weapon which they esn ! 
,lise to good eaeot In compelling the oommercial banks to carry , 
out suob program as they may deoide upon. It is difficult to sat 
w~t the outcome of this' struggle will be, and for the present 
enough has heeD done when we oall attention to it and outline the 
ohief underlying faotore'in it..' 

The tendency of oomniercial 'banks to oonoentrate their re
sources in a few institutions, and at the same time to depart more 
widely than formerly fro!'!_the reoogniIeQ'canOiiii',iliiommercial 
banking a8 adopted in Great Britain, permitting themselves to 

\

develoP in the investment field as well .a.s. elsewhere, is in part. II 
result of war oonditions, but it iB, also Varl. an _outcome C!f 
changed industrial relationships. To some extent also it is II ~ 
product of the lowered responsibility "Which is .necessarily recog
niied when tIle ~nks are wholly shorn of the issue power and are 
iii large measure deprived of any duty in regard to credit control 
In such cases they naturally tend to transfer their respoDsibility 
to the government under which they exist and to its central bank, 
and to devote themselves very largely to the making of larger 
incomes through tIle expansion of their operations along any 
available lines tIlat hold out a fair prospect of profit. They thus 
tend to approximate more and more to the pre-war German type 
of institution, rather than to the pre-war English type. The 
eventual outcome of this situation and tendency cannot be pre
dicted, until much more experience and obsvvation have thrown 
light upon their probable results. For the present, there is 
no ~ptible feeling that the new trend is to be objected to, but 
rather the reverse. 

As for the belief or opinion that it will be possible, through the 
eontro1 of banking, to regulate the price level ... stabilise II busi
ness, and perhaps bring about a transformation in monetary 

1 
standards, it is sufficient to say that as yet the. are aspirations 
ratIlef than achievements. Wbile they have taken II deep bold 
upon the minds of a good many financiers and administrators, 
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they have thus far proved instrumentalities of an individual 
ambition or of special interests, rather than the agencies for gen
eral good and for the elimination of uncertainty in economic re
lationships which they have been regarded as being. There is 

I 
still much to be done in developing the theory of credit, and of 
credit control, before the application of practical effort in those 
directions is likely to be very successful. Meanwhile, however, 
the endeavor to use such theories as have gained a partial accep
tation, in the actual management of banking institutions, is pro
viding ~n interesting series of experiments in financial reorgan
ization. The present volume is intended to set forth and review 
what is actually being sought along all these lines. Readers will 
be best able to reach conclusions acceptable to themselves with 
regard to the probable outcome. 



CHAPTER II 

THE BANIaNO SYSTEM OF AUSTRALIA 

BY 

D. B. COPLAND 1 

P..,..ATORY N ..... In the preparation of this brief description of Australian 
bankiDl I have been greaUy aeeiated by Mr. A. Tbodey, editor of the 
A ... 1ralmicm I ............. and Banki"ll Record, Mr. B. Lathem of the Com
monwealth Bank, Mr. B. E. Teare of the Alexander Hamilton Inetitute, 
and Mr. R. B. Lemmon, Lecturer in Buoin ... Principl .. at the Univereity 
of Melbourno and Mr. E. C. W. Kelly, Leeturer in Commercial Law. I am 
aloo indebted to the editor of the Economic JoU1"lllJl for permioeion to 
reprodueo eome matter that had already appeared in thet journal. 

The uoo of tho word .. State" to deocribe the units of the federation 
mWDI tho Commonwealth or Auotralia will be familiar to American Btu
deota. I ohould explain that tho word .. public" is uoed throughout to 
eiallify IOvernment ownerobip, whether State or Commonwealth. Thuo 
the Cnmmonwealth Bank is a public bank owned by the Commonwealth 
O(lvemmeot. There ere aleo public bonking inotitutio .... such aa Savings 
Banke. owned by the State Oovemmeots. Owing to the opecial meaning of 
• State" in Australia it haa not boeo ~ble to deocribe th_ inotituticiDa 
lOerally u State oonoema. 

THE MONETARY SYSTEM: ITS NATURE AND 
DEVELOPMENT 

EAl\Ly CuIlllltNCY. Banking and currency in Australia canno' 
be considered apart from the close financial ties between AWl
tra1ia and the United Kingdom. Local conditions, especially the I 

preponderaJ!.t:e_ o.f rur~ interests, have produced variatiOns from I 
the British example, and in later years there are indications of 
greater indt>peDdence of action by the financial authorities of 
Australia. It still remains true, however, that the monetary &y1t-

1 tem of Australia bears marked resemblance to that of the United 
Kingdom upon which it is moCielled. As in all primitive com
munities the nrly settlements in Australia experienced periodio 
difficulties in maintaining a satisfactory medium of exchanp.. 
Barter was frequently found the JDOSt satisfactory basis of 

• PIulti&w of Benkinc. Uni __ t.., of MeIboume. 
4S 
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conducting trade, and various commodities were used as money, 
including rum, which had, at least, the important attribute of 
general acceptability. In the early history of New South Wales 
the Spanish dollar (worth from 4/6 to 5/-) was used, but 
it was found impossible to maintain its circiilation" .:Beingac
ceptable abroad in payment for imports the dollars were rapidly 
exported and were rarely found in local circulation. Variations 
of the dollar currency were tried in 1813 when a small coin, 
known as "the Dump" was cut from the ceDter of the dollar 
which then became" .the Holey Dollar." It was hoped by this 
means to prevent the export of dollarS and to safeguard the local 
currency. The two" debased" coins circulated for a time but 
the fluctuations in the exchange value of the dollar caused great 
inconvenience to traders dealing with Great Britain. Despite the 
efforts of Governor Brisbane (1821-5) to establish the Spanish 
dollar as the standard currency of Australia it was finally 
abolished in 1829 when a sterling currency was introduced. 

INTRODUCTION OF BRITISH CulIRENcY. It may appear natural 
that the early colonies should prefer the British currency system. 
Their' 'external trade was mainly with Great Britain and the 
authorities were familiar with British coins. But at this time 
the Spanish doiIar was the almost universal " coin of sea borne 
trade" in the South Seas, and there was a strong presumption in 
its favor. The restriction of cash payments by the Bank of 
England and the depreciation of the British paper pound during 

rand after the Napoleonic wars gave the dollar additional support 
land it seemed likely that Australia would follow the example of 
the early American colonies in adopting it 88 currency. But in 
1816, three years before the resumption of specie payments 
in England, public opinion in New South Wales had decided in 
favor of a sterling currency. This was on the occasion of a 
meeting to consider the establishment of a bank in the colony; 
A year later the Bank of New South Wales was opened, and as 
it had the right of note issue its notes became the most important 
local medium of exchange. Thus the colony had taken the first 
step in the direction of a sterling currency. The introduction of 
an adequate silver currency from 1825 to 1829 by the Imperial 
authorities and the withdrawal of the dollar currency completed 
the process ana there has never been any serious question eince 
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concerning the maintenance of a sterling currency in some 
form. 

GOLD DI8coVElllES AND THIll CoINAOIII; For the next. twenty 
years there were no important currency developments. More 
banks were established, mostly under authority from the British 
Government and often by British financiers in London. These 
banks all had the right of note issue and during the severe eco
nomio crises that affeoted the oolonies from time to time, notably 
in the early forties, some experienced difficulties in meeting 
their obligations and others actually failed. But the whole 
eft'ect of this period was to strengthen the preference for British 
ourrency and the final touch was given to the system when gold 
was produced in rapidly increasing quantities in the early fifties. 

During the years 185~5, towns sprang up in Victoria wherever 
gold was discovered. This increase of population and its con
centration in urban areas created a great demand for coin which 
oould not be supplied from the British mint.. Hence there was 
the unusual position of gold bullion selling at less than its mint 
price. In South Australia, which had suffered depreesion through 
the exodus of its labor supply to the diggings in the neighbor
Ing State of Viotoria, special measures were taken to issue notes 
against gold bullion assayed and stamped by Government au
thority. Holders of bullion could then procure notes for their 
gold at the rats of 71/- per standard os. The prioe bad fallen 
much lower in Adelaide and other places, and the local scareity 
of coin was met finally by the estab1ishment of a branch of the 
Royal Mint at Sydney in 1855. A second brancb was opened in 
Melbourne in 1872, and a third in Perth in 1899, after the de
velopment of gold production in western Australia. Gold coins 
iesued by these mints were to be of the aameweight and finenees 
as British gold ooiDS and were unlimited legal Wider in Aus
tralia. In 1909 provision was made for the issue of an Australian 
coinage when the Coinage Bill was passed by the Common
wealth Government. Gold ooiDs of £5, £3, £1 and 10/- were to 
be iesued; eilver coins of 2/-. I/-, 6d. and 3d.; and bronae of 1d. 
and id. As in Great Britain, gold was to be unlimited ~ 
tender, silver legal Wider up to f.O/- and broue up to 1/-. Tbe 
lltandard weight. and finenea of the gold ooiDs are the __ as in 
Grea~ Britain, bu~ Australia, as dist.iJm from Grea~ Britain, has 
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retained the pre-war fineness for silver coins-namely, 925 parts 
silver and 75 parts copper. Early in 1910 the new gold and 
copper coins commenced to circulate, but. silver coins were not 
issued from the Australian mints until 1916. The position now is 
that all AustraJian coins are issued locally, but the mints are 
still branches of the Royal Mint, and the gold coins issued are 
subject to inspection and regulation by independent authorities 
in London. The local mints are, however, financed by the three 
Australian Governments concerned - New South WaJea, Vic
toria and Western Australia- and are in many respects inde
pendent of the Royal Mint. Approximately 56% of the total 
gold produced in Australia has passed through these mints, but 
owing to the serious decline in gold production in recent years 
the mints are run at a financial loss. It is probable that some 
reorganizatjon will take place in the near future with a view to 
reducing expenses. A speciaJ feature of the development of this 
coinage system and minting power is that the State Govern
ments which have no authority to legislate for the coinage have 
hitherto been responsible for the maintenance of the mints. It 
is possible, however. that the reorganization of the mints noted 
above may involve some exercise of latent authority by the 
Commonwealth. 

THE CRISIS OF 1893. No review of the development of bank
ing and currency in AustraJia is complete without some reference 
to the financiaJ disasters of the early nineties. Towards the 
close of the eighties a highly speeulative land boom developed 
throughout Australia being especially marked in Victoria. The 
price of land rose to fantastic heights, imports increased rapidly 
at a time when the overseas market for Australian produce was 
depressed. The several State Governments had launched ambi
tious programs of public works and the public debts of thel: 
States rose quickly from £127 mills. in 1888 to £173 mills. in 1894. ; 
Between 1884 and 1888 bank clearings in Melbourne rose from \ 
£149 to £327 mills. and remained with some indecision at a high 
level for four years. Banks had greatly increased their advances, 
both absolutely and relatively to deposits, and had freely accepted 
highly priced land as good security. Speculation in land was the 
most pronounced feature of the boom and it was made possible by 
the policy of the banks. At this time the opportunitiee for invest-
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ing banking funds were somewhat limited, more especially as there 
was almost no looal market for publio securities. Hence exces
sive holdings of land as collateral for advances was inevifJable 
in the boom conditions of the time. The position was accen
tuated by the excessive importations of capital, hoth public and 
private, beyond any possibility of ita economic use. As Boon as 
confidenoe in the high price of land broke, the whole financial 
struoture was imperilled and Australia experienced a commercial 
crisis of appalling magnitude, quite independent. of the Baring 
crisis. From J anlNlry to May, 1893, no less than 15 banks with 
about 1000 hranches suspended paymente, and excessive pessi
miam preva.iled where a few months previously there had been 
unmitigated optimism. Moat. of the banks ultimately pa.id the 
deposita of their customers, but. in the process were foread to 
enter upon a restrictive policy which increaaelf. the economio 
distress that followed the boom. Bank clearings in Melboume 
declined from £2t5 milia. in 1891 to £125 mills. in .1894, and de
spite Increasing prices it. was 1910 before they again reached the 
level of 1891. The experience of these ye&nI left a lasting im .. 
preesion upon bankers whose aubeequent policy has been, on the 
whole, marked by caution. Prior to the criaia the proportion of 
cash to liabilities was only 17% while advances were 137% of 
deposita. These ratioe have never been reached since. The for
mer is usually about 23%, though in recent times it has been as 
low as 18% owing to special ciroumstancea noted below. The 
latter haa rarely ezoeeded 90% and is usually about 80%. Banks 
have turned more and more to commercial eecurities, and in 
recent years to Government and municipal bonda, for investment, 
and the proportion of their holdings in landed securities or live 
stook has been great.ly reduoed. Special financial and bapking 
institutions have assumed much of the business of making ad
vances upon land. stock, and prodUtl8. Thus in many directione 
the great criaia of 1893 is .. landmark in the history of banking 
in AustraliL 

Tm: CoanroNwuL'I'JI NO'I'II Issua. When the Commonwealth 
of Australia was established in 1901, authority was given to the 
Federal Government under ~tion 51 of the Constitution to 
legislate with res~ to n Danking, other than State banking, 
aho State banking extending beyoncl the limita of the State con-
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cerned, the incorporation of banks, and the issue of paper 
money." In 1910 the Federal parliament acting under the au
thority of this Section passed important measures providing for 

j 
the issue of Australian notes by the Treasury, and imposing a 
prohibitive tax of 10% upon the note issue of any private bank. 
Under this legislation the circulation of the notes of a State was 
prohibited, and the, Queensland Treasury notes issued first in 
~893 were withdrawn. ,The effect of these measures was to give, 
the Commonwealth Treasury a monopoly of the note issue. 
Under the terms of the original IIct the notes were to be issued 
lor varying denominations from' 10/- upward. Notes could be 
issued to the aggregate value of £7,000,000 against a reserve of 
gold of 25%, For all amounts above this limit the reserve of 
gold was to be 100%. In this IOOtter Australia followed closely 
upon British experience, but the Act was amended in 1911 when 
permission was given to issue notes' to any amount on a gold 

~
reserve of 25%. The portion of t,he'issue not covered by sP, ecie 
could be invested in seourities of the Un,ited Kingdom or of the 

mmonwealth or States of Australia, or placed on deposit with 
" y l>therl>ank. Tbe Treasury, however, continued to act under 
the ·originalact until the outbreak .ofwar,when the note jssue 
waif rapidly increased; rising from £9.6 mills. in June, 1914; to 
£32.1 mills,,~ Junllt: 1911i. Much- Qfthis jncreflBed issue was 
lDade Qnthe' security of wansto·the State Governments. Tbe . . 

i,mportance of this ·in financing the war is noted below. Changes 
~D the manllgemeut of the note Wlue were inade in 1920 when the 
notes were, to be iSBued by·· the, Commonwealth Bank. A Note 
~ue Department was provided fot and • Notes Board was set 
!lP' to control this department. ' All. the conditione stated above 
regarding reserve and investment of tae. uncovered balance of 
the notes were maintained, except. that the Notes Board was 
given authority to iSBue notes against trade bills. Tbis form of 
control was abandoned in 1924, when the note issue was placed 
directly under the control of the new board set up by legislative 
enactment in that year to manage the affairs ·.9f the Common
wealth Bank. Tbe effect of these measures was to create a 
public note iSBue under federal authority, convertible into gold 
coin. This note. issue has been the only paper money in circula
tion in recent years, 
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THII COMMONWEALTH BANK. A further important legislative 
measure was passed in 1911, in the form of .. An Act to provide 
for a Commonwealth Bank." Under this Aat a public bank was 
establisbed in 1912. It had no right of note iesue, but apart 
from this, performed all the ordinary banking functiollS. The 

~
Owth of this bank, its operations, and subsequent legislation 
eating it, are reviewed below under. the section dealing with 

antral banking. The Commonwealth Bank was well established 
hen the war broke out, but the extraordinary measures re

quired for financing the war greatly strengthened the Bank. It 
was through the Commonwealth Bank acting in cooperatioD. 
with the other banks that. the Government was able to float the 
. war and post-war loans, and to finance the wheat and other 
poole wbich were thought to be necessary for the successful can" 
duct of the war. As a consequence the Bank had greatly 
strengthened its position by 1924 when steps were taken to give 
it some of the functions of a central bank. It is an interesting 
aspect of recent currency history that the Commonwealth Gov
ernment has in respect of the note issue and the Commonwealth 
Bank superimposed ile authority upon the monetary system. 
Equally interesting is the degree to which a public bank and a 
public note issue have quickly become a recognised and approved 
part of the monetary systsm. 

THIl AllANnoNMIINT 01' SPIlCIII PAYIlENTS. Soon after the out
break of war Australia, in common with other belligerents, aban
dOlled the gold standard. Gold and notes were then circulating 
Bide by side, and notes, though full legal tender, were convertible 
.into IOld at the seat of the Federal GOV\ll'llment.. In praotice 
IOld could always be obtained at any bank and was alwayil 
available for export.. Th_ arrangements were completely al
tered BOOn after war broke out.. In the first place an embargo 
was placed on the e.~rt of IOld which was allowed only under 
licenee from the Federal Treasurer. Secondly, the mints no 
I~ freely issued sovereigns to the publio in rerum for IOld 
bullion. Thirdly, the practice of the banks in providing gold 
freely was abandoned and notes '-&me the basis of their clear
ing houee arrangements. The Federal Treasury also diseouraged 
the practice of paying out &Old in fttum for notes at the seat of 
&OV\ll'Ilment and the note issue was thus virtually inconvertible. 
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By arrangement with the private banks notes were issued in ex
change for gold formerly held in bank reserves. These measures 
had the etIect of increasing the gold reserve in the Federal Treas
ury and of placing behind the note issue the authority of the 
private banks. Gold disappeared from circulation, and paper 
money, together with the usual silver and bronze tokens, became 
the sole medium of exchange. The note issue increased from £9.6 
mills. at June 30th, 1915, to £32 mills. a year later and £52.5 mills. 
at June 30th, 1918. The proportion of reserve on these dates was 
'42.9%, 34.34% and 33.61% respectively. The reserve ratio 
for 1915 shows ;the etIeets of exercising the power of unlimited 
issue against a gold reserve of 25%. Under the limitation In the 
original act of 1910, the gold reserve should have been, at least, 
£26,750,000, in place of the actual amount of £11,034,703. The 
great increase in the note issue in this year was due to the adop
tion of this means of making loans to the States. Thus at June 
30th, 1915, the Australian Notes account showed that £14,746,-
550 had been invested in State Government securities and £5,-
758,899 in Commonwealth securities. It is doubtful whether this 
great,~crease in the note issue was necessary even for the pur
pose of financing the war, but in later years of war and post-war 
finance the increasing note issue became a recognized part of the 
financial mechanism. In Australia the war was financed mainly 
by this loan method. Thus to June 30th, 1919, the total war 
expenditure was £311,452,248, of which only £45,958,584 had 
,been raised by revenue. Almost the whole of the latter amount 
was accounted for by debt charges on the loans, both Australian 
and British, war pensions and the annual charges of repatriation. 
Towards II total loan expenditure of £265,493,664 the amount 
raised in the Commonwealth was £194,086,462. Under pressure 
from the Government towards the end of the war banks arranged 
for an instalment system for bond purchases and increased their 
deposits by the amount of the advances made on account of war 
bonds taken up by their customers. Hence there was a great 
increase in banking deposits which rose from £159,209,000 at 
June 30th, 1914, to £231,270,000 in 1919. This caused prices to 
rise and examination shows that there was a close connection ~ 
tween prices and the note issue. Despite the attitude of bankers 
in maintaining etable exchange during the war, and the close 
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trade and financial connection w,th Great Britain, the Al18tralian 
price level moved independently of the British price leval. There 
WII8 a depreciation of the paper currency as shown by the rise 
in prices and the premium on gold, the paper price of which rose 
above £6 per 01. in 1920. But the percentage riee of wholesale 
prices in Australia during and after the war was not as great 
aB the movement in British prices. Until the great deflation of 
1920 Australian prices were lower even than American prices 
compared with 1913 aB base. Exchange rates with England were 
remarkably stable, despite the disparity of the price level and it 
was not until 1921 that serious exchange difficulties were 
experienced. 

THlil Il:£TuRN TO GoLD. It is necessary to postpone a full dis
cuasion of the events leading to the restoration of the gold stand
ard until the basis of Australian exchange and the position of 
the central bank are fully examined. Australia was ready for 
the resumption of specie payments long before the step WII8 

taken, and apparently awaited action by Great Britain. During 
1924 the exchanges were favorable and the price level fell to 
parity with U. S. A. prices. When the sterling dollar exchange 
moved towards parity at the beginning of 1925 it was profitable 
to import gold from the United Ststes, for the Australian pound 
9111& lot· a premium with the British. As the banks had been 
complaining of low cash reserves in Australia and ample funds 
in London this movement of gold was encouraged and imports 
during the early months of 1925 amounted to over £10,000,000. 
In these circumstances the decision of Great Britain to restore 
gold payments in April was welcomed and Australia took a 
aimilar step. The embargo on the export of gold was raised and 
n~tes became convertible into gold lot the head office of the C0m
monwealth Bank. But the Ministry expressed the hope that 
It the public would refrein from presenting notes for gold" and 
Austrelian notes and tokena continued as the sole medium of ex
change internally. Gold became available for export and the 
exchanges returned immediately to par. The Australian CUI'

rency is now somewhat aimilar to British in that notes are 
convertible into gold for foreign payments, though they are uni
versally accepted for intemal circulation. But there are some 
special features of the mone~ sy&Iem which require a cWt-
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cussion of general banking prQl>lems for their elucidation. In 
particular, the system of issuing notes against gold in London 
which was adopted in May 1925, though a special measure to 
meet the conditions of the moment, may lead to important 
changes which can be considered only after an eXamination of 
the exchange connection with Great Britain. 

CREDIT INSTRUMENTS 

TYPES OF CREDIT INSTRUMENTS 

(i) The ordinary commercial check familiar in all English 
speaking countries is used extensively in Australia. It is 
defined in the Bills of Exchange Act (Sec. 72) as " a bill 

. of exchange drawn on a banker payable on demand." 
Iii) The bank check used in final settlements where titles pass 

and the creditor desires the equivalent of cash. 
(iii) The bank draft drawn by a bank upon one of its own 

., branches or upon another bank. 
(iv) The promissory note defined in Sec. 89 of the Bills of Ex

change Act as .. an unconditional promise in writing made 
by one person to another, signed by the maker, engaging 
to pay, on demand and at a fixed or determinable future 
time, a sum certain in money to, or to the order of, a 
specified person, or to bearer." 

(v) The bill of exchange defined in Sec. 8 of the above men
tioned Act as "an unconditional order in writing, ad
dressed by one person to another, signed by the person to 
whom it is addressed to pay on demand, and at a fixed !lr 
determinable future time, a sum certain in money to, or to 
the order of, a specified person, or to bearer." 

All these instruments are negotiable in some degree. The law 
relating to them is set out in the Bills of Exchange Act passed by 
the Commonwealth Parliament in 1909 and amended in 1912. 
This is a comprehensive me8l!ure superseding State legislation on 
the matter. It follows very closely British law, and the banking 
procedure in drawing and negotiating credit instruments is 
modelled on British practice. Further, British case law on credit. 
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instruments is regarded as applicable to Australia, and is fre
quently quoted in the Courts. In banking procedure relating to 
credit instruments II ,the letter of credit" plays an important 
part, and is sometimes classed as an additional credit instrument. 
In one sense· this is true because it is an instrument througb 
which purchasers or their agents arrange the financing of their 
dealings. But the letter of credit, strictly speaking, is a means to 
tlle use of other instruments, supplying, as it were, the holder's 
credit, as would an actual account at the bank. It cannot be 
negotiated except through other instruments, and for this reason 
is not included as an independent credit instrument, though it 
must bulk largely in the discussions which follow. 

THII CHECK. SYSTEM. There is no reliable measure of the 
relative importance of payment by check and payment by cash 
in internal transactions, but it is quite certain that the former, 
ae in Great Britain, is responsible for a much larger aggregate 
value than the latter. The proportion of cash reserves to de
posits in the commercial banks varies from one-fifth to one
fourth. This is some indication of the importance of eheck 
payments. The large volume of clearing transactions points in 
tJle same direction. Thus for 1925 they amounted to £2,177,-
000,000 for the clearing houses at. the five eapital cities of the1 
ml\inland. Ae the total number of independent trading banks in j 
Australia is only nineteen, this amount indicates the importance 
of check transactions. Checks are used extensively for all pay
ments in trade dealings, both local and inter-state.. The bank 
eheck or bank draft may be used in special eireuinstanees, and 
promiesory notes and bills of exchange are also used according 
to credit terms arranged. But the check habit is remarkably 
well developed in Australia, despite the preponderance of I'UI'al 
production and the large areas for which banking facilities have 

. to be provided. 
In the negotiability of thecka Australi .. practice ia similar 

to British. An OpeD cheek, that is, one not requiring eDdorse
menlo ia used chiefly by the drawer in proc:urinll'ash for hia OW'll 

purposes, or in cases where the check is handed direct to the 
payee. Even then, the latter may make it payable to order, in 
which _ it cannot be n~ated ~pt with his endorsement, 
or he may cross the check wbeD it must be paid into a bank 
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account, though not necessarily his own account, so long as it 
bears his endorsement. If such a check were marked "not ne
gotiable " it would require to be also endorsed by the payee and 
paid into his account direct. If this procedure is not followed the 
collecting bank would be responsible to the true owner if it is 
collected for a person who has no title to it, unless it could show 
that it received payment in good faith. These forms of crossing 
may be carried out by a drawer, a payee, or a holder and the 
Act provides that "a crossing authorised by this Act is a ma
terial part of the cheque; it shall not be lawful for any person 
to obliterate, or, except as authorised by this Act, to add to or 
alter the crossing." (Sec. 84). Under these conditions the use 
of checks is encouraged, and they may be sent through the post 
without fear of fraud. . 

In some cases, as noted above, the creditor will not accept his 
debtor's check, but prefers cash. Where the amounts are large 
as in the final settlement of real estate transactions, payment 
may be made by means of the bank-check. This is really an 
order by the bank on itself in favor of its customer (the 
debtor), or a payee named by him. The debtor hands his own 
check to the bank receiving in exchange the bank-check which 

r
is readily accepted as cash by the creditor in exchange for the 
title deeds or other documents. Although bank-checks may be 
described as drafts drawn by the bank on itself, they are not 
regarded as coming within the usual category of bank drafts and 
are used only for special transactions of the type indicated. 
Again, they may be regarded also as bank notes and according to 
one authority where they are " payable to bearer on demand and 
intended for circulation" they would be liable to the special 
taxation provided in the Bank Notes Tax Act of 1910. 

LErrEas OP CREDIT. Before dealing with drafts, promiBl!Oty 
notes, and bills of exchange it is necessary to describe the part 
played by letters of credit in banking and exchange transactions. 
Letters of credit are used in both domestic and foreign tradel 
In domestic trade there are two types. (i) The simplest form 
is the letter of credit enabling the customer of a bank who is 
travelling to draw checks upon its branches. The amount is 
specified in the letter and the customer requiring the letter gives 
the bank a check for thie amount before obtaining it. Each 
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branch against. which checks are drawn specifies the amount on 
the back of the letter in the space provided and, of course, the 
letter oontains a specimen signature of the holder. (ii) Another 
type is used in commercial transactions by a customer of the 
bank who sends his agent to the country, or to another State, to 
purchase goods. The letter directs the branohes of the issuing 
bank to negotiate the demand drafts of the agent upon his prin
cipal (the customer) to a specified amount and there are provi
sions for recording the amount of the drafts so negotiated. The 
first is the prooedure usually adopted by travellers visiting places 
where they are not known. All drafts and checks drawn under 
these letters are, of oourse, subject to tI1e exchange rates ruling 
for intra-state or inter-state trade. 

Of much more importance are the letters of credit used in 

I 
foreign trade. These are mainly of two kinds - the Circular 
(or Clean) Letter of Credit and the Documentary Credit. In 
both cases the mnount is specified in the letter. Under the cir
cular letter of credit which the holder carries about with him he 
may draw upon the issuing bank and get its branch or agent 
wherever he may be to negotiate the draft on production of this 
lotter of credit and his letter of introduction or identification, 
the latter of which contains his specimen signature. This is the 
routine generally used for travellers abroad as distinguished from 
that followed by merchants in their regular business dealings. 
In the second case, that of the documentary credit established to 
facilitate foreign buying, the hank issuing it for a customer 
notifies its branch or correspondent abroad that it has granted 
the credit in favor of the foreign merchant. The latter is then 
entiUed to take the bill drawn on his customer with the shipping 
documents and to receive the cash in 8."tchange therefor. Thus 
if an Austra1ian merchant desires to purchase goods in London, 
he obtains a letter of credit in favor of his agent or supplier 
abroad who draws upon him and negotiates the bill through the 
bank in London specified in the letter. The shipping doounents 
(bills of lading, insurance policy, and invoices) are attached to 
the bill and sent to the hank in Australia, which presents the bill 
to the merchant in Australia. On aeceptance, the documents, 
under ordinary conditions, are released, and the merchant gets 
POlS ision of the goods, meeting the bill in due COUJW, U eir-
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cumsUmces have arisen in the meantime, throwing doubt on the 
merchant's standing, the bank may require him to meet the bill 
.before releasing the documents. Similar arrangements, mutatis 
mutandis, are made in Australia by British or other importers 
purchasing Australian produce. Thus the wool purchasers in 
Australia are financed in this way. Dealings with foreign coun
tries are financed through London in a similar way, the buyer's 
agent being authorized to operate under the credit to draw upon 
a bank in London instead of on the buyer as is usual in export 
and' import trade dealings between Australia and London. 

It is necessary to repeat that a letter of credit is not a negotia
ble instrument but a means of procuring such an instrument. 
It, nevertheless, plays an extremely important part in both in
ternal and external finance . 
. BANK DRAFrS. Strictly aipeaking they are bills of exchange 

payable to, or to the order of, the payee named therein. They 
are used in both domestic and foreign trade, but are not as im
portant as the usual type of bill of exchange considered in Sec
tion 6 below. The bill of exchange offers the great advantage 
that 'In most cases the purchaser in good credit, whether Aus
tralian or foreign, can aet on a letter of credit through his agent, 
and does not need to provide funds until the bill drawn on him 
by his agent matures. With the bank draft the funds must be 
provided when the draft is purchased. This may be done by 
means of a temporary overdraft, when interest would be de
manded. When obtained, the draft becomes an order by the 
bank on its branch or agent to pay the sum specified to the 
payee. The draft is used only in exceptional circumstances 
when, for example, it is net desired to operate under a letter of 
credit, or again where the individuals concerned are not regular 
traders and make and receive only occasional payments. The 
banks, however, usually find it convenient to sell drafts either in 
London or in Australia because they have funds in both places 
by virtue of their exchange operations. 

PRoMISSORY NOTES. These are used extensively in internal 
trade where a trader buYs on the longer trade credjt terms, 
usually three months. Usually no collateral is held, but in the 
case of purchases made on the instalment plan, the vendor takes 
• promissory note or notes and holds as collateral a hire pur-



BILLS OF EXCHANGE 19 

chase agreement entitling him to claim the goods in the event 
of the buyer's default. This form of transaction is very common 
and is increasing in Australia. The note is in the form of a 
promise by the maker to pay to the order of his creditor, named 
in the note, the sum specified. The note is signed by the maker 
and is made payable at a bank named. The payee endorses it 
on the hack, and very frequently discounts it at his bank, or he 
may hold it for presentation at the due date. The law relating 
to billa of exchange applies, mutatia mutandia, to promissory 
notes, the acceptor of the bill oorresponding with the maker of 
the note (Sec. 95). 

BILLS OJ' EXCHANGBI. Reference has slready been made above 
to the place of the bill of exchange in the export trade. Accord
ing to the Act (Sec. 9), this type of bill is cl8888d as a .. for
eign" bill. The other type defined in the Act is the .. inland " 
bill which is .. both drawn and payable within Australasia, 
or drawn within Australasia upon some person resident therein." 
All other bills are foreign. Australasia (Australia, New Zea
land, and their territories) is used in this definition because 
many of the banks operate throughout Australia and New Zea
land. Inasmuch as the Act stetea (Sec. 10) that" a bill may be 
drawn payable to, or to the order of, the drawer; or it may be 
drawn payable to, or to the order of, the drawee," bank drafts 
noted above came within the legal definition of a bill and are 
subject to the same legal provisions regarding negotiability. 
All bills are negotiable except such as .. oontain words prohibit
ing transfer, or indieating an intention that they should not be 
transferahle" (Sec. 13). Bills may be payable to bearer or to 
order. In the former case, which is unusual, they are .. nego
tiated by the delivery," and in the latter case n by the endorse
ment of the holder completed by delivery:" (Sec. 36). For 
endorsement the signature of the payee as designated in the 
instrument is sufficient and the bill then becomes negotiable. 
But it may be .. restrictively indorsed" (Sec. 40), giving the 
endOl88e the right to receive payment, but not to transfer this 
right.. In this case it _ to be negotiable. Provisions regard
ing presentment and acceptanos follow British ~ent. and 
need not be stated in detaiL 

In Australiaa t.rade the bill of exchange is used freely by 
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foreign buyers of Australian produce and Australian buyers of 
foreign produce. In Section 5 above it was stated that the pur
chaser operated through an agent whom he had supplied with a 
letter of' credit. Taking the example of the sale of wool in 
Australia to a British firm, the Australian agent of the firm, 
fortified with his letter of credit, draws on his principal in Lon
don at 60, 90, or 120 days through a local bank according to 
arrangement. The number of the letter of credit is stated in 
the bill which is handed with shipping documents to the bank for 
discount. This enables the British firm's agent to pay the pro
ducer or seller of wool in Australia, and the bank forwards the 
bill witb uocuments to the London office to be presented for ac
ceptance, and later for payment by the British firm which is the 
drawee. Such documentary bills are most common, but clean 
bills may also be used in which case no documents are required. 
The documentary bill has obvious advantages in that it is nego
tiable during the transit of the goods to London while the Lon
don buyer does not need to provide funds to meet the bill until, 
at least, he has received the gooos, though his agent obtains cash 
in Australia to settle with the seller. In ordinary cases the 
British importer receives the shipping documents on accepting 
the bill, and does not need to provide funds until the due date of 
the bill. The inland bill is used occasionally in inter-state 
trade, being sent through the bank with shipping documents to 
be handed over on acceptance or payment according to terms. 
Like the bill of exchange in foreign trade it may be negotiated 
at the place of dispatch of the goods. The drawer will then re
ceive immediate payment and the bank will collect from the 
drawee. On acceptance of the bill, the latter may receive the 
documents entitling him to the goods, or he may have to meet 
the bill before getting possession of such documents. 

CREDIT INSTRUMENTS AND THE MONEY MARKET. In subse
quent discussions of bank investments and the position of the 
central bank, reference will be made to the nature of the money 
market in Australia. As this is dependent to a considerable ex
tent upon the type of credit instruments in use, it is necessary at 
this stage to introouce a brief comment upon the subject. The 
Australian money market differs from the London money market 
in three important respects. First, there is no purchase and sale 
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of bills of exchange; secondly, there are no specialized bill brak
ing and discount houses; and, thirdly, the practice of re-discOunt
ing has not yet been developed. The last two matters are dis
cussed later. In regard to the first, it will be observed that most 
bills used in Australian trede, both internal 'and external, are 

I 
drawn upon individual traders, and not upon well established 
acceptance houses. Hence the ordinary bill of exchange is not 
comparable with the bill in London used extensively in general 
intarnational trade, and is in no sense a first class liquid secu
rity available for short period investment. In their methods of 
financing external and intarnal trade, the Australian banks do 
not offer facilities for the development of a short loan money 
market. This applies equally well to the other credit instru
ments used in Australian trade. Hence short period investments 
will continue to be confined to stock exchange securities as haa 
been largely the case in America. 

MINOR BANKING INSTITUTIONS AND 
FINANCE COMPANIES 

CI.AssutCATION OJ' BANEING l!ioll'tlTU tlONS. Before proceed
ing to a discu88ion of the minor banking institutions of Aus
tralia It will be convenient at this stage to give the following 
classification: 
(i.) Th. Commonwealth Bonk which undertakes all the funo

tions of banki~ including savings bank business, and 
rural credit advances, for which there are special depart
ments. But its chief significance is its position as a cen
trel bank. 

(it) TIl. COIIImerriol Bcmk.t, of which theie are eighteen. Three 
of these have their head offices in London, and a further 
three, including the Bank of New Zealand, are foreign 
banks with branches in Australia. The remaining twelve 
are essentially Australian institutions with head offices 
in Australia and branches in Lbndon. 

(ill.) LaruI fIfIII RUS'Gl BORka, including State agricultural 
banks, credit. foncier banks, and coOperative credit s0-

cieties. 
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(iv.) FinancB and InvBstment Companies, including Pastoral 
and Land Finance Companies, Friendly Societies, Insur
ance Companies, Trustees, Executor and Agency Com
panies, and Building and Investment Societies. 

(v.) Saving8 Banks, of which there are, in addition to the Sav
ings Bank Department of the Commonwea.ith Bank, 
State institutions in New South Wales, Victoria, South 
Australia, and Western Australia, and two trustee institu
tions in Tasmania. 

FINANCE AND INVESTMENT COMPANIES. In some of these 
institutions, notably those in group (iv), the banking functions 
are only incidental to the other and more important operations. 
The pastoral companies are engaged chiefly in marketing pri
mary products, but they also make advances against the sale of 
~arm products and grant loans to farmers on land, stock,. and 
other securities. They arrange for the purchase and sale of land, 
and in this way have played an important part in rural finance. 

I The funds at their disposa.i are obtained from shareholders' 
capital and the issue of debentures. Taking the five most 
imporl1'pt companies the loans, investments and advances 
amounted to £17,000,000 at June 30th, 1924. Friendly societies 
have been extensively established in Australia, and it is esti
mated that one-third of the total population comes within the 
scope of their activities. They are, of course, mainly concerned 
with the provision of invalid and death benefits for their mem
bers, but they have accumulated funds of over £10,000,000, 
which are invested in Government securities and loans on mort
gages to· their members. Insurance companies have a similar 
interest to the student of banking though they operate on a 
much larger scale. In 1923 the total Australian assets of life 
insurance companies were nearly £90 mills. of which more than 
half was invested in Government and municipal securities and 
approximately 20% in mortgages. The other two main items of 
investments were loans on policies amounting to £8 mills. and 
land and house property to £3.5 mills. In making advances on 
policies insurance companies are undertaking a banking func
tion, and by their general investments they provide funds for 
the development of industry. There are twenty Trustees, Ex
ecutor and Agency Companies and in 1923 they were administer-
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Ing estates to the value of over £70,000,000. They frequently 
have funds for investment whioh are used In great measure for 

I 
the purohase of publio securities, and for ma.king advances on 
real property. In such aotivities these oompanies are engaged in 
banking funotions, thougb their investmente are mainly In long 
term loans. There were 231 building and investment societies 
registered in Australia In 1923 with total assete of over £8,000,-
000. Approximately 90% of the assete was held In advanoes on 
mortgage, and it may thus be said that these societies were en
gaged in issuing credit for the purpose of building operations. 

The position of these five types of oompanies and sooieties 

\ 

in the financial structure is interesting. In one sense they relieve 
the banker from the necessity of making advanoes on property 
and land, and thus of tying up a oonsiderable proportion of their 
funds in non-liquid seourities. In another sense they compete 
with tile banks for deposite, but on the whole their funds are 
obtained by a large number of small contributions, collected a$ 
considerable expense, by trading oapital and by the issue of de
bentures, and by trust moneys. Banks ordinarily would not 
bandle these funds; nor would they desire to engage in the ape
oialloan operations of these institutions, which not only increase 
the funds available for investment, but also make advances on 
securities not accepted widely in ordinary banking practice. 

I 
Their special banking function is indeed to make long tenn ad
vances upon non-liquid securities, knowing that there will not 
be a call upon their own funds. Their cash requiremente are 
small and a long period investment on reasonable security haa 
~~ attractions. Paatoral companies also make advances on 
Il"""'uce awaiting sale. This is a department of finance for 
''which they are specially adapted. 

I..uID AND RURAL BAND. In South Australia, QueeDsIand. 
WesterD Australia, and Tasmania there are State banks for the 
special purpose of making advaneea to rural producers. In Vio
toria and New South Wales special departments of the Stete 
Savings Banks have been ereated for this purpose, and under a 
new and important COOperation, Community Settlement and 
Cftdit Aot of New South Wales passed in 1923 the establishment 
of eoiiperative aooietiee with wide facilities for raising funds is 
contemplated. A recent amendment of the Commonwealth 
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Bank Aet provides for a Rural Credits Department, as noted 
above. In addition to these facilities the States have provided 
advances to settlers as a part of their general land policy. Co
operation in Australia has not been so successful as in many 
older countries, but the societies are predominantly rural insti
tutions. The total capital (loan and share) of such societies in 
1923 was £6,585,994 of which producers' societies held £4,786,150. 
These had sales amounting to nearly £40,000,000, while the sales 
of consumers' societies were only £6,250,000. Some of the so
cieties are mere companies in which the shares are held by the 
producers who receive dividends in the ordinary way, others are 
true cooperative bodies in that the dividend is according to pur
chases. But all companies undertake important financial func
tions for producers. In 1923 there were 222 producers' societies 
with a membership of 168,000 and a share capital of £3,333,000. 
The societies are strongest in the dairying industry in the form 
of cooperative butter and cheese factories and milk distributing 
agencies. These societies, together with the State banks, the . . 
special departments of the Savings Banks, the provisions for 
State lI~vances to settlers and the Rural Credits Department of 
the Commonwealth Bank, complete the institutions which make 
special advances to rural producers. 

Taking the agricultural banks first it is to be noted that while 
their functions are broadly similar their administration is not 
uniform. All make loans upon land a8 security, but the amount 
of the funds available vary in the several States. Thus in Tas
mania advances are limited to 50% of the total value of the 
land and the maximum loan is £1000. In South Australia the 
maximum is £5,000. and the loan must not exceed 60% of the 
unimproved value and 33i% of the improved value. In Queens
land loans may be made to cooperative companies and in South 
Australia to local bodies. The Agricultural Bank of Western 
Australia may advance money for many of the preliminary ex
penses involved in clearing and fencing the land. Similar provi
sions are found aleo in Queensland. The original purpose of 
these institutions was to enable farmers to settle on the land, 
not· to provide credit for long established farmers who found 
themselves in difficulties, nor to make advances upon products 
awaiting sale. The latter functions are the special duties of the 
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pastoral and finance companies and until reoent years there 
has been no organized demand for any modification of the prac
tice of the State banks. In general these banks have been well 
managed and have successfully performed the services expected 
of them. Their funds are obtained sometimes from issues of 
debentures, but mainly from capital raised by the Government. 
Supported as they are by the authority of the Government they 
oan trade on a relatively ama.\l capital. Advances are repaid 
over varying periods of years, and the rate of interest is gen
erally lower than banks and investment oompanies usually olIer. 

In New South Wales the Rural Bank Department, and in 
Victoria the " Cre.dit F oncier" Department of the State Savings 
Bank in eaoh osee undertakes these functions, Capita.! is ob
tained partly by the Savings Bank investing portion of its 
funds in the department, partly by the issue of debentures and 
partly by aooepting money on deposit. Advances are made to 
producers on oonditiona similar to thoee already described for 
the agricultural banks. Advances are mainly in the form of 
long period amortised loans, though in some cases accommoda
tion is given on produoe awaiting sale. It is recognised that the 
latter type of loan should be granted mainly by institutions 
which have experience in handling the sale of farm produce. 

STATII ADVANclIiII TO 8E'I'l'LEII8. In all States there are also 

I 
additional provisions for advances to settlers. Thus in Victoria 
the Closer Settlement. Board may make advances to Crown 
lessees, to workmen for the erection of dweIlings, to returned 
eoldiers, to Cool Stores Trusts and to aettJera affected through 
drought. Funda are provided from Government. loans and cer
tain limitations with respect. to the amount. of the loan and the 
nature of the eacurity offered are impoeed. Similar provisions 
are to be found in other States and it is a special feature of rural 
finance that the State offers much assistance to producers. This 
is, of course, characteristio of Australian economio conditions 
generally. The experience of Government aotion in the provi
sion of rural credit is interesting in that it demonstrates the 
possibility of State aotivities of this nature being aueceesful 
when the administration is satisfaetoly. The conditions wen 
unusual in that mueh of the settlement of Australia haa beea 
carried out by men with little original eapita.! who might other-
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wise have been denied the opportunity of acquiring land. But 
it should be remembered that the advances were made mainly in 
a period of rising prices and rising land values, and the securities 
were thus steadily appreciating. In recent years owing to the 
fall in prices and the heavy expenditure on account of soldier 
settlement a considerable strain has been put upon Governments 
providing funds for this purpose and large losses have been in
curred. A further fact of importance that requires repetition is 

~ that the State institutions have not to any great extent indulged 
II in short period advances upon produce that ullght depreciate in 
value owing to a decline in prices. The practice of the States 
has been to take up those functions of banking which had a 
large element of routine, and this is one important reason for 
the success so far achieved. That the contribution made by 
the States to rural settlement by their several institutions for 
providing advances to settlers is substantial is shown by the fact 
that up to June 30th, 1923, no less than £85,882,884 had been 
advanced in all, of which £58,338,995 was outstanding. Of this 
amount roughly £36,000,000 had been provided by the savings 
banks or the agricultural banks, of which £21.5 mills. was out
standitlg. One-third of the total advances went to returned 
soldiers, a great deal of it on very doubtful security. The man
agement has not always been free from political interference. 
One authority remarks concerning the Agricultural Bank 01 
Westem Australia that" some loans were made to the full value 
of the security offered, careful inspection by the bank was dis
continued, and the management of the institution became sub
ject to political control" Finallr; in spite of these credit activi
tieS of the State the provision of rural credit is still largely in 
the hands of the private eompany and merchant, and the local 
storekeeper. Excluding facilities for pioneer settlement the 
State provision of rural credit has not vitally affected the opera
tions of private institutions. 

RURAL CREDIT. There has been a revival of interest in rural 
credit problems in recent years and. both State and Common
wealth legislation has included special provision for financing 
rural industries. By far the most comprehensive measure is the 
New South Wales Act of 1923. Provision is made for eight 
different types of coOperative society. With the exception 01 
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Rural Credit Societies the liability of members is limited and all 
societies are to be registered. Funds of the societies may be ob
tained by capital subscriptions of members, by borrowing and by 
deposits of members and others., The societies cover a wide 
range of activities including the functions of ordinary producers 
and consumers cooperation, the settlement of land, the provision 
of community services such as water, gas, building assistance and 
credit for the purchase of farm, household and working equip
ment whether rural or urban. Dividends on share capital are 
limited to 8% and provision is to be made for an adequate 
reserve fund. The act is designed to encourage cooperation and 
to safeguard societies a8 far as possible against bad manage
ment, but it yet remains to be seen how far societies will be 
established. In Australia, whers the assistance rendered by the 
State is so liberal and individualism is still strong among i-uraI 
producers, cooperative activities are limited.! 

The Commonwealth Government has also passed an importent 

I 
rural credit' act. Under the alit a special. department of the 
Commonwealth Bank is to be established for the purpose of 
granting advances to producers and societies against produce 

1 
awaiting sale or shipment. This is an important break in the 
traditional credit functions of State institutions and involves 
the assumption of technical risks which hitherto have largely been 
the responsibility of pastoral and finance companies. Funds are 
to be provided by the Commonwealth Treasury to a maximum of 
£3,000,000, by the allotment of 25% of the annual profita of the 
Note Issue Department to a maximum of £1,000,000 and by 
short period debentures to the amount of the total advancee' 
made. Advanree are to be for periods not exceeding one year and 
the Rural Credit Department holds a lien on the produce against 
whirh advanres are to be made. The new department will 
assist eoiiperstive rompaniee through which producers sell their 
goods hut ita activities are limited by the funds available. The 
maximum eapitai of the Department from the profite of the 
Commonwealth Bank or from the Treasury will be £5,000,000. 
Further funds are obtainable only by the issue of debentures, the 
SUC'Ct!S8 of which will depend upon the administration of the 
De)ltlJ't.mt'nt, and the degree to whlrh the money market can 
provide money for the pllJ1lOll8. The Department. has now beea 
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established, . but it is too early to say how it will affect the 
investment market. An interesting possibility is, however, the 
facilities it will offer for short period investments and the assist
ance it will render in the development of a short loan market for 
Australia. 

In other States rural cooperative societies and pools for the 
disposal of priplary production have been assisted from time to 
time by the State banking institutions described above. Thus, 
in Western Australia the Agricultural Bank made advances to 
the Wheat Pool. In Victoria a bill has been submitted to Par
liament ·under which the Savings Bank Commissioners may es
tablish rural banks anywhere in the State. These banks will be 
able to receive deposits and grant overdrafts, and generally 
perform the functions of an ordinary bank. Hitherto depositors 
with the Savings Bank have not been able to draw checks 
against their accounts, but this will be possible under the pro
posed rural banks. It is appropriate to mention in conneetion 
with the general interest in rural credit that a new bank has 
recently been established under the name· of "the Primary Pro
ducers' Bank of Australia." On June 30th, 1924, it had a paid
up capital of £199,333, and is an ordinary joint etock bank. It 
differs from'the other banks in that it pays interest on current 
deposits and aims at assisting primary producers from whom it 
draws its capital. 

SAVINGS BANKS. Reference has already been made to the 
rural credit activities of the Savings Banks of New Soutb Wales 
and Victoria. Sayings Baoks were established as State institu
tions in all States, and when the Commonwealth Bank was es
tablished in 1912 provision was made for a Savings Bank Depart
ment. This department eventually absorbed the State Savings 
Banks of Tasmania and Queensland, but there are two trustee 
savings banks in Tasmania. These institutions are unique in 
the banking system of Australia. They have no share capital 
and are managed by a committee of trustees. The savings banks 
as a whole do not offer facilities for drawing checks, but they 

1 

afford the small depositor many of the advantages of a current 
acoount, and in addition allow interest on the minimum monthly 
balance, making no charge for keeping the account. In some 
C8S!l8 special facilities are provided for children'S savings. Inter-



CONCENTRATION IN BANKING 69 

est is allowed at rates varying from 41 % in the State Savings 
Bank of South Australia to 3i% on the final £300 with the 
Commonwealth Savings Bank where the maximum deposit is 
£1300. The maximum deposit allowed also varies, being £lOOO 
on the average. The total number of depositors exceeds 2,500,-
000 and the average account is nearly £50. Deposits may be 
withdrawn at short notice and as interest is allowed on current 
deposit, the rates are on the average lower than the rates al
lowed on fixed deposits by the commercial banks. Branches or 
agencies of the banks are established extensively throughout 
Australia. The banks hold about 20% of their funds in cash or 
liquid securities and the greater part of the remainder in Govern
ment and municipal securities. State Governments find the in
creasing assets of the Savings Banks a convenient source for 
raising loans and in 1924 out of total lISSets of £140,000,000 
approximately £74,000,000 was invested in Government securi
ties. The connection between the Savings Banks and tbe provi
sion of funds for other State banking institutions and advances 
to settlers has already been described. 

THE COMMERCIAL BANKS 

For tbe purposes of classification tbe Commonwealth Bank is 
e.~duded from this category, though its operations include com
mercial functioD& Its position as a central and note issuing 
Institution is of much greater interest. and its operations will be 
df.'SCribed in Section VI. The commercial banks have not issued 
notes in Australia since tbe Commonwealth notes were issued 
in 1910 and tbe special Commonwealtb tax on bank notes was 
levied. But some of tbe peculiarly Australian institutions still 
have a nots issue in New Zealand, where tbere is no state or 
banking monopoly of tbe note issue. Apart from the issue of 
notes in Australia the commercial banks perform alI the ordinary 
banking functions, 

CoNCSNTIIA.TlON IN BANUNG. The fifteen banks with bead
quarte1'8 in Australia or London had a total paid-up capital of 
approximately £30,500,000 on June 30th, 19U. Of \his, nearly 
9O~ is held by the nine most powerful institutiOD& The degree 
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of concentration is even more strikingly illustrated by saying 
tbat six banks have 75% of the total paid-up capital. Branch 
banking has been extensively developed and, exclusive of the 
Commonwealth Bank, there are nearly 2,700 branches of the 
commercial banks throughout Australia. Here again the degree 
of concentration is most marked, the nine banks above referred 
to having over 85% of the total branches. This position has 
been intensified by the development of amalgamation as indi
cated hy the statistics quoted in Appendix I. During and since 
the war six banks were absorbed and one new bank - the Pri
mary Producers' Bank of Australia-was opened. Thus the 

'

number of banks with head offices in Australia or London ex-

I 
cluding the CommonWealth Bank, has been reduced from the 
pre-war figure of 20 to the present number of 15. It is not 
necessary to enter into a discussion of the respective merits and 
demerits of branch and independent banking. The system in Aus
tralia was copied from Scottish practice early in the last century 
before it had been developed to any extent in England. Against 
the system it is . sometimes urged that it concentrates banking 
power, \II the hands of a few institutions, and imposes difficulties 
upon small independent banks making a start. A recent writer 
remarks that "it has been, and is still, an extremely difficult 
matter for any foreign, or projected local organization, to gct a 
footing in the country, and attempts in this direction have not, 
on the whole, met with a great success." There is close agree
ment among the commercial banks and in Victoria "the Assc
ciated Banks of Victoria 'o. decide many important matters of 
policy. In conjunction with Sidney banks, they fix the rates of 
exchange bctween Australia and London and though the rates of 
interest on overdrafts and advances and the rates of interest 
on deposits are matters for individual action, the banks usually 
act in agreement in these matters. The Asscciation is recog
nized by and usually works in close cooperation, with the 
Government. In all States the banks are associated for the pur
pose of clearing operations and where the number of large institu
tions is so few it is easy to agree upon a general poliey. To the 
charge that this encourages a banking monopoly, the banks would 
doubtless reply that they provide in full measure all the ordinary 
banking services required in the country, and that the system of 
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central control with branches is in keeping with the general 
centralization in Australia in both public and private business. 
The system has a positive advantage in arranging the financing 
of the external trade of Australia and in regulating monetary 
conditions in accordance with British policy. This will be ap
parent when the Australian exchanges are discussed. 

In all the State capitals, except Hobart, there are clearing 
houses through which inter-bank indebtedness is settled. The 
clearing operations include bills and drafts as well as checks, 
which constitute the bulk of the transactions. At first the basis 
of the olearings was gold deposited with one bank or, as in Vic
toria, with the Associated Banks' Inspectors. Certificates were 
issued against this gold, and each bank was required to hold an 
agreed proportion of certificates to capital. During the war 
Australian notes were used in place of gold, and this practice 
was maintained until the passing of the amendments to the 
Commonwealth Bank Act in 1924. It waa then stipulated thai 
all clearings were to be carried out by means of checks drawn, 
on the Commonwealth Bank. This arrangement is now in opera-. 
tion, and it should encourage the centralisation of the gold i 
reserve and the building up of a central banking system. There 
are three clearings daily on the British plan, except on Saturdays 
when there are only two. In Melbourne clearings were first &I'

ranlt'd through the Associated Banks and in Sydney through the 
Banks' Exchange Settlement Office. The details of clearing 
operation are similar to British and it is not necessary to de
scribe them. 

THill CONTIlOL or BANKING. There is no comprehensive bank
ing law for Australia. All States have the power to legislate 
for banking, and though possessed of the necessary power the 
Commonwealth haa not yet passed a comprehensive banking law. 
Acts dealing specially with banking refer in the main to minor 
matters, but the Companies' Acts provide in varying measure for 
the regulation of banking, and banks must be registered under 
one of the State Companies' Acts. Every bank must twice 
yearly issue a statement of its financial eondition with details 
of assets and liabilities. There are no statutory provisions re
garding the proportion of reserve to liability and DO limitations 
are imposed upon the inve&tments a bank might make. The Vic-
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torian Act of 1918, which is the most comprehensive State Act, 
provides that advances may be made against lands, houses, 
ships, or pledges of merchandise, but bankers with the example 
of 1893 still fresh in memory use this power with great caution. 
Indeed the cautious policy of bankers generally is the only real 
safeguard against maladministration, and under a system of 
independent banking it would be necessary to pass comprehen
sive banking Acts providing for the regulation of banking prac
tice. The Commonwealth legislation, in addition to the Bills of 
Exchange Act referred to in Section II, deals mainly with the 
issue of . notes and control of the Commonwealth Bank and is 
outlined later. An important provision of the Commonwealth 
Bank Act, as amended in 1924 is, as noted above, the obligation 
imposed upon the commercial banks to settle their clearings by 
checks upon the Commonwealth Bank, and to prepare a weekly 
statement of assets and liabilities on a prescribed schedule. 
Each quarter an abstract of the average of these weekly state-

I 
ments is to be forwarded to the Commonwealth Treasurer for 
publication in the Gazette. But this follows the long established 
requirements of State legislation. 

BANKING STATISTICS AND POLICY REGARDING DEPOSITS AND 

ADVANCES. The most reliable information upon deposits and 
liabilities is to be found in the quarterly returns issued by the 
banks. These returns are the ayerage of the weekly statement 
for the several items disclosed and refer to Australian balances 
only. The half-yearly balance sheets state the condition of the 
bank at a specified time and include overseas business as well 
The former will be used in this analysis, and the returns given 
below are taken from the Australian Banking and Irururance 
Recurd. They are slightly different from the statistics issued 
by the Commonwealth Statistician, but these include returns from 
two very small institutions not referred to by the Banking and 
I_ance Recurd. The returns as given on page 73 have been 
calculated from the information published in the Banking 
Record. 

The returns are given for a normal pre-war year, and 
two post-war years. Figures for 1924 are somewhat abnormal as 
will be noted when the exchange system is under discussion. 
The Commonwealth Bank is not included in the statement and 
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Depoollo Proportion -to 
Nol Pro .. ,.. Depoollo 

.... ri .. Boari .. "on Total Advanoee -.... Dol Total 
lnt.arelt. 1n .... 1 -.. .... rina Depoollo 

In ..... In ..... 

-
1918 

Maroh 68.8 82.7 66.6 141.0 119.4 83.7 68.lI 23.1 
June 60.7 83.0 67.7 148.7 117.1 86.9 69.1 24.9 
Sept. 68.9 83.0 68:' 141.9 117.2 87.6 62.6 26.5 
Deo. 62.8 83.7 67.1 146.6 118.2 88.1 60.7 26.0 

1919 
Maroh 85.6 99.8 68.7 114.9 168.0 .1.5 48.6 22.6 
June 88.7 102.2 68.8 190.9 172.2 '1.3 46.8 21.6 
Sept. 91.6 99.9 62.2 191.' 186.7 46.8 '9.6 23.8 
Deo. 117.3 97.11 60.2 1116.2 156.6 46.6 47.8 23.8 --
19114 

MBI'Ch 111.1 183.2 640.6 11".3 212.' ".8 40.7 18.4 
June 106.2 130.8 116.1 236.8 20'7.11 42.9 40.6 18.1 
Sept. 98.2 131.7 67.8 219.9 1109.7 48.7 48.6 19.9 
Deo. 101.9 132.8 66.8 234.7 :UO.6 ".0 48.2 18.7 

in all oases tile a~tual balan~es in Australia are given. It is 
possible from this table to obtain some leading ideas of the policy 
of the banks. First, it will ba noted that the proportion of 
.. fixed II to total dl'posita varies betwel'n SO" and 60%, being 
exreptionally low under the boom l'Onditions of 1919 and higher 
in more normal times. 8et'Ondly, the advances are always lower 
than tot.al dt'posita, till! highest proportion in reeent years being 
91". Thirdly, the banks in normal times keep eash reserves of 
nearly SO" and 25" respeeth~ly against ~urrent and total de
posita respeetively. The proportions for 1924 were unduly low 
owing to the general dillirultiea ereated bt the eoDIIIleI'eial crisis 
that developed in Australia at the end of 1920 and the sperial 
problems crellted by the abnormal ex~hange situation. 

Banks pay interest on deposita for a minimum period of three 
months, the rate varying with the duration of the deposit.. At 
present (February,I926) the rates rise from 31% on three months 
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deposits to 5% on deposits for two years. An increase in ad
vances eventually increases deposits. Under the Australian sys
tem of overdraft a bank grants to its client the right to over
draw an account to a prescribed limit. As soon as the rlient 
has used this right by drawing a check in favor of some credi
tor, the latter may use the check to increase his deposits at his 
own bank. Even if the creditor uses the check to liquidate an 

. overdraft it releases spending power at some point and will, 
therefore, help to increase total deposits ultimately. This is the 
banks' power to " create" credit and it~ limitations are familiar 
to banking students. The banks' cash reserves will ultimately 
impose a check upon advances, but towards the end of the war 
this check was not operative. The Government issued ample 
supplies of paper money and encouraged the banks to grant ad
vances for the purpose of raising loans. The cash reserve was 
sufficient and credit" inflation" was made possible. In 1923-24 
the position was reversed. The Notes Board adopted a restric
tive policy and cash reserves were thought to be inadequate. 
Hence banks found it necessary to restrict- advances. Up to the 
present the banks have been influenced mainly by the proportion 
of cash 'reserves to liabilities in their credit policy and there are 
no indications that this attitude is likely to be changed in the 
immediate future. But the connection between advances, de
posits and cash reserves cannot be fully explained until the ex
change system is discussed. 

LwlILlTIES AND AssEl'S. The chief liabilities of banks in 
Australia, other than deposits, are capital and reserves, and bills 
in circulation. The total reserves fall little short of paid-up 
capital for the banks as a ",hole, while bills in circulation are 
not a great sum in the aggregate at any time. Of the assets 
" discounts, overdrafts and all other assets" represent advances 
and are over 75% of the total. The remainder are chiefly cash 
reserves (gold coin and bullion and Australian notes), municipal 
and government securities, bills of other banks, and bank prem
ises and land., Cash reserves and advances account for nearly 
90%. But_ this does not give a clear picture of the total assets 
of a typjcal Australian bank with headquarters in London, or an 
important branch there. The following is a 8lIJDIII8ry statement 
of the chief items in the balance abeets of Australian banks. -It 
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is taken from Teare: Australian Banking Currency and Ex
change (pp. 90-1) I and refers to an imaginary bank - the United 
Bank of Australia. London and New Zealand balances are 
Included. 

Liabilitie. 

Paid-up capital 
ROIol'Vell and undivided 

profito 
Billa payable 
Depoaito 

(Figures in milliono) 
ABBell 

£ 
4.00 

3.59 
1.27 

36.20 

£ 
Cub Balana .. and bullion 7.87 
Money at call in London 3.88 
Bills receivable at London 

and in transit 2.84 
Inv .. tmonta in public 8OCU-

riti.. 3.03 
Bills discounted and ad-

vances 26.45 

The chief interest of this statement is the claseification of 
assots. All the items except the last are comparatively liquid. 
Even investments in pUblic securities may be quickly realized. 
About half of these securities are British Government Bonds and 
this item together with" Money at 8111 in London" has an inter
esting place in the balance sheats of all important Australian 
banks. Funds are kept in London for the purpose of exchange 
business in which the banks playa leading part. The amount of 
these funds depends upon the balance of payments, a favorable 
balance augmenting them and an unfavorable balance diminish
ing them. There is also a close connection between these funds 

I and the movements of advances and deposits in Australia, as will 
be disclosed when diecuasing exchange transactions. The organ
lution of the British money market enables the Australian banks 
to hold substantial balances in London and this stzengthena the 
whole monetary system of the Commonwealth. 

BANKING FuNCTION8: FINANCING INDUlITIlT AND TBADa. The 
preceding outline of the assets and liabiliti811 of Australian banks 
suggests the main functions performed. by these banks. n is 
not necessary to deecribe the minor services performed by ~ 
in all countries, nor to deal with such a traditional function as 
the raeeipt of deposita. The Australian banks undertake these 
services in the normal course of their operations. The two im
portant funotions which require 8)leCial mention may be stated 
ae (i) the financing of industry by means of advances, and (ii) 
the financing of trade both internal and external by the discount.-
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ing of bills and the issue of bank drafts. Reference has already 
been made to the second function in describing the credit instru
ments in use, and it must again be discussed in dealing with the 
exchange system. The financing of external trade is largely a 
banking function in Australia and each bank has an important 
Bill Department. In some banks there is also a Shipping De
partment for the purpose of arranging the shipping documents 
for produce against which the banks have made advances, or dis
counted bills. But these services may be performed also by the 
BillS" Department, which is concerned with the issue and dis
count of bills of exchange. All the detailed work of forwarding 
bills for collection abroad, of handling bills received from abroad 
and of discounting bills is carried out by this department. Aus
tralia has no free exchange market, but the banks undertake 
practically the whole of the exchange business. In times of 
special difficulties the importers and exporters adopt various 
expedients for avoiding heavy charges, such as the purchase and 
sale of foreign securities, or direct dealings against funds held 
locally or abroad by individuals or companies. Nevertheless 
it is correct to say that the banks have virtually a monopoly of 
the exehange business. Further, practically all external pay
ments are arranged through London and the banks accept the 

~
ndon exchange rates when doing business with foreign coun

ries. In their exchange business the banks may deal directly 
. th the producer, but in other cases they stand behind the 

special firms, such as pastoral and finance companies, which 
arrange the sale of rural production. The former method is more 
common in the import trade and the latter in the export trade. 
In the case of imports the bank arranges payment by means of 
a draft against the importer's check, or the foreign exporter 
may draw on the importer, if the latter's credit is assured either 
by his own standing in. business or by letter of eredit from his 
bank. In the export trade the pastoral companies secure ad
vances against the shipment of goods, or they may have bills dis
counted with the banks, leaving the latter to collect from the 
foreign purchaser. In whatever way imports and exports are 
financed the banks play a leading role, either by way of sup
porting 'firms especially engaged in this trade, or themselves 
undertaking much of the detailed work. ~ 



ADVANCES AND THE.MONEY MARKEt' '7'1 

ADVANCES AND THIll MONEY MABKET. Banks also arrange for 
inter-state payments and quote special rates for this business. 
This is done mainly by the issue of drafts. Debtors may also 
remit by check, the bank charging exchange on the transaction. 
Thus, between Melbourne and Sydney the charge is 2/6d. per 
cent while betwee.n Brisbane and Perth it is as high as 12/6d. 
per cent. In a country like Australia where distances are great 
and settlement is as yet comparatively sparse the financing o~ 
inter-state trade imposes a strain upon banking resources in! 
some centers. The movement of goods is mainly away from the 
big centers like Sydney and Melbourne to which the smaller 
centers are always heavily indebted. In financing this trade, 
banks render a useful service. While it is a convenience to the 
extent that funds accumulated in some centres may be used for 
the purpose, it imposes an obligation upon banks to distribute 
their funds in such a way as to meet the claims of their inter
stats olients. 

The large preponderance of II advanoes" in the assets of banks 
is sufficient evidence of the degree to which banks make credit 
available for home industry. It is impossible to state the pro
portions in which advances are made for various purposes. A 
large proportion of advances is, however, against rural properties. 
A &mall amount is advanced to manufaoturers against goods in the 
prot'eaB of production or on sale, and to pastoral companies 
against goods on sale. The advances are mostly granted through 
an overdraft, giving the client the right to overdraw his accoun$ 

I
to a fixed amount. In a few oases, e.g., publio bodies, the bank 
grants a loan for a fixed period at a lower rate of interest tl:uui 
is demanded for overdraft. But, for rural producers, this method 
of finance is usually left to pastoral companies and State bank
ing authorities. Manufaoturers, in the~ main, obtain suffi-
cient funds through their shareJlOlders' capital, and use the 
overdraft only as a convenience for their mercantile operations. 
The rate for overdraft is higher than discount rate and is usually 
about 2,. higher than the average rate allowed on dl'posita. 
Banks actept as collateral land and real estate, merchandise on 
lIale or in procees of produl'tion and approved aeeuritiea. In 
aome eases well-known clients of high standinc may have a gen
eral right of overdraft to a prescribed amount without any __ 
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rity being specified, though the bank may reduce the overdraft 

"

at any time. The system of overdraft gives the borrower the 
right of reducing his obligation at any time and supplies him 
iWith adequate trading capital, though the interest rates are 
higher than they would be under a system of fixed loans. On 
balance there is probably an advantage to tpe borrower under 
the system. It is favorable to the banker in that it makes his 

r
seCurities more liquid and he is able to control his advances at 
any time by reducing the overdraft limit. 

Banks also grant overdrafts to municipal 'and local public 
bodies. ,This is the usual form of assistance where the need is 
temporary, but where a long period loan is required banks may 
advance the money, taking as security "the service of some 
special rate upon which debentures have been issued." Another 
form of investment for banking funds is the Government loan. 
But only a small percentage of the total assets of the banks are 

, invested in such public securities, most of these issues being 
taken up by insurance, trustee, and investment companies, or 
by private investors who arrange the purchase through their 
bank, or through a stock broker. 

At the close of the war and after, the banks assisted in the flota
tion of war loans by allowing their clients to take up heavy 
investments in loans on an instalment purchase system, but this 
type of financing is not extensively done in ordinary circum
stances, though the banks receive applications for investments in 
public securities from their customers. There are no large spe
cialised underwriting firms in Australia concentrating on the 

lunderwriting of loans, and the investment market is not yet de
veloped as it is in older countries. Stock brokers assist in the 
flotation of loans as part of their functions and the attitude of the 
stock exchange is often the vital factor determining whether a 
particular issue is likely to succeed. There are always large par
cels of Government, municipal, and well-known private securities 
available for purchase and the market for these is well organized 
through the stock exchange. In practice the banks underwrite 
Government issues, the insurance companies municipal loans, 
and thll stock brokers industrial loans. But there is at present 
no organized short loan market in the American, and still lese 
in the' British sense of the term. Public securities are looked 



ADVANCES AND THE MONEY MARKET 79: 

upon as the best forms of short time investment but banks do 
not avail themselves of the limited facilities for such investment 
except in a small degree for the satisfactory placing of their 
reserves. This is not true of the Commonwealth Bank which 
holds a large part of its assets, mainly 'On account of Savings 
Bank business, in the form of public securities. As the discount 
market is entirely in the hands of the banks, and Australia is 
still dependent on the British bill of exchange for the financing 
of external payments the trend of development in the short loan 
market is likely to be in the direction of public securities and 
well-known stocks as is the case in America. Banks do not at 
present make available any oonsiderable portion of their funds 
for tllis work, but there are other large financial institutions 
with floating balances from which &took brokers may obtain 
funda for such operations, and this is probably the source from 
whioh funds for short term investments will he derived. 

THE FOREIGN EXCHANGES 

In a previous section it was shown that the banks directly 

~
finanCed the foreign trade of Australia through their shipping 
and bill departments. It is now necessary to describe the nature 

lof their exchange dealings and to examine the effects of these 
operations on the monetary system. The banks publish buying 
and seiling rates for exchange on London. These rates vary 
from time to time according to the distribution of their funds 
hetween London and Australia 118 determined by the balance of 
payments. There are no day to day fluctuations and the banks 
apparently resist any serious difference between the values of the 
British and Australian currency units. Belew is given a typical 
statement of the rates quoted: 

A1I81tW.Wf ~BANGa ON LoNDoN 
BvPt Dec. -I. 19U SelliAg 
•• t1. L .. 

Ii. 0" disroun\ T .T. Par. 
20. 0" OD. 7. 6 discoun\ 
2!t 0 ct 3 dAys 
30.0" SO" 
40.0" fiO It 

&0.0" 90" 

15.0 
22.6 

.. .. 
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In this case the rates are favorable to Australia. Thus for the 
telegraphic transfer the bank will buy or discount the exporter's 
bill of £100 on London for £99. 15. O. in Australia, and will pro
vide a £100 draft or bill on London at par in Australia. In the 
T.T. rate there is no question of interest, the other rates differing 
from it by the margin allowed for interest at the current rate of 
discount, which in the buying rate is usually about 11% above 
the average rate on deposits and 1% below the rate on over-

r drafts. The margin of 5/- between buying and selling rates for 
T.T. representing the banker's profit, is lower than had been cus
tomary 'up to the restoration of the gold standard early in 1925. 

I The 12/6 difference between buying and selling for the On 
Demand rates is nearer the normal margin of profit. Thi8 iB also 
the normal difference between the selling rate in Australia and 
the buying rate in London. Thus the banks announce their rates 
in London for buying exchange on Australia as 17/6% discount 
for sight bills, 27/6, 37/6, 47/6 respectively for 30, 50, and 90 
day bills. Taking the 30 day bill it will be observed that the 
British exporter will cash his £100 bill in' London for £98. 12. 6. 
If the ,importer paid by draft on London he would be required to 
deposit £99. 5. O. in Australia for £100 in London. The differ
ence in what the bank pays at London in the first case, and re
ceives in Australia in the second is 12/6, and represents the 
margin of profit. 
I There is no free exchange market in Australia. The banks 
I accept the rates on foreign countries ruling in London and fix their 
rates with London according to the state of their cash balances in 
London. But there appears to be a general desire to maintain 
rates at or near parity. Only in exceptional circumstances do the 
rates move far from parity. Even then the v~ation is not 80 

great as the balance of international payments or the differences 
in Australian and British price levels would suggest. This mat
ter is further discussed below. It. is noted here by way of em
phasizing the control exercised by the banks over the exchange 
situation, and their view that an independent exchange, market 
and free movements of rates are not neceB88ry. ThiB is partly 
a legacy from early banking history when the banks were estab
lished in London with Australian branches, or vice versa, and 
partly the result of a natural assumption that the English and 

" . 
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Australian currency units are identical in value. It emphasizes 
the close dependence of Australian upon British banking, and the 
desire of Australian bankers to maintain the connection. The im
portance of this attitude will be obvious in the discussion wbich 
follows ooncerning the effects of exchange operations upon the 
Bow of credit in Australia. 

CUIUlll:NCY AND EXCHANGB. The traditional statement of the 
effeot of the exchanges on currency and credit was as follows. 
Assuming ·that prices were rising in Australia more than in Eng
land, or that Australia had an unfavorable balance of payments 
with England, exchange rates would move against Australia 
until they reached the exporting specie point, i.e., the point at 
which it would be more profitable for importers to ship gold than 
to purchase drafts on London in settlement of their debts abroad. 
Gold would tllerefore be exported and this would reduce bankers' 
reserves in Australia. A contraotion of credit would follow, im
posing a reduction in the spending power of the community and 
a consequent recession in prioes. Two oonsequenoes of impor
tanoe to foreign trade would then appear. First, the falling price 
level In Australia would reduce imports because the market 
would be less advantageous to sellers. Exports would increase 
for the opposite reason. Secondly, the adverse exchange rates 
would assist exporters whilst discouraging importers. Hence the 
international balance of payments would be restored and the 
'price levela of Australia and Great Britain again reach a common 
level. Exchange would return to par and gold movements 
would cease until a similar or converse situation IU'06e. 

In addition to these automatio corrections to undesirable price 
and trade movements it was argued that the gold standard gave 
t!le necessary elasticity to currency, and always provided addi
tional cash when it was required, whilst also imposing restrie
tiona when they were required. Thus, in a favorable exporting 
season banks were free to negotiate bills because they could 
.. transfer" their funds from London, and thus obtain suflicient 
cash for _ in Australia. Under such conditions credit ex
pansion was allowed and the current'Y was elastic. On the eon
Vary, if imports were heavy and banks found it nee ry to pay 
out funds in LOndon on behalf of their Australian clients, they 
could alwaya procure suflicient cash for their London reseI'\'I!S by 
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the simple expedient of obtaining gold there or shipping it from 
Australia. This would cause a contraction of currency in Aus
tralia, at a time when excessive importing demanded it. Such 
expansion and contraction of credit and currency in Australia 
was a prominent feature of pre-war banking conditions. 

In this statement the emphasis is upon gold movements which 
were on a very small scale prior to 1913. Owing to the cash 
balances held by Australian banks in London and the profitable 
use that they could make of such balances at most times ship
ments of gold for exchange purposes were rarely required, and 
the Australian monetary connection with Great Britain closely 
resembled the gold-exchange system. This may be shown by an 
analysis of the movements of credit in Australia in relation to 
the balance of international payments. First, a brief explanation 
of the effects of exchange operations on deposits is necessary. 
The position may be summarized as follows: - In financing ex
ports and imports banks increase or decrease the deposits of 
their customers in Australia. Thus the exporter's bill entitles 
him to increased credit with the bank in Australia, whilst the 
importer's draft is purchased by a check upon his account at 
the baM and leads to a reduction of banking deposits in Aus
tralia. Hence exports increase and imports reduce bank deposits. 
The one leads to a heavier drain upon bank cash reserves in 
Australia, while the other increases the proportion of reserves to 
deposits. It follows, therefore, that banks cannot deal with a 
heavy excess of exports over imports without possessing substan
tial cash reserves in Australia. That is the vital point for the 
banker at this end. In London the position is reversed. Imports 
involve a drain upon' the London funds of Australian banks, 
whilst exports replenish them. The bank gives its customer (the 
exporter) credit in Australia for the right to receive the proceeds 
of the bill in London. Conversely, the bank accepts its cus
tomer's (the importer's) check in Australia and cancels his de
posits, but in return undertakes to payout on his behalf cash in 
London to the person from whom the importer has purchased his 
goods. Bank funds ,in London, therefore, fluctuate according to 
the ratio between exports and imports. The banks cannot 
finance a heavy excess of imports over exports unless they have 
ample funds in London. That is the vital point for the banker 
at the London end. 
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BANKING fuNDS AND THII BALANCII OF PAYMENTS. This view 
of the problem places due emphasis upon the movements in bank 
funds, and suggests that gold imports or exports were needed 
mainly for the purpose of sustaining these funds. The banking 
situation in Australia would thus be inJIuenced mainly by the 
nature of the bslance of payments. When this balance is fa
vorable to Australia there will be an expansion of credit here i 
in the opposite circumstances credit will be contracted. The 
matter can be tested. For any bank there should be a close 
connection between the cash balances it holds in London and the 
excess of deposits over advances in Australia. The latter is 
taken because exports increase the margin between deposits and 
advances, and imports reduce this margin. This may be demon
strated in the figures for the Bank of New South Wales which the 
student will find move in conformity with each other over 

,nearly the wholll period from 1903 to 1924. Of twenty
three movements covered in the series aU but three are in the 
same direction, and the three abnormal years were 1915-;16-17, 
when the great war inflation in Australia led to an undue ex
pansion of deposits. Another means of testing this explanation 
is to take the net balance of international payments in relation 
to the excess of deposits over advances in Australia for the banks 
as a whole, taking the figures for the years 1914 to 1924-
Here again the connection is obvious. In aU but one year 
the movements are in the same direction, and the exception 
is the difficult year of 1924, when the benks were forced 
to restrict credit despite an increase of funds in London. 
It may therefore be aBBUmed that the most important con
trolling inJIuence in Australian banking is the balance of pay
ments and the flow of bank funds in London. Gold is used only 
to sustain movements in banking and credit., set in motion by 
this controlling inJIuence. During the war when free gold move
ments were impossible the exchanges were kept. remarkably 
stable despite serious differences between the British and Aus
tralian price levels, and considerable variationa in the balance 
of payments. This was due in part to the special financial 
measures adopted by the British Government for purchasing 
Australian produce and assisting the Commonwealth Govern
ment.. With an independent. excllange system the ntes md 
have fluctuated greatly, for in fact the Australian pound dif-
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fered very greatly in value from the British pound. It is not 
easy to measure the exact variations in purchasing power of the 
two currency units, but the index numbers of wholesale prices 
offer some guidance. The following figures for wholesale prices 
are taken from the Commonwealth Statistician's Labor Report, 
No. 13, p. 150:-

YEAR GREAT BRITAIN AUSTRALIA 

1901 
(Board of Trade) 

883 974 
1907 969 1021 
1911 1000 1000 
1913 1065 1088 
1918 2443 1934 
1920 3343 2480 
1922 1691 1758 

In pre-war times the two price levels moved together and 
showed slight differences only, but after 1913·the British price' 
level fluctuated much more violently than the' Australian. A 
chart would show th.British level far above thst of Australia 
in April, 1920. Two years later British' pmces had fallen more 
than Australian, and since then there have been diverse move
menill. In these circumstances variations in exchange rates 
should occasion no surprise; rather we should wonder that the 
exchange rates were so stable over the whole period. 

This comparative stability was' due to the long-established 
relation between British and""Australian banking and the tradi
tional view that the two currency units were identical. Even 
without the common basis of gold, and in spite of the abnormal 
conditions imposed by war finance, the expansion and contrac
tion of credit and currency' proceeded as in pre-war days. Dur
ing heavy exporting seasons there were always ample cash 
supplies in Australia, thanks to the volume of the note issue. 
At the other. end, the borrowing of Australia and the great de
mand for primary products during the war gave sufficient credit. 
Thus, in the absence of gold movements, Australian currency was 
regulated largely in a normal way by the banks. It is true that 
on a few occasions, notably in 1921, when there was a stringency 
of Australian cash in London, and in 1924 in opposite circum
stances, the system showed signs of strain that were not in evi
dence before the war. The difficulties experienced at these times 
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gave rise to a strong presumption in favor of gold, but we may 
well ask the question whether the war experience, the special 
conditions of Australian exchange and recent change. in banking 
and exchange, do not suggest that some other arrangement might 
give all the advantages of the gold standard. 

These questions are considered in the final section dealing 
with the position of the central bank. It is only necessary to 
add that the close financial connection with England, sustained 
as It is by the banks and the policy of public borrowing in the 
British money market, makes the Australian exchange system 
closely dependent upon Great Britain. There is no evidence that 
the position of dependence is likely to be changed in the near 
future. Australia at present finances most of her eKternal pay
ments through London and accepts the prevailing rates of ex
change ruling in London. There is thus no independent exchange 

,.market in Australia and the rates of exchange vary only occa
sionally as annpunced by the banks after agreement with the 
Commonwealtl! Bank. 

THE COMMONWEALTH BANK 

ORIGIN AND GaoWTH. Established in 1912 the Common
wealth Bank soon rose to an important position in the banking 
system of Australia. It is the boast of the member of the Fed
eral Labor Party who was mainly responsible for the idea of a 
State bank that it is unique in the history of banking inasmuch 
as it was organiled without capital. Power was given to raise 
capital to Ule value of £1,000.000, but this was not used. The 
losses on early transactions were debited to the profit and loss 
act'Ount, and amounted to £46.637 at June 3OI.h, 1913. This sum 
was steadily reduced and at the same date two years later had 
been turned into a small profit of £2,221. The Bank had the au
thority of the Government behind it and commenced operations 
with d~poeits to the value of £2.341.720. ~ng of funds belong
ing to various departments of the Commonwealth Government. A 
Savings Bank Department had ~n o~ned in the middle of 1912 
and was able to make use of the post office facilities of the Go_ 
ment, th. States being advieed that these facilities would DO 
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longer be available for their institutions. It was proposed by 
the Commonwealth Government to take over the savings bank 
business of the States, b.ut after lengthy discussions on the matter 
it was not possible to come to any agreement. The Common
wealth Bank, however, took over the Tasmanian State Savings 
Bank in 1913, and the Queensland Savings Bank in 1920. With 
the Government account and t4e savings bank business the Bank' 
was in a good position to make an effective start, and when the 
war broke out a further advantage was afforded it in the in
creasing use made of the institution by the Government. The 
total. profits at June 30th, 1920, were £2,765,105. Four years 
later, before the important legislation of 1924, the profits had 
risen to £4,654,673 and the Bank had established its authority 
through the substantial services it had rendered to the Gov
ernment in war and repatriation finance under· the management 
of its first Governor, Sir Denison Miller. 

Under the original Act of 1912 the Bank was given power to 
carry on the ordinary business of banking, to enter upon savings 
bank business, and to open branches in Australia. The Bank 
was not to issue notes, and this prohibition was maintained till 
1920 when the Note Issue Department was established, and the 
Australian notes, previously issued direct from the Treasury, 
placed under the authority of the Bank through a board of which 
the Governor. was chairman. The Bank was originally managed 
by a Governor and Deputy-Governor appointed by the Gov
ernment but independent of political control, a provision which 
was successfully maintained. There were at first the two de
partments providing for savings bank business and ordinary 
business. In 1920 a Note Issue Department was established and 
in 1925 a Rural Credits Department was added. The attitude 
of the Bank in undertaking the well-established functions of 
banking and adopting a cautious policy has added greatly to its 
strength as a central bank which must in the nature of things 
undertake only restricted commercial functions. It is the sav
ings bank business and the Government account that is responsi
ble for the rapid progress of the Bank and the exigencies of war 
finance have also been a great stimulus. The Bank holds, in 
addition to the Commonwealth's account, the accounts of the 
States of Queensland, South Australia, Western Australia, and 
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rasmania. It also has the accounts of a great many local bodies. 
rhis concentration on public accounts has not involved the Bank 
in competition with the commercial banks for private accounts. 
[t has indeed been the policy of the Bank not to attract business 
from the other banks by offering special inducements to cus
t.omers. Thus the Commonwealth Treasurer in introducing the 
IlomendQ!.ents to the Act in Parliament in 1924 stated -" Indeed 
it is understood that the policy of the management up to the 
present has not been to enter into active rivalry with the trading 
banks. • . • It is fortunate the policy has been such as has been 
described because by reason of that policy the conversion of the 
Commonwealth Bank into a central Bank has been rendered 
easier." 

Before passing to an analysis of the present functions and 
organilation of the Bank some reference should be made to the 
war. services it rendered. More than anything else these serv
ices have given the institution its present authority and high 
place in the mechanism of Australian banking. The most im
portant of its war services were the arrangements it made for 
the raising of war loans in Australia, a country hitherto quite 
unacquainted with the flotation of large security issues. In this 
work the Bank and the Government received the active and 
wholehearted support. of the private banks and there was built up 
a valuable \\'Orking alliance between the Bank and these inetitu
tions. At June 30th, 1923, seven war loans and ten peace loans 
had been raised in Australia, the aggregate subscriptions to 
whir.h were no less than £250.000.000. The total cost of floating 
these loans was only a little over £700.000, or less than one
third per cent. In arranging for financing the special pools 
through which AU$tralian produrte were sold during the war the 
Bank 8lso undertook financial operations of the first magnitude. 
Advances on produce were made on a very large scale and it is 
estimated that the pools handled funda to the value of £430.-
000,000 in all. Many minor services were also rendered. surh as 
the establishment of branrhes and agendes to deal with the 
disbursement of III1IIY pay and soldil'fS' remittances to and from 
Australia. the cashing of war gratuity bonds, and the handling 
of patriotic funds. All these services would have been perfonned 
equally readily by the other banka had the Commonwealth Bank 
i 
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not been in existence, but it was a great convenience to the 
Government to have the use of the special facilities offered by 
the Bank. It is obvious too that the Bank greatly profited by 
the large volume of 1.his work. 

TEE BANKING ACT OF 1924. Thanks to the opportunity 
afforded the Bank during and after the war, to the policy of the 
first Governor and to the legislation passed in 1920 creating a 
Note Issue Department, the Bank had by 1924 reached a power
ful position in the banking system of Australia. In this evolu
tion the Act of 1920 is important, for it placed the whole of the 
assets· and liabilities of the note issue under the Bank and 
created a Notes Board independent of the Government. In addi
tion it authorized the issuing of notes against trade bills of not 
more than 120 days' currency and thus made provision fora dis
count and re-discount policy, if the Notes Board thought such a 
policy necessary. From 1920 to 1924 the Notes Board had com
plete authority over the note issue. These were critical years 
in that they ushered in the great deflation movement which fol
lowed the post-war boom. This was followed by an abnormal 
exchange situation during 1923 and 1924 when the private banks 
complained of a shortage of cash reserves in London. The Notes 
Board was urged to increase the issue, but gave only temporary 
relief llDder stringent conditions. Meanwhile the death of Sir 
Denison Miller. raised the question of the future control of the 
Bank. ,Out of this situation arose the Commonwealth Bank Act 

"of 1924 which made substantial changes in the management of 
'the Bank. These may be summarized as follows: 

(i) The appointment of a Board of Directors. 
(ti) The abolition of the Notes Board and the control of the 

note issue by the directors, and the right to issue notes 
against gold and securities in London. 

'(iii) The provision for increasing the capital of the Bank. 
(iv) The granting of power to the Bank of fixing and publish

ing discount and re-discount rates. 
(v) The settlement of clearing house operations by the private 

banks through the Commonwealth Bank. 
All the above measures were carried through and they con

stitute a new charter for the banking system of Australia. By 
compelling private banks to use checke upon the Common-
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wealth Bank for settling their clearing house operations, it was 
hoped to strengthen tile position of the Bank. Capital to the 
amount of £10,000,000 was authorized and was to be provided 
tllrough the i88ue of debentures for £6,000,000 and the appropria
tion of £4,000,000 from accumulated profits. The policy of the 
Bank was handed over exclusively to the new Board which also 
had complete authority over the note issue subject to the arbi
trary power of the Commonwealth Government in times of stren. 
No conditions as to policy are prescribed in the Act, though the 
Treasurer indicated that the Bank might develop important re
discount operations. He anticipated that the private banks 
should be able to procure sufficient cash from the central bank 
during the export selleOn to enable them to accept their cus
tomers' bills. .. One of the most import,nt functions of a cen
tral bank," he claimed, .. is that of re-discounting, by means of 
which, under all ordinary circumstances, every other bank is 
able to convert its bills of exchange into legal tender money." 

The Bank has been operating under this new charter since 
October, 1924. The chairman of the old Notes Board wae ap
pointed chairman of the new Board of Directors, and one of the 
first acta of the latter was to enter 'into an agreement with the 
commereial banks to undertake a due share of the financing of 
the export trade &Ild to provide additional notes if required. 
This at ones relieved the situation described above and placed 
Australia In a position to return to the gold standard as soon as 
Great Britain wae ready for this important step. The present 
Board of Dirootors consists of the Governor and seven other 
direetors. The Seeretary to the Commonwealth Treasury mWll 
be a. member of the Board and the remaining six must be, or 
ha \'e been, engaged In agriculture, commem!, business. or indus
try. The offiees of Governor and Deput)'-Govemor as pre
scribed in the original Act are to be filled by the Governor
General of the Commonwealth. In practice, of course, tbe Board 
will be asked to give advice on the selection of these officers. 
Both officers we appointed for a period not eneeding seven 
years, and are eligible for re-appointment. 'The Board of Direc
tors decides matters of policy and acta as an intermediary 
between the eommercial banks and the Bank. This is an im
portant provision, guaranteeing as it does II coOrdinated policy 
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between the central bank and the other banks. Under its new 
management the Bank is likely to concentrate more than ever 
upon the functions peculiar to.a central bank, though it must be 
remembered that the Bank still has a large savings bank busi
ness as well as the newly constituted Rural Credits Department. 
This renders the Commonwealth Bank unique among the central 
banks of the world, as also does the fact that it is a Govern
ment institution. The Board of Directors has power under the 
Act to appoint a London Board of Advice, consisting of three 
members, for the purpose of representing the Bank in its nego
tiations with British and foreign banking and financial authori
ties, and for such other purposes as the Board may' direct. 

THE BANK STATEMENT, A financial statement of the Bank is 
published quarterly i~ the Commonwealth Gazette. For pur
poses of analysis the statement for September 30th, 1925, pub
lished in the Gazette on December 17th, is given. 

Liabilities 
Capital account ..................•......•..•• 

'Reserve fund ...•.•...•...•.•.....•... ; ....•• 
.Deposite ............•........••............• 
. Bills payable and other liabilities .......•......• 
Savings Bank Department - Depositors' balances 

Total general bank and Savings Bank departments 
Note issue department ...............•.•....... 
Rural credits department ..•.•..•............• 

• 
Total •....•........•.••••.•...•..•.. 

ABBets 
Coin, bullion and cash balances •.••.•.•.....•.• 
Australian notes ................. ; .......•... 
Money at short call in London •..•.•.•...••...• 
Investments - BritiBh, Colonial and Government 

securities (face value, £39,595,777 as 9d) ...• 
F"lXed deposits, other banks ......•.........•..• 
Bills receivable, bills diacounted, loans and ad

vances to customers, and other sums due to the 
bank .•..•..•..•.••.......•.•..•..•..... 

Bank premises ......•....•..........•.......• 

Total general bank and Savings Bank departments 
Note issue department ..•..•.....•.•...•.....• 
Rural credits department •••.•..•. , .•...•.• : •• 

Total ......................................................... .. 

£4,000,000 0 0 
696,608 8 7 

38,937,645 5 O· 
6,288,773 17 3 

42,401,772 16 11 

92,324,800 7 9 
53,890,226 10 0 

68,474 0 0 

£146,283,500 17 9 

£10,898,120 12 10 
10,976,738 0 0 
17,305,000 0 0 

39,432,021 1 3 
954,000 0 0 

11,778,710 9 iI 
888,308 0 0 

92,232,898 3 7 
53,890,226 10 0 

68,474 0 0 

£146,191,598 13 7 
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The capital is still only £4,000,000, representing the amount 
transferred from accumulated profits when the mallagement of 
the Bank was changed. The right to issue debentures to the 
value of £6,000,000 has not yet been exercised. According to 
the Act half of the net profits is to he placed to the credit of the 
"Bank Reserve Fund." This explains the item reserve. The 
remainder of the profits is to be paid into the National Debt 
Sinking Fund. Of the other liabilities it is only necessary to 
refer to the note issue, which stood at the amount of the liabili
ties of the Note Issue Department, and to the provision for rural 
credits which appears in the balance sheet for the first time on 
this occasion. The small liability is either a Treasury advance 
or a transfer of profits from the Note Issue Department aceord- . 
ing to the authority given the Bank under the Rural Credit 
Act. 

The quarterly averages of the weekly statements of assets and 
liabilities give the latter in a different form. An item - If Bal
ances due to other banks" amounting to £4.76 mills. for the 
September quarter of 1925 shows the influence of the new sys
tem of clearings settlements hy checks on the Bank. In tile 
above stotcml'nt this itl'm is evidently included in If Bills pay
able and other liabilities." The division of deposits excluding 
deposits in the Savings Bank Department into those bearing and 
those not ~aring interest reveals the proportion of the latter as 
72% of tile total, a much higher figure than is found in the re
turns of commerl'ial banks. 

Of much more significance is the distribution of the assets. 
In the ordinary banking department and the savings bank it is 
important to note the small proportions of assets represented by 
advancC8. The first three items are good liquid eet'uritics, and 
it is especially interesting to find that the Bank holds such a 
large proportion of its assNs in If money at short call in London." 
This again shows the close connection between the Australian 
and the British monetary systems. The item If fixed deposits of 
othel" hanks" apparently represents a small sum deposited with 
other hanks. The other hanks do not, howe~-er. hold cash with 
the Bank for amounts over and above those required for e1earinl 
Opl'l"IItions. The hca,'Y investments in public eet'urities are 
partly on account of the deposits of the savings bank, but the 
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ordinary funds of the Bank are invested in this way to a much 
greater degree than is the custom with the commercial banks. 
Taking the general bank and savings bank departments the 
proportion of cash reserves to liabilities (excluding capital and 
reserves) is 44 per cent. In this statement cash reserves are 
taken to include the first three items of assets, which may be set 
out again as follows:-

Coia, bullion and cash balances •...............•....... £10.9 mills. 
Australian notes ia the general bank department ..... . . . .. 11.0 .. 
Money at short cal! ia London ............•..••..•.....• 17.3 .. 

£39.2 mills. 

Ove~ 40% of this reserve is held in London, but this will not be 
a fixed proportion since it will vary with the state of the bal
ance of international payments. At the time of this statement 
the balance was slightly in favor of Australia, and as there has 
been no experience of an unfavorable balance it is not l'ossible 
to state what will be regarded eventually as a satisfactory pro
portion of London cash balances. The gold held against the note 
issue, was 48.5% of the total issue and 108% of the amount of 
notes 'lD 'the hands of the public. With reserves of this nature 
the Bank is in the best tradition of central banks. To complete 
the statement of assets and liabilities the investments on account 
of the uncovered portion of the notes should be ststed. At June 
30th, 1924, there. were £30.8 mills. uncovered, of which £8.6 mills. 
was held in Commonwealth Inscribed Stock, £13.1 in Treasury 
Bills of the States, and the remaiader in State Government 
Stocks. These investments may be regarded as comparatively 
liquid, and they would prove useful if the Bank at any time 
found it necessary to control the money market through an open 
market policy of buying and selling public securities as is done 
in the United States and Great Britain. Such a policy has not 
yet been attempted on a systematic scale by the Bank, and it is 
probable that it would use its investments in the 'ordinary bank
ing department for this purpose. The financial statement shows 
that it is well equipped for such operations. At the present time, 
however, the Bank regards it as more important to maintain a 
satisfactory exchange position with England and in the existing 
circumstances this is alI that is necessary. 
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ITS POSITION AS A CENTIIAL BANK. The Bank is authorized 
by act to fix and publish the rates at which it will discount and 
re-discount bills of exchange. The provision for re-discounting 
is an innovation in the Australian banking system, and it has 
not yet been exercised by the Bank. Other steps have, however, 
been taken to meet the same object, and when the practice of re
discounting becomes more familiar it will doubtless be adopted. 
After the restoration of the gold standard it was arranged by the 
Commonwealth B'Bnk to issue notes against gold held by the 
commercial banks in London, provided this gold was set apart 
for this special purpose in an account at the Bank of England. 
It was thus possible for the banks to discount their customers' 
bills and to obtain sufficient cash in Australia to conduct their 
ordinary business. But the same purpose would have been 
achieved if the Commonwealth had re-discounted the bills pre
sented by the oUler banks and collected the gold in London 
from their branches. Notes would have been issued in Australia 
against the bills so presented, and the currency would have ex
panded as it did in similar circumstances under the free opera
tion of the gold standard. The fact that this system was not 
adopted despite the authority of the Bank under the Act, shows 
the state of transition through which the banking system is pass
ing. and eerves also to emphasise the developments required 
before .the Commonwealth Bank will establish its authority 
completely as a central institution. As the Bank has absolute 
control of the note issue it ill, however. in a position to enforce 
its disrount policy and to maintain fairly stable exchange rates 
bl'tween Australia and London. This is comparatively easy 
when the balance of payments is favorable to Australia. for 
all that is required is that notes be issued against gold in London, 
or that the Bank issue notes against bills preeented for re
discount in Australia. The latter policy should prove easy to 
follow as soon as the banb can agree as to its wisdom. Under 

l
the Act the Bank is empowered to issue notes against trade bills 
and it would be within its competence to undertake re-diS('Ount
Ing operations. But the position in a time when the exchanges 
were against Australia is not so obvious. The responsibilities of 
the Bank would be much KlUter. for it would have to provide 
remittance on London at aU times at fixed rates, and would thus 
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have to maintain large cash balances in London. There is no 
doubt that the Bank could do this if tbe position arose and such. 
action was thought necessary. As already indicated it holds 

/ large cash or liquid balances in London and has investments in 
I British Government securities. The practice of borrowing in 

London by Australian Governments would in a time of adverse 
exchange add to the funds available to the Bank for exchange 
operations. The Bank could thus undertake to sell bills on 

~
London in exchange for cash in Australia at fixed rates ap
proximating to the export specie point. The other banks would 
only use this right of procuring remittance- abroad at a time 
when the resort to a premium on drafts to the limits set had not 
proved effective in checking imports. If the Bank cancelled all 
notes received in purchase of such remittance its action would be 
as effective as an export of gold under the normal operations of 
the gold standard. Such cancellation would be automatic if the 
notes were issued against bills of exchange or balances in London, 
as the Act provides. It is quite impossible to say whether such a 
syStem will be adopted. There are no signs of it at present and 
only the actual experience of an acute exchange crisis would 
enab~ ,anyone to observe the trend of development. Such a 
Bcheme would be in conformity with the suggestions of many 
experts who think that the gold exchange standard should be 
adopted by all countries whose monetary t"ystem is dependent 
upon that of sOlne leading country. At the present time the ar
rangements for issuing notes against gold in London is a step in 
this direction. But this was not intended to be the fore-runner 
of a complete gold exchange standard. Its adoption was due to 
the special circumstances obtaining at the time of Australia's 
return to the gold standard. There was a danger of considerable 
exports of gold from England to Australia, and the special ar
rangements were made for the purpose of providing adequate 
cash in Australia without imports of gold. This would not in 
any way embarrass England and it would meet all the require
ments of Australia. It has been shown in the section on the ex
changes that currency and credit in Australia expand and con
tract according to the balance of international payments, and it 
is clear that both the special arrangements made, and the sugges
tions outlined above for the adoption of a type of gold ex-
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-change standard are in keeping with the monetary system of the 
oountry. 

It is too early to say along what lines the Commonwealth 
Bank will develop as a central 'bank. While Australia follows 

'

British policy there is little or no need for an open market policy 
on the part of the central bank. The price level is definitely tied 
to that of Great Britain, and as long as the latter does not show 
abnormal fluctuations, Australia is relieved of the necessity for 
an independent monetary policy. But within these limita there 
is ample scope for a strong oentral bank. The Commonwealth 
Bank is weU fitted for such a development. It has very little 
ordinary commercial banking, it has complete authority over the 
note issue, ita aasets are substantial and suitably invested in 
liquid securities, and under its new constitution there is provision 
for coliperation between It and the other banks, Its immediate 

, task is to work out a satisfacto~l!~countpolicy and to ar
range for an !loslin note iRme that wiU give aU the advantages 
of tJle gold standard without gold movement€,. It may be e.'I:
pected that tJlis task will occupy tJle attention ~f the new Board 
and that there is no tJlought at present of embarking upon 
an independent policy requiring the exercise of open market 
funotion. 

ADDENDUM 

Tho above ehapter ,... complptod in Fohnl..,.. 1926. In the ....... i ... 
t .......... montha the author ... at-Dt from Australia aDd it haa ...... im-
pOOtlible to make the D........,. 00Ifteti_ in th. proof. tD aII_ for .. me 
impoltaDt d.,oftopmeDtI th.t look pl .... iD the early par\ Df 1937, Aa the 
ohapt ... could Dot be COIISidered compl_ without mentiOtliDs tbeea. the 
followi ... DO"," are inIorted. Reade ... will nadily relate the topics men-
tioned tD the tnatruent in th. ohap...... 

(i) In the lint pI_ th_ importaDt amalpmati_ took pia .. early in 
1937. Tha Eqliah. Sootlish aDd AustraiiaD Bank (LondoD) aboorbed th. 
Ro~ Bank Df Australia (Melboume). the c..mmercial Banking c..mpany 
of SydD~ aboorbed th. Bank Df Vi.toria (MelbGurne) aDd the Butk Df 
N .... South Walee (Sid .... y) took 0_ the W .......... Australiut Bank (Perth). 
The import .... t featu_ of tho fiDaDoiaI pasitioD Df tbeea henb in the Iu& 
half Df 111*1 io aho ..... in the foUo...u.. table - (Iicun>s in u.o-.uIa):-" . 
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Capital 
Paid up 

£ 
English, Scottish & Australian .... 2,250 
Royal Bank of Australia......... .750 
Commercial Banking Co .......... 3,500 
Bank of Victoria. . ... . . . . . . . . . . .. 1,478 
Bank of N. S. W................. 6,000 
Western Australian Bank......... 700 

Reserve 
Fund & Un

divided 
Profits 

£ 
2,281 

694 
3,055 

889 
4,880 
1,311 

Deposits, 
Notes 

& Bills in 
Circulation 

£ 
32,439 
5,843 

38,539 
12,241 
58,533 

2,959 

Total 
Assets 

£ 
37,253 
7,324 

47,099 
16,730 
79,079. 

5,104 

In aU cases the resources of banks already substantial have been mate
rially strengthened and the tendency towards concentration further de~ 
veloped. The number of banks with headquarters in London or Australia 
is now only 15, and the nine leading commercial banks account for nearly 
95% of the total paid-up capital of the commercial banks as a whole. 

(ii) Whilst it is too early to record anything definite concerning the 
development of central banking in Australia there have been important 
discussions on the subject. Early in 1927 Sir Ernest Harvey, Comptroller 
of the Bank of England, visited Australia at the invitation of the Com
monwealth Bank. At a series of conferences with the Board of Directors 
of the Bank, Sir Ernest Harvey had the opportunity of discussing the posi
tion of the Commonwealth Bank as a central bank. He also· had con
ferences with the commercial banks. No official announcement has been 
made concerning the details of these discussions, but they were reported to 
have included the centralization of the gold reserves, the development of 
a discount market, and the trading and savings bank functions of the Com
monwealth Bank. On the first of these a pooling of gold reserves· under the 
control of the Commonwealth Bank would promote an economy in the use 
of gold in Australia, enable a greater prpportion of the reserve to be held in 
London and facilitate exchange transactions. In the second case a decline 
in the use of overdrafts as a means of making advances by the commercial 
banks and a more frequent resort to the practice of discounting bills would 
facilitate the development of the practice of re-discounting by the Com
monwealth Bank. Sir Ernest Harvey was rather outspoken in his preference 
for the commercial bill as opposed to the system of over-drafts familiar in 
Australian banking practice. A combination of these two measures - pool
ing of gold reserves and the establishment of a discount market - would 
provide a satisfactory basis for the exchange system (a form of gold
exchange standard) suggested in the final section of the above chapter. 
It is impossible to state at present whether progress will be along these lines. 

On the third problem - the trading functions of the Commonwealth 
Bank - there is a considerable body of opinion in support of the contention 
that a central bank should indulge in very restricted commercial operations. 
This, however, is contrary to the policy of important political groups who 
would maintain the savings bank department and extend the rural credits de
partment of the Bank. No clear line of policy has yet been enunciated on 
this important point and it is doubtful whether the commercial banks would 
encourage the development of the Commonwealth Bank into a strong cen
tral bank even if it abandoned its other main activities. This again demon-
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otratea the period of traDBition through which the Auotralian banking BY&
tom is paaing and the impOllllibility of making any IiDal pronounoements 
upon it. 

(iii) The Commonwealth Bank commenced in July to publish a new 

/1 
form of weakly retum on the Bame lin .. ae the Bank of England. It does 
not aontsin figures relating to the "VingB bank or rural credits departments. 
The returns for two weeks in September, 1927, were ae foUows: 

NOTE ISSUE DEPARTMENT 

Sept. 6 
II 

Li.bilities-
Notes Issued .......................... .. 
Property Reserve Account .•............. 

Total 
Aseets-

Gold Coin and Bullion ................ .. 
D.bt-ntures and Other Securitieo ....... . 
Other Aseets .......................... . 

Total 

48,393,226 
224,023 

48,617,249 

llO,72I,OOI 
25,100,423 
2,795.825 

48.617,249 

~ 
GENERAL BANKING DEPART¥ENT 

Dr. Sept. 5 

Capital and Reserve Fund .................. . 
Dopoeits .....•...................••..•...•. 
Billa Payable and Other Liabiliti .......... .. 

Total 
Cr. 

Coin and B,~lion and Cash Balan_ ........ . 
Notee .................................... .. 
Mont')' at Shnrt 0.11 in London ............ . 
Qo""mmenl and Other Securiti .............. . 
Di_unta. Ad""n .... ohOo •••••••••••••••••.• 
Bills R"""i\·abl. and Other A_ts .•.......... 

Total 

£ 
",47,809 

36.044.853 
2,575,909 

41.768,571 

2.799.663 
7.m.l09 
5.159.000 

10.458.705 
13.357.070 
2.M8.004 

41.768,571 

Sept. 13 
£ 

48,393,226 
228,014 

48.621,249 

20.721.001 
25,100,423 
2.799,816 

48,621,249 

8ept.12 
I 

4.147,809 
88.063,947 

2.699.999 
44.911.755 

5.955.334 
7,386.908 
4,239.000 

10.458.705 
14.wl.190 
2.363.618 

44.911.755 

WhilA this form or mum b .. the merit of _tine the oalient f .. t""", 
or the note ...... and _era! banko.. departments it does .cK add to the 
information Ii-- in the retUlll quoted in Section VI. abo .... or Ii"" a com
p!t-te pi.tu", or the assets and liabilitiee or the Bank as a whole. '"'" chief 
value or the uw ~tu"' will lie in its provision or up-m.date information 
u_ depoeits and ach-...- at the Bank. tota1 liquid ....... eo, and the 
proportion or theoe .......... beld in London. 

(i,,) R"e",n .. should be made to an anal.' .... or bank ad_ ....... 
by the Cbaim,an or the National Bank or A .... ralia in bia annual -"" ill 
M07 laaL The»l'OpOltion or o'ftldlafts ...... followa: 
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Percentage of 
Total Overdrafts 

Primary Producers. . . . . . . . . . . . . . . 40.4 
Secondary Industries ..... . . . . . . . . 3.7 
Personal and Professional ..••...•. 28.3 
Mercantile ...................... 24.7 
Sundry small advances ........... 2.9 
General Average ................ . 

Average 
Overdrafts 

£ 780 
£3580 
£ 429 
£1053 

£850 

Overdrafts for primary producers and mercantile interests account for 
roughly two-thirds of the total. This demonstrstes the preponderance of 
primary industries in bank advances. 

(v) Finally it is necessary to note the establishment in 1927 of an agency 
of the Commonwealth Bank in New York. There is no doubt that thio 
development is due to the increasing tendency for Australia to raise loan 
funda in New York. A branch of the Commonwealth Bank will facilitate 
these operations. 

SOURCES OF BANKING AND MONETARY STATISTICS FOR 
AUSTRALIA 

{

The Commonwealth Yeor Book issued by the Bureau of Census and 
Statistics, Melbourne. gives details upon deposits and assets of all Aus
tralian banks, savings banks, trustee companies. building 8Dd investment 
societies, cooperative societies aod life &l!SW'8nce companies (Section E. 
Prival~ Finance, "'f Chapter VIII of Y eor Book, No. 20, 1927). For most 
purposes this statistical information is adequate. The Yeor Book aIso giv .. 
details of State advances to settlera by the State governments. Current 
statistics upon banking, and the note issue is found in the Quarterlll Ab
stract of Statistics published by the Bureau of Census and Statistics. 
Statistical records over a Period of years are given in the Finance Bu.lktin 
published annually by the Bureau. The Commonwealth Bank publish .. a 
weekly return giving details of assets and liabilities in the issue and bank
ing departments. The half-yearly balance obeet contains a complete 
statement for all departments. 

The best souroe of information upon current banking statistics is The 
: Banking ond lmumnoo Record publiohed monthly (MeCarron Bird '" Co., 
Melbourne). This contains an analysis of the quarterly figures and the 
half-yearly halance .heeu. of all banks together with annual reporta of 
leading finance companies. 
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THE BANKING SYSTEM OF AUSTRIA 
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HISTORICAL SURVEY 

At the outbreak of the World War Austria was in the last phase 
of a ourrenoy reform, initiated in 1892, which had progressed 80 

far that the resumption of specie payments appeared to be a 
question of a relatively abort time. The great oatastrophe inter
rupted the work, as it was then thought, while it was later found 
that it had destroyed altogether the foundation upon which the 
ourrency, and with it the credit system of the country, was to be 
eecureiy built. 

During the larger part of the last century currency conditions 
in Austria were unsettled. The oountry was involved in a very 
large number of wars and warlike operations. The Napoleonio 
period was followed by military interventions in a number of 
Italian States and by the repression of revolts in the Austrian 
provincee. These operations were succeeded by other campaigns 
(a war with France and Sardinia, an expedition against Denmark 
and a war with Prussia and Italy) and theiJ'combined efFect on 
Austria was an utter disorder of the Stata household and great 
finandal exhaustion. 

CuiutBNcT CoNXllTlONS IN 'l'JD 19TH CENTmty. A central bank 
of issue. the Oesterreir.hieche Nationalbank, had '-n ..rtab
lisbed at the ~ginning of the 19th century (1816). whim was 
authoriaed to issue notes which were legal tender in aD dominions 

, W-_ Gi ... " c.-'ftftia. 
• FoNip DepenmeDt, AIIIIriaa BaDns UDioL 

IJI) 
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of the Austrian Crown, with the exception of the Italian provinces 
(Lombardy and Venetia). A small circulation of gold and silver. 
coins was also created subsequent to the establishment of the 
bank, but the drop of the excbange value of the notes caused the 
coins soon to disappear and after the year 1848 (revolutions in 
Austria and Hungary) the circulation was made up exclusively 
of paper. Even in the comparatively backward state of the 
economic life of Austria the situation was felt to be intolerable 
and on September 19, 1857, the Government issued a 'decree, 
establishing a new currency, the" osterreichische Wahrung," on 
the silver standard. The notes of the Oesterreichische National
bank, however, remained legal tender and only a year later, Sep
tember 6, 1858, was specie payment commenced, to be discon
tinued again in April, 1859. The silver mdden coined under the 
Decree of 1857 (45 gulden out of 500 grammes silver) again 
dropped out of the circulation, their place being taken by bank 
notes, to which were added in 1866 {war with Prussia and Italy) 
State notes, whose issue was not to excee!i, as a rule, 312 million 
gulden with a possible maximum of 400 gulden. 

Tl:\e international valuation of this paper currency depended. 
exclusively on the law of demand and supply and was therefore· 
entirely unconnected with the price of silver, though silver was 
the nominal basis of the Austrian currency. As a matter of fact, 
the Austrian rate of exchange on foreign places rose above the 
metallic value of the monetary unit (nominally the silver gulden) 
and in February, 1879, the quantity of silver required for the 
coinage of 100 silver gulden could be purchased in London at a 
price which, converted into Ausman money at the then rate of 
exchange, amounted to 93.66 paper gulden only. This curious 
phenomenon was due'" the drop of the silver price owing to the 
progressive demonetization and, the increasing production of that 
metal. The minting of silver gulden for private accounts, which 
had increased considerably, was stopped in 1879, but the Govern
ment continued coining them up to 1892. Though it would have 
been easy for Austria under these conditions to reestablish its 
tnominal) silver currency, such a course would have heen inju
dicious at a time when the importent commercial nations of Eu
rope had alI gone over to the gold standard. The adoption of the 
franc currency was under consideration for a certain time and 
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lold coins of 8 and 4 gulden (equivalent to 20 and 10 francs) re
.spectively, were struck in the anticipation of such a reform which, 
in view of the unfavorable financial conditions of the country, 
could not be carried out, however. 

THm Cmuul:NCY RDoaM LAws 01' 1892. Owing to constitu
tional changes which took placia in 1867 and which gave Hungary 
a status within the Monarchy co-equal with the one of Austria, 
the Oesterreichische Nationalbank was reorganized in 1878 as the 
Oesterreiohisch-Ungarische Bank. The two sovereign States 
(Austria and 'Hungary), which formed the Austro-Hungarian 
Monarchy, agreed in 1887 to adopt the gold standard for their 
common currency and the respective legislation was enaoted in 
1892. A new unit, the krone, equal to. one-half paper gulden, was 
chosen and the number of kronen (in pieces of 20 and 10 kronen) 
to be coined out of one kilogramme of gold was fixed at 3,280-

This meant pegging the krone (one half-gulden) at the average 
rate at which the gulden, as expressed in francs, had been quoted 
in the years 1871-1891, vi •• 2.10 francs. Subsidiary ooins were 
also struck (silver pieces of 1,2 and 5 kronen, nickel pieces of 20 
and 10 hellers and brollle pieces of 1 and 2 hellers) and the silver 
gulden, whose coinage had been discontinued, remained legal ten
der, together with the notes of the Oeaterreiohisch-Ungarische 
Bank. The State notes (312 million gulden) were withdrawn 
from circulation, being replaced to the extent of 72 million by 
silver kronen and to the extent of 240 million by silver gulden or 
notes of the Oeaterreiohisch-Ungarische Bank. Against the lat
ter issue the Governments of Austria and Hungary deposited with 
the Bank the amount of 480 million kronen (equivalent to 240 
million gulden) in Austrian gold coins. An aotual circulation of 
BOld was also tentatively begun, but did not apparently c0m

mend itself to the public and the coins returned to the Bank. The 
popUlation had too long lost the habit of handling gold and i\ 
aotually happened that uninformed members of the community, 
when receiving payment in gold, refused it, demanding .. real • 
money, i.e. bank notes, instead. 

Swm.nT 01' KBoNB. The Bank Law, which was amended in 
1899 and again in 1911, provided that at least 40 per eent of the 
note circulation should be eovered by the Metal R I J I""", in which 
might be included, however. the Bank'a holdings of foreign billa 
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in terms of a gold currency, up to a maximum of 60 million kronen. 
If the note ,circulation exceeded the Metal Reserve by more than 
600 million kronen, the Bank was to pay a tax of 5 per cent on 
the amount of notes over and above those 600 million. It was 
incumbent upon the Bank to maintain the Austrian rate of ex
change (expressed in terms of a gold currency) stable, but pro
vided this were the case, there was no obligation concerning the 
resumption of specie payments ~n a definite date. This system 
worked so well that the krone, in its relation to foreign currencies 
based on gold, was perfectly stable. 

THE BANK OF ISSUE DURING THE W AB. At the outbreak of the 
war the note circulation amounted to about 2,130 million kronen 
and the Metal Reserve waa 1,589 million kronen (1,298 million 
gold and foreign bills on a gold basis, and 291 million in silver 
gulden and subsidiary coins). The ratio of the Metal Reserve to 
the amount of the note circulation would have been quite suf
ficient, in fact, most satisfactory, in respect of all normal con

, tingencies, but was bound to prove inadequate in the case of a 
universal conflagration. From the point of view of ,preparation 
for warlike purposes the financial equipment constituted by the 
M~tal Reserve of the Oesterreichisch-Ungarische Bank was there
fore quite inadequate. 

WAB FINANCE INFLATION. At the begjnning of the war the 
clause of the Bank Law requiring a Metal cover of at least 40 per 
cent to be maintained against the note circulation as well as 
the obligation of the Oesterreichisch-Ungarische Bank to keep 
the Austrian rate of exchange stable, were tacitly suspended. The 
mobilization of a large army and the expenditure connected with 
the repleuishment of military stocks of all descriptions required 
a huge outlay which WaS to be faced at once and which continued 
on an increasing scale as the war went en. Throughout the war, 
the expenditure which it entailed was raised almost completely 
in the form of borrowings from the Bank on various securities 
(Government Bonds, Treasury Bills and Treasury Certificates) 
as well as through War LoaDS. The government was unable to 
liaise any considerable portion of the required means by taxation, 
as the impossibility of obtaining large supplies from abroad owing 
to the blockade of the Allied nations gave to Austrian production a 
monopolistic position, which would have enahled it to charge 
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taxes back to the government which was the largest consumer. 
InBation at a progressively rapid rate was the necessary cor
ollary of this peculiar state of things. The following table shows 
the amount of the note circulation and the current account lia
bilities of the Bank, together with the amount of government 
indebtedness at the beginning and at the end of hostilities, as well 
as on certain intermediate dates (January 1 and July 1 of each 
year. Under government liabilities to the Bank the amounts 
are understood which both the Austrian and the Hungarian 
governments ohtsined from the Oesterreicbisch-Ungarische Bank 
during the period under review. 

(In million ~ 

Notlll Cireu- Loans 
natlll Iation and Ocrtemment Metal DiII>ountl! OIl 

c\'AooL Indeb~ ~ SeeuritiEe Liab. 

191f. July 31 8,4211 ..... I,f.l!,! 1,836 410 
Doc. 31 6,568 8,9111 1,194 2,053 3,m 

19111 JUIltI 30 7,138 6,524 857 3,139 3,234 
Doc. 81 7,435 6,149 810 2,976 8,293 

111141 JUIltI 30 11,668 11,100 1191 2,_ 8,2111 
Doc. 81 11,318 10,90'1 8M 2,856 3,428 

1917 JUIltI 30 13,125 12,771 373 2,842 8,397 
Ilea. 31 20,_ 19,_ 881 2,1122 8,4211 

1918 Ju .... SO 25.436 26,422 ass 2,816 8,512 
0eL 81 34,846 25,731 S42 2,812 ",1M 

NOI'IS &SED ON GovaurMBNT BouoWlNGS. The above table 
shows clearly that the proportion of the note circulation and the 
c\llTent account Iiahilities based on private commercial and 
financial transactions, as contrasted with government borrowings, 
decre&Rd eteadily. While, at the beginninw of the period, the 
• virtual .. circulation, as it is ealled in Austria (notes plus eum!nt 
al'COUnt liabilities), ex~ed the amouDt of" government inde~ 
edness by 3,475 million m-n, the total of State borrowinp 
reacbed the amouDt of the virtual eircu\atioa at the beginning of 
July, 1918 and since that time, up to the cessatiOD of hostilities, 
it grew eonstanUy larger. The table shows that, with the -..
lion of the ~ two months of the 1IV, goYenUDellt bonowinp 
were almaM the only IIOUfte of the note issue. This happ!lled ill a 
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period when, in consequence of the large consumption and dimin
ished production due to the mobilization and the military opera
tions, the amount of goods purchasable by the colossally increased 
quantity of money was not augmented but greatly decreased. 

EXTERNAL DEPRECIATION OJ' CumlENCY. The effect of this 
state of things on foreign rates of exchange was, of course, a 
gradual and rapid rise of the latter. This rise, however, was not 
uniform and the Swiss, Duteh, Swedish and Danish exchanges 
moved differently against the krone at different periods. The 
divergence was due to the fact that arbitrage operations were im
possible, that gold had lost to a large extent its function as a 
means for settling balances in international exchanges, some of 
the neutral countries having declined to receive it in payment, 
and that, as a consequence, the rates of exchange between Austria 
and these countries depended uniquely on the demand and supply 
of the respective instruments of payment (foreign bills, notes, 
etc.). Credit arrangements in existence and the view taken of 
the military position at a given moment, naturally played a very 
large part also. The following table indicates the rates of ex
change of a number of neutral countries at the beginning and at 
the end of the war, as well as at certain interm~diate periods; 

MONTHLY AVERAGE QUOTATIONS 

(In kronen) 

Zurich Amsterdam 

Parity ............ 95.23 198.37 
July 1914 ........ 95.99 199.46 
Dec. 1914 ........ 110.10 233.77 
June 1915 ........ 124.33 264.62 
Dec. 1915 ........ 142.28 324.76 
June 1916 ........ 148.29 323.46 
Dec. 1916 ........ 180.66 369.48 
June 1917 ........ 206.34 428.10 
Dec. 1917 ........ 215.55 405.30 
June 1918 ........ 195.78 392.61 
Oct. 1918 ........ 240.04 500.20 

Stockholm 

132.26 
...... 
145.60 
174.56 
205.19 
230.93 
265.65 
311.34 
334.20 
268.95 
344.05 

THE "DEVlSEN-ZZNTBALE." In this connection an institution 
requires to be mentioned which was created in February, 1916 and 
was destined to play an important role not only during the war, 
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hut for a number of yeal'6 after the ceesation of hostilities. As in 
other countries the necessity to get a clearer insight into the de
mand and supply of foreign instruments of payment and to obtain 
control, as far as possible, of the exchange market, made itself 
felt in Austria also. In the abnormal state of the market it was 
felt that the State, or the central bank of iesue, should pool all 
the supply and demand of foreign instruments of payment with a 
view to stabililing, as far as possible, the rates of exchange. Ger
many called in,,? being a .. Devisen-Zentrale" (Central Board 
for the Traflic in Foreign Exchanges) and Austria-Hungary fol
lowed suit in February, 1916, though on somewhat different lines. 

Under the leadership of the Oesterreichisch-Ungarische Bank 
the large banks in Vienna and Budapest formed an organization, 
adherence to which was open to other banking firms as a poll of 
the participants, and which was alone authoriled to deal in for
eign exchange. Later on membership WBe made sUhject to a 
government license. The agreement on which the organilation 
was hased provided that the members place at the disposal of 
the Central Board all their available foreign instruments of pay
Dlent and apply to the Central Board for such amounts in such 
foreign exchanges aa Uley or tileir clients might require. It was 
also provided tilat applicants for foreign exchange should indi
cate the USB to which tile foreign instruments of payment de
manded by them would be put. In the cass these uses were not 
esssntial for the country, the application waa to be refused. The 
balance of this market (wheUler active or passive) WBe ascer
tained, and foreign exchange rates were established, daily. It 
was prohibited to send abroad Austrian means of payment (bank 
notes. checks and bills of exchange in terms of the krone). except. 
under a special permit of the Central Board and. on the other 
hand. exporters of Austrian goods were required to deliver to • 
member of the Central Board against Austrian kronen the re
mittances in foreign currencies tiley received from abroad in 
estUement of their invoices. 

FAILlllUI or ExCHANGE CoImtoL. This anangement., as waa to 
be e.-cpeeted. worked only moderately well. aa it left too many 
loopholes for transgressions in view of tile manifest impossibility 
to enforce stricUy all its provisions. It did at certaiD periods tend 
W stsbi1iae exchanp rates, espeeiaIly when the OestemIichisch-
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Ungarische Bank placed at the disposal of the Board foreign 
instruments of payment out of its own holdings, but, as a rule, 
the demand for foreign exchanges largely exceeded the supply. 
An illicit market (Schleichhandel) soon sprang up, where 
quotations were far higher but more in accordance with the 
real situation. 

These were the currency conditions at the end of the war. It 
will be necessary, at a later moment to resume the thread of the 
description where we leave it now, but, in the meantime, it is best 

. to outline the general characteristics of the Austrian banking or
ganization and of the credit system of the country as they have 
grown out of the situation which existed in Austria in the. fifties 
of the last century and of the development which took place in the 
second half of that period. 

THE EARLY HISTORY OF THE COMMERCIAL BANKS. The Aus-
trian banking system, compared with the one of the Western 

. European countries, is of recent growth. Up to the middle of the 
I 19th century, Austria, which was then, in point of view of terri
I torial extension, the second largest State ·in Europe, ranking 00-
medi!\tely after Russia, was still a relatively backward state, 
which is accounted for by the fact that the nations inhabiting that 
large empire had not all reached a degree of economic develop
ment, such as was found in the west of Europe .. &me of the then 
Austrian territories (Eastern Galicia, the Bukovina, large sec
tions of Transylvania and of Dalmatia) were hardly developed, 
at least, not in the sense in which the term would be used in rela
tion to an English county, an average French department or a 
Belgian or Dutch province. Production was almost exclusively 
for the inland market, and very restricted at that, in view of the . 
fact that the requirements of the extensive Eastern and Southern 
territories of the empire were exiguous and could be met by 
relatively primitive methods. At the middle of the last century, 
a quickening in the pace of economic development made itself 
felt. Agrarian reforms were initiated through the Revolution of 
1848, which led to the creation of a considerable number of 
medium and small agricultural holdings with independent capital 
requirements. About the same time the chief railway lines on the 
territory of the late empire were constructed and with the im
provement of communications production received a stimulus 
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which made the need of a banking and credit system increasingly 
felt. 

DEVELOPMENT 01' CREDIT INBTITUTIONS. Up to that.time, there 
had been no banks in Austria, with the exception of tbe Oester
reichische Nationalbank (the bank of issue) and of a number of 
mortgage institutions. The first Austrian private joint-stock 
bank which came into existence was the Austrian Discount Com
pany (Niederiisterreichische Escomptegesellschaft), formed in 
1853. It was followed soon after by the Oesterreichische Credit
Anstalt which started business on February 1, 1856. The first 
Austrian joint-stock banks had not, at the b~ginning, the large 
scope which has become characteristic of them in the course of the 
later development. The primary function of commercial banks 

I in Austria, as of commercial banks in other countries, was to· act 
as intermediaries between the demand and supply of capital, and 
the trade in securities. There had been a Bourse in Vienna since 
1771 and trading in securities was not unkpown in Austria, as the 
Oesterreichisehe Nationalbank was Organiled as a joint-stock 
company and there were various Government loans in existenoe 
too, but the number of securities and the amount of transactions 
in them had been very small. After joint-stock banks came 
into being, dcalings in stocks and securities naturally gained 
largely in extent. 

The business of banks was limited in the beginning to the dis
counting of bills, the granting of loans on securities and the open
ing of credits in the form of current acoounts. Government loan 
transactions were also engaged in, but in proportion as capital 
seeking investment accumulated at the banks and as the num
ber of banks multiplied, they had to look out for \arger avenues 
of remunerative employment, which they found in the financing 
of industry. 

The formation of the NiederOsterreichische Escomptegesell
schaft (1853) and of the OesteneichischeCredit.-AnstaIt (1855) 
11'811 followed by the foundation of the Anglo-Oeeteneichische 
Bank and of the Oesteneichische Boden-Credit.-AnstaIt in 1863, 
by the Allgemeine Verkebrsbank and the Steiennirkische Ell
oomptebank in ISM, by the Wiener Bankverein and the Bank 
fiir Ober&temlich and Sabburg in 1869, by the Unionbank in 
1870, the Allgemeine DepositeD-Bank and the Oesterreichische 
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Zentral-Boden-Creditbank in 1871 and the Wiener Lombard & 
Escomptebank in 1873. All of these banks, with the exception of 
the Steiermarkische Escomptebank (Graz) and the Bank fUr 
Oberiisterreich und Salzburg (Linz) had their headquarters in 
Vienna. In 1872 the Wiener Giro- und Cassen-V erein was estab
lished, whose role as a central stock-clearing institution will be 
referred te in a later section of this chapter. The formation of 
these companies and their development up te 1873 forms the first 
phase in the history of Austrian banking. It was contempora
neous with an enormous extension of steck exchange speculation 
consequent upon t~e large number of company promotions which 
set in soon after the war (with Prussia and Italy) of 1866. This 
was a time of unrestrained gambling in many countries, which led 
in Austria te the precipitate foundation of enterprises, some oD a 
fraudulent basis, aiming in many cases only at the profit obtain
able through the issue .of shares. The hypertrophic growth of 
steck exchange transactions relegated te the background the 
regular banking business. 

CRISIS 01' 1873. The Steck Exchange crash of 1873, however, 
brought this period te an end. Seen from a distance, this eatas
trophe, in the same manner as the slump of 1924, te which ref
erence will be made in the course of these pages, was a blessing 
in disguise, in so far as it did away completely with the rank 
growth of unsound foundations, thereby clearing the ground for a 
healthy development of the remaining solid enterprises along 
lines of commercial respectability. One of the consequences of 
the crisis of 1873 was that the number of Austrian joint-stock 
companies which, at that time, was 875 with a paid-in capital of 
1261 million gulden, was reduced in 1879 to 411 joint-stock com
panies with a paid-in capital of 603 million gulden. The number 
of b.nks and banking firms dropped from 141 in 1873 te 45 in 
1878. Another consequence was that the public, whose relatively 
fresh experience of the share market had proved 80 unfortunate, 
conceived a dread of the Bourse and a disinclination, which was 
slow to wear .off, te engage in stock exchange operations. As the 
public ceased to count a9 a buyer, existing enterprises requiring 
fresh funds had to rely te a larger extent on the banks. The 
banks were also obliged, during the depression which followed the 
crisis'of 1873, te support the market by buying the shares of 
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the sounder undertakings and both facts in conjunction led to the 
peculiarly close connection which exista in Austria between the 
financial institutions and the other branches of economic life. 

NATURIII OJ!' BANKING BmroRlil THE WAIl. In the meantime (i.e. 
after 1873) a proceBS of concentration or rather a movement 
towards closer cooperation, had been going on in the Austrian 
banking organisation, which found expreBSion in communities of 
interest relating to several branches of economic life, in the 
joint formation by several banks of affiliated banking institu
tions, in the joint participation in industrial and financial enter
prises, etc. The common activity of the banks and the require
ments of the times also led to a far-reaching assimilation of the 
kind of business engaged in by the various banking companies. 
While, in the first period of their activity, some banks had special
iled on a particular kind of busineBS, these distinguishing features 
were gradually merged into a common type of commercial bank. 
While some banks continued to pay special attention to the busi
neBS to which they had been devoting themselves exclusively at 
the beginning (e.g. mortgage or big syndicate buainCB8) they were 
all driven in a more er leBS like manner, in consequence of the 
conditions created by the stock exehange crash of 1873, to sup
port and finance privata industrial undertakings. When, owing 
to the very pronounced progreBS made by the German industry in 
the nineties of the last century, conditions appeared favorable 
fer an extension of the Austrian industrial equipment as well, the 
Austrian banks rendered conspicuous eervice in this connectioll to 
the national economy of the late monarchy. 

INDUSTIUAL BANKING. They not only formed underwriting 

I syndicates fer the issue of industrial shares, but they also re
tained, er were obliged in many cases to retain, some part of 
the stocks eo is:!ued in view of the still restricted market wbich 
existed fer values of that kind. The intention was to hold these 
etocks temporarily pending an improvement of market enndi
tiona, but as a matter of fact, it has remained a permanent and 
characteristio feature of the Austrian banks to own a controlling, 
er at least an important, interest in many industrial and eom
mercial enterprises. This entailed many-sided activities and 
responsibilities.. On the one hand, the bank (er in some cases two 
er more banks jointly) acted as underwriters of the issue and at 
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the same time as creditors to the enterprise advancing to it funds 
on current account or on some sort of security, and, on the other 
hand, they were, simultaneously, shareholders, and frequently 
substantial shareholders, of the new companies. As those com
panies naturally transacted all their banking business through the 
bank or banks with whose support they had been established and 
which in all cases owned a considerable interest in the respective 
industrial or commercial undertakings, the close connection be
tween financial and industrial (or commercial) capital which has 
remained typical for Austrian national economy was still more 
firmly cemented. It should be borne in mind that this connec
tion between the Vienna banks on the one hand and production 
and distribution on the other hand existed not only in relation to 
enterprises situated on the present territory of the Austrian Re
public, but in view of the large extension of tbe pre-war Austro
Hungarian Monarcby nearly all the industry of what are now 
known as the Successor States was drawn into the orbit of, and 
made in some way dependent upon, the Vienna banks. 

LATER GROWTH OF JOINT Srocx BANXS .. In the period beginning 
with ·.the stock exchange crisis of 1873 and ending about the year 
1900 only two joint-stock banks of importance were established, 
namely the Oesterreichische Landerbank (now the Banque des 
Pays de I 'Europe Centrale, with headquarters at Paris) in 1880, . 
and the Bank und Wechselstuben A. G. Mercur (at present styled 
the Mercurbank A. G.) in 1887, to which was added in 1896 the 
Oesterreichische Credit-Institut filr iiffentliche Arheitenwith a 
specially defined sphere of activity, namely the financing of Rail
roads, of Public Utility Corporations and similar enterprises. 
While, in spite of the rally in economic life, the growth of the num
ber of joint-stock banks in the country was small during that 
period, the larger turnover of the existing banks necessitated in
creases 01 the capital of the hanks. .The share capital of all Aus
trian joint-stock banks, which was 615 million kronen in 1895, 
reached 777 million gold kronen by the year 1900. Towards that 
time over-production in Germany led to a crisis there, which made 
its effects felt in Austria too, hut did not interrupt for long the 
favorable economic development of the country. While in the fol
lowing eight years only two hanks were established, namely the 
Centralbank dl!!' deutschen Sparkassen at Prague in 1901 and the 
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Bank filr Tirol und Vorarlberg at Innsbruck in 1904, new banks 
were established in rapid euccession from 1909 up to the year 1923, 
but the majority of these foundations did not last over the crisis 
of the year 1924, which marked a further turning point in the 
history of Austrian banking. Before dealing with this latest 
phase, however, it is necessary to review briefly the history of 
Austrian banks during the war and in the years immediately 
following the conclusion of peace. 

W AB AND PoeTW AB PBOBLEM8 OP THII BANIt8. The outbreak 
of the war fOf a time completely paralYled the activity of 
the Austrian banks. The suspension of Bourse meetings as well 
as a moratorium declared at the beginning of hostilities and 
remaining in force with various modifications eubsequently en
acted for ahout one year, made the transaction of normal business 
almost impossible, at any rate in the initial 'period of the war. 
A new field of activity was opened to the banks, however, through 
the financial requirements of the government and the euccessive 
issue of eight Austrian waf loans of a nominal total of 35,129,-
324,600 kronen and net proceeds amounting to 32,955,576,990 
kronen. Hungary issued her own war loans (17), whose nominal 
total amounted to 18,851,835,850 kronen, with net proceeds of 
17 ,95S,885,538 kronen. In the case of the war loans the banks, 
as a rule, advaneed to the government the estimated proceeds of 
the issue before the subscription was closed. They were able to 
do 80 in view of the fact that the nominal amount of deposits 
held by them had grown very much, the average depositor earn
ing a considerably larger nominal income, while the means of 
spending Uld the choice of investments were restricted during 
the :war. 

SELP-D&TERMINATION IN BANItINo. A number of exceptionally 
big problems confronted the banks at the end of the war. The 
former Austrian provinl'eS, on obtaining their political indepeod
Bncs, were naturally desirous to sever the connection which had 
hitherto existed bet_n the large Vienna banks and enterprises 
situated within the territory of these new states, in order to 
eliminate the influence of Austrian banking capital over their 

I national economy. This process known as the • Nostrilication D 

was eu~ul to a certain extent only and in YVyinc depees, 
depending upon the plane of economic demopmen\ JeaCbed 
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by the respective country. There was a danger then of the Aus
trian banks losing oompletely the ground which they held in those 
countries. In the course of time, however, the spirit displayed 
towards Austria improved and it became possible, through ami
cable arrangements, to save part of what might be called the for
eign " good-will" of the Austrian banks, though under a modi
fied form. 

LEGAL HANDICAPS AFFEcrrnG THE BANKS. Other extremely 
difficult tasks were set to the banks by the internal conditions of 
Austria. An enormous load of unproductive work was heaped 
on the banks through a complicated system of supervision, block
ing of accounts, official control of the trade in foreign bills, com
pulsion for clients to prove their legal and national status before 
becoming entitled to dispose freely of their deposits, intricate and 
very stringent taxation laws, in a word, by a large number of 
vexatious measures which were either required for carrying out 
certain provisions of the Peace Treaty and of subsequent agree
ments, or else were thought to be necessary in the interest of the 
Austrian currency and ih view of the financial requirements of 
the Austrian Government. As a consequence, the banks were 
driven to make large additions to their staff, which increased 
expenditure and made business p~~table only at higher bank 
charges. A further great difficulty was created through the faet 
that, in the very far advanced state of depreciation of the krone, 
the banks had to discharge liabilities contracted previous to the 
war towards nationals of the ex-enemy states. 

THE CoMMERCIAL BANKS DURING THE INFLATION PEaIOD. The 
business of the banks pnderwent great modifications during and 
after the war.. Stock exchange transactions were entirely para
lyzed at the beginning of hostilities through the closing of the 
Bourse, and the foreign exchange business was nearly stopped 
through the enemy blockade. At that time, the banks were al
most excluSively occupied with the financial assistance given to 
the government. When the Bourse was reopened, the public was 
attracted to stock exchange operations by the rise of quotations 
which accompanied- the drop in the purchasing power of the 
krone. This process, which began in 1917, continued as the de
preciation of the currency went en at a progressively rapid rate 
until September, 1922. A great number of capital issues which 
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had to be effected, in view of the decline of the krone, in order to 
bring fresh funds to banks and industrial enterprises, gave added 
lest to the speculation and swelled the amount of stock exchange 
operations with which the banks were intrusted by their clients. 
The condition of the banks seemed very flourishing at that time 
and while the war period had already produced a great increase in 
the number of banks and banking firms, the growth which took 
place in the period immediately following the war, was mush
roomlike. All the newly established banks and banking firms 
engaged almost exclusively in stock exchange gambling and, when 
the moment appeared propitious, in speculations in foreign ex
changes. Bull transactions in stocks were then thought by nearly 
all the II new-fangled" bankers and by the overwhelming major
ity of the public, to be by far the easiest way of acquiring wealth. 

As a matter of fact, as long as the krone pursued its downward 
path, the prices of stocks (as well as the prices of other commodi
ties) were bound to rise, irrespective of the earning capacity of 
the enterprise by which they had been issued. The fact that. 
expressed in terms of a stable currency, the inflated kronen fig
ures did not contain a profit but meant a loss of value, did not 
enter into the heads of the masses. Besides. they had turned to 
the stock exchange with the purpose of maintaining unimpaired 
as far as possible their 8II\·ings and surplus funds. which. through 
the continuous decline of the Austrian currency. were threatened 
with annihilation. and all other roads leading to the desired goal 
were beset with 80 many difficulties that they were open to the 
few select only. 

SPIIlCULATION IN FOIWGN ExCHANGL Bu..<iness in foreign bills 
also increa~ after the _tion of hostilities. not only in view 
of the raising of the blockade, but in a higher degree owing to the 
fact that at least Biz new national currencifll (in addition to the 
ourrency of the Austrian Republic) sprang into existence in wbat. 
had been one economic unit (the Austro-Hungarian Monarchy) 
lI'ith one currency up to the end of the War. Indurement was 
offered to speculation in foreign exchanges by the circumstante 

'

that one Central European currency after another began to topple 
down with no apparent prospects of a definite rally. It appeared 
safe therefore to buy on a credit obtained in the respectiYe cur- I 
nIIlCY. real estate. stocks and commodities, as at. the moment. wh~ • 
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the deferred payment became due, the discharge of the liability 
was often possible at a fraction of the originally agreed value. 
The activity of the Central Board for the Traffic in Foreign Ex
changes (Devisen-Zentrale) put some hindrance to this gam
bling, but loopholes could be found by transgressors in the frame
work of the regulations with comparative ease. 

RECENT DEVELOPMENTS. The latest phase (commencing in 
the summer of 1922) in the history of Austrian banking is marked 
by three facts of outstanding importance: the stabilization of the 
Austrian currency with its concomitants, the crisis of 1924, and 
the concentration movement which has been on foot since the les
sons taught by that crisis have been better understood. It.would 
appear advisable, however, to reserve a discussion of this latest 
phase to the section where the present financial organization of 
the country is dealt with. 

CREDIT INSTRUMENTS 

.The commercial credit instruments in· use in Austria (bills of 
exchange and, in a restricted sense, checks) offer no peculiarity 
and the legal requirements wMch they have to fulfill, as well as the 
provisions enacted in regard to the liability of drawers, drawees 
and endorsers are similar in their essential points to those in force 
in other civilized countries, having especially been planned on the 
German model, so that they need not be detailed here.· Con
ditions are somewhat different, however, in regard to investment 
credit instruments, as some types in use in the United States aod 
elsewhere are unknown here and vice versa. A brief account of 
the usual forms existing in Austria will therefore be given here. 

INVESTMENT CREDIT INSTRUMENTS. In regard to investment 
credit instruments Austria has not evolved any special type but 

• Eft'or18 continue to be made under the aWlPieee of the International 
Chamber of Commerce at Paris to arrive at a closer approximation and. if 
poeeible. at a complete IIIlIIimilation of the enaetmente in fM .. in the variOWl 
oountri... The AWJtri8B Committee of the International Chamber of Cam
mer"" baa aleo aubmitted rruggestione and draft regulatiODl for eonoideratiOD. 

I but the eubieet preeente very sreat difficulti .. and no agreement is at present 
in sight. 
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those usual in countries whose economic development on modern 
lines oommenced earlier, have been adopted by custom and legis
lation with slight variations. Some forms, however, have never 
been widely used in Austria and the tendency seems to be towards 
a greater unification of types and the gradual elimination of some 
varieties of investment credit instruments. In the following'dis
cussion investment credit instruments will be olassified in two 
groups, vii. shares and bonds, with further subdivisions of the 
latter. 

SHAIUIl9. The large majority of Austrian shares are common 
(holder) stocks transferable' without any formality. Compara
tively few companies (some railway, navigation and insurance 
companies) have issued shares inscribed in the name of the owner 
and one bank (the Niederiisterreichische Escomptegesellschaft) 
also adheres to this type. Shares inscribed in the name of the 
owncr are transferable with a simple endorsement. No efforts 
are made to verify the signature of the endorser and, where it is 
omitted by negligence, it is frequently simply added by somebody 
else. The requirement to have such shares endorsed is therefore 
more in the nature of a pure formality and most of the companies, 
which originally issued such shares, have gone over on the occa
sion of later capital issues to the other type, namely holder shares. 

, pREJI'E\UIED S'rOCK. Very few Austrian companies have issued 
preference shares (Prioritiitsaktien). Preferent'e shares rank be
fore the common stMk in regard to dividends and to the quota 
of net proceeds in the case of the liquidation of a company. They 
do not, bowe\'eI', confer a right to a definite amount of dividend, 
if the net profit of any one year is insufficient for the purpose. 
The institution of cumulative preferent'e shares, &8 they are in 
use in Great Britain and in the United States, is unknown in 
Austria. No Austrian bank has issued preference shares, and 
the variety in question appears to be gradually vanishing. 

NOMINAL V ALUil 01' STOcK. The nominal value of Austrian 
shares varies immensely. Under the Gold Balance Act of 1925, 
the minimum nominal value of the shares of a company is fixed 
at S 10.-. Companies whose shares, owing to the depreciation 
of the Austrian currency during the inftation period, have dropped 
below that value, must reduce the number of shares by enhang
ing two or more old shares against one new share of at least the 
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required minimum face value (Zusammenlegung von Aktien). 
This exchange has not yet taken place in respect of all companies, 
and, as a matter of fact, the shares at present on the Vienna Stock 
Exchange list represent all amounts of nominal values. The 
position will be simplified when the exchange of old shares against 
new' ones will have been effected by all Austrian companies, but 
even then the diversity of nominal values will be considerable. 

The prices of shares on the stock exchange list are in schillings 
per share. The Trading Unit (Schluss) consists, as a rule, of 25 
shares, but trading units of one, five, ten and fifty shares also 
occur.' Generally speaking, the highly priced securities have 
smaller trading units. The number of shares constituting a trad
ing unit is indicated in the stock exchange list for every indi
vidual stock. 

I BONDS. The Austrian bonds quoted on the Vienna Stock Ex
change are divided into several categories (Government Bonds, 
Railroad Debenture and Mortgage Bonds, Mortgage Bonds of 
Hypothecary Credit InstitUtiODS and Lottery Loan Bonds). The 
Government Bonds themselves can be classified under a number 
of he.ads, viz. Loan Stock of the Austrian Republic, Pre-w&1' 
Austrian Government Bonds, Pre-war State Railroad Mortgage 
Bonds, etc. The loan stock of the Austrian Republic, as well as 
pre-war Government Bonds, run in terms of various currencies. 
The quotations on the stock exchange list in the former case 
(loans of the Austrian Republic) are in a percentage of the nom
inal value in the respective currency. In the case of pre-war gov
ernment bonds' the quotation is in schillings for one hundred 
units of the respective currency, except in the case of bonds in 
terms of the Austrian gulden (the Austrian currency unit before 
1892) , when the list price is for 50 units. Pre-war State Railroad 
Mortgage Bonds, Private Railroad Debenture and Mortgage 
Bonds, as well as Mortgage Bonds issued by Hypothecary Credit 
Institutions, are quoted in schillings per 100 units of the respec
tive currency. The quotations of Lottery Loan Bonds, however, 
are not in percentages but for the nominal value of each bond. 

• As no vaJori .. tion baa taken pI""" io AI18tria, the government p ..... war 
and war loan stock baa been totally depreeiated ... d ia D ..... of DO importance 
whatever io the stock uchange bueio.... It baa been iocluded, however, 
io the above survey for the eake of • complete uplaDalion of the 1iatios 
method on the Vienna boune. 
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As bonds are generally issued in various denominations, trading 
units are not, as a rule, defined as so many bonds but as bonds of 
a oertain aggregate nominal value (e.g. $50.-, £10.-, Frs. 1,000, 
10,000 marks, 5,000 old Austrian gulden, 1,000 schillings, etc.). 
Lottery Loan Bonds, however, have their trading unit invariably 
fixed as so many bonds. The stock exchange Jist indicates the 
amount or the number of bonds constituting a trading unit. All 
bonds are to holder and transferable without formality. 

FINANCIAL ORGANIZATION IN AUSTRIA 

The main types of Austrian financial institutions are: 
(a) Commercial Banks 
(b) Savings Banks 
(c) Provincial Mortgage Institutions 
(d) Credit Associations for Tradespeople 
(e) Agricultural Credit Aaaociati(lns. 

In addition to these forms of organilBtion there are three cor
porations whose functions in the monetary and credit system of 
the country are of a special nature, namely: 

(1) the Austrian National Bank (the sole bank of issu80f 
the oountry) 

(2) the Austrian Post Office Savings Bank and 
(3) the Wiener Giro- und Cassen-Verein. 

The rille of the various types of financial institutions, as well as of 
the three special organisations, requires to be discussed in detail, 
but as the central bank of issue and the functions with which it is 
invested are the main pillars of the Austrian credit system, it is 
fit to review the position under these aspects first. 

THIi AU8TIUAN NATIONAL BANX. At the time when the Austro
Hungarian Monarchy broke down (in November, 1918) the Aus
trian krone was the eommon currenry of all the countries which 
obtained national independence through the disruption of the old 
State. As it was then already ~ that the note cireu1ation of 
the Austro-Hungarian Bank would be partitioned amOll& all the 
oountriea whieh had formed paR (or territories of which bad 
formed paR) of the former Monarchy, i\ was evident that steps 
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would be taken in each individual country to ascertain the amount 
of notes of the Austro-Hungarian Bank circulating in the respec
tive state at the cessation of hostilities. A beginning was made 
in this resp,ect by Yugoslavia (on January 8, 1919) which or
dered all notes of the Oesterreichisch-Ungarische Bank to be 
stamped with a distinctive mark. The other countries followed 
suit, and the Austrian Republic could not remain behind, as there 
would otherwise have been a danger of notes, not stamped in the 
other Succession States, flowing back into the Austrian Republic 
and increasing the quota for which the country was to be respon
sible .. This process marked the end of the old currency and the 
coming into IlXistence of national currencies. 

LIQUIDATION oJ' AUSTRIAN-HUNGARIAN BANK. The Peace 
Treaty of St.' Germain provided for the winding-up of the 
Oesterreichisch-Ungarische Bank. As the Austrian Republic in 
its then state of extreme exhaustion was not. capable of creating 
a new bank of issue, the liquidators of the Oesterreichisch
U ngarische Bank sanctioned the further use of the organization 
for the purposes of the Austrian Republic under the style of 
.. <>esterreichische GeschiiftsfUhrung der Oesterreichisch-Ungari
schen Bank" (Austrian Management of the Austro-Hungarian 
Bank). It requires to be stated, however, that this Austrian sec
tion was legally entirely independen~ from the Oesterreichisch
Ungarische Bank, which, while in course of liquidation, was still 
the common property of all Successor States. The" Oesterreich
ische GeschiiftsfUhrung" (Austrian Management) was a purely 
Austrian institution, whose business and note issue concerned 
Austria alone. 

CONTINUATION OJ' GOVERNMENT INJl'LATION. With the produc
tive and distributive orgauization of the country entirely ex
hausted through the long war and with immense financial re
quirements for feeding and clothing a population which had 
literally exhausted all available stocks, the Government of the 
Austrian Republic was, of course, compelled from the beginning to 
have recourse to the printing press for obtaining the necessary 
funds to pay its way. Government Certificates of Indebtedness 
were delivered to the AustrianManagement of the Oesterreichisch
Ungarische Bank, and the bank in turn supplied notes for a like 
amount. This process was repeated up to the stabililation of the 
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currency, whenever the government needed funds. The Austrian 
krone, in consequence of this inllation, not only continued to 
deoline, but its faU soon became so precipitate that, from one day 
to another, 1088es of 20 and even 30 per cent sometimes ocourred. 

FINANCUX: Am TO AUBTBIA. During aU the time foreign aid for 
atabililing the currency had been hoped for, as it was obviously 
beyond the means of the country to achieve that stabiliaation 
through its own efforts. When the krone had dropped to one 
four-thousandth part of its nominal parity of exchange, thegov- . 
ernment then in offioe oame forward with a plan for the financial 
reconstruction of the country, involving, amongst other measures, 
the creation of a new bank of iBBue, which was to be entirely in
dependent of the State, 118 the first step in a currency reform. 
The respective bill whioh provided for the establishment of an 
Austrian National Bank with a capital of 100 million gold francs 
to be subscribed in the country, obtained force of law on July 
2., 1922, but was never carried into effect, as, in the meantime, 
the League of Nations had taken up the question of inter
national financial aid to Austria. At the September meeting of 
the League's Council a favorable decision was given and under 
the Geneva Protocols, signed on October ., 1922, the Austrian 
National Bank was formed as a joint-stock company with a capi
ta! of 30 million gold kronen, the major portion of which was 
8ubscribed in the country.' 

GSNEIIAL Oao,uuaATION. At the head of the Bank is the Gen
eral Council, consisting of the President, appointed by the gov
ernment for a period of five years, and thirteen members elected 
for a like period by the General Meeting of Shareholders. Tbe 
members of the General Council cboose from their midst two 
Vice-Presidents whose election is subject to a confirmation by the 
Austrian Government. The President in General Council directs 
the policy of the Bank (discount policy, methods used to control 
oredit, control over foreign exchanges, etc.) and under him • 
Board of Managaoent (Direktorium) with • General Manager 
(General-Direktor) at its bead, is ~ble for tbe tnmsaetion 
of current business. Tbe members of the Board of Management 

, III the ........ time the nlue of the kroDe bad dropped to _ 1 ... _ 
th_d louNlUlldJedtil part of \he ...... parity. Al \hel nle R _ 
...... """b' .. bjlj-.i. 
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are appointed by the General Council. With the exception of the 
President and the Vice-Presidents, the members of the Council 
act in a purely honorary capacity. 

COMPOSITION OF GENERAL COUNCIL. The President in General 
Council is the most important organ of the National Bank, direc
ting and supervising the general administration of the Bank's 
property, laying down the guiding rules for the transaction of 
business, determining the amount of funds to be allocated to each 
branch of the business and fixing the official bank rate as well as 
the rate of interest for loans on securities. Foreigners (repre
senting foreign shareholders) are eligible for membership to the 
Council, but their number must not exceed four. Austrian na
tionals who are on the Board of a foreign enterprise are deemed 
to be on the same footing as foreigners in this respect. The fol
lowing branches of the economic life must be represented on the 
Council Board by one delegate each: 

(1) Institutions engaging in the banking business 
(2) Savings Banks 
(3) Industry 
(-4) Commerce and" Trade 
(5) Agriculture 
(6) Labor 

The central organization of every one of these groups submits the 
names of three candidates, one of whom is elected by the Gen
eral Assembly of shareholders. A person elected to the General 
Council has to deposit with the Bank for the duration of his office 
fifty unencumbered shares of the National Bank. The members 
of the CoUncil representing commerce, trade, agriculture and labor 
organizations, however, have to deposit twenty unencumbered 
shares only. Federal employees, members of either House of Par
liament, and members of ProvincialDiets are not eligible for mem
bership to the General Council of the Bank. It is further pro
vided that not more than four members of the General Council 
may be chosen among persons who have a seat on the Board of an 
institution which engages in regular banking business. 

POWEBS OF GENERAL COUNCIL. The General Council, which is " 
convoked by the President of the Bank as a rule once a month, 
anI! at whose meetings the General Manager attends in an ad
visory capacity, can make decisions on any of the subjecU! re-
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served to the Council, if at least eight members (including the 
Prssident, or, in his absence, one of the Vice-Presidents) are 
present. An absolute majority of the members present is neoes
sary for all deoisions, the President (or in his absence' one of the 
Vice-Presidents) having a easting vote. In two cases specially 
mentioned in Art. 65 (5) and 85, respectively, i.e. for the designa
tion of the stocks and securities on which the National Bank may 
grant loans and, if it should be'intended, before specie payment 
is resumed, to redues below 25 million gold kronen the amount of 
deposits kept abroad, the assent of at least eight members of the 
General Council and of the President is required. Members of 
the General Council and of the Board of Management are jointly 
and severally responsible for any damage resulting from an in
fraction of this provision. In the case of an urgent decision be
coming necessary on any subject reserved to the General Council, 
an Executive Committee, consisting of the President, both Vice
Presidents, the General Manager and the Aesistant General Man
ager may provisionally take a decision by a majority of votes, but 
the decision so arrived at must be referred to the General Coun
cil at its next meeting, when the Council may take a fresh vote on 
the subject. 

THB STATB COMMI8SlONEJI. The Austrian Government is rep
resented at the Bank by a State Commissioner (Staatskom
missir) , whose duty it is to watch over the observanoe of the laws 
and regulations governing the busineBII of the bank. The State 
Commissioner is entitled to attend all meetings of the Genl!ra1 
Assembly of shareholders, of the General Council, of the Execu
tive Committee and of the monthly meetings of the Board of 
Managl!ment. He is entitled to all information which may be 
necessary to him for carrying out his dutiee and to a suspensive 
veto against decisions which appear to him not to be in conform
ity with the lawa and regulation& If on a point on which the 
State Commissioner has recorded his dissent, no agreemen~ is 
arrived at with the governmebt, the matter is to be referred to an 
Arbitration Trihunal which consists of the PresideM of the 
Supreme Court of Justioe as chairman and four members, 
two of whom are appointed by the government and two by the 
Bank. 

FOIWON FINANCIAL SuPUVlSlON. A foreign financial expert, 
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nominated by the League of Nations but formally appointed by 
the Federal President, acts as adviser (Berater) to the National 
Bank. He is entitled to attend all meetings of the General Coun
cil, of the Executive Committee and of the Board of Management 
and to take cognizance of all documents referring to the business 
of the Bank. In regard to decisions under Art. 64 (5) and 85 (see 
above) his consent must be obtained. The appointment of a for
eign adviser is an indication of the skeptical frame of mind iII 
which the, League found itself in regard to tbe financial recon
struction of Austria, but it bas since been increasingly realized 
that as a precautionary measure against any departure from the 
strict rules of banking, the appointment was unnecessary. 

THE FUNCl'IONS OF THE BANK. The object of the Bank is 
defined as follows in Art. 1 of its charter: 

" The Austrian National Bank shall be.a joint-stock company-, 
established for the purpose of regulating the circulation of money 
within the territory of' the Austrian Republic, of facilitating the 
compensation of payments and providing for the utilization of 
available capital within the limits of these statutes. Its maio 
fUliction, however, will be to prepare the introduction of cash 
payments (redemption of bank notes in specie) by forming a 
reserve of precious metal and of deposits payable in stable cur
rencies and to ensure the continuance of cash payments once they 
have been introduced by law." 

" The Bank shall use all the means at its disposal to ensure that 
until the redemption of paper money (bank notes) in specie has 
been regulated by law, the value of its notes, when expressed in 
the currency of a country having a gold standard or a stable 
currency, shall at least not depreciate." 

NOTE ISSUE Pmvn.EGE.' The Bank, whose privilege extends to 
the end of 1942, and which began its operations on January 2, 
1923, took over from its predecessor (the Austrian Management 
of the Oesterreichisch-Ungarische Bank) the total note circulation 
and the current account liabilities, 8s well as certain assets, espe
cially the Metal and Foreign Bills Reserve and the discountS. 
Foreign bills in the possession of the Devisen-Zentrale (Central 
Board for the Traffic in Foreign Bills) were also transferred to 
the new company. The certificates of indebtedness which the 
successive governments of the Austrian Republic had delivered to 
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the Oeeterreiohisch-Ungarische Bank (Austrian Management) 
were likewise taken over by the Auetrian National Bank and were 
treated as a gradually redeemable liability of the State (Federal 
Debt to the Bank) under Art. 53 of the Bank Statute. In addition 
to redemption aooording to a special schedule, the share in the 
net profit of the Bank, to which the Federal Treasury is entitled, 
has since been used for the purpose of reducing the amount of the 
debt and the revenue accruing to the government from the minting 
of subsidiary coins hae also been employed in this direction. 
Altogether, in the course of five years and three months (i.e. until 
April 7, 1928) an amount of nearly 88 million schillings, equaling 
about 12.5 million dollars, has been repaid to the Bank by the 
government in this manner. Every precaution has been taken to 
prevent a repetition of the process which wae the origin of the 
Federal debt to the Bank. Art. 50 of the Bank Statute lays down 
the injunotion that .. Neither the Federation nor the provinces 
nor the municipalities shall in any way, either diiectly or in
directly, have recourse for their own purposes to the resources 
of tile bank unless they shall have paid in the equivalent of the 
notes received in gold or in foreign credits." • •• The Federation 
is bound not to iaaue State paper money during the term of the 
Bank's privilege and also to undertake no measures which may be 
likely to hinder the Bank in the fulfilment of its obligations under 
Art. 1 (2). With a view to enabling the Bank to prevent the 

~ depreciation of the currency and to pave the way towards a re
sumption of specie payments it is provided in Art. 85 (2) that 
.. the total of the note iaaue and immediate liabilities, after deduc
tion of the Federal Loan debt, shall be covered by the cash 
reserve to the extent of 20% for the first five years, 2!% for the 
following five years and 331% for the rest of the period. Foreign 
currency (Valuten) and foreignoredite (Devisen) may be included 
in the cash reserve." This provision shows that the framers of 
the Bank Act, under the depressing experience of the inflation 
period. far underestimated the rate at which the financial recon
struction of the country was to prognI9I!. An example chosen " 
random will show this. Take, for instance, the amount of the 
notes in circulation (including the daily maturing liabilities of 
the Bank), and the figure at which the Federal debt to the Bank 
atood on Januuy 7 of each aucc:easi'V'll year. 
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In schilliDgs, ((KlO'. omitted) 
1923 1924 1925 1926 1927 1928 

Total Circulation ..•.•• 447,089 767,383 880,354 916,335 964,191 1,()21,773 
Federal Debt .•.....•.. 255,794 253,343 217,727 187,863 177,211 173,117 
Under Art. 85 (2) the lat;-

ter item may be de
ducted from the former 
for the purpose of com
puting the ratio of the 
metal COver ••••.••..• i9f,295 514,039 662,62f 728,472 786,980 848,656 

A metal cover of 20% 
only during the first five 
yearB and of 24% dur
ing the following five 
yeam (beginning Janu
ary, 1928) being re
quired under Art. 85, 
this provision would 
have been complied 
with if the metal re
serve at the above 
dates had amounted to 38,259 102,807 132,525 145,00( 157,396 203,676 

As a matter of fact, how
eve~ the metal reserve 
at these dates amount;-
ed to ........•.•••... 119,519 436,769 352,143 502,485 51f1,447 455,273 

While other foreign bills' 
not ineluded in the 
metal reserve figured at 127,939 ~ ~ 272,495 

And the total cover of 
the circulation by gold 
and gold eredita there-
fore amounted to .... 480,082 558,316 671,764 727,768 

The manner in which the Bank was able to accumulate a metal 
reserve far in excess of the legal requirement will be disc:ussed in 
a later paragraph of this section. 

TAX ON ExCESS NOTB IssuE. Notes can be issued in excess of 
the· contingent, which is limited by the amount of the gold (or 
gold exchange)· cover, subject to a graduated tax being payable 
to the Federal Government when the ratio of the reserve falls 
below the minimum. Instead of fixing a definite maximum 

• With the exception of the length of time for which they run. th.
hiIl8 are no .. in every respect equal to thoee included in the melal _ 
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amount of notes to be issued, Austria in common with Germany, 
the Succession States and some other countries has adopted the 
system of "indirect limitation." The respective provision (in 
Art. 88 and 89 of the Bank Statute) is as follows: 

If in the period between the paying up in full of the share 
capital and the adoption of cash payments the amount of notes 
issued, together with all immediate liabilities should after deduc
tion of the Federal Loan Debt, exceed the maximum ratio between 
the note-issue and the cover stipulated in Article 85, a note-tax 
on the excess shall be paid to the Federation. 

:rhe taxation rata shall be the current discount rate, plus the 
following increases: 

(a) 1%, if the proportion of cover (Article 85) amounts to less 
than 20% (or 24, 28, or 331% respectively), but to more 
than 18% (or 22, 25i, or 30% respectively), and 

(b) a further 1i% for every further 2% or fraction of 2% by 
which the proportion of oover falls below 18% (or 22, 25i, 
or 30% respectively). 

The taxation rate must, however, be at least 5%. 
After the resumption of cash payments, the Bank shall pay 

a note-tax ae soon as the proportion of CO'V'el' (Article 87) faIls 
below.o%. 

The taxation rate shall be the ourrent discount rate, plus the 
following increases: 

(a) 1 ~ if the proportion of cover (Article 87) is less than .0% 
but more than 331~. 

(b) a further 11~ for every further 3~, or fraction thereof, 
by which the proportion of cover faIls below 33i~. 

The note-tax must, however, be at the rate of at least 5~. 
NAT1llIIII 01' OPERATIONS 01' THB BANE. The statute also pre

cisely defines the sphere of business in which the Bank may en
lllge and the capacity in which it may aot.. The Bank, on certain 
conditions to be detailed hereunder, is entitled: 

(a> to discount and to negotiate bills, securitiee, dividend cou
pons and warrants, issued by publio warehouses; 

(b) to grant loans on securities; 
• (0) to receive into safe keeping precious metals (in bullion and 

ooins), money, securities and documents, ae well ae to engage in 
deposit and current aoc:ount business; 
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(d) to issue to the public on receipt of a sum of money 
cheques-or bills of a corresponding amount, payable at the Bank's 
own pay offices at another place; 

(e) to do business on commission for account of clients (col
lection of bills, purchase of securities, of precious metal, of for
eign .bills and exchanges, if their value has been previously paid 
to the Bank; sale of such securities, precious metal, foreign bills 
and exchanges, if they have been previously supplied to the 
bank); 

(f) to buy and sell gold and silver in bullion and/or coins; 
(g)o to buy and sell in the country and abroad bills and cheq~es 

on foreign places, as well as foreign bank notes, to buy and sell 
bills of exchange in terms of a foreign currency but payable in the 
country; to maintain abroad the credit balances required for 
these operations and to engage in the transactions which are re
quired to ensure a remunerative investment of the funde kept 
abroad. 

The most important of these branches of business are those 
under (a), (c) and (g). 

D,ll!COUNT BUSINESS. The bills of exchange which the Bank is 
authorized to discount must be .in terms of the legal currency of 
the country and payable in the country within a period not ex
ceeding three months. They must bear, as a rule, the signature 
of three, but at least of two, parties, who are known to be solvent. 
Under the same conditions the Bank may also discount bills 
drawn by a government department on a private party for cus
toms duties or other public dues, the deferred payment of which 
has been authorized by the respective department, and the same 
conditions apply to commercial bills drawn by enterprises under 
State, provincial or municipal ownership, provided these enter
prises are regularly entered as businesa concerns in the register of 
commerce, or are managed on a commercial basis and independ
ently from the State, provincial or municipal administrations. 
At all places where the Austrian National Bank maintains an 
office, a committee of scrutiny, appointed for a period of three 
years by the General Council of the Bank under the chairman
ship of a senior officer of the Bank, decides on the question whether 
a bill or the bills which are offered for discount are suitable. The 
Board of Management, however, is entitled to refuse bills even if 
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they are pronounced to be' suitabll! by the committee of serutiny. 
Members of the committee are, of oourse, precluded from voting 
on bills offered for discount by a firm with which they are in any 
manner oonnected. The sons, partners or managers of persons 
who are members of the General Council or of the committee of 
scrutiny cannot be appointed to that committee. The cOllllIlittee 
also decides in the eame manner on warrants issued by public 
warehouses, hut the discount of these instruments hardly occurs 
in Austria. 

DISCOUNTS SMALL. Altogether, the disoount business, though 
it is naturally of great importanoe owing to the influence it exerts 
on the ratee of interest ruling at a given moment, and on the 
movement of capital, has, with the exception of certain periods, 
been always small in extent in Austria, if measured by the dimen
siona it reaches in other countries. During the larger part of the 
existence of the Bank the total amount of discounts has been 
under 16 per oent of the total circulation and sometimes below 
10. The causes to whioh this phenomenon is due, are twofold. 
One is oonnected with the business habits of Austria, where the 
use of hille of exchange is only slowly gaining ground, and 
the other oauee lies in the fact that since the sucoees of the 
financial reconstruction of Austria has become manifest and 
the National Bank has proved its ability to maintain unim
paired the value of the currency, a large amount of foreign loana 
(mostly abort-term) has been granted to Austrian private enter
prisee, and recourse to the discount of bills was therefore less fre
quently neceseary. 

DISCOUN'I' PoLICY OJ' 'I'H. BANE. The discount policy of the 
Bank during the four and a half years of its existence (it com
menred operations on January 2, 1923) was at certain times 
differently regarded here and abroad, thOUCh it is at present 
universally recognised that the management has been pruden' 
and in strict accordance with the approved principles of banking 
The official rate which the Bank took over from its predecessonJ, 
was 9 per cent. 1\ was maintained during the whole of 1923, 
when the weekly average amount of discounts held by the Na
tional Bank was 82,967,381 echillinga and the weekly average of 
the note circulation plus the daily maturing liabi1itiee amounted 
to 67",593.t92 achillinga. 
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SPECULATION ON THE SroCK EXCHANGE. A rate of nine per 
cent, however, in no way corresponded to the then state of the 
money market. A bullish spirit prevailed on the Stock Exchange 
and the rates of money for Bourse operations, which were paid 
without question in the expectation of a continued rise of stock 
prices, were excessive. As a matter of fact, large profits on the 

J

Bourse made speculators disinclined to listen to counsels of pru
dence. On the other hand, severe competition was in progress be
tween certain savings institutions, notably small commercial and 
savings banks in the provinces, with a view to attracting savings 
deposits and the rates of interest on the latter were continually 
driven up. 

With the ordinary methods of the discount policy these prac
tices could not be combated efficaciously, and the National Bank, 
unwilling to contribute to an increase of the cost of credit in pro
duction, which would have been the consequence of a higher rate 
of discount, held out as long as possible. At the beginning of 
January, 1924, the amount of discounts held by the National 
Bank was 132,337,000 schillings (as against 77,935,519 schillings 
one ,year before). During the first two weeks of January that 
amount dropped, but, contrarY to the experience of previous 
years, it then begilD slowly to rise. This reopened the question 
of a higher rate of discount. The General Council, however, 
abstained from a general increase, but made the discount of bills 
running more than thirty days and bearing the signatures of two 
firms only, subject to an additional charge of two per cent (Feb
ruary 5, 1924). The effect of this measure did not become ap
parent, however, as a strike of bank clerks occurred in the second 
half of February, during which time only the strictly indispensable 
business could be transacted by the banks. 

SPECULATIVE FORCES COMBATED. In anticipation of the coming 
strike the banks accumulated large cash reserves, which caused 
a sudden and considerable increase of discounts. In the mean
time, conditions on the stock market had become very critical, 
the index of Bourse values having dropped 38 per cent from the 
beginning of the year to the end of April. This, in connection 
with extensive gambling against the French franc, which mis
carried owing to the sudden appreciation of that currency, cre
ated an urgent necessity among speculators to get rid of their 
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stocks. With a view to preventing a further catastrophic fall of 
stock prices, a syndicate was organized for the purpose of sup
porting the market. The amount of discounts of the National 
Bank, which was 175.9 million in the middle of April, rose rapidly 
in consequence, making necessary an increase of the bank rate 
from 9 to 12 per oent on June 5, 1924, which brought no relief, 
however, as the amount of discounts reached a further high level 
(its maximum in faot) on August 7, with 332.8 million schil
lings. On August 12, 1924 the bank rate was again raised from 
12 to 15 per cent. 

.. DEVISENltOSTGBBCHArr." The increase of the amount of dis
oounts was probably due to the withdrawal of foreign credits, 
this withdrawal in turn being the oonsequenoe of misgivings 
which made themselves felt as to the stability of the Austrian 
ourrenoy. With a view to oountering these misgivings the Na
tional Bank bttroduced a new form of foreign exchange trans
aotion. Through this form which is known as the" Devisenk08t
geschiift," the publio was enabled to sell to the Bank foreign 
bills and to repurchase them after an agreed period at the same 
rate of exchange. The exchange risk was therefore eliminated 
for olients of the Bank engaging in this transaction in considera
tion whereof they had to oonsent to a small charge (Kostge\d).' 
This induced foreign credits, which had stopped during the crisis, 
to flow into the country again and as they were used partly in 
place of the short-term credits otherwise obtained through the 
disrGunt of bills, the amount of discounts held hy the National 
Bank decreased again. It was 202.2 million schillings in the first. 
week of November, 192', and the National Bank felt warranted 
therefore in decreasiug its rate of discount to 13 per cent on 
October S. 

DECLINIii IN DISCO'ON'l'8. Though discounts dropped further 
and though the puhlio was urgently demanding a reduction of the 
bank rate, the latter was maintained at 13 per cent, because any 
further decrease might have had an unfavorahle influence on the 
inftux of foreign capital. The amount of disrounts, which was 188 
million schil1inga at the end of 192', decreased eontinually in 1925, 

, Tbe • JI:~ .... m-mliDuod _Ioteb' ill J ..... ry 1927. ita 
pia ... villl "-' \aka Ii ..... by • form of openlioa ill whido all bulb of 
..... --. 'ria. Rpad ~ ill fcnip ....... np 'IaIuoa. 
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though three successive reductions of the bank rate took place 
.(on April 25 from 13 to 11 per cent, on July 24 to 10 per cent and 
on September 3 to 9 per cent), owing to the smaller requirements 
of industry, trade and commerce, to the stagnation on the Stock 
Exchange and to the influx of foreign short-term credits, TJIe· 
higher degree of liquidity·of the banks, due partly to the growth of 
savings deposits also played an important role in this connection. 
The period beginning with January 1,1926 and ending March 31, 
1927, saw a continuation of this process, the amount of discounts 
declining in spite of five successive reductions of the bank rate 
(January 28, 1926 to 8 per cent, March 31, 1926 to 71 per 
cent, August 7, 1926 to 7 per cent, January 18, 1927 to 6t 
and February 4 to 6 per cent). On October 23, 1927, the 
amount of discounts reached the lowest level ever recorded since 
the Bank has come into existence, viz. 36 million schillings. 
Since then, it has been gradually - though in~rmittently-
rising. . 

DISCOUNT PPEBATIONS 1923-1926. The situation of the dis
co~t market is summarized in the following tables which show 
the year 1924 to stand out in every respect as a critical period. 
The number and the amount of bills discounted was far higher in 
1924 than in the preceding year or in the years following, and so 
was the average period during which discounted bills were run
ning and the percentage of bills protested for non-payment, while 
the percentage of bills arising out of purely commercial trans
actions was lower. As a rule, joint-stock banks, banking firms, 
savings banks, large public utility corporations, and a limited 
number of important industrial and commercial concerns only, 
discount bills with the National Bank direct. In the majority 
of cases industrial and commercial houses discount with a private 
banker or a joint-stock bank who in turn re-discount with the 
National Bank, if and when they require liquid funds. In 1925 
and 1926, however, the banks have made very little use of this 
re-discounting facility and have generally held bills discounted 
by them up to their maturity. A private discount market to a 
'small extent has also come into existence again. As there is an 
accumulation of funds, which are available for short periods at 
certain institutions (clearing establishments and some savings 
banks) prime. bankers' acceptances can find accommodations 
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(In Austrian ocbilliDga) 

Average Average Average 

No. of amount of amount of period 

• Date billa Total amount one bill at one bill in running 

beld of billa beld and of tbecourse in the· 
eacb year of eacb course of 

year eacb year 

Jan. 1,1923 19,072 77,936,519 4102 .... . ..... 
nco. 31, 1923 28,936 132,331,291 4574 3313 Mdaye 
nco. 81, 1924 23,146 186,021,108 7985 6019 73 II 

nco. 81, 1925 23,867 160,249,536 7546 6389 56" 
nco. 81, 19'16 16,344 123,506,135 7556 6352 "" Dco. 31, 1927 16,038 131,712,267 8212 8422 33 .. 

Year Bisheet Lo_ A_ 
during year 

1923 ... , nco.31 132,337,000 Aug. 7 64,304,200 82,967,400 
19'J4 .... AIlI. 7 332,856,aoo Jan. 15 115,684,200 228,662,aoo 
19'J5 .•.• Jan. 7 182,407,000 Sept. 23 69,324:,000 104,966,000 
11I'16 .... Jan. T 166,&68,000 Sept. 23 60,973,000 89,650,000 
1927 .... July 81 150,695,000 o.t. 23 86,082,000 82,760,000 

Year Amount or Ofwbioh In_cent 
bille diooounted proteeted of IoI.aI 

1923 .................. 4I1:U04,I45 471,567 0.098 
IlI'oK .................. 1,174,115,293 19,170,768 l.M9 
1925 .................. 675, 137,306 3,1i86,879 0.631 
1_ .................. 723,6SO,341 8,049,039 1.112 
1927 .................. 1,00II,033,816 1,011,1176 0.100 

Date Total_t Ofwhieh 
In __ , 

ol billo bold ............... bil1e oltotal 

nco. 12, 1923 .......... 107,505,000 T5,004,200 71 
Dco. 81, 19:H .......... 188,021,108 97,297,100 iii 
nco. 81, 11135. ......... 1SQ,»49,536 109,no.OOO 61 
nco. 81, 19'J6. ......... 1:13,505,135 'n.276,000 159 
nco. 31, 1927 ......... 131,713,267 85,091,000 65 



132 ORGAN IZA T ION I N AU ST RI A 

at rates below the official rate of discount. The spread between 
the official and the private rate of discount varies in accordance 
with the law of supply and demand. When the money market 
was in a fluid state, as was the case during the larger part of 1925 
and 1926, the private rate of discount was frequently as much, 
as Ii per cent below the official one. In view of the far-reachi~g 
consequences of a change in the official rate, the latter is, of 
course, not so quickly adaptable to all modifications of the situa
tion. The number of firms eligible for accommodation on the 
private discount market is, however, extremely small alld the 
total amount of transaetions coming under this head is not 
important. 

Total Under 8100 81000 85000 810,000 850.000 
Year No. of to to to to to over 

disoountB 8100 1000 5000 10,000 50,000 100,000 8100,00 

--
1923 129,128 2492 40,006 64,075 20,489 10,279 1739 48 
1924 .195,054 983 68,575 76,014 27,643' 20,694 1718 627 
1925 105,669 855 35,491 41,491 14,989 10,941 1719 270 
1926, 113,930 1878 44.123 40.737 12,504 12.431 2185 95 
1927' 119._ 1888 46.814 40.912 13.978 11.057 5047 100 

Compared with the discount of bills, the discount of securities 
plays an entirely subordinate part, as is shown in the following 
table. 

Year 

1928 .•....... 
1924 ........• 
1925 ......... 
1926 .....•... 
1927 ....... ;. 

DISCOUNT OF S~ 
(In Austrian schillings) 

Total amount of discounta :Wbereof 
(billa and securities) securities 

492,551,307 147,161 
1,174,401,298 286,005 

675,381,522 244,215 
723,842,495 192,154 

1,009,132,922 99,107 

In per cent 
of total 

0.029 
O.OU 
0.036 
0.026 
0.001 

LoANS ANI' SECUIUTIES. J;>uring a period of five years, begin
ning with the date on which ·the Bank commenced its operations, 
loans granted on securities (under Art. 57b) may be included in 
:the commercial cover, of the circulation. On the expiration of 
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this period the Ministry of Finance may order that Buch 10anB 
ahall no longer serve as Dover for the note issue but this haB not 
'been done ao far. This period, however, must in no case be ex
tended beyond the date on which speoie payment is resUmed. 
Beginning with November, 1925, loan8 have also been: granted on 
certain billa of exchange whiob, though perfectly sound, were not 
suitable lor disoount under the present oonditions (e.g. bills draWD 
on Russian purchasing organizations for goods exported to that 
oountry). The amount of loans on securities has also been very 
amall in the oourse of the last five yearB, as is demonstrated by 
the following table. 

LOANS ON SECUR1T1F8 

(In AuatriaD h 'n' ) 110-1 lDgB 

Year A_ Amount on Exohange value LoaniD%of 
amoun\ Deo. 81 on Deo. 81 _hBllP value· 

1933 .... lI8,~ 201,000 831,848 60.& 
1924 ..•. 163,300 137,970 283,260 48.7 
1923 .... 128,000 148,400 309,308 48 
1I1'.!6 •••• 274,000 872,500 850,17& rI1 
19'~7 .•.. 638,000 428,500 '173,716 65 

CtntuNT ACCOUNT AND CLBAlUNQ BUSlN&S8. With a view to 
facilitating payments aod to effect a saving in the actual circula
tion of instruments of payment the Bank opens current accounts 
to applicants <but may refuse the opening of an account or may 
give notice of an account already opened, without stating a rea
son), on which the respective firma are credited for sums of 
money. billa or set'uritiee paid in by them, or for their accounts, 
free of interest. From these credit balances the BBDk effects for 
account of the respective firms transfers to other accounts, whether 
at the same place or not. It is also provided that, as a rule, the 
owners of such accounts are to make hills due by them payabl. 
at the National BBDk. With the turnover effected through the 
C1llftDt aceounts the BBDk participates to a considerable anent 
in the money clearing of the Wiener SaIdierungsverein <V_ 
Clearing Assoc.-iation), which consists of the luge banks aDd 
credit institutiooe aDd prominent private bankinl firma <at pree
eot one only). The members of the Association have BIf8ed to 
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clear day by day among themselves all sums of money due to 
them from, or.owing by them to, other members of the Association. 
Balances remaining are settled through debits or credits passed 
on the current accounts of members with the National Bank. The 
amount of the total turnover on current accounts, as well lIS the 
highest, lowest and average amount of credit balances on current 
account is shown in the following table. 

No. of 
Y ... aceta. 

Dec. 31 

1923 1&92 
1924 1768 
·1926 1614 
1926 "34 
10:rr 1368 

CURRENT ACCOUNTS (G;ro. Verbh"lJjoh]..; .... , 
an Austrian ICltiDiDgl) 

T .... A ...... 
TurIlOVer .....,..01 Biob'" Lowed 

Current Acct.. 

14,397,654,388 39,832,800 July 23 77,330,000 April 3D 14.086.200 
21,118,832,939 46,682,liOO May 23 83,661.800 Dec. 16 17,862,60) 
30,002.200,161 29.926.000 Feb. 23 76,494,000 May 31 13,608,000 
41,161,736,833 34,924,000 Nov. 23 69,606.000 0... 7 1'7..f07.000 
43,386.193,504 88.621,000 J .... 23 82,160,000 Mar. 31 13.292.000 

It is seen that, while the number of accounts and their average 
amoU\lt has remained comparatively stable during the last five 
years (with the exception of 1924), the turnover has risen very 
coneiderably (from 14 to 43 million schillings), thus indicating 
the largely increased use made of an institution destined to re
duce the actual handling of money in eommercial and financial 
transactions. 

NOTE CIRCULATION. Tlte cUrrent account liabilities of the 
Bank, together with the note circulation, are generally referred 
to in Austria as the "virtual circulation" and both items are on 
the same plane in regard to the provisions of the Bank statute 
determining the minimum amount and the nature of the cover 
to be maintained against these liabilities. The respective pro
visions of the statute have already been discussed in this section. 
When the Bank commenced opemtions, by far the larger part of 
the virtual circulation (over 57 per cent) was covered by gov
ernment certificates of indebtedness (since January 1, 1923 
transformed into a gradually redeemable Federal Debt), while 
somewhat over 16 per cent was covered by diseounts and loane 
on securities. 

The metal reserve (which largely eonsists of dollar and sterling 
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bills or credit balances in those currencies kept abroad and is 
therefore sometimes referred to as the" quasi-metallic" reserve) 
amounted to less than 27 per cent of the virtual circulation. The 
development of the five yeare following upon the formation of 
the National Bank has been characterized by a large increase of 
the virtual circulation in the year 1924 and further, though 
smaller, additions to it in the yeare following. This extension is 
not due to a corresponding increase of discounts which, apart 
from the temporary growth of this item in 1924, bave risen only 
inconsiderably, while the Federal debt, which covers part of the 
circulation, has even been gradually ehrinking, but to an inorease 
of the metal or .. quasi-metallio .. reserve. 

The International Loan obtained by Austria in 1923 placed at 
the disposal of the Government for certain specified purposes for-
sign instruments of payment which, as long ae they were not 
required, remained in the keeping of the National Bank under 
the supervision of a specially appointed functionary of the League 
of Nations. When needed, a portion of the credit balance in for
sign currencies was eold by the Government to the National Banli: 
against Austrian bank notes, thereby swelling the .. quasi-metal
lic" reserve and increasing the circulation. In a similar manner, 
which hae already been referred to above, private enterprisee sold 
to the Bank foreign instruments of payment, resulting from for-
sign credits obtained by these undertakings and the effect on the 
.. quasi-metallic" reserve and on the circulation waa the same 88 

in the former u ... "4I. The tables given hereunder demonstrate the 
mutual relation of the circulation and the varioua itema which 
provide t.he statutory cover. 

v_ 

1933 ••• 
lW4 ... 
llli5 ... 
19'.10 ..• 
19:17 ... 

NOTE CIRCULATION' 

(All ~ iD AuoIriaD oehi.lIiDp) 

A __ .......... ' w.'- Loweot 

63-&,816,100 Doe. 31 n2,S7~:: J .... 23 397,676,900 
738,461,300 Ilea. 31 838,~831 .laD. 33 

_,1120,_ 
779,41'11,000 Ilea. 31 890.000. A .... 33 707,303.000 
80UI3.000 Ilea. 31 M7,3:U:00i Feb. 33 719,547,000 
811S,9:l7 ,000 Doe.. 31 I,005,31S;oo: Feb. 33 772.407,000 
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"vU'tuaJ." 
einndation 

Dale (Note. plWl 
Ct. acct. 

Idsb.) 

Jan. 7,1923 447,089,328 
Dec. 31. 1923 777,517,958 
Dec. 31. 1924 894,121.696 
Dec, 31, 1925 946,033,918 
Dec. 31, 1926 9~,667.980 
Dec, 31, 1927 1.0t4.911.000 

.,VirtuaJ. •• 

circWation 
y-

Amoun. 

1923 •••••••• 574,593,492 
1920& •••••••• 833,068_ 
1926 .... ~ ••••. &13,461,672 
1926 •••••••• 878,(N3,722 
1927 •••••••• 937,018.000 

COVER 01' CIRCULATION 

Quai- DUeto . .t Loono 
Metallic on 8ecuriti. -.e' 

Amoun. % Amoun. % 

119.519,060 28.73 73,208.806 18.37 
391,530,919 50.38 132,538,000 17.04 
488.143.85.1 64.80 188,169,346 21.()4 
573,193,000 80.88 180.603.483 19.11 
676.956,000 89.05 123,927,636 12.69 
737,888,000 70.62 132.1as.ooo 12.88 

COVER OF CI1ICULATION 
(Yearly averapa) 

Quui-metaWo DUeto . .t Loono - on8ecuri. - % Amouat % 

238,658,144 41.63 83,065,539 14.46 
387.5'9.900 .... 62 228,826,777 27.47 
634,368,000 83.36 106..001,447 12.46 
608,419.000 89.lIS 89.924.fl66 W ... 
676.016,000 72. V; 83,298,000 a.80 

Federal Dob< 

Am ..... % 

265,794,881 57.21 
263,449,fl38 32.80 
217,818.495 ".38 
187,942,M6 19.89 
111,286.157 18.00 
173.188,000 1&.67 

Federal Dab< 

Am ..... % 

2MA66.M9 44." 
230,288 .... 27." 
204.106.114 ..... 
181.952.482 20.72 
114.769.000 18.67 

• Becinni"r witb the :year 1926 thia item inetud • ..., tboM fc:ni&D billa GIl • aoId. ... 
wbiah are DOt. zeckoDed amoq: the a&atutm;y me&aI ..... 

The Bank has the sole right of note issue in Austria, and up to 
the resumption of specie payments its notes are legal tender at 
their full face value for any amount fill[cept in cases where an 
agreement exists between parties to pay in hard coins or in any 
other specified manner. When the Government issues hard coins, 
the National Bank must, on demand of the Government, with
draw from the circulation notes equivalent to, and in the denom
inations of, the coins issued by the Federal Treasury. . 

THE .. QUASI-METALLIC" REsEBvE. Art, 83 of the Bank statute 
provides that the Bank has to accumulate a metal reserve en
abling it to resume specie payments when a legal relation haa 
been fixed of the Austrian currency to gold and when the Federal 
debt has been reduced to the amount of 30 million gold kronen 
(43.2 million schillings). When that moment will have come, the 
actual resumption of specie payments will be dependent on con
current resolutions of the Federal Government and of the board 
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of the bank. Of these preliminary conditions the first was 
fulfilled on December 20, 1924, whea it was enacted that one 
Austrian schilling (10,000 Austrian paper kronen) is to repre
sent a quantity of 0.21172086 grammes of fine gold. Under the 
new gold parity 100 Austrian schillings are therefore equiv
alent to 14.07 U. 8. dollars, or reciprocally, 100 U. 8. dollars are 
equal to 710.66 Austrian schillings. About a year before the 
legal fixation of this parity of exchangs the Austrian schilling, 
which had boon pegged on the dollar, had boon stabilized at very 
nearly the same rate. In regard to the other conditions for the 
resumption of specie payments, vii. the reduction of the Federal 
debt to 43.2 million schillings, it will probably be some years 
before the item in question can be so far decreased. 

The Bank's initial stock of precious metals and foreign instru
ments of payment (foreign credit balances, bills and exchanges) 
was obtained in the following manner: 

(a) through the subscription of the share capital •• 8 31,378,646 
(b) through taking over the reserve of the Oester-

reichiseh-Ungsrisc.he Bank •..•••••••••••••• 8 15,234,516 
I c) through taking over from the Devisen-Zentrale 

the stock of foreign instruments of payment 
kept by the latter. • • • • • • • • • • • • • • • • • • • • • • •• 8130,394,176 

8177,007,338 
The National Bank, on the other band, became re

sponsible for liabilities in foreign currencies 
oontraoted by the Oesterreichisch-Ungsrische 
Bank •.•.••••••••••••••••••.•• 8 5,779,215 
the Devisen-Zentrale ••••••••••. 8 1,836,620 8 7,615,835 
and the net amount of the II quasi-metallio II 
reserve with which the National Bank etarted 
therefore was ••••••••••••.•••••••••••••••• 8169,391,503 

of which ••••••••.•••••••••••••••.••.••••• S 5,320,323 
consisted of actual gold in bullion and coins. 

INCUASII IN GOLD HOLDINGS. Though it was DOt intended by 
the Bank to convert the major part of its .. quasi-metallic • re
BeI"V8 into actual gold, the amount of gold holdings has been 
If8dually increased, abeolutely as well as proporiiODally. DIu-
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ing the first year of the Bank's existence the stock of gold rose by 
about 4 million schillings. From January 1, 1924 to the be
ginning of May, 1926, however, the increase was relatively small, 
amounting to about 5% million schillings. From that date to the 
end of 1926 advantage was taken of the premium at which the 
Austrian schilling was quoted during that period against other 
currencies on a gold basis and gold was imported to a larger ex
tent. The development of this item is shown hereunder. 

. , 

Date 

J ..... 1, 1923 •.•••...••..••.••.••.. 
Dec. 31, 1923 ••....•.•...••.•••••• 
Dec. 31, 1924 •...••....•..••.....• 
Dec. 31, 1925 .........•.•.•..••..• 
May 15, 1926 .••••..•.••••....•.•. 
July 31, 1926 ....•...•....••.•••.. 
Aug. 31, 1926 ••....•.•..........•. 
8ept. 30, 1926 ................... .. 
Oct. 31, 1926 ..................... . 
Dec. 31, 1926 ................... ,. 
Dec. 31, 1927 ................... .. 
April 7, 1928 ................... .. 

Gold in bullion 
and coins 

8 6,320,323 
8 9,332,612 
8 11,089.000 
8 14,830,000 
8 18,313.000 
8 37,619,000 
8 42,978,000 
8 46,830.000 
8 46,011,000 
8 52,506.000 
8 84,456,000 
8117,198,962 

STABILIZATION 01' THE EXCHANGES. The Bank has been able 
to keep the exchange rate of the Austrian currency perfectly 
stable since operations were begun on Jan. 1, 1923. It would 
have been easy for the Bank to stabilize the rate of exchange 
at a higher figure, but the rate actually chosen, which was not 
far removed from the lowest figure to which the currency had 
dropped during the BUmmer of 1922, enabled the Bank to ac
cumulate a larger" quasi-metallio" reserve and to improve the 
ratio of the metallic cover of its bank notes. Other reasons (the 
expected unfavorable influence of a rigorous deflation policy on 
production and consumption) also played a part in determining 
this policy of the Bank. In the further course of events, in spite 
of a continually unfavorable balance of trade, the Bank was not 
only not obliged to sell foreign instruments of payment from its 
" quasi-metallio" reserve, but the latter, as has been shown 
above, has been very considerably increased. The sale of Aus
trian stocks abroad, the participation of foreign concerns in 
Austrian enterprises, and foreign credits were the source of this 
increase. 
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THE AUSTRIAN POST OFFICE SAVINGS BANK 

Anoth.er institution which occupies a special position in the 
financial life of the country is the Austrian Post Office Savings 
Bank. Unlike the Austrian National Bank, it is, however, a 
Government institution owned by the State, the Federal Treas· 
ury being responsible to investors for the security of their deposits. 
The Post Office Savings Bank was established by law on May 
28, 1882. Every post office in the country was authorized to 
receive from the public savings and other deposits and very large 
use was made of this facility. Savings depositors receive a book· 
let in which the original deposit, and any sums paid into the ac· 
count at a later date, as well as interest accruing, are entered on 
the credit side and drawings on the debit side. The hooklet has 
to be presented at the Pay Office of the Post Office Savings Bank 
(or of any post office) whenever depositors desire to pay fresh 
sums into their accounts or to draw on them. 

CHECKING ACCOUNTS. In regard to current account deposits, 
upon which depositors may draw checks, the rule is that a cer· 
tain minimum credit balance is always to remain with the Post 
Office Savings Bank, free of interest, as long as the respective 
account is open. These accounts are used primarily for the pur
pose of an internal clearing among the owners of Post Office Sav
ings Bank accounts. As nearly every firm in the country has 
such an account with the Post Office Savings Bank, which in turn 
is in account with the Central Bank, the turnover of the institu
tion is large and the saving in the circulation of actual money. 
thereby effected considerable. In the pre-war time the Post 
Office Savings Bank invested its surplus funds in securities and 
was thus able not only to defray the costs, but to pay annually 
to the State a substantial sum. 

The large amount of deposits coming from all parts of the Aus
trian Empire also enabled the Post Office Savings Bank hefore the 
war to playa leading part in the issue of Austrian State loans in 
conjunction with a syndicate of the large commercial banks. 
Altogether the arrangement was so successful that it was held up 
as a model of organization, and was imitated abroad. 

THE POST-WAR CRISIS. A critical position was created through 



140 AUSTRIAN SAVINGS BANK 

the partition of the late Empire at the end of the war, when the 
institutions not only lost a large number of depositors owing to 
the fact that the new states established post office savings banks 

. of· their own, but because these states, as successors of the old 
Empire, preferred claims against the assets of the Austrian Post: ' 
Office Savings Bank. These difficulties were enhanced through 
the conditions prevailing during the inflation period, when, on 
the one hand, the expenditure rose quickly, while, on the othe. 
hand, prudent investment, as had been practiced in normal times, 
'became impossible, owing to the general instability of all values. 
It was unfortunate that the seriousness of the position was not 
·realized at once, but at a time when stock prices rose by leaps 
and bounds there appeared to be no cause for anxiety and later 
public attention was centered on other economic aspects of 
grave importance. The slump of stock prices in the early sum
mer of 1924 and the prolonged stagnation of the Vienna Bourse 
(1925 and 1926) had a very serious effect, however, on the sit
uation of the Post Office Savings Bank.' In the course of an iti
quill' it was revealed that the institution had lost extensively. 
The Government which guarantees the security of deposita then 
stepped in with a reorganization plan, which has since obtained 
the force of law. 

PRESENT OitGANIZATION. Under the new arrangement the Post 
Office Savings Bank, which had been subordinate to the Ministry 
of Commerce (in view of the latter's responsibility for the post 
offices which act as pay offices for the institution) was trans
ferred to the ministry of Finance, which supervises the Post 

, Office Savings Bank through a State Commissioner, whose duty 
it is to watch over the strict observance of the statute, but who 
has ,btherwise no executive capacity. The Federal Treasury re
mains responsible for the present and future liabilities of the 
institution. 

AD1Iot:INISTRATlVB ORGANIZATION. At the head of the Post Office 
Savings Bank is a ,Governor supported by two Vice-Govern01"l, 
who constitute the Board of Management and who are appointed 
by the Federal President on the advice of the Cabinet. They are 
assisted by an Advisory Council (Kuratorium), consisting of 
twelve unpaid members appointed by the Cabinet for a period of 
four years. Four of the members must be appointed from a list 
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.of candidates (three candidates for each vacant position) sub
mitted by the Chambers of Commerce, and one member eacb 
from liste submitted by the Chambers of Labor and the agri
cultural central organizations respeotively. Members must be 
-A.ustrian nationals and have the qualification necessary for mem-
>ers of Parliament, though members of Parliament are not eligi
pie, nor are members of the Federal Government, of a Provincial 
povernment or of a Provincial Diet. The Council is convoked 
by the Governor, or by the acting Vice-Governor, as often 
as business requires it, but at least twice in every quarter-
year. 

POWB118 01' THII COUNCIL. The matters reserved to the Coun
cil are the fixation of the rate of interest payable on savings and 
current account deposits, the fixation of the commission charged 
on the clearing turnover, the enumeration of the kinds of securities 
in which the Post Office Savings Bank may invest, the determina
tion in the case of loans on securities of the limit of such advances, 
the approbation of the annual balance sheet and of the estimate 
for the ensuing financial year, the general supervision of the man
agement, etc. All resolutions adopted by the Council (except 
those referring to the approval of balance sheets and estimates 
and to the supervision to he exercised over the management) are 
subject to the approval of the Minister of Finance. A resolution 
moved by the Board of Management in the Council and not as
sented to by the latter can he taken to the Minister of Finance 
for his ultimate decision. Vice versa a resolution initiated in the 
Council and not assented to by the Board of Management can he 
treated in the same manner. The President of the National Bank 
has the right to attend all meetings of the Board of Management 
and of the Council with a consultative voice. If prevented from 
personal attendance, be may depute one of the Vice-Presidents, 
or the General Manager of the National Bank. 

NATmtB OP BUSIIOI:ss. The spbere of action of the Post Office 
Savings Bank is precisely defined in the statute to the exclusion 
of all and any transactions not specifically permitted therein. 
The transaotions in which the Post Office Savings Bank may 
engage are: 

(1) Partiripation in an issuing syndicate for the ftotation of 
loans of the Federal Govvnment, of the Federal Provinces, of 
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Municipal corporations and of such public funds which are un
der the administration of the Federal Government. 

(2) The purchase and sale on commission of securities and for
eign instruments of payment, if the value of the purchase is de
posited with the Post Office Savings Bank in advance and if the' 
securities or foreign instruments of payment to be sold are pre
viously delivered to the Post Office Savings Bank. 

(3) The' collection on commission of securities and dividends 
due and of bills of exchange. 

(4) 'The taking into safe-keeping lor account of clients of 
securities and the administration of such securities. 

(5) The purchase for the Post Office Savings Bank's own ac
count of securities, stocks and foreign instruments of payment 
with the proviso that not more than 40% of savings deposits and 
not more than 15% of current account deposits may be employed 
in this direction. 

(6) The granting of advances on securities' which are in the 
safe-keeping and under the administration of the Post Office Sav
ings \ Bank, provided these securities are listed on the Vienna 
Stock Exchange. 

(7) The discounting of dividend coupons and of securities 
drawn for redemption, provided they are due within three months. 

(8) The maintenance of credit balances with the Austrian 
National Bank and with other Austrian credit institutions ap
proved of by the Council (Kuratorium). 

(9) The discount of bills of exchange running not more than 
three months, which have already been discounted by a joint
stock bank, a banking firm, a savings bank or a credit associa
tion, provided these bills can be re-discounted with the National 
Bank. 

(10) The discount of warrants issued by public warehouses 
..and falling due within three months is also permitted hut plays 
no role whatever in Austria. 

As stated above, at the time of the reorganization a consider
able deficit existed, which was covered only by the State guaran
tee. As long as this deficit is not worked off entirely (i.e. 88 long 
as a claim can be made against the State) and a reserve fund 
amounting to at least five per cent of the aggregate savings and 
ourrent account deposits is Dot accumulated. the Min.i8ter of 
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Finance may reduce the percentage of funds to be invested in 
securities and foreign bills (see above) and may fix the percent
age of funds to be employed in other directions. 

DmPOBlT BUSINESS. The deposit business of the Post Office 
Savings Bank has not been modified under the new statute with 
the exception of one innovation in regard to savings deposits. 
The new statute authorizes the- opening of savings bank ac
counts which, bearing interest at a lower rate than the one credited 
on ordinary savings accounts, partioipate in a lottery insti
tuted among this class of depositors. An ordinance of the Minis
ter of Finance issued on March 21, 1927, lays down the lines 
along which the scheme is to be worked. The savings booklets 
in question must be for a certain amount, called the It premium 
deposit," determined under the lottery plan and must not be 
withdrawn within one year. Should the amount of the total de
posit on a savings bookiet of this class exceed the It premium de
posit," the latter only participates in the lottery, while deposi
tors are allowed the ordinary rate of interest on the surplus. The 
savings deposit business of the Post Office Savings Bank is largely 
from small investors, whose savings habit it is intended to en
courage in this manner. 

IMPORTANCB or SAVINGS ACCOUNTS. The relative importance 
of the Post Office Savings Bank in regard to the savings deposit 
business has declined to some extent in the course of the las\ 
years (oompared with the development of this branch in the case 
of other credit institutions), but in view of the fact that the Post 
Office Savings Bank bas particular facilitiea for attracting the 
email investors througb the great. number of post officee, whicb 
all act as pay offices to the institution, its r61e in this respect is . 
still considerable and may very likely grow, when conditions 
in this country become further stabiliaed. 

Ct.m.uuNO ACCOUNTS. Tbe current account and the dearing 
branch of the Post Office Savings Bank has also a special part to 
play. It is, above all, an institution for the clearing of sums of 
money which are small individually and almost all small and 
medium-siae firms as ftll as many tradespeople make use of this 
facility. As \arge firms have also accounts with the Post Office 
Savings Bank. however. and as the latter. in \urn. is in account. 
with the National Bank. t.here is a complete system of communi-
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cation of internal money exchanges, comprising nearly all firms, 
large and small. 

The turnover of the Post Office Savings Bank on clearing ac
counts is considerably below the one of the National Bank owing 
to the fact t4at the individual average Bmounts cleared are· 
smaller. A comparative tsble of the turnovers of the Austrian 
clearing institutions will be given at the end of the paragraph 
dealing with the third special organization of the Austrian credit 
system, namely the Wiener Giro- und Cassen-Verein. 

THE WIENER GIRO- UND CASSEN-VEREIN 

This is a joint-stock company formed in 1872 by the large 
Austrian banks and some prominent private banking firms, which 
hold nearly all the shares. Its primary object is to clear the 
Stock Exchange transactions effected OIi the Vienna Bourse not 
only;with a view of avoiding as far as possible the actual circula
tion of money, but also the bodily transfer of shares. AIl stock 
exchange transactions effected on the Vienna Bourse, unless 
specifically agreed otherwise among the parties, are cleared 
through the Wiener Giro- und Cassen-Verein. All firms and 
persons doing business on the Stock Exchange participate in 
the dearing. They have to notify the Wiener Giro- und Cassen
Verein on special sheets supplied by the latter of all purchases 
and sales effected during the week, stating the number of trading 
units purchased or sold, the name of the seller or buyer and the 
price at which the transaction has been made. These sheets 
are pouped by the Wiener Giro-und Cassen-Verein under the 
various securities and, in every description, in the alphabetical 
order of the firms concerned. 

SrocK CLEARANCE8. All transactions which have taken place 
during the week in any kind of securities are deemed to have been 
effected at a medium price (Liquidationskurs), which is fixed 
by the Vienna Stock Exchange Committee and on every sheet 
submitted by the participants in clearing the difference be
tween the medium price (Liquidationskurs) and the price at 
which the sale or purchase has actually taken place is computed 
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for every single item. A balance of securities due to, or. owing by, 
any participant is to be delivered at the medium price (Liquida
tionskura). As a rule, no bodily transfer of stocks and securi
ties has to take plaoe for settling the stock balanoe, as members 
keep deposits of securities with the Giro- und Cassen-Verein and 
the transfer is therefore simply effected through Ii credit or debit 
passed by the Wiener Giro- und Cassen-Verein on the accounts of 
tile respeotive firms. The deposits of securities are literally 
II drawn upon" by the members in their dealings with the Giro
und Cassen-V erein, i.e. so-called II EFFEKTENSCHECKS .. 
(stook checks) are used whioh resemble the customary money 
checks in every respect, except that they do not call for the 
payment of a sum of money to the drawee but for the transfer to 
him (or to his account) of so many trading units of a certain 
stook. 

&TrLI:NENT OP MONEY BALANCIIiI\. In addition to the bal
ances of stocks and securities there are differences of money also 
to settle. The firms taking part in the clearing receive from the 
Giro-und Cassen-Verein dehit notes or credit notes, aa the case 
may be. with the difference (between the medium price or II Liqui
dationakurs" and the price at which the operation haa been 
actually transacted) owing by or due to them. Their money 
balances are also settled through a clearing either by a check on 
a credit balance with the Giro- und Caaaen-Verein or with the 
National Bank, the Post Office Savings Bank or a private joint.-
8tock bank. 

Tt1RNOVERII ON CLEAlUNO ACCOUNTS (la_' 
Ins 1Il10 .1-
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THE COMMERCIAL BANKS 

The characteristic features of Austrian banking have already 
been briefly described in the first section of this chapter, where 
an historical survey has been given of the origin and the growth 
p! Austrian commercial banks, from which it will have been ap
parent that, though the various banks may, in a limited degree, 
specialize in certain branches, there is no fundamental distinc
tion in Austria between commercial banks, properly so called, and 
inwstment banks, or even between these two and agricultural 
credit banks, though the function of extending mortgage credit 
to rural proprietors is at present combined with the other 
branches of banking in one Austrian institution only. 

CunIT OPERATIONS. Credit transactions in banking are gen
erally roughly divided into two categories, according to whether 
the bank is a creditor (active business) or a debtor (passive busi
ness) towards the client. A classification under these two heads 
cam;lpt, of course, exhaust the enumeration of cases in which the 
banks have an important part to play, as it leaves out of account 
not only the numerous instances in which the banks act in a neu
tral capacity (on commission) or as dealers, but also the financ
ing and issuing business. As regards the regular and current 
banking business, however, the above distinction is of some ad
vantage and shows the lines along which a systematic discussion 
could be conducted. It is logical to commence with the so-called 
passive business, where the banks are borrowers, as it supplies the 
funds (in conjunction with the bank's own means) for the active 
business in which the banks act as lenders. In the following para
graphs the usual forms of operations will be described and mort
gage business, though at present engaged in by one commercial 
bank only, will also be included. 

CUllllENT ACCOUNT AND SAVINGS DEl'06IT BUSINESS. The banks 
accept deposits in the currency of the country and in foreign cur
rencies, which can be withdrawn at sight or after the expiration 
of periods previously agreed on between the bank and the de
positor (one, two or three months). Depositors are either cred
ited on current account in the case of sight deposits or thcy receive 
interest-bearing certificates (Kassenscheine), which are issued in 
round figures and run for certain periods (one or several months). 
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Savings deposits against savings booklets are also reoeived and in 
this case the minimum amount to be paid into the acoount and to' 
be left there ae long as the account is not totally withdrawn, is 
generally fixed at 100 schillings. 

To faoilitats the oompensation of payments in Austrian cur-I 
renoy " Giro" aooounts are opened on demand. Correspondenoe· 
between the bank and the client in regard to the transactions on 
Buoh accounts is gsnerally dispensed with, the client receiving 'a 
booklet which he presents at the oounter after a payment has 
been made into the aooount and the bank clerk enters the respec
tive credit item in the hooklet. Debit entries, for sums drawn 
upon the aocount, are made by the client himself. Tbe number 
of such accounts is oomparatively small, as the majority of firms 
use their ordinary ourrent aooounts for this purpose in view of 
the frequent occurrenoe of transactions in foreign currency, which 
are too complicated to be handled under the simpler scheme of 
" Giro" aocounts. 

GROWTH IN CU\UIENT ACCOUNT AND SAVINGS DEPOSITS. This 
form of business was current before the wer, but, so far as inland 
accounts were concerned, it nearly disappeared during the in
flation period, when, owing to the rapid depreciation of the 
krone, nobody kept larger sums available in the Austrian CUI'

renoy than were indispensable, while it was nearly impossible 
to obtain deposits in foreign currency. Sinoe the beginning of 
1923 (i.e. aince the stabililation of currency) it has, how
ever, grown quickly, owing partly to the increase of Sllvings de
posits in the country and partly to foreign short-term eredits 
being offered to Austrian banks on II large scale. The aggregate 
amount of Current Account Creditors (foreign and Austrian) and 
of savings deposits in six Austrian banks ,(Wiener Bankverein, 

. Allgemeine Oesterreichist'he Boden-Credit-Anstslt, Oesterrei
chische Credit-Anstait, Niederoesterreichi~he Escompt~ll
schaft, Zentral-Europaeische Laenderbank and Mercurbank) II~ 
the end of 1923, 1926 and 1927 was as follows: 

lD oehilliDp (000'. omi~) 
('wfta, So....u..- BookIeCa 

A ........ ' Clediton aDd Certilicalal 
Doc. 31, 1923 ••• ,...... S51.93S 111.916 
Doc. 31, 19:18 .......... IJITI.3M •• 110 
Doe. 31.11137 .......... 3;197~ 18OS1' 
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Tbis growth of the outside capital placed at their disposal en
ables the banks to grant credits on a larger scale than they did 
in the first years after the stabilization of the currency. No com
parison with the figures during the inflation period is possible in 

. this or in any other respect owing to the fact that at different 

. dates during that time the Austrian krone represented vastly 
different values. 

SHORT TERM CHARACTER OF CREDIT EXTENSIONS. In accord
ance with the short-term character of these transactions, in which 
the banks are borrowers, the balancing lending operations are also 
mostly of a short-term nature. The most usual form they take 
are credits extended to industry and commerce in current account. 
They are either personal or secured credits. In the latter case 
the security may consist in a deposit of stocks or bonds, in a 
mortgage on the property of the debtor or in a guarantee of a 
third person. Credits granted in current account are formally 
always of a short-term character, but due consideration is given 
to the requirements of the client's business and in the case of 
sound firms the credit is frequently renewed. 

IN1'EREST CHARGES ON. OVERDRAFTS. The mode oicharging in
terest is, of course, readjusted from .time to time in accordance 
with the general economic situation of the:llOUntry and with the 
conditions prevailing on the money market but, speaking gener
ally, in the course of the last few years the interest (properly 80 

called) on overdrafts has been from 1 % to 11% above the official 
bank rate. Since the middle of 1920 an "advance (or overdraft) 
commission" has also been debited at rates which are changed 
when the general situation warrants a modification. At the 
present time it amounts to 1 % per quarter-year. Commission at 
varying rates (according to the nature of the account and the. 
standiDg of the respective firm) is also charged per half-year on 
the side of the account where the turnover is larger. The date a8 
from which clients are credited for values paid into the account 
is one working day after the receipt of the payment. 

DISCOUNT BUSINESS. Another important form is the discount 
credit, the main objects of which are bills of exchange. Bills 
running for 100 days or less are discounted at present at the 
official rate (bills running for a longer period at correspondingly 
higher rates) if the transaction is passed over current account, 
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on the turnover of which commission is chargeable. Otherwise 
the rates of discount are, as a rule, 1 per cent higher. The d\s1o 
counting of open (hook) accounts was likewise practiced to a 
considerable extent by some banks before the war and is now 
slowly reviving.' 

It has already been observed in another section of this chapter 
that owing to various circumstances the discount husiness has 
always been smaller in Austria than in other countries and that 
since the successful reorganilation of the currency system recourse 
to foreign short-term loans has been had in many cases as a sub
stitute to making use of discount facilities. 

LoANS ON SECUlIlTIIIS. Transactions of the kind referred to 
ahove oonstitute an intermediate form between the discount busi
ness properly so called and loans given on securities, stocks, bills 
of exchange and other values which are also now less frequent 
tban they were in former times owing to the depreciation and the 
instability of stock exchange values. Interest payahle on such 

, While the other forma of cIisooun~ credit ""' familiar to students of 
bankilll in other oountriee, !.he diBoountins of open aceounto may require 
lOme additional explanation. Smaller and medium oie firma chielly 
aV1l,il the_I""" of tbia facility. Th. method _orally adopted ill mch 
_ ill beet illUitrated by an example. Tak.!.he .... of a manufaoturer 
who .. 110 hia aooda to euatom ... on threa or liz monthe' credit. He may 
not _ a oapital euflicil!llt to allow him to produ .. oontinuously, if hit 
ou_dilll debts are paid to him with a d~ of threa to liz monthe. 
If tho manufaeturer in qu"",,on wiah .. to have _ to diooount aredit, 
it oannot be, in many -. on the buia of billo dnwn by him on and 
aaeopted by hia euatomers, in view of a oertain prejudice on the part of the 
oJien .. opinet the a...,ptan .. of billa, but only on !.he buia of hit boot 
oJaimo -mat them. In ... ch _ he .. ppJi .. t.he bank with a 1iat of the 
open aceoun'" (ahowins t.he da"" and amoun'" of invoi .. , at well at the 
nlllUM and adclrotBeo of t.he firms to which aooda have heeD "'ppJied), 
which he "ish .. to diooount. Tbe invoi_ on the 1iat are formally oeded 
to the bank and in the boob 01 the firm which oed .. them, t.he leopecUye 
ileme are rubbeNMmped to that d...t. The dien'" of t.he manufaoturer. 
ho,",vor. are not invariably notified of t.he _tion, and they. therefore, 
at the maturity of the invoi-. _tim .. oo«Ie them to their eupplier 
dinet, who in turn banda 0_ the _itlan_ to the bank. When the 
GellSion ill made. the manufaoturer in question, at a rule. sips an ..... pIan .. 
to the bank for the total amount. or eIoe he dnws em the bank for the 
amount in queotinn and "'- biIIo 01 ~ are thm m-mted, the 
pro .. e,z heins at the ~ 01 the manuf_. If ODe or ....... 01 
the firma on the 1iat should beoome inooh_t. t.he manufacturer will nede 
to the bant other in\"Oi_ of a lib or hichor amount to take the .... 
01 u.-w .... aetdement in full_ be leotODllll "-" 



150: THE COMMERCIAL BANKS 

loans, as a rule, exceeds the rate charged on discounts bY one per 
cent. It is generally the case that this special form of credit is 
made use of as a collateral security in current account credits on 
the turnover of which, in addition to interest on the overdraft pro 
rata temporis, commission is also charged. 

GUABANTY CREDITs. Special form,s of credit are represented 
by the so-called guaranty credits, under which the bank as
sumes liability on behalf of its clients towards a third party for 
the payment under specified conditions of a certain sum of money. 
The bank, in such cases, is, as a rule, fully covered for the 
amount of the liability assumed, which may be for instance 
towards the Customs Administration, the Taxation office or 
the Federal Railroads for the payment of customs, taxes, or 
freight charges due to the respective body or authority. Customs 
and railroad (freight) guaranty credits are at present handled by 
the Wiener Giro- und Cassen-Verein on behalf of the large banks 
jointly. 

MORTGAGE BUSINESS. Mortgage business, as a special branch 
of banking (as opposed to mortgages used as a collateral security 
in the' current account business of the banks and referred to in a 
previous paragraph), is at present engaged in on a large «ale by 
one commercial bank only (the Allgemeine Oesterreichische 
Boden-Credit-Anstalt), but other types of financial institutions, 
the Provincial Hypothecative Institutions (Landes-Hypotheken
Anstalten) whose organization will be discussed later, specialize 
in this branch. The savings banks also invest a considerable 
portion of their deposits in mortgages, but they do not in all cases 
issue their own mortgage bonds, as do the Boden-Credit-Anstalt 
and the Landes-Hypotheken-Anstalten. 

DECLINB IN IMPORTANCE 01' MOBTGAGB CJlBDlT. Before the 
war 'mortgage credit occupied a much larger apace in the 
economic life of the country than they do now. The currency in
ilation, which began at the outbreak of the war, together with the 
large nominal profits made by industrial and agricultural produc
ers during the war, made it possible to repay hypothecary loans 
in depreciated currency before the expiration of the period for 
which they had been granted. After the stabilization of the Aus
trian currency (end of 1922) mortgage credit came into use again, 
though Qn a much smaller Bcale than in the pre-war period, the 
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reduction of the volume of business being due in the case of rural 
mortgage credit to the high rate of interest ruling, which made it 
undesirable for the farmer to burden himself with large annuities, 
unless the nature of the work to be financed by the aid of mort
gnge credits was indispensable. In regard to mortgage credit on 
urban estates, it is still practically non-existent, owing to the oper
ation of the Rent Restriction Act. The so-called" house repair 
credits" will be referred to in the section dealing with the savings 
banke. 

THII LAND RmISTIIB. Before entering upon a discussion of the 
methods employed in the mortgage credit business, reference must 
be made to an institution (the" Grundbuch " or Land Register) 
which exists in Austria, but whose exact oounterpart is not to be 
found in all other countries. 

The Land Registers are public booke in the keeping of the 
tribunals, where the legal oonditions governing all real estate in 
the respective district (proprietorehip, debts eecured on these 
eetates, transfer of rights, etc.) are officially entered. The Land 
Registers are acressible to all persons desiring their inspection. 

I 
A transfer or a cession of rights on real estate ia valid only after 
having been entered on the Land Register. This refers, of course, 
to the mortgaging of land as well. If several mortgages are en
tered on the same estats, they rank in the order in which they 
have been tabulated. The institution described above, on a 
prudent eetimate of the value and yield of the real eetate, offers 
a eecure basis for mortgage credits and reduces to a minimum the 
risk of the lender. 

VALUATION OF RIw. EsTATli. The rules followed in estimat.inc 
the value of real estate are very strict and the valuation is gen-

'

wally murh, sometimes as murh as 50 per cent, below the marke\ 
prire. In the ease of agrirultural1and, the loans amount to one
half and in the easa of vineyards and land under forests to 
one-third of the estimofn value. In the Land Register the loaIl 
mus' be entered pri_ loeo, i.e., no other elaim on the estate 
may take preredeuee of the loan. The bank (or the Landee
Hypotheken-Anstalt) has the right to issue mortgage bonds of 
a nominal value equal to the loans granted by the institution. 

IssvUfCII 01' MOII'roAGII BoNDa. As only sueb funds are, as a 
rule, available for mortcaP credit, &II C&D. be obtaiDed through 
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the issue of mortgage bonds, the latter must be .of a nature to 
. make them easily marketahle, i.e., their price and yield must 
make them attractive investments. From the issuing price and 
yield of mortgage bonds depends the interest payable by the 
mortgage debtor. The rate of interest must include the interest 
payable by the issuing institute to the mortgage bondholders, the 
·expenses of the former and an adequate profit. The sum actually 
paid to borrowers is below the nominal amount of the loan, be· 
cause the issuing institute cannot be quite sure that the price of 
its mortgage bonds, when issued, will be as high as anticipated. 

COST OF MORTGAGE CREDIT. In a normally functioning market 
mortgage bonds issued by sound institutions are much in demand 

las first rate investments. The rate of interest payable on them 
is therefore below the rate of other bonds, while the market price 
is generally near par. At the present time, however, when owing 
to the war and the events following it the amount of capital avail· 
able for such investments in Austria. has been largely reduced, 
while foreign capital is not always familiar with the institution 
of mortgage bonds, the latter, to make them attractive, must carry 
interest at a rate above the National Bank's rate of discount. 
Owing to these circumstances, mortgage credit is at present con· 
Iliderably dearer than it was before the war, and can be made 
use of only for highly remunerative purposes. It is clear that, 
if the charges to the borrower are to be lightened, the market 
price of mortgage bonds must first rise. This will be the case 
when, with the gradual reconstitution of Austrian capital avail· 
able for such investments, the conditions on the bond market be
come normal again. A clause is inserted in mortgage agreements 
providing that the loan can be repaid by the debtor before the 
expiration of the period for which it has heen granted. In the case 
of an' improvement of the mortgage bond market the debtor can 
therefore convert his loan into one entailing less heavy interest 
charges. 

NEUTRAL OPERATIONS 

:XClLUIGE BUSINESS. In foreign exchange business 
the banks generally act in a neutral capacity, i.e., neither as bar-
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rowers nor as lenders. If foreign instruments of payment are 
sold or purchased for account of a client, the banks do so eitheJ' on 
oommission or as dealers. The profit to the bank, apart from the 
one made on the rate of exchange, results from interest accruing 
to the bank on the interval between the dates as from which debit 
is passed and oredit given to the oustomer's account. . Credit for 
values received is given to the client one working day after the 
respeotive value has been paid'into the acoount. Commission is 
charged, besides, if the purchase or sale. is made against Austrian 
curreftCy. In many cases, however, one foreign currency is sold 
against another (Usancegeschiift) and this is especially the case 
in arbitrage operations. 

STOCK. EXCHANGII BUSINIIiSS. In like manner stock exohange 
transactions are carried out by the banks either on commiesion or 
&8 dealere. Purohases and sales of stocka and securities are, as r. 
rule, debited or eredited to the current account of the clienta. 
The kinds of stook exchange operations usual on other markets 
also ocour in Austria with slight variations. The profit to the 
bank results from the gain made on the stock prices, &8 well &8 

from commission charged to the clients on each buying or selling 
operation. 

MONIIY TBANsn:IIS. The transfer of money and the facilitao. 
tion of money exchanges also belong to the sphere of current bank. 
ing. Payments are made or received for the account of clients 
on current account, checks and bills of exchange are collected 
or paid by the bank on instructions from its customere, ancl 
documentary or other credits opened for them at other placefl 
or honored for them in Austria. The latter credits may be re
vocable wiUlin Ule period for which the credit has been arranged 
(unconfirmed credits) or irrevocable (conlUmed credits). The 
profit to the bank consists in the commission charged on each 
transaction. 

BANK. CHA11GE8. In regard to the terms on which the banks 
are doing business with their clients, an agreement (Konditionen-
Uebereinkommen) exists between the larger joint-stock banks 
and r. few private bankere, under which certr.in minimum chargee 
are laid down for interest and commission debited, and maximum 
rates for interest credited to clients. Differences are made IU>. 

aOrding to \he standing, of the customer, to the !!!!Iallef' or leaIer 



164 NE OTR"AL 0 PERATIONS 

amount of tlui turnover and to the period during which a credit 
is required. The agreement provides for a number of exceptions 
in regard to transactions in which both parties are banks. Among 
those banks, which were established during the inflation period 
and which enjoyed an ephemeral existence only, some did not 
adhere to the cartel, while others evaded it where possibl!!z espe
cially in regard to the rates of interest allowed on deposits, in 
their desire to attract customers in competition with other insti
tutions. The purification process in the Austrian banking organi
zation, which commenced in 1924 as a result of the financial crisis 
of that time, and which did away with a large number of banking 
establishments, as well as the movement towards greater concen
tration, which became noticeable in 1926, has made the agree
ment generally observed. 

THE FINANCIAL CmsIS 01' 1924. It is necessary in this con
nection to dwell at some length on the crisis of 1924 and its conse
quences to the Austrian banking organization. As has been ex
plained elsewhere in these pages, a speculative frenzy took hold 
of the population during the inflation period and stock exchange 
gambling seemed to them a sure method of acquiring riches 
rapidly, apart from the fact that many people saw no other way 
of safeguarding themselves against the effects of the currency 
depreciation. Not only had the old established banks to work 
hard to carry out all the stock exchange orders transmitted to 
them by their clients, but there appeared to be room for new 
banks and banking houses too. As a consequence, a large num
ber of such companies or firms came into being and the manage
ment of many of them was entirely devoid of any knowledge of 
banking. In a market which had been almost constantly rising 
for years, in consequence of the currency depreciation, the only 
prerequisite for achieving success was thought to be reckless and 
indiscriminate buying. The ordinary methods of discount 
policy were of no avail in discouraging this activity, as specula
tors found it remunerative to pay any amount of interest in order 
to carry on the game, and an increase of the bank rate would have 
been immediately overtaken by the rise of stocks caused by every 
fresh plunge of the krone. As a matter of fact, 80me well-known 
speculators achieved fabulous riches then and, through cornering 
the market for certain stocks, were able to force their way to the 
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presidencies of solid banks and important industrial companies, 
much to the detriment of those enterprises. Owing to a peculiar 
oombination of circumstanoes, the economic depression which gen
erally follows the stabilization of a currency (the stabilization 

. was practically effected at the end of 1922) did not make itself 
felt in the oountry at once and the seemingly favorable state of 
national economy encouraged a further rise of stock prices, which 
oontinued up to the end of 1923. 

COLLAP811l 01' SPIilCULATIVII BOOM. The spell of good fortune of 
gamblers was broken, however, in the early part of 1924, when, 
owing to the failure of a widespread speculation against the 
French franc, which entailed heavy losses, a slump occurred on 
the Stook Exchange, which grew to very large proportions and 
was mitigated only to a small extent by the formation of a Sup
porting Syndicate of the larger banks. In consequence of the 
rapid decline of stock prioes a large number of the newly estab
lished banks and banking firms failed, partly owing to the fact 
that their olients, who had largely engaged in margin purchases, 
were unable to settle tlleir accounts. Even two of the older banks, 
the Allgemeine Depositen-Bank and the Lombard- und Es
compte-bank, which, in the time before the war, had occupied an 
honorable position in the Austrian financial organization, found 
themselves unable to meet their obligations and became bankrupt. 

THB CoNCENTRATION MOVII:MENT. Through the disappearance 
of many financial enterprises the Austrian banking organilation 
found itself, at the end of 1924, relieved of much parasitical 
growtil, tbougb at a considerable cost to the oommunity. The 
shrinkage of business owing to the stagnation of the Stock Ex
ohange induced the remaining banks to contemplate a oonCl'lItra
tion policy, which bore its first fruits towarda the middle of 1926, 
when the branches of the Anglo-Austrian Bank in the country 
were taken over by the Oesterreicbiscbe Credit-Anstalt. A fur
tiler step was made at the beginning of 1927, when the Oester
reicbische Boden-Credit-Anstalt absorbed two other banks (the 
Yerkehrsbank and the Union-Bank), As another bank, the CeIl
trelbank dar deutschen Sparkassen, had to stop payments in the 
middle of 1926, under cireumstanres which resembled those wit
nessed in the case of the inDation banks, the Dumber of the more 
important commereial banks in Vienna has been reduced to six, 
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among which is one foreign institution and one medium-sized 
bank.· There is still a number of smaller ioint-stock banks in 
Vienna and in the provWces,,in addition to the above-mentioned 
six institutions, and, to all appearance, the size of the Austrian 
banking organization is now proportionate to the requirements of 
the country and to the role played by Vienna as a financial center . 
in the Danubian States. A further reduction of the number of 
banks through fusions of two or more institutions is not now 
necessary, as it was three years ago, especially in view of the 
fact that the remaining banks have gained to a considerable extent 
by the disappearance of some of their weaker competitors. 

CREDIT BALANCES AND OVEBDRAF'1'8. A thing which generally 
strikes observers of Central European banking conditions is the 
very considerable spread between the rate at which a yield is ob
tainable by clients on credit balances and the rate at which they 
have to pay the bank (in the shape of interest and of commis
sion) for overdrafts." It has been said above in regard to Austrian 
banks that the terms on which they do business with their clients 
depend to some extent on the nature of the accounts. No definite 
figure applicable to all cases can therefore be given for the 
amount of the difference between the costs to clients of overdrafts 
and the yield they obtain on oredit balances. This difference is 
due largely to circumstances beyond the control of the banks and 
has grown naturally out of the conditions which have developed 
here since the end of the war. Seven different currencies came 
into existence then on a territory where the Austrian krone had 
been the only means of payment and this necessitated a multipli
cation of accounts, while, at the same time, the aggregate turn
over on these accounts has been greatly reduced, compared with 
the {ormer volume of business. 

INCREASE IN BANK COSTS. The legal provisions of the Peace 
Treaty, in so far as they referred to the accounts of foreign na
tionals (including under this term the citizens of the Succession 
States), caused likewise a great increase of work. All these con
sequences were magnified by the fact that, in view of the depre-

• "'rhere exists besides the Credit Institut FUr ()jfentliche UntemebmUDll(en 
und Ari>eiteD (Credit Institute for Public Utility Worb) in ... hich the 
government and the large banka have an interest, but ito spbere of action ia 
limited cbielly to the financing of the enterpriaes referred to in ito etyle. 
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ciation of the krone and of other European currencies, all trallll
actions had to be expressed in colossal figures. If it is taken 
into oonsideration that for a tiny amount, which in the United 
States would have required the entry of one figure, the entry of 
from five to Biz figures was necessary in Austria (e.g., 19.- in 
Amerioa and its equivalent, namely 630,000 kronen in Austria) 
this effect of the inflation will be better appreciated. Further, the 
desire to invest IIvaiiable funds in stocks in order to protect them 
to a oertain extent from the depreciation brought in its wake a 
large inorease of Bourse transactions. All these circumstances 
combined compelled the banks to make considerable additions 
to their staffs. When in 1924 most of the above-mentioned cir
oumstances ceased to operate, the banks were left with large num, 
bers of employees, whom they could not discharge, though there 

. W88 hardly enough work to go round, without paying to them 
compensations, amounting in the aggregats to very large figures. 
Such compensations were required partly under Austrian labor 
legisilition and partly under IIgreements which the banks had had 
to enter into with the bank clerks' trade union. This expen
diture, in ~onjunction with heavy taxation, inoreaees the work
ing costs of the banks and makes dr88tiC reductions of charges 
difficult. Still, reductions were made and, if measured on the 
rates which were in force in 1924, they have been considerable. 
At each successive lowering of the official rate of discount the 
banks have allowed the full amount of the reduction to become 
etrootive in regard to overdrafts, while the rates of interest on 
credit balan~ have beeII lowered hesitatingly only and not to 
the full extent. The manner of charging .. advance" oommiesion 
(Vorlage-Provision), which really is an element of interest under 
another name, has also been modified 80 lIB to _stituts a eaving 
of expenses to the debtor. At the present time the retrenchment 
process is already far advanced and in many cases a large amount 
of routine work is DOW done with the aid of modern machinery. 

THII: PI:cuLIAa CHARACTER 0., AUSTIUAN BANES. Attention has 
been drawn in the historical survey to the particularly close re
lationship in which the eommert'ial banks stand to the productive 
life of the country and the conditions under which the relationship 
has grown up have been outlined. The commercial banks, 118 has 
been explained, are large and in many cases the principal stock-
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holders in a great number of financial, industrial and commercial 
enterprises and therefore partake to a considerable extent of the 
character of Investment Trust Companies. The financing branch 
of the bank business, which was important before the War and 
has grown to large dimensions during the inflation period, when, 
most existing companies had to issue fresh stock at relatively 
short intervals and when, besides, a considerable number of new 
companies waij formed, has been stagnant since the crisis of 1924. 

DEGREE OF LIQUIDITY. The large investments of the banks 
in Austrian and foreign stocks - under foreign stocks chiefly 
those of companies in the Succession States are' referred 
to - the fact that the Austrian commercial banks combine a 
number of functions which'in some countries would not be united 
in the same institution and finally the degree to which the banks 
finance the inaustrial and commercial undertakings in Austria; 
must be taken into consideration if the degree of liquidity of the 
Austrian banks is judged. Under the circumstances it cannot be 
as great as in Western European deposit banks, but such as it is, 
the ,'lxisting degree of liquidity has been found to be adequate even 
under very trying and critical conditions. 

BALANCE SHEET RELATIONS. The relative importance of the 
various items on the assets and liabilities side of bank balance 
sheets is shown, and a comparison between the last pre-war years 
and the year 1925 made possible, by the following table, which 
gives the items for the twp years in question in percentages of bal
ance sheet totals. A second table institutes a comparison between 
the items of the profit and loss accounts.' As regards the period in
tervening flince the outbreak of the war and the publication of 
the first gold balance sheets (as per December 1, 1925) no com
parison can be made, as the depreciation of the krone casts a veil 
over this period which it is very diflicult, if not impossible, to 
penetrate. A transaction entailing a loss would often appear in 
the light of a lucrative operation. E,g" stocks purchased at 
10,000,000 kronen (when this amount represented $500) and sold 
at 20,000,000 kronen (which at the time of the sale would have 
been worth $280) would leave a seeming profit of 10,000,000 
kronen, while the transaction, if recorded in a stable currency, 
would really have shown a loss of $220. It is clear that under 
such conditions, no valid deductions can be drawn from the bal-



IIban eapilal s-- Credilmll Bav. depooilll AeceptauceII Net profit 
Liabi!iti<oo 

1913 1925 1913 1925 1913 1925 1913 1925 1913 1925 1913 1925 

BonkYetI!iD ............ 14.1% 11.9% 4.1% 6.9% 66 % 71.2% 13.4% 9.4% 9.2% " ... 1.4% 1.3% 
IIocIeowndU AnaIalt ••..• 6.8% 7.6% 12.9% 6.1% 30.7% 80.2% ., .... .. . .. .. , .. 0.8% 1.6% 1.5% 
Credit AnaIalt ......... 12.7% 8.2% 7.9% 3.2% 66.4% 79.8% 6.8% 7.5% 4.3% 0.2% 1.8% 1.1% 
Eoeompte ae. .......... 17.4% 10.2% 6.1% 6.1% 58.9% 17.3% 6.4% 4.3% 9.5% . ... , 2.4% 1.7% 
Mercur Bank .......... 17.6% 9.3% 7.8% 3.1% 60.9% 76.7% 15.2% 9.9% 3 % 0.3% 2.1% 1.3% 

Cuhinhand DiIcounIll 
Loanonn Ilecuri!iee Debton Loanonn 

~ 
""";!iee JIIOJ'tgageo 

1913 1925 1913 1925 11113 1925 1913 1925 1913 1925 1913 1925 -
Bankvemln ............ 8.2% 3.8% 28.9% 14.3% 6 % .. ,. 3.1% 7.2% 66.5% 70.5% . .... , ... 
Bodencredit AnAalt •.... 0.9% 2.1% 11.6% 11.4% 2.8% . ... 3.6% 9.2% 36.5% 63.6% 44.5% 4.8% 
Credit AnAalt ......... 2.6% 1.9% 17.1% 6.8% 4.3% .. ,. 3.9% 6.3% 63.9% 79.6% " ... .... 
Y.-.mpte Ocs ........... 1.7% 4.3% 16.4% 7.8% 2.5% .. ,. 1.7% 1.4% 66.6% 76.2% . .... . ... 
Mereur Bank .......... 2.4% 4.6% 12.3% 7.2% 2.5% .. " 2.9% 2.2% 72 % 76.7% .. , .. . ... 

PRrNctP AL ITEMS OF EXPENDITURE rm per .... t of gI'OIIII n!COipte) > 

8aIarieI General """""""" Tueo and du .. Net profit 

1913 1925 1913 1925 1913 1925 1913 1925 

8anb .... ln ........... 27 % 611.2% 11.8% 11.5% 9.8% 13 % 46.5% 14.4% 
JIodsncndiI Analalt •... 8.8% 83.7% ...... 4.8% 8.3% 22.5% 40 % 83.6% 
CrndII Amalt ........ 16.3% 62.8% 7.1% 1.8% 11.9% 12.7% 63 % 20.9% 
Eooompt80 ............ 11.9% 26.110/0' 1.5% 6.7% 13.3% 26.7% 70.9% 36.3% 
More". U' nk ......... 17.8% 49.6% 12 % 8.4% 11.2% 20.9% 62.6% 17.8% 
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ance sheet figures published during the inflation period, The 
Gold Balance Sheet Act of June 4th, 1925 made an end of this 
ponfusion by breaking the continuity of balance sheets and order
ing their establishment on the basis of a fresh valuation of all 
items, These provisions were complied with for the first tim~ in ' 
the balance sheets published for the year 1925, 

CAPITAL FuNDS 1913-1925, As has already been set forth, the 
banks had to proceed with fresh capital issues at frequent inter
vals during the inflation period, From the following table, com
paring,the share capital and the reserves of the principal banks in 
1913, 1925 and 1927, it will be seen, however, that the capital 
plus reserves is much lower now than before the war, which means 
that, among other values, the eapital raised during the inflation 
period has been completely lost, It is impossible to state the 
amount of the capital issues during the era of depreciation in 
terms of a stable currency, owing to the circumstances alluded 
to in the.previous paragraph, 

Capital and Reserves of five leading banks 
(in ochilIinga, 000'8 omitted) 

(The figures for 1913 have been converted from gold kronen to schillings) 

1913 1925 1927 

Bankverein { Capital ................ 187,200 40.000 55,000 
Reserves .............. 54,956 20,000 26,428 

• { Capital ................ 71,760 30,000 55,000 
Bodencredit Anstait Reserves ~ .............. 172,621 20.000 32.000 

Credit ADstait { Capital ...... ~ ......... 216.000 50,000 85,000 
Reserves ............... 134,807 20.000 33,225 

Escompte Ges. { Capital ................ 108.000 87,500 87,500 
Reserves ............... 36,555 22,500 25,41' 

MercUr Bank { Capital ................ 72,000 12,000 12.000 
Reserves ............... 31,680 4,000 4,100 

The capital of the banks consists of the share capital, which is 
iI! all cases fully paid-up, and the reserves. One kind of shares 
(common stock) only is in use. III regard to the reserves, the 
law requires five per cent of the annual net profits of a com
pany to be paid into an ordinary reserve fund, until the latter 
reaches 10 per cent of the share capital. This reserve fund is Dot 
to be drawn upon, except to meet a loss. Special reserve funds 



THE LICENSING OF BANKS 161 

are also accumulated by Austrian companies out of alrocations 
made from the net profit and no legal limitation exists as to the 
use to which they may be put. 

SIIICRET RlilsERVES. The desire of the banks to be on the safe side, 
wlierever possible, in the establishment of balance sheets led to 
the practice of putting extremely moderate valuations on their 
realizable assets. To some extent this policy may also have had 
its origin in the desire to make the effects of a bad year less 
generally noticeable from balance sheets, and it enabled the 
banks in many cases to meet losses and increase dividends with
out a recourse to the declared reserves. The practice had to be 
interrupted during the inflation period, which made a reliable 
estimate of assets impossible, but it has been resumed since. A 
certain amount of hidden reserves, which in some cases consider
ably exceed a normal sarety margin, is therefore frequently con
tained in the values or balance sheet items. 

THB UCEN81NO OJ' BANKS. In regard to joint-stock }lanka, as 
in regard to stock-companies generally, a licensing system is in 
force, and a oompany oan be formed only after its articles of 
association (the statutes) have been approved of by the propel' 
authorities. The Government delegates a State Commissioner to 
the meetings of the Board and the Commissioner has the right 
to veto decisions which are contrary to the law or to the statutes 
of the bank. Bank managers are legally responsible (jointly and 
severally) for the good administration of the company, though ih 
the oases of banks which flriled arter the crisis of 1924, it has not 
been possiWe to make this legal responsibility effective ., the 
extent of improving the fate of those who had suffered through 
the bank's failure. After the crisis of 1924, the licensing system 
was extended to banking firms not organiHd as joint-stock 
oompanies and existing firms of the kind had their claims to be 
allowed to carry on banking business severely scrutini.ed. As a 
consequence many did not apply for the license and went out of 
busi1less. • 

SAVINGS BANKS 

Savings banks have been in en...«tenrtr in Austria for over one 
hundred years, the first. institution of the kind having been the 
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Erste Oesterreichische Sparkasse in Vienna, established in 1819. 
The first savings banks were free associations of small investors 
founded by philanthropists with the object of " combating pov
erty " by enabling the lower classes to invest their small savings 
securely and to augment them through the accumulation of inter
est. The success attending these institutions induced the Govern
ment to issue a decree on September 22, 1844, which laid down 
the guiding lines for the organization of savings banks (Spar
kassel!-Regulativ) and under which municipal corporations were 
also encouraged to establish savings banks. In order to protect 
depositors against losses, a far-reaching government supervision 
was instituted and the investments permitted to savings banks 
were narrowly circumscribed, the principal investments being 
loans on mortgage security, State bonds and municipal corpora
tion loans. 

ORGANIZATION. Savings banks organized as joint-stock or 
limited liability companies are not permitted in Austria.t • The 
usual form they take is therefore that of an institute which is 
eitller founded by (and under the responsibility of) a public ad-. 
ininistrative corporation (city, township or rural district) or by a 
private association of individools. The former kind of savings 
bank is by far more numerous in Austria. In either case an 
initial capital (Griindungs-Fonds) is supplied by the founder (the 
public corporation) or by the founders (the members of the asso
ciation) which is not repayable until a reserve fund to be accu
mulated reached a certain percentage'of the savings deposits. In 
the latter stages of the savings bank's career the reserve fund 
alone therefore tak~ the place of the capital account of other un
dertakings. . The management of a savings bank is under the 
supervision of an executive committee (Sparkassen-Ausschuss), 
membership of which is a purely honorary function with >a view 
to keeping overhead expenses low. The savings banks are also 
forbidden under the" Sparkassen-Regulativ" to loan funds to 
the members of their committees. The net profit is useG to 

t. They are permitted under the Hungarian law. however, and wben a 
omaII distriet of HUDgary was transferred to Awrtriao IOve ... ignly under 
the provisioDB of the treat.i .. of St. Germain and Trianon, being ooDBt.ituted 
.. an Austrian federal province under the D&IIle of Burgeolaod. the .. vinp 
bankB already in existence the .... which were organised .. ioinwtock oom
"ani .. , were tacitly permitted to carry on their buoineoo. 
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strengthen the reserves, and only when the latter have reached a 
certain amount may any further surplus be employed, with the 
sBnction of the authorities, for public welfare purposes. Tbese 
legal provisions have offered an effective guarantee for the secur
ity of deposits, which is enhanced in the case of oommunal sav
ings banks, by the liability of the respeotive oity, township or 
distriot. 

POSITION PRIOR TO THE CUIIIIIlNCY STABD.IZATION. In 1913 the 
number of savings banks on the territory of the present Aus
trian Republio WBS 199 with deposits totalling 2,963,000,000 gold 
kronen, equivalent to about $592,600,000. Of this amount about 
60 per oent were invested in loans on mortgage security, 22 per 
oent in bonds, 7 per oent in munioipal loans and /; per cent in 
blink deposits. 

ENLARGEMENT 01' ACTIV1'I'IES 01' SAVINOS BAND. The outcome 
of the war led to considerable changes in the nature of trans
actions engaged in by the savings banks. Their holdirigs of War 
Loan stock and of other securities became depreciated and the 
savings banks thereby lost the larger part of their reserves. Loans 
on mortgage security previously granted by them were repaid to 
the savings banks in depreciated currency, while the amount of 
savings deposits, expressed in terme of gold, dwindled to ali 
infinitesimal fraotion. On June 30, 1922 it was 6,000,000 gold 
kronen, i.e., O.2~ of deposits held in 1913. The savings banks 
th~refore strove for an enlargement of the sphere of transactions 
permitted to them and finally obtained the Government's sanc
tion thereto (June 22, 1922). This enabled them to grant 
credits to their clients on ourrent aocount, to develop their dis
count business and to carry out stock market and foreign ex
change orders for account of their customers. ~ Authority for the 
enl&rgclent of the sphere of business was not granted generally, 
but for each savings bank individually on application and after 
a thorough examination of the merits of each case. 

Tile granting of authority to engage to a feItain extent in busi
ness which had bftn ~ved to the eomm~ial banks met, of 
course, with opposition on the part of the latter which, in eome 
1'IlSpet"ts, was justified, as the banking business requires an expert 
knowledge, which cannot always be expected of the members of 
a Sparkassen-Ausschuss. On the other hand, it may be the 
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case that through the extension of the sphere of business, one 
economically useful purpose at least has been served in so far a8 
small tradespeople, for whom it is difficult to obtain a credit from 
a commercial bank, can obtain accommodation through savings 
banks, which through their knowledge of local conditions should 
be able to grant ·it at little risk and with a ,comparatively small 
organization, 

PRESENT SITUATION. Since the stabilization of the Austrian 
currency savings deposits in all institutions which engage in this 
business have risen rapidly and their total amount was S 1,128,-
000,000 at the end of March, 1928. This figure includes deposits 
in savings banks proper as well as those in other financial institu
tions, Loans on mortgage securities have also heen again granted, 
though tbeir extent, owing to the rent restriction in force in 
Austria, is far smaller, even proportionally, than hefore the war. 
There are, however, some savings banks which, according to their 
balance sheets for 1926, have invested over 50 per cent of their 
deposits in loans on mortgage securitieS and a large portion of 
thes~ loans is given for house repair purposes. Under the Rent 
Restriction Act, owners of houses which were already in use when 
the Act came into force, can obtain no yield from the capital 
invested in such houses beyond a purely nominal rent payable 
by the lessees. The cost of keeping the house in good repair, or 
of undertaking indispensable improvements, cannot therefore be 
defrayed by the owner, since he obtains no revenue from his 
property, but t.hese expenses are payable by the lessees in monthly 
instalments, generally spread over a number of years, including 
interest. The money required for such repair work is frequently 
advanced to .the house owner on hypothecary security by a 
savings bank. The usual duration of repair credits is five years, 
but'longer or shorter' terms also occur. This 801'\ of business 
has in recent years obtained a certain importance. It is also 
remarkable that, while in the pre-war time about 5 per cent of the 
aggregate deposits only were invested by the savings banks in 
credit halances with commercial banks, the percentage is now 
between 22 and 25. This is due to the change in the character of 
savings deposits, which are now more mobile than they were 
before the war, though they do not now fluctuate as they did in 
the inflation period. , 
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Of the savings banks in existence 46 belong to associations, and 
153 to municipal corporations, and to smaller communal or rural 
administrative districts. In addition thereto, there are two sav
ings banks owned and guaranteed as to tbe security of deposits by 
the State, namely the Post Office Savings Bank, whose role has 
already been discussed in these pages, and the Dorotheum. The 
latter is a pawn office and auctioneering institution which obtains 
the funds required in these branches of business through the 
acceptance of savings deposits. For a short time ordinary bank
ing business was also engaged in, but rumors of losses 8UlJered 
by the banking department of the Dorotheum led to a run on 
its pay offices in the early part of 1927. With the temporary aid 
of the largs banks all demands could be satisfied, though the 
Dorotheum has lost a considerable number of its depositors. 

The savings deposit business, as has been observed in the sec
tion dealing with the commercial banks, ie not limited to savings 
banks proper. In addition to thess and to the commercial banks 
the Provincial Mortgage Institutes and the COOperative Credit 
Associations engage in this business also, though on a far smaller 
leale. The following survey shows the distribution of savings 
deposits among the various types of financial institutions (with 
the exceptioD of Credit AssociatioDs whose statistics are still in
complete) , as well as the development in the period from January, 
1923 to March, 1928. 

SaviDp Do-pooils 
(ill """jilin"" 000 .. omitt.od) 

J-. 
19t1J 

ViNU\& SaviDp Banks ................ USII 
Vi.nna Comm"";a! Banks ............ 7.496 
Pro,-incial SaviDp Banks ............ 3,393 
Dorotheum ..................................... .. 
Provincial Monc- lno&iMa of Lower 

Austria ...................................... .. 
V'_ CoOperauve ~ ...................... .. 

II .... 
J9M 

391.4211 
515,5011 
UIO.490 
llII,5lI8 

85.221 
6.0lIl 

1,138,277 
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THE PROVINCIAL MORTGAGE INSTITUTIONS 

(Landes-Hypotheken-Anstalten) 

The Landes-Hypotheken-Anstalten are public mortgage banks 
founded by, and under the supervision of, the Government and 
Diet of the Federal province where they have their seat, the 
provinces being also guarantors of all liabilities of these institutes. 
There Is one Landes-Hypotheken-Anstalt in every province. 

The sphere of activity of the Landes-Hypotheken-Anstalten 
comprises the granting of hypothecary credits and of communal 
loans within the boundary of the respective province, the issue 
of mortgage and of communal bonds, as well as the savings de
"posit business. The Landes-Hypotheken-Anstalten aim at no pe
cuniary gain and in view of their. public character the end they 
pursue is the benefit of the community. They are therefore ex
tending credits chiefly to the owners of small and medium size 
.agr~,\ultural holdings, the owners of big estates being generally 
able to obtain credit elsewhere, if required. This entails a large 
amount of work, which is barely remunerative, but which leads to 
a distribution of the risk over a wide field. The risk is further 
requced through a provision in the statutes" of these mortgage 
banks that loans may be. granted only to enterprises within the 
boundary of the province, a provision which enables a close ob
servation of the movement of commodity and real-estate prices. 

LoANS TO ADMINISTRATIVE CoRPORATIONS. The provincisl 
mortgage institutes have separate departments (which in some 
cases, though they are under the same management as the mort
gage institute, take the shape of an independent bank) for the 
extension of credit to administrative corporations. Loans may 
be granted to such corporations only as have the right to levy 
imposts on their constituents. The loan must be for productive 
purposes and approved of by the Provincial Government which 
first satisfies itself that provision for interest and redemption has 
been made in the budget of the respective corporation. In case 
of default the Provincial Government will step in and levy special 
contributions on the constituents of the corporation for the pur
pose of meeting these charges. 
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GRANTING OF SHORT-TERIIl LoANS. Long, as well lIS short-term 
loans (to individuals and to corporations) are granted. In the lat
ter case (short-term loans) the required funds are obtained from 
savings deposits, while long-term loans are financed through the 
issue of mortgage bonds. In the ClISe of some such issues pay
ment in gold is promised to the holders of bonds. In the counter
vailing transactions, where the provincial mortgage institute ad
vances funds on hypothecary security, the borrower must also 
engage, of course, to pay on a gold basis. The provision is prac
tically without importance in view of the stability of the Austrian 
currency, but it was inserted in some issues in 1925 when it WIIS 

intended to interest foreign capital in this claBB of securities. 

CREDIT ASSOCIATIONS FOR TRADESPEOPLE 

The Credit ABBoriations are cooperative societies whose object 
is to extend the facilities of banking to circles which otherwise 
would be denied these advantages. The idea underlying these 
organilations is that, while the individual tradesman, small dealer 
or employee may not offer sufficient guarantee for credit being 
givsn to him, an organilation of such people. where all members 
would be jointly and severally responsible for the liabilities of the 
association would be a fit object for credit transactions. 

SHo\III8 0.. COOPE&\TIVIIl ClIEDrr AssocIATIONS. The initial 
capital of coI:iperative credit associations consists of the shares 
(Gesc11aftsanteile) of members which, like the shares of joint
atork companies, are in round sums of a fixed nominal value. The 
credit bllSis of coI:iperative associations, ho~ver, is not limited 
by the amount of this capital. as it is in the case of joint-stock 
companies. but it extends further. comprising the personal credit 
of the members. who are liable beyond the amount of the share 
they ha\'e in the association and generally to the extent of a mul
tiple of that share. Under these conditions it is of great impor
tance to would-be creditors of the association to know who are 
its individual members and the law therefore pro\ides for a pub
licly affi!Ssible register to be kept by the _iation where all 
members are entered with the dates on which they joined or left 
the assoeiation. The capital (Gesrhiftsein\agen-Kapital) of co-
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operative credit associations is not definite and fixed, as it is in 
the case of joint-stock companies, but may be increased or de
creased by new members joining or old members leaving. The 
responsibility of a member leaving the association, however, 
ceases only after the expiration of twelve months from the end of 
the year in which he left the association. Every member, irre
spective of the number of his shares, has only one vote. Another 
feature which distinguishes cooperative societies from enterprises 
organized on a capitalistic basis, is the identity of the association 
(i.e. the members of the association) with its clients. No member 
of a cooperative association has, of course, a right to obtain credit 
purely on the strength of his membership, but his application will 
be granted within the limit of the available means, provided the 
conditions upon which the executive committee make the grant
ing of the credit dependent, are complied with in his case. These 
conditions are imposed in the interest of the association as a 
whole and comprise the security of the credit, its use for produc
tive economic purposes and its proportion to the extent of the 
enterprise. 

ASSOCIATIONS AMONG CREDIT ASSOCIATIONS. The urban credit 
associations are organized in "Anwaltechafts- und Revisions
Verbiinden" (attomeyship and audit. unions) which offer legal 
advice to their members and audit their accounts. One audit 
every two years is compulsory under the law, but recently an 
audit taking place once a year has been voluntarily introduced. 
The Oe8terreichische Zentral-Genossenschaftskasse, which has 
been in existence since 1922, of which the majority of these credit 
associations are "members, acts as a central bank and clearing 
office for them. 

STATISTICS ~ THE CoOPEllATIVE SoCmm:s. The statistics of 
Cooperative Societies are incomplete. The provisions of the Gold 
Balance-sheet Act became effective for them in 1926 only and 
many relevant figures are still lacking concerning a considerable 
number of these associations. Their total number exceeded 500 
in 1928. At a convention of the credit associations held in May, 
1928, 260 societies' reported, whose balance-sheet totals' were 
S 158,422,650. Their aggregate capital amounted to S 7,760,808 
and reserves to S 6,492,656, while savings deposits under their 
administration were stated to be S 134,891,838 and outstanding 
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loans to members S 125,660,667. A comparison made in the case 
of 30 medium-sized societieS between their pre-war poeition and 
the existing conditions shows that capital and reserves, savings 
deposits and outstanding loans now amount to about one-third 
of the respective items in the balance-sheets of 1914. It must 
be taken into consideration that the currency inflation had wiped 
out completely all capital invested in tiUes to money and that 

. these figures do not so much repreeent an advance on existing 
lines as a creation ab ovo. 

AGRICULTURAL CREDIT ASSOCIATIONS 

The chief feature which distinguishes the agricultural credit 
associations from the credit associations for tradespeople is that 
membership in the former organilation entails an unlimited re
sponsibility for all liabilities of the association as opposed to the 
liabilities of the members of urban credit associations, which is 
usually limited to a variously fixed multiple of the shares 
(Geschiiftsanteile) possessed by each member. Only rural land
holdere are eligible 88 members of the agricultural coOperative 
credit societies (also called Raiffeieenkassen after the German 
founder of fJle institution). There are at present about 1,700 
Raiffeisenkassen in Austria. Members requiring loans must offer 
a reasonable security or the guarantee of one or two other farmers. 
The activity of every Raiffeisenkasse is limited on principle to 
the district where it has its _t. 

It RAI1'FElSENIWlSEN. It Short-term loans only are granted, but 
in view of the requirements of agriculture the duration of a credit 
is at least nine months, because the capital invested in agriculture 
is turned over once a year only. The Raiffeisenkassen obtain 
the necessary funds from d~posits of their members and of other 
inhabitants of their district. The flll't that members are liahle 
to the full value of their estates for allliahilities of the association 
offers considerable attraction to small rural investors.. 

CoOPERATION AYONG ,.l1li AGBlCULTVlIAL CuDrr AssocIATIONS. 
In ~ to their internal organization the Raiffeisenkassen re
eemble closely the urban credit _iations deseribed in the pre
vious sections, and with the exception of the responsibility of 
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members (which is unlimited, in regard to Raiffeisenkassen and, 
as a rule, limited in the case of urban credit associations) the legal 
provisions governing both kinds of institutions are the same. In 
every province the Raiffeisenkassen are united in one "Land
wirtscbaftliche Genossenschafts-Zentralkasse" (Central Office 
of Agricultural Cooperative Societies) which within the federal 
province acts as a sort of central bank for the societies. Surplus 
funds available are placed with farmers' cooperative productive 
societies, where possible, or else another remunerative investment' 
has to 'be found for them. In recent years the investment of sums 
in other than agricultural enterprises has' been proportionately 
larger than it was before the war. As a matter of fact, all cen
tral offices have funds at their disposal which they find it diffi
cult to employ remuneratively in agricultural loans. This is due 
to the fact that the rates of interest for such loans, depending of 
course, upon the official bank rate, are still higher than the aver
age yield of rural holdings. 

THE "GENOSSENSCHAPTB-ZENTRALKASSE" OF LowER Aus
TRIA.' The Genossenschafts-Zentralkasse of Lower Austria is the 
largest provincial central office of agricultural cooperative 
credit associations in the country and accounts for about one
third to one-half of the total money turnover effected by all pro
.vincial central offices combined. In 1913 this Genossenschafts
Zentralkasse had a turnover of 87 million gold kronen, equivalent 
to 130 million schillings. In 1925 the turnover amounted to 19.3 
million schillings only. In 1913 the aggregate of deposits of mem
ber associations was 65.5 million schillings, while it figured at 
18.6 only in 1925. ,Outstanding loans were 12 million schillings 
in 1913 and only 6.6 million in 1925. 

It deserves to he mentioned that, while the Agricultural Credit 
Associations have been provincially organized as members of the 
Genossenscha!ts-Zentralkassen for some time, no common organi
zation uniting the provincial central offices in one national central 
office was in existence until recently. In August, 1927 a central 
clearing institute was formed lor that purpose by the provincial 
organizations of cooperative credit organisations in conjunction 
with the Allgemeine Oesterreichische Boden-Credit-Anstalt and 
with the participation of the Preussiscbe Zentral-Genossenschafts
kassa, Berlin. The Institute which was organized as a joint-stock 
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oompany under the style of Giro.entrale der Oesterreichisehen 
Genossenschaften has a share capital of S 5,000,000, three-fifths 
of which were suhscrihed by the provincial organizations of credit 
societies and by the Allgemeine Oesterreichische Boden-Credit
Anstait jointly and the remaining two-fifths by the l'reussische 
Zentral-Genosseneohaftekassa. With a view to ensuring a pre
ponderating influence to the cooperative societies, it has been 
provided that the President of the Girolentrale and at least one'
half of the Board of direotors must be chosen from among the 
members of the local organizations of credit societies. 

CONCLUSIONS 

After this diseu88ion of the history and present organisation of 
the Austrian financial system a word requires to be said on the 
changes which have taken plaoe in the last ten or fifteen years, 
i.e., in a period which, in Austria a8 well as in most other coun
tries, bas been contemporary with a political, economic and social 
evolution, which was hardly, if at all, suspected in the first dec
ade of this century. That a development of BUeh importance 
should have left its traces on the banking organisation of Austria 
is natural, especially when the fact is bome in mind that of all 
Central European countries Austria has perhaps been most af. 
fected by the rearrangement which took place during and after the 
war. If an attempt is made to inquire into the exact nature of 
the changes wrougbt by international and national commotiOM 
during that period, and if one endeavors to ascertain the extent 
to which outside forees have been allowed unhampered play iu 
l;Dodifying the Austrian financial organization, it is found that, 
apart from the temporary modification produced by the destruc
tion of normal exchanges during the hostilities and for some time 
after their _tion, and by the somewhat unbalanced feeling 
which prevailed during the inflation period, 110 deep changes 
have been ef[eeted in the system. 

RsuTIVII IMPOIITANCII 01' BANES IN EooNOKIC I..InI 01' Au&
ftu. The financial institutions hav8'Certainly suJrered a diminu
tion of their eapital and the 'fOiume of lM,sjr ess baa t
oonaiderably ftdueed as eompand with the pre-war periocL. BJa 
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their relative importance, as factors in the economic life of 
Austria, has. not only remained unimpaired, but bas actually 
grown. This is due to the continued prevalence of the con
ditions, which primarily led to the acquisition of a preponderating 
influence by the Austrian banks over the industrial and commer
cial life of the country in the last quarter of the 19th century. 
During a period as critical as the one under review industry and 
commerce had to lean to a larger extent on the banks, whose hold 
on them thus became still firmer. 
• The question whether this control constitutes an advantage or 
a disadvantage to national economy has been often debated, not 
so much iii Austria as among foreign students of banking, but a 
perfectly conclusive answer thereto has been returned by the two 
prominent experts, Messrs. Charles Rist and W. T. Layton, who 
conducted an inquiry into the conditions of Austria in the sum
mer of 1925: 

" The scarcity of capital and of small savings which made in
dustrial investment impossible explains the important part played 
by thf/ banks in the industrial life of Austria. Savings did not 
readily find their way, even into the banks, and Austrian credit 
institutes had to grant a rate of interest of four per cent at a 
time when the customary savings bank rate elsewhere - as for 
example in France and Great Britain - was 21 per cent. In 
these circumstances it was quite natural that Austrian industry 
should have been fostered by national financial institutions and, 
through their agency, by international capital It ia there/or. 
irrelevant to a8k whether the participation 0/ banks in induatrg 
has been beneficial to its development and technical impr/W8-
ment, or the reverse. Where .there i8 only one solution it i8 ne«8-

sarUy· the best." 
FOREIGN INVESTMENTS IN AUSTRIAN BANKS. The Austrian 

banks were quick after the war to reestablish the relations which, 
prior to 1914, had united Vienna with the large financial centers 
of the world. The traditioM of the Vienna credit institutions and 
the manner in which they acquitted themselves, under peculiarly 
difficult collditions, of their pre-war obligations towards ex
enemy countries, inspired· confidence abroad and materially 
assisted in re-linking Austria agaill to international finance. For
eign capital, is now invested in all the more important commer-
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cial banks of the country to a considerable degree and some of the 
leading foreign financial houses (especially American) are repre
sented on the board of Vienna credit institutions and, incidentally, 
on the boards of industrial companies belonging to the ee Konzem " 
(i.e., the sphere of influence) of the banke. While this was in 
some degree the case already before the war, the relative extent 
of the interest pOl!Sessed by foreign groups is now mucb larger. 

PoelTlON 01' VIENNA BANKS IN SUCCESSOR BTATIIS. Tbe posi
tion which the Vienna banks occupy in the economic life of 
the Successor States is a delicate point to discuss. Owing to th' 
endeavors of the Succession States to free themselves of the 
economic influence of Vienna, the Austrian banks have lost 
ground here and there, while in other places they were able to 
maintain and even extend their hold. Though it is perhaps not 
qusstionable to which side the balance inclinss, the banke have 
given a creditable account of themselvss in this respect and have 
also rendered conspicuous services to the national economy of 
those states. The Vienna banks also continue to hold a consider
able influence in various credit institutions of the Succession 
States, and through them, in a large number of financial and in
dustrial enterprises. Any change of the situation which has arleen, 
compared with the one existing before the war, has therefore been 
a modification in degree rather than in essence. 

CoNCENTRATION MOVEIIlEN'l'. A feature of the period under 
review which to students, in countries where the effects of CIlJ"o 

rency depreciation have not been felt, might appear striking, is 
the fluctuation of the number of banks, but the causes which led 
to a large increase of banking establishments in the time of the 
currency inflation are explained through the peculiar conditions 
,..hich then obtained and the mentality which they engendered.. 
The subiect has been dealt with at some length in previous see
tions and its details need not therefore be JeOOunted here. These 
peculiar conditions, as well as the banks which came into exm
ence in the inflation period, were a passing experience. When 
they had disappeared, along with some old establishments which 
had been unable to steer through the crisis of 1924, the remaining 
banks, with no likelihood in the near future of a stock-exehange 
and issuing business on the scale witnessed during the inflation, 
were faeed with the problem of suiting their organiaation to the 
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existing conditions. This meant retrenchments through the dis
.missal of a considerable number of clerks (at substantial ex
penses to the banks, owing to the necessity of paying compen
sations) and further brought the topic of "concentration" to 
,the foreground. The word, as it is understood in Austria in 
this connection, implies the gradual amalgamation of smaller 
institutes. by the large banks. This policy began to take shape 
.in the first half of 1926 with the absorption of the Austrian 
·establishment of the Anglo-Austrian Bank by the Oesterreichische 
,credit-Anstalt. Further steps on the same road were the absorp
tion of a number of provincial institutions by the Oesterreichische 
.Boden-Credit-Anstalt and, finally, the amalgamation through the 
.latter bank of the Verkehrsbankand Union-Bank in Vienna. 
The full effect on the remunerativeness of the banking business 
.which these sundry mergers have had, will become apparent in 
.1928 only, when a complete financial year will have elapsed since . 
the more important of these transactions have taken place. The 
.amalgamation has already had the effect of considerably increas
ing tpe turnover of the remaining banks. 

At' ~he beginning of 1927 the Austrian banking organization 
would appear to have completed its adaptation to the existing 
conditions, though the tendency continues to be towards further 

\

retrenchments and greater economy in working expenses. The 
.ulterior development will depend on the degree of economic pros
perity in Austria. Symptoms interpreted with the greatest care 
by economic experts would lead to the conclusion that the country 
is gradually emerging out of the stagnation which followed the 
crisis of 1924. It should be remembered, however, that in a small 
country like Austria the rate of economic progress is largely de
termined by circumstances or forces which originate outside the 
frontiers of the state. 



CHAPTER IV 

THE BANKING SYSTEM OF BELGIUM 

BY 

R. J. LEMOINE' 

T ....... La'." by FRANC... SlOTH 

mSTORICAL SUMMARY OF THE MONETARY SYSTEM 

THII DUTCH PERIOD. After having had an extremely disturbed 
politic&! and economic history as a result of her geographical 
position between powerful and hostile neighbors, Belgium, under 
the Convention and Napoleon I, W&e annexed to France, whose 
armies had conquered the Netherlands (Belgium and Holland). 
In 1815, after the fall of the Empire, Holland, under King Wil
liam of Orange-Nassau, repined its independence and, by the 
Treaty of Vienna, Belgium was joined to her II &8 extension of 
territory." Religious and political dift'erencee divided the inhab
itants of the two parts of the kingdom, which, however, from the 
economio view, supplemented one another admir&hly. Holland 
had her own bank of issue which, on the union of the two coun
tries, naturally was to serve the Southern as well &8 the Northern 
provinces. 

The Belgian metal currency, on account of the long occupa
tion of the territory by the French armies and civil administra
tion, W&e overburdened with French coins, principally silver, and 
the Dutch lIorin, the legal coin, was introduced only with difficulty. 
Notes of the Bank of Amsterdam did not circulate since local 
customs were unfaVorable to the use of fiduciary money that W&8 

payable in lIorins, a unit little used in the South. To remedy 
this situation, which W&8 of the greatest harm to the country, 
King William ereated in 1822, at BrusseIs, the capit&! of the 
Southern provincee, a bank of issue called .. Soci~ Gen&ale pour 
favoriser l'industrie nationale" (General Society for the PromO-: 
tion of National Industry), or simply, II Soci~ Gen&ale," with 

1 Li .... cia de l'EcoIe des ScieIl... poIitiq_ e& 1IOIIiaI.., Bnuoola rIM
......". 

ITI 
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a capital of fifty million florins (twenty million of which were 
in crown lands) represented by shares of five hundred florins. 

POWEBS OF THE BANK. The powers of the new bank were very 
complex. It could receive deposits, issue notes and bonds. The 
last could not exceed twenty million florins; the amount of the 
n.otes "should always be calculated according to the total and 
real capital of the Societe. No arrangement was provided for the 
metallic reserve." The bank could discount, make advances on 
securities, or commercial paper, on merchandise, on real estate, 
etc. It was fiscal agent to the State. "The program of the So
ciete Generale was far from meeting the demands of a rational 
banking policy, as we conceive it at present. But, at that time, 
the principle demanding the separation of the issue of notes from 
other operations was scarcely beginning to evolve. Likewise, the 
conferring of a landed endowment on a bank for commercial and 
industrial credit seemed a happy measure. The principal form 
of wealth consisting of real estate, such. an endowment would 
constitute an element of prestige and power." Let us add that 
there were in Belgium at that time only private bankers, the most 
important of whom operated in Antwerp. In 1824, in.lkussels, 
" twelve intermediaries were sufficient for all the transactions of 
the Stock Exchange, not only in public securities, but also in mer
chandise, insurance, ete." Quotations of securities, in both Brus
sels and Antwerp were established only twice a week. 

The Societe Generale established, in a small way to be sure, the 
circulation of fiduciary money in Belgium and also instituted 
industrial credit. 

INDEPENDENT BELGIUM.-l'LURALITY OF BANKS OF IssUE. 
The revolution of 1830 divided h,to two parts the Kingdom of 
the Netherlands. The Societe Generale, by reason of serving as 
fiscal agent of the Duteh Government up to the revolution, had 
numerous difficulties with the Belgian Government, but it pre
served that function under the new regime as under the old. In 
1833, to counterbalance its power, there was created by royal de
cree on March 4, the Bank of Belgium, which, like the Societe 
Gcnerale, had very extensive powers and the right of issuing notes 
to the amount of i~ capital, that is, to twenty million francs. 

The Banque Liegeoise was established at Liege the same year, 
with the right of issue to the amount of three quarte18 of its capi-
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tal of four million francs. It could receive deposits, organize a 
savings bank, and make mortgage loans. "The charter forbade 
it expressly to grant discounts -a strange provision for a bank 
issuing notss." 

On August 13, 1841, the Bank of Flanders was established, with 
English funds, with a capital of ten million francs. It also was 
given the right of issue and was to handle short-term Credit in 
Flanders. 

These four banks, assisted by private bankers of which some 
firms survive nowadays, continued to exist as banks of issue until' 
1850, the year of the ereation of. a sale institution of issue, the 
National Bank of Belgium. They passed through several orises, 
notably in 1848, a time when the government had to decree forced 
legal tender, not on acoount of an exoessive circulation of bank 
notes, but because the bank of issue, engaged in industrial opera
tions, had fixed assets that could not be realiled. The table below 
gives the fiduciary circul/ltion in Belgium during the crisis, the 
two large banks in Brussels alone oontinuing to issue notes. 

80ciili Giniral. Bonio 0/ B.lgi..... Toial 
(in milliODll of r ...... ) 

April 10. 1848....... 16.3 
Jun. 30, 1848. . . •.. . . 282 
~mbtor 31. 1848.. 32.0 
Mareh 81. 1840..... a8.& 
O.tobel' 15, 19-111.... 44,7 
Dtoeembor 31, 1848.. 3M 
:oecombel' 31, 1850.. 31.7 

u 
U 

10.3 
1U 
10l 
10.8 
10.8 

18.7 
34.0 
42.3 
KO 
64.1 
47.0 
43.3 

Before 1848, the total note issue, including that- of the private 
bankers, ftu~tuated around twenty million francs, against a supply 
of two hundred million fran~ of gold and silver eoios in cirou\a
tion. Until the foundation of the National Bank of Belgium, sole 
bank of issue and fiscal agent for the St.i\ts, eommereial credit, 
properly speaking, was very litUe developed. Resort to discount 
was not only limited but badly distributed. The Belgian pub\ie 
grew a~ustomed but slowly to the use of bank DOtes, known only 
in the large ~ters. The banks of issue were rent by powerful 
eoonomic and politiw rivalries. They negleeted the business of 
disoouoting to finan~ the formation of corporatioDs and, on ac
count of the lack ~ a central bank, eacll bank, in_ of crisis, 
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could depend only on itself. In a country with so limited a terri
tory as Belgium, the plurality of banks of issue had the unexpected 
.consequence of restricting the circulation of bank notes to such an 
extent that only the forced legal tender decree of 1848 rendered 
.them better known to the population. 
: FINANCI:NO CoMPANIES. We have seen that the banks of issue 
An Belgium played really the role of "promoters." This fact is 
worth dwelling on, for it is in Belgium, and not in Germany or 
·France, that we find the historical origin of the" mixed banks," 

..... so characteristic of the banking organization of the European 
.continent. 

The creation of corporations - numerous for the period and 
for the state of the country's industrial development- was 
:largely the work of the two banks of issue in Brussels, which did 
llot always intervene directly, but entrusted the task of putting 
their projects into execution to "subsidiary companies which 
they had founded, associations closely related to what are now 
called. in Belgium finanoial trusts or investment banks. The in
troduption of this type of company is often attributed to the Eng
lish, who began to establish them about 1860. However, as a 
matter of fact, these two types were functioning in Belgium as 
early' as 1835." (Chlepner.) According to their own statutes, 
the kind of activity of two of these investment companies is: "to 
contribute to the formation of all useful enterprises by taking an 
interest in them; to buy and sell merchandise, concessions, an
nuities, and other securities; the investments that the company 
ehall make shall be regulated constantly so that its capital may 
be divided among the greateSt possible number of establishments 
and always in proportion to the capital of the company." 

CHARACTERISTICS OP THE PERIOD. The preceding discussion can 
be summed up as follows: From 1830 to 1850, Belgium had a 
plurality of banks of issue, which, far from leading to excessive 
issues, did not render the use of the bank note popular. The cir
culation of bank notes spread, thanks to the forced legal tender, 
established to remedy the want of liquidity in the banks' assets, 
and not as the consequence of any inflation. The banks of issue 
had various activities; they carried on a mixture of operations, 
contrary to 'present BOund monetary principles. Commercial 
credit was undeveloped. On the other hand,. industrial expansion 
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necessitated the concentration of capital for the establlshment of 
companies. A certain specialization was necessary for the han
dling of the launching of these enterprises, hence the origin of 
financing companies, closely related to the mixed banks. These 
two types of hank originated in Belgium. 

THE LATIN UNION. MONETARY TROUBLES IN 
BELGIUM 

The monetary history of Belgium is closely bound to that of the 
Latin Union. The metal circulation was largely composed of for
eign coine, a8 a result of the Kingdom's having passed many cen
turies under different masters and in less than fifty years, having 
known in turn Austrian, French and Dutch domination. 

The monetary law of June 5, 1832, made Belgium in this re-
8pect a utellite of France. .. By that law," writes Professor 
Willi8, .. she adopted in ita entirety the monetary system of France 
and even. went so far a8 to give to the French silver five franc 
pieces, the quality of legal tender in Belgium. The essential stipu
lations of the law were brielly these: 

1. Five grams of silver nine-tenths fine constituted the mone
tary unit which was called the franc; 

2. Th.e subsidiary coins, also nine-tenths fine, were to he the 
same as those of France; 

3. The national gold coin was to he the 20 franc piece aDd one 
kilogram of gold was to be coined into 155 of the pieces." 

The original plan presented by the government gave the mone
tary unit the name of It Belgian pound "; bowever, on a motion 
of the central eection of the Chamber, the won! .. franc" was 
adopted, creating a situation that began to be modified at the 
end of 1926 only. \ 

As a matter of fact, from 1832 to 18U, the gold coinage was nil, 
and that of the five franc silver pieces did reach ten millions. At 
U,e same time, the gold florinS of the Netherlands, struck with a 
higher coinage ratio to silver than the French par, weft abun
dant in Belgium where they weft still legal tender • 

.. To neapitulate, the various coins legally reeogniaed were 
these: 
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1. Belgian silver coins. 
2. Belgian gold pieces of 20 and 40 francs. 
3. Dutch gold 10 florin pieces. 
4. French gold pieces of 20 and 40 francs." 
But the need of a national coinage was becoming felt and opin

ion was becoming disturbed over a "monetary parasitism" that 
placed Belgium between countries with a gold standard and 
others with a silver standard, exposing her to constant drains. 

On March 31, 1847, a new law was passed, providing for: . 
1. Suppression of Belgian coins of 20 and 40 francs, the rate of 

issue of which was 3,444.44 francs per kg. fine; 
2. Manufacture of 10 and 25 franc pieces at the rate of 3,495 

francs per kg. fine. This system was greatly criticized. In fact 
Professor Willis characterized it as follows: "The legislation 
seems to have been of a very haphazard character." 

EFFECT OF THE REVOLUTION OF 1848. The revolution of 1848 
in France and the premium on gold in Paris and Amsterdam led 
to the repatriation of French and Dutch coins. To remedy this, a 
new'law, passed March 3, 1848, made the English sovereigns 
forced legal tender at the rate of 25.50 francs. 

" At this time then," writes Professor Janssen, "there could 
circulate simultaneously in Belgium as legal tender four sorts of 
gold coins, manufactured under different conditions in four 
different countries: 

The French gold franc was calculated 

Ratio betIDe"" 
gold and lIilun 

in francs .•••...•..•.•••...••••• 3,444.44 15.50 
The English sovereign W88 calculated 

in francs .•.•.••.•••••.•...•.•.• 3,485M 15.67 
'The Belgian gold franc was eaJcu-
, Jated in francs ••.••••.•...•....• 3,495~ 15.80 
The 10 florin pieoe of the Nether-

lands W88 ealeu1eted in fran.... ••. 3,500.- 15.67 

Scarcely were these measures taken when gold began to de
crease in value, and the Minister of Finance, Fr~re-Orban, sub
mitted a bill proposing the demonetization of French gold and the 
progressive withdrawal of the Belgian gold coins. The passage 
of this law would lead to the rupture of the d6 facto Franco
Belgian monetary community, and would substitute for bimetal-
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!ism the single silver standard. But the government made the 
mistake of not baptizing the Belgian coin with a new name, and 
French gold, although legally prohibited, gained ground. 

OREBHAII4'S LAw IN OPERATION. These French gold coins, read
ily acoepted by the populace, were substituted for silver coins ex
ported for remelting. At the same time, worn French silver pieces 
invaded Belgian circulation. Ie As much of the French silver coin 
had lost fully 6% of its value by wear, it was a very profitable 
operstion to export this light-weight coin to Belgium, where it 
was still legal tender, exchange it for heavy Belgian coin, melt 
the latter, and re-export it to Holland and Germany, the two 
principal oountries of the single silver standard. In this way, the 
better part of the silver circulation of Belgium was gradually 
exchanged for the abraded French coin." 

For the third time, June 4, 1861, the Belgian Chamber modi
fied the monetary system by again adopting the double standard 
of gold and silver (ratio 1-15i) as it existed in France. 

TH'& ALTERNATING STANDAlID. This was to introduce in reality 
not a double standard but an to alternating" standard, occasion
ing constant changes in the discount rate and the progressive de
terioration of specie. to Surrounded as she was by countries some 
of which had the single gold and some a single silver standard, 
while the actual currencies frequently corresponded to neither, 
Belgium was in a position to feel most keenly the disastrous con
sequences of her alternating standard." 

Under the double inftuence of the outflow of gold and the 9-

portation of silver into France, Belgium, Switserland and Italy, 
whose different laws established a de facto monetary union, the 
five frano silver pieces disappeared from these four different. 
eountries and were followed in their exodus by the fractional 
coins. Thus the intrinsic value of the subsidiary coins was een
sibly lowered in the different countries by the laws of "circum
stances. Belgium, alone having preserved her fractional GOins at 
a standard of 900/1000, saw them disappear and ~irculate abroad 
without being able to benefit by a neip~al situation. 

MOH'&TAIIT CoNvENTIoN 01' 1865. It was Belgium who took 
the initiative in an international conference that resulted in the 
first formal convention of the monetary union called the Latin 
Union (December 23, 1865). . 
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The convention was composed of Belgium, France, Italy and 
Switzerland, united in regard to the weight, standard, diameter 
and legal tender value of their gold and silver coined specie, cop
per coins excepted. The five-franc silver pieces and the gold 
pieces had a standard of 900/1000 and the fractional coins a 
standard of 835/1000. • 

The silver pieces were made legal tender between individuals 
of the issuing state to the amount of fifty francs per payment. 
The public treasuries of each of the contracting parties received 
the silver coins of the other signing states to the amount of one 
hundred francs a payment, eac\! of the governments being pledged 
to accept from individuals and the public treasuries of the other 
states the subsidiary coins that it had issued and to exchange 
them for an equal value of current coin, on condition that the 
sum presented be equal or superior to one hundred francs. The 
obligation of acceptance and exchange was to remain valid for 
two years after the expiration of the convention. 

The quantity of fractional silver coins was limited to six francs 
per irlhabitant, that is, 32,000,000 francs for Belgium. 

The convention was to remain in force for fifteen years, until 
January 1, 1880, then, unless it were protested, it was to be re
newed by tacit continuation for further periods of fifteen years. 

No mention can be made here of the arrangements affecting 
the other countries; the excellent works of Professors H. Parker 
Willis and Albert E. Janssen will permit the reader to inform 
himself fully on this subject. 

BELGIAN PaOPOSALS DEFEATED. It is fitting to remark that the 
bimetallio system was maintained although the Belgian dele
gates had heen instructed to favor the adoption of the gold stand
ard.· Belgium, the battlefield of Europe and the junction of civi
lizations and monetary systems, had dearly learned to fear the 
consequences of the double standard. But against the will of the 
Swiss, Belgian and Italian delegates, the French Government ex
acted the maintenance of bimetallism, which permitted the Bank 
of France to pursue an easy policy of protecting its reserve. 

ADoPTION OP GoLD STANDARD BY GERMANY. From 1850 to 1865 
silver was at a ptemium compared with gold. After 1866 gold 
began to be at an increasing premium relative to silver, and 
speculation commenced again, but in a different manner. The 
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German Empire in 1871 had adopted the gold standard, which 
led to the demonetization of the German silver coins. "If the 
freo minting of silver, in the ratio of 1 to 15i, was maintained 
in the states of the Latin Union, it is certain that the great mass 
of German silver, estimated at a billion, would be melted in the 
crucibles of the mints of the Union, to come out in the form of 
five franc pieces."· . 

This threatening situation alarmed the Chamber of Represent
atives of Belgium, and the former Minister of Finance, Frere
Orban, advised the government to oal\ a conference to decide on 
the limitation or suspension of the coinage of silver. The sum
mons led to no result. But the manufacture of silver pieces at the 
BI1JII8e1s Mint increased considerably and the consequences of an 
excessive coinage became evident, especially since speculators 
were preparing to present for minting large quantities of Austrian 
florins, demonetiled in Germany. 

LIMITATION 01' SILVER COlNAGR. On September 5, 1873, the 
Ministry limited the coinage of five-franc silver pieces to 150,000 
franca a day. The National Bank of Belgium had propoeed the 
suspension pure and simple of the coinage of silver pieces, the 
single adoption of the gold standard and the revision of the con
vention of the Latin Union. By royal decree, December 18, 1873, 
the exchange office was closed to private individuals in regard to 
silver, and the coinage of silver pieces took place exclusively for 
the account and profit of the State. The other signing states took 
analogous measures. 

MODII'IC&T10N 01' CoNVENTION. On January 31, 1874, a sup
plemental agreement to the convention of th~ Latin Union pro
cured the first limitation of silver coinage. For the year 1874 
Belgium was allowed to mint only 12.000.000 france in five franc 
silver pi-. ~.900.000 of .... hi~h were for ingot reffipts delivered 
before December 31, 1873. This restriction was prolonged for the 
year 1875. In 1876. the Belgian quota .... as reduced to 10.soo.000 
france. Belgium ..... hich had minted III millions in 1873, thus 
a~pted a serious limitation, more severe than that of any other 
country. 

The convention therefore was profoundly modified, and as ~ 
would expire December 31, 1879, the French GoYenllllellt, to 
preven' ita tacit eontinuation. deDOWloed it in 1~78. A DeW __ 
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ference was assembled. "Belgium asked in substance for the 
absolute suppression of silver coinage in the five states; she de
clared she was ready to accept as legal tender the gold pieces of 
the Union and opposed to giving legal tender character to the 
silver pieces, and she showed little eagerness to conclude an agree
ment of fixed duration, in order to be able to procure the means 
of passing over to the single gold standard when it suited her." 

As Italy, following the war of 1866, had a system of forced 
legal tender'paper money, Belgium and France asked for guaran
tees from Italy for the future; " the States called attention to the 
fact that on the expiration of the treaty, Italy might have an in
creased forced legal tender, or wish to pass over to a silver 
standard by substituting for paper, notes printed on silver metal. 
In either case, it was certain that Italy would leave the Union and 
that the Italian coins circulating in the other States would suffer 
depreciation." France and Belgium did not wish to undergo the 
loss resulting from this, and asked that Italy take back her coins 
circulating in the other States and replace the equivalent of the 
amo\Ult with gold. 

The convention of 1865 was renewed with modifications; the ' " 
coinage of five-franc silver pieces was temporarily suspended and 
could be resumed only on the unanimous agreement of the con
tracting States; the issue of fractional coins could not exceed six 
francs per inhabitant, that is, 33,000,000 franes for Belgium, in
cluding the quantities already issued. The National Bank of 
Belgium ... like the Bank of France, was pledged, by an added 
clause, to accept at its counters the coins of all the States of the 
Union, By the terms of Article 15 of the convention of Novem
ber 5, 1878, the latter should remain in force until January 1, 
ISS6, and, unless denounced, be prolonged from year to year by 
tacit continuation. oThe negotiations that took place in 1885 
turned on the insertion of a " clause of liquidation" in view of the 
eventual disbanding of the Union . 

.. France," Professor JaDBBen writes, II possessed a supply of 
Belgian and Italian five franc silver coins representing from 700 
to 800 million francs at legal value, but which, melted into ingots 
and valued at the, commercial rate for silver in 1885 would have 
immediately lost 22S1(" that is from 154 to 176 million francs." 
France was seeking a way to avoid this loss. 
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The French delegation proposed that the contracting States 
should be pledged to redeem, at the nominal rate, the coins is
sued by each, on the dissolution of the Union. 

The Belgian Government opposed this. Such a clause would be 
particularly onerous for the country that, in proportion to the 
other States, had minted much more silver than its circulation 
required, especially since the payment of the French war indem
nity to Germany had led to heavy demands for silver in Belgium. 
Belgium proposed that the contracting parties should simply 
promise not to demonetill'e their five-franc silver pieces for a 
certain number of years after the disbanding of the Latin Union: 
This pledge would permit the other States to return to Belgium 
through natural channels the Belgian silver coins still in circu
lation in their respective territories. 

Each maintained its stand i the Belgians left the conference, 
and the convention of renewal, including the liquidation clause, 
was signed without them. But official negotiations were soon re
sumed, and, December 12, 1885, an additional agreement was 
signed by the contracting States on one hand and Belgium on the 
other. 

In the oourse of the discussion, Belgium agreed·to the return of 
the national coins through the channele of oommeretl i France de
manded a formal pledge to redeem the coins. Aceording to 
Professor Janssen, the pOsition of the Belgians was legally 
unassailable. 

By the terms of the additional agreement, the French Govern
ment authorised natural liquidation to the amount of one hun
dred million. This would return to Belgium through eommereia1 
channels. The balance, which would DOt. SUrpa811 one hundred 
million, Belgium should pay in gold or gold certificates. 

CoNvsNTloN OP 1908. Other conventions, not particularly &f
feeting Belgium, were concluded later. In 1908, however, a new 
convention was signed that has a eertsin interest for this country. 
In tbe meantime, the quota of fractional silver coins of each c0n

tracting state had become insiJfficien\. Belgium had exhausted 
her quota of ".800.000 francs. It was decided to raise the quan
tity of fractional silver money to sixteeA franes per capita, with 
the restriction that the annual coinage of each of the eontractin& 
States should not surpass 0.60 franes per inbabitan\. The min~ 

• 
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ing could be accomplished by remelting the coins in circulation, 
the quantity of Belgian five-franc silver coins still existing being 
estimated at 375,000,000 francs. Belgium requested, in addition, 
the admission into the Union of her new colony in the Congo, 
which was destined to absorb considerable quantities of silver in a 
short time. 

On the eve of the war, the Latin Union was maintained, re
newed from year to year; the contracting States had a common 
interest, the liquidation of an important supply of five-franc 
.coins, "the burdening inheritance or bimetalIism." The joint 
interest made it possible to avoid the losses of that liquidation, 
which would have been particularly felt by Belgium. In fact, the 
five-franc silver piece had become a sort of unexplorable counter. 

Before the war, the dissolution of the Union would have ex
posed Belgium to the demonetization of the majority of her silver 
coins, repatriated to maintain the excbange at gold par. This 
demonetization would have led to contracting an important loan, 
constituting a heavy budgetary burden. The minting of silver 
coin~ for the Congo would permit a part of this supply to be 
absorbed gradually and would avoid the debt . 
. The existence of five-franc pieces· as legal tender would make it 
possible for the National Bank of Belgium to protect its gold re. 
serve, the two coins, the silver and the gold, being offered without 
distinction for·the redemption of no~. This gave the National 
Bank of Belgium the means of maintaining its exchange around 
par without too frequent resort to raising the discount rate. .In 
fact, since the Belgian silver coin could be presented at the Bank 
of France, the latter was led to furnish a part of the gold needed 
by Belgium in her international transactions. 

ANALYSIS 01' MONETARY SITUATION IN BELGIUM. We may have 
observed in the course of this summary that Belgium was before 
the war in a rather peculiar monetary situation: bimetallism re:
mained legally in force; however, free coinage, the essential con
dition of a monetary standard, was suspended, and silver had 
lost a considerable part of its value. In fact, tbe Belgian . silver 
pieces were counters that permitted the National Bank of Bel
gium to preserve its gold and to obtain yellow metal from 1I1e 
Bank of France; the gold of the latter institution sustained the 
value of the Belgian silver. coins.. 
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FORCED LEGAL TENDER IN BELGIUM AND THE 
DISSOLUTION OF THE LATIN UNION 

Without taking into account the ope-sided meaeures adopted 
by certain countries in special circumstances and which, though 
in derogation of the pact, were nevertheless tolerated by the other 
members of the Union, there wers no less than fourteen conven
tions or agreements additional to the first convention of the Latin 
Union. 

The war led to forced legal tender in the different countries of 
the Union, Borne adopting it to protect their reserves, threatened 
by the belligerents in eearch of precious metal, others ae the logi
cal and neoessary result of exceasive issues, indispensable in 
financing military operations. 

These issues caused monetary depreciation. In the countries 
at war, the metal coins disappeared from circulation, either being 
hoarded or attracted to Switllerland, whose exchange had re
mained at about the metal par. The silver pieces of the Latin 
Union, still having legal circulation in Switllerland, Bowed into 
that oountry, especially in 1920, when the price of silver fell 
greatly. These importations surpassing the requirements of the 
circulation, Switllerland, contrary to the stipulations of the con
vention, dE'Creed tile five-franc silver pieces of the other Allied 
countries and the fractional Belgian coins still circulating in the 
territory of the Union to be no longer legal tender. 

CoNvENTION OF 1921. A convention, December 9, 1921, regu
lated the situation. The agreement concluded between Switller
land and Belgium greatly reduced the amount of the redemptions. 
The 6,495,000 frant'8 in Belgian fractional coins in circulation 
were to be redeemed by Belgium in silver pieces of the Union. 

Of the 28,915,000 frant'S in Belgian five-franc silver coins in 
Switllerland, 22,915,000 frant'S were to remain there., the latter 
country having the right to remelt them and mint Swiss coins 
from them. The balance of six millions wae kept until January 
15, 1927, aftl'r that date Belgium being pledged to redeem them 
in equal instalments every three months, the payments being 
completed within five years at mos\. In addition, she is to pay 
an interest of 1% a year until January 1~ 1929 and 11% from 
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January 15, 1929 to January 15, 1932. Two millions must be 
paid in gold. In taking into account the interest, but not the 
expenses of shipment and remelting, the liquidation of Belgium to 
Switzerland can be estimated in round number at £133,950 sterling. 

The amount of Belgian lrilver pieces in France, according to the 
calculations of the Belgian financial administration, rose in 1925 
to 135 millions, half of which, according to the terms of the addi
tional agreement of the convention of 1885, is redeemable in gold, 
drafts or French silver coins, the other half through commercial 
channels. The Bank of France held about 30,500,000 francs in 
Belgian five-franc silver pieces and 1,000,000 francs in Belgian 
fractional coins, while the National Bank of Belgium possessed 
10,000,000 francs in French five-franc silver pieces and five mil
lion francs in French fractional coins. The two banks have ex
changed coins to the amount of fifteen millions and Belgium has 
,redeemed the balance in checks on Paris. 

As the remelting and hoarding of silver in France has not per
mitted the collection of the Belgian silver-pieces circulating there, 
the lilluidation of the Union between France and Belgium was 
terminated. Outside of the expenses of repatriation, it cost the . 
loss of the exchange on fifteen millions, but it furnished Belgium 
with fifteen million francs in silver coins, the intrinsic value of 
which has largely compensated for that loss. Thus, through the 
course of events, the liquidation of the Latin Union, which, before 
the war, appeared disastrous for Belgium, has ended, particularly 
in regard to France, without any appreciable loss, except to 
Switzerland. . 

END oJ' LATIN MONETARY UNION. -Therefore, on December 28, 
1925, the Belgian Government was able to denounce for the date 
of January 1, 1927, the convention of 1885, renewed from year to 
year by tacit continuation. 

The monetary confusion reigning since the war in all the coun
tries of the Latin Union, and in those gravitating about it from 
the point of view of the standard: Spain, Roumania, Bulgaria, 
and Serbia, renders any new agreement still very distant and 
problematical However, the Latin Union, despite its conserva
tism on the subje(Jt of bimetallism, had been one of the great 
forces contributing before the war to the uniformity of monetary 
conditions in Europe. 
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THE WAR AND THE MONETARY SYSTEM IN BELGIUM 

The complexity of eoonomic and monetary eventa in Belgium 
makes it necessary to give up a chronological treatment, in order 
to give preferenoe to the grouping of ideas bearing on a single 
question. The necessity of oondensing into a few pages the analy
sis of situations arising from an entanglement of causes, certain 
of which, entirely psychologioal, are almost imponderable, re
quires, unfortunataly, tracing in outline a period of the monetary 
history of Belgium that, in'reality, should occupy a volume. More 
detailed analysis of the statutes of the Bank of Issue is post
poned to Section III. Let it suffice now to say on this subject 
tllat Belgium had a private central bank of issue, the National 
Bank of Belgium, enjoying a privilege transformed into a de/acto 
monopoly. The government was not indebted to the Bank and 
had no paper in circulation. The situation of the country was 
very sound. The reserve could not go below a third of the 
sum of the sight liabilities except with the authcirilBtion of the 
Minister of Finance. 

On June 30, 191', the National Bank of Belgium had a circu
lation of 1,007,500,000 francs, and the ourrent creditor accounta 
amounted to 113,500,000 francs. 
BAN~NG CtusIs 01' 191'. The declaration of war on Serbia 

by Austria caused, at the end of July, 191', a banking crisis in 
Belgium, manifested by the withdrawal of deposita from the 
private banks and demands for the redemption of notes by the 
National Bank of Belgium. To meet the crisis, the Bank of 
Issue rediscounted the eommeroial portfoliOll of the banks, and 
between July 2S and August 6, the Bank's holdings of Belgian 
eommereial paper rose from t2S million francs to 818 million. 
The disrount rate was raised from , to ,,,. Extensive and 
liberal redemptions of the Bank's notes at the head office in 
Brussels and in the prvvindal agencies did not stop the panic, 
especially since the hoarding of specie caused a scarcity of the 
smaller media of payment, the bank note of the 101ftSt denomina
tion being that of twenty francs. 

For aevera1 years past, in anticipation of international politi
cal complications leading to forced legal tender, the Bank had 
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printed five-franc notes that it kept in its vaults. The govern
ment authorized their issue, which had the effect of placating the 
public. On the second of August, the ultimatum of Germany to 
Belgium, demanding free passage for her armies through the 
neutral territory of the country, made it apparent that war was 
inevitable, and that very evening the King signed two decrees 
establishing a moratorium of commercial paper and a forced 
legal tender quality for the notes of the National Bank of Bel
gium. .on August third, the Bank's metallic reserve was trans
ferred to Antwerp, a stronghold that was to serve as a last refuge, 
and where the army was to retreat in case of necessity. In spite 
of the enormous rediscounting of the commercial portfolios of 
the banks, several that had considerable credits abroad found 
their available funds exhausted. The statutes of the Bank for
bidding it to make advances on other assets, the banks formed a 
consortium with limited joint liability to furnish the second sig
natures on the promissory notes of credit establishments. These 
promissory notes, reenforced by security, could be discounted by 
the illstitution of issue. 

In fact; the consortium had an excellent moral effect that 
checked the panic. In addition, a royal decree of August 3, 
established a moratorium of bank deposits, limiting withdrawals 
to a thousand francs in fifteen days. 

Following the withdrawal of specie and the issue of notes, the 
Bank's reserve had fallen on August 7, 1914, from 44.4% of the 
amount of its sight liabilities (bank notes and current accounts) 
to 27.7%, the legal minimum being 30%. The government 
authorized this infringement of the statutes. 

We shall not dwell on the seizure of the reserves of the agencies 
of the National Bank of Belgium - a private company - by the 
German troops in violation of the Treaty of the Hague of October 
18, 1907. As soon as it was aware of this, the administration of 
the National Bank of Belgium had all its securities sent to Ant
werp, those 'of the Belgian State, of which it was fiseal agent, and 
its notes, molda and plates. 

Neither shall we enlarge on the constant struggle of the admin
istra tion of the N &tiona! Bank of Belgium with the German mili
tary authorities, who had immediately appointed an "Imperial 
General Commissioner of the Banks in Belgium." As these con-
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f1iots bear on judicial and economio questions, we refer the reader 
to the Report to the King published in 1918 by the National Bank 
of Belgium. 

WITHDRAWAL BY THE GERMAN AUTHORITIES OF 
THE RIGHT OF ISSUE FROM THE NATIONAL 

BANK OF BELGIUM 

On the eve of the taking of Antwerp, the reserve and the 
seourities of the National Bank of Belgium were transported from 
that stronghold to London, to the Bank of England. The Bel
gian Government baving refused, for obvious reasons, to repatri
ate this reserve in Brussels, the German Governor General in 
Belgium dismissed the Governor of the Bank and the Commis
sioner of the government. On December 24, 1914, the right of 
issue was withdrawn from the National Bank of Belgium by the 
German authorities, who granted it to the Societ6 Generale of 
Belgium. 

RlOHT OF IssUli CONFIlIlIIED TO SooItri: GiNi:Jw.B. In the 
financial and monetary history of the world, this measure is suf
fioiently extraordinary to be dwelt on. Without wishing to enter 
into dis~ussions of doctrine, we may, however, note that the ener
gt'tic attitude of the National Bank of Belgium aroee from the 
faot that it was II private institution which the government could 
not control like a state institution. It was without enthusiasm. 
tI\at the Societll Generale of Belgium a~pted its mission, in full 
agreement with the National Bank of Belgium, with the minis
ters remaining in Brussels and with some of the best jurists of tile 
rountry. Let us ~lte here some extracts frotn the official repon 
relative to tIlis al'Ceptanee: 

.. The elosing of tile National Bank of Belgium, following the 
withdrawal of its privilege of issue, would inevitably entail tIlat 
of other banke and would have the most unfortunate eonse
queneee for the domestio eeourity of the oountry, on aeoount of 
the complete cessation of commerce and industry and the famine 
that would soon reeult from it for the whole population • 

.. The consortium of the bankers of BrusseIa, ill response to the 
desire of the Belgiu Oovemment, has IIOUght II means of replao-
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ing provisionally the issue made by the National Bank of Bel
gium with that of a temporary organization to pass out of exist
ence immediately on the conclusion of peace. The consortium 
has agreed unanimously that the most practical solution, and the 
one entailing the minimum of German interference, consists in 
authorizing the Societe Generale of Belgium to create a depart
ment of issue, permitting the centralization of discount opera
tions and advances on public securities as they are practiced by 
the National Bank of Belgium. 

" The Societe Generale has agreed in principle to take charge 
of this mission, it being expressly understood that it shall do so 
for the exclusive profit of the National Bank and also under the 
entire responsibility of the latter, and that, immediately on the 
conclusion of peace, it will liquidate the department of issue it 
is to create." 

It was, moreover, morally impossible for the Societe Generale 
to refuse to fulfill this mission, the German authorities having 
added that in default of payment of the war taxes by means of 
bank notes, they would put into circulation requisition notes 
which would be made forced legal tender. 

An agreement signed January 14, 1915, by the National Bank 
and the Societe Generale stipUlated that three months at the latest 
after the conclusion of peace, the notes issued by the Societe Gen
erale should be exchanged for notes of the National Bank. 

THE SEIZURE OF THE RESERVES IN MARKS BY THE 
'GERMAN GOVERNMENT 

The expenses of the German administration and the personal 
expenditures of tbe oflicel"B and soldiers had brougbt into 
Belgium considerable quantities of the Reichsbank's notes, 
payable in marks and issued at the rate of 1.25 francs (par 
1.23). 

The Reichsbank was extremely anxious to repatriate them, for 
the German notes in circulation in Belgium had to be replaced by 
others in the interior of the Reich, which increased by that 
amount the issues which the Imperial Bank wished to restrict as 
far as possible. These German notes, little favored by the Bel-
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gian populace, flowed into the vaulte of the National Bank of 
Belgium. 

As early as 1916, the Germans tried to repatriate them, and 
proposed that the National Bank of Belgium convert these mark 
notes into interest yielding credite with German banks. The 
Bank refused through patriotism. This question of the return of 

. the marks to Germany was to arise again at the Armistice. As 
early as August 31, 1916, the German Commissioner pointed out 
the danger of not oheying the occupation authorities in regard to 
an eventual course of redemption. 

II The withdrawal of the marks has another important side; 
it is the assurance that can be given that the redemption on the 
basis of 1.25 francs of the marks repatriated by the National 
Bank and the Department of Issue [of the Societe Generale I 
would be guaranteed by a syndicate of large German banks. 

II The representatives of the German authorities can only urge 
the National Bank and the Deparment of Issue to take this 
course; it is an opportunity to obtain the redemption of the marks 
at 1.25 francs that will be offered only once, and if the National 
Bank and the Department of Issue do not consent to it, 
they must not in the future, even at the moment of the dis
oussion of peace terms, consider bringing up such a negotia
tion again." 

The directors of the National Bank and of the Societe Generale 
answered that II they could not consider separating the marks in 
circulation among the publio from those constituting the reserves 
of Ule National Bank and the Department of Issue; all discus
aion that can be opened must bear on the total of the marks in 
Belgium." 

Finally, under the menace of a forced liqmdation and the se
questration of the two establishmente - a liquidation that would 
ha\'e had the most distnssing consequenees for the country
the German authorities had the marks seiJed and transferred to 
Germany. In spite of constant efforts to avoid the accumula
tion of marks in the banks, a billion and a half francs in marlc! 
~Jr.oned at 1.25 francs were thus seiled and sradually sent to 
Gennany. 

It is important for the comprehension of what follows. and in 
order to understand the Dature of the inflation in Belgium. to ft-
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member that the National Bank of Belgium and the Societe Gene
rale had constantly striven: 

(1) to hinder by all possible means the increase of the fidu
ciary circulation of the Department of issue; 

(2) to make the German money circulate and thus prevent its 
accumulation in the National Bank or the DePartment of Issue, 
where it was seized by the German authorities and transferred to 
Germany. 

THE ARMISTICE AND THE EXCHANGE OF THE MARKS 

On November 19, 1918, on the eve of the liquidation of the De
partment of Issue, the circulation of its notes reached 1,153 mil
lion, and its current accounts 335 million francs. At the date of 
the Armistice, the total circulation of Belgian notes reached 2,800 
million francs, including the notes of the Bank and those of the 
Department. It is also necessary to take into account the Ger
man marks in circulation, which, issued at the rate of 1.25 
franes, were quoted at that time at 65 and 70 centimes. 

THE MONETARY RESTORATION LoAN. Two decree-laws of No-· 
vember 9, 1918 by the Belgian Government at Havre stipulated 
the redemption of the !Darks at the rate of 1.25 francs; but with a 
view to a reduction of the fiduciary circulation, it was decided to 
issue immediately a loan for purposes of monetary restoration at 
5%, maturing in three years, subscribers having the privilege of 
making payments to the amount of three-fourths of the sum of the 
subscriptions in marks at 1.25 francs. The exact figure of the 
marks exchanged for francs reached 6,109,000,000 marks or 
7,6~,OOO,OOO francs: 

(a) .... bscription to the T!easury Bonds for Monetary 
Reotoration .....•.•••••••••..••••.••••...•....••• Mk. 1.545.000.000 

(b) direct exchange................... ... ..... ..•..... Mk.2,855,OOO.ooo 
(0) marks coming from Germany in restitution to banks 

and individuals ••.••..•..•••••••.•••••••••••••.•• Mk. 1,700,000.000 
(d) exchange for priaonelB of war.. .. . .•. .... .• . ..••••. Mk. 7.000.000 
(e) suppiementaty ex.bans .. at 1 f!BUC per mark....... Mk. 2,000.000 

Total ...................................... Mk.6,109.ooo,ooo 

It was necessary to appeal to the National Bank of Belgium in 
order to obtain an advance for exchanging the marks. Thanks to ' 
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the subscriptions in marks to the loan for Monetary Restoration 
the State could limit the advances made to it by the institution of 
issue to 5,800 million francs in notes. 

LIQUID FUNDS CONCENTRATED IN BANKS. As the means of 
communication were destroyed, as the German army during the 
occupation had systematically organized the seizure and trans
portation into Germany of all the industrial equipment of Bel • 

. gium,' and as foreign commercial relations were interrupted, the 
oountry was paralYled, incapable of resuming its great pre-war 
activity. The result was that the quantity of currency was much 
too large and the liquid resources of the country were concen
trated in the banks, which, in their turn, left enormous deposits 
in ourrent acoounts in the National Bank. "Therefore, in the 
beginning," says Profe88or Chlepner, "it was not so much' the 
actual circulation as the potential oirculation that increased: that 
is to say, the deposits in the National Bank of Belgium. But in 
proportion as activity waa resumed, the demands for notes were 
multiplied, deposits were reduced and circulation increased. At 
this time, the exchange was not debased to the point of precluding 
the idea of revalorization, and prices had not become adapted to 
the circulation." Certain prices had risen formidably du~g the 
occupation; this was the oonsequence not only of the abundance. 
of currenry but also of the scarcity of certain agricultural prod
ucts- butter, eggs, milk, potatoes-that had been requisitioned. 
or colonial products - colIee, tea, spices, rice, chocolate - the 
supplies of which had been exhausted for a long time. 

At tJlis moment, a new deflation measure similar to the one 
accomplished by the loan for the Monetary Resolution might per
haps ha\'e been possible. But before placing blame. it is necee
aery to take into account the frighUul state of d.isorgani.aation of 
tJle country, the formidable advances granted by the government 
to manufacturers ruined by the war, and the a1m~ complete 
_tion of revenue from taxee, following the total paralysis 
of industry. Before considering monetary reform. the Belgian 

, The wrim of th_ liD .. Yisited pet '117 at the ODd of 1918 UHI the 
""-UuU.,. of 1910 im.-w>t faCllorieo for the -.u.u ... of I..........uno. 
niI .... d ....... d automobil .. in the CIUIl'Ieroi induotriaI cIioo&rift. Be_ 
tail1t"d that in the shope only the briet fram"""" of the motors ,......ined, 
all the lind equipm~l1t bavi.,. boeil ..... t tn Germany, ........ it ............ 
ally reoo\'1ftd ... d ,,", lied til the BeIPan ~ 
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Government bad literally t~ feed and employ the whole popula
tion of the country.; industrial reconstruction was the dominant 
preoccupation. 

The government, nevertheless, did redeem at the Bank as much 
as 600 million francs. 

The Treaty of Versailles enj oined on the Germans to conclude 
with the Belgian delegates a special convention for the redemp
tion of the marks left in Belgium by their armies. They have' 
recognized this debt from the judicial point of view, but up to the 
present· the Belgian Government has never heen able to obtain 
satisfaction, although it always asserted its rights. 

How may the operation of the withdrawal of the marks be 
judged? According to sound theory, few authorities approve it, 
but if the social and political conditions of the time when the 
decision was made be taken into account, it is difficult to blame 
the rulers of the country for this step. 

The French ·authorities acted in the same manner with the 
marks left in Alsace-Lorraine - Rumania was also confronted 
with. ~he same problem. . 

" Rowever it may be," writes M. Louis Franck, Governor of 
the National Bank of Belgium, "the effects of the liquidation 
have not been felt too keenly. All the world's merchandise was 
at a very high price; everywhere there was inflation; confidence 
in the notes of the National Bank, the reappearance of which was 
received with joy, was ahsolute; almost everybody believed in a 
rise of the mark and the rapid repayment of the reparations due 
from Germany; finally, the government placed its loans easily, 
thanks in part to the abundance of the mediums of payment 
created by the inflation." 

THE EXCHANGE. In Belgium, several years before the war, 
foreign exchange, particularly in Paris, was at a slight premium: 
three to four per tl\ousand. Certain economists attributed this 
slight loss to the permanent deficit in the balance of accounts, re
sulting from, over-investment of capital abroad. Others gave as 
the cause of this weakness of the Belgian exchange the inade
quacy of the discount policy of the National Bank of Belgium. 

BELGIAN EXCHANGE FELL SLOWLY. During the war, inter
allied agreements and the credits open to Belgium deprived the 
Belgian exchange rate, in respect to the dollar and the pound, of 

• 
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significance. But the announc~ent of the termination, in 
Maroh, 1919, of the solidarity of exchange among the Allies 
should, it seems, have led to the rapid depreciation of the Bel
gian franc. Nothing cf the sort ooourred, and there appeared the 
paradoxical spectacle of a ruined country, afHicted with inflation, 
and balancing its budgets only by means of immense lcans, having 
a formidable deficit in the commercial balance, with an exchange 
that was debased but slcwly. The cause can be attributed to the 
special oredits given Belgium, foreign exporters not repatriating 
the proceeds of their sales but leaving them on deposit in Bel
gium in the hope of a rise of the franc. The inoredible confi
dence of the great Belgian publio in the national currency can 
also be oited. At that time, too, many BelgiaDe converted their 
foreign portfolios into Belgian francs. 

THE RISE OF THE £. If Little by little," says M. Franck again in 
his book on Monetary Stabilisation in Belgium. If the falling 
money market, fatal when there is inflation, developed. The 
pound, which had remained for some time at 35 francs, went to 
60, then to 80 franos. It lIuotuated for rather a long time between 
90 and 95 francs. From May 1925 to March 1926 it remained 
around 107." Naturally there were highs and lows, and. in 1923, 
the Belgian and French france were the object of active specula
tion. which alarmed the populace: If French and BelgiaDe bought 
foreign exchange, thus contributing to the fall of the franc." 

EFFECT 01' ExCHANGE FLllCTUATIONB ON CoMMODITY PmCIII. 
The lIuctuatione of the domestio buying power of the Belgian 
franc followed. approximately, the lIuctuatione of its buying 
power abroad. Wholesale prices in Belgium remained at about 
the level of prices in the great world markets, being only a trifle 
behind. But the retail prices of foodstuffs followed the general 
movements of the exchanges, the indexes remaining perceptibly 
behind the wholesale prices and the exchange; the prices, c0n

verted into gold at the rate of the appreciated exchanges, re
mained much lower than foreign prices, except in 1921, when 
world prices fell suddenly. bringing wholesale prices down mOre 
rapidly than retail prices. 

Obviously we cannot analyse here the doris of the goven:unent 
to ha..«ten reparation payments, to balance the budget and to 
raise taxes. 



198 THE ARMISTICE 

We shall simply say that for 1914 the Belgian budget of ways 
and means provided for receipts from taxes amounting to 354 
millions. For the year 1926 the budget reached 4,328 millions. 

1914 1926 

million % million 
% frs. frs. 

Direct tax .................... 87.1 24.6 1,796 41.6 
Customll and excises ........... 168.4 47.& 1,071 24.7 
Inheritan ..................... 66.6 18.8 140 3.4 
Stamps and Registries ......... 32.1 9.1 1,316 30.4 

Total ...................... 354.2 100 4,328 100 

This table reveals a complete fiscal revolution. 
The Minister of Finance strove to balance the ordinary budget 

while incorporating therein expenses that, on account of peculiar 
post-waf circumstances, had been incorporated in the budget of 
recoverable expenses, or in the special budget. 
Th~ budget of recoverable expenses consisted of the advances 

of the Belgian State to the war lIIlfferers. On June 30, 1924, the 
account of the damages that had been aSBeBBed and entered to the 
debit of Germany, was made up of the following items: 

In miUimoI 
offranu 

War tax, interests an restoration 101lllB ••.•••••.••••.•. 6,474 
Damages to public property.......................... 4.293 
Damages to pri:vate property: factori .. , etc............ 8.173 
Peraonal damages: the disabled, deportees............. 1,054 
MioceIIaneoUB .••••••.••.••.••••••••••••••••••••••.•• 9811· 

Total .................••..............•... l9.ii82 
There should be added expenses occasioned by the withdrawal 

of tlie marks remaining in the vaults of the National Bank of 
Belgium. 

MONETARY STABILIZATION ATTEMPTED. The franc having re
mained at 107 to the pound for several months, the Government 
in power submitted a bill on November 12, 1925, relative to 
strengthening fiduciary circulation and monetary stabilization. 

The bill was based economically on 8 de facto establishment 
of the gold exchange et8ndard. To furnish sufficient cover for 
fiduciary circulation, the Belgian Government was to contract 
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abroad a loan of 150,000,000 dollars, the proceeds of which, con
verted into exchange, would serve both to redeem the debt of the 
State to the National Bank of Belgilll!l and to meet demands for 
gold or exchange for foreign payments. The balance of the debt 
to the State was to be paid through an aocounting operation: the 
revaluing of the gold reserve of the institution of issue. 

The bill provided that the stabilization rate be fixed by royal 
deoree determined in the oabinet, as well as a prolongation of 
the privilege of the Bank of Issue. 

The course of the respective exchanges made it possible to 
make the Belgian franc independent of the French franc. The 
attempt failed. The government then in power waa composed of 
Socialists and Christian-Democrats and it was exposed to very 
bitter attacks from the oonservative opposition. The foreign 
loan promised by foreign banks waa not granted under circum
stanoes that have remained obscure i-partly because the lack 
of oonfidence in the interior spread abroad. 

Theoretioally, the first plan of stabililation waa irreproachable, 
but the Cabinet made oertain political mistakes, and in addition 
did not take sufficiently into account the need of avoiding a return 
of inDation by consolidating the floating debte. In March, 1926, 
the latter reached 4,500,000,000 francs, 1,800,000,000 of which 
came due in December. The Cabinet waa also reproached with 
having eatablished only a precarious budgetary balance. 

The reform waa to entail and, in fact, had already led to, a rise 
in tlle discount rate and a policy of restriction of credit, keeping 
the media of payment within the limit necessary for maintaining 
the rate. The need of this action was all the greater since it waa 
necessary to stop demands for credit emanating from manufac
turers and merchants long aecustomed to the 'easy methods of the 
inDation period. Now the existence of a Boating debt, a large 
part of which was held by the banks, would defeat any restrictive 
credit policy for private hanks, and individuals procured neces
sary resou~ by not maewing Treasury Bonds.. In fact, as Pr0-
fessor Baudheim has clearly' demonstrated, the redemption of 
Treasury honds exteeded their renewal since the Socialists and 
Christian-Democrats eame in ofIi~ 

It was the large DOtes held by the banks tIIa' were DOt reuewed. 
From 1,800 million frannl in September, 1925, they feU to 500 
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million francs on March 10, 1926. Forced consolidation, there
fore, should have been resorted to, but the government dared not 
take that measure. To meet the demands for repayment, the gov
ernment issued short-term Treasury Bonds, payable in exchange, 
which it placed abroad, and borrowed from the National Bank. 
. In the midst of these negotiations and the increasing anxiety 

of the public, suddenly, on Monday, March 15, 1926, the pound 
rose in an hour from 107 to 122 francs. In the course of the fol
lowing weeks, the financial crisis was augmented, especially since 
the French franc involved the Belgian franc in its fall. It must 
be added here that French opinion had been quite unfavorable to 
making the two monetary systems independent of each other and 
the passing of Belgium to the group of gold standard countries. 

On May 7, the pound was quoted at 162.37 francs. The rise 
of the exchange and of the cost of living had upset the budget 
established on the basis of the pound at 107 and the wholesale 
price index at about 520. The TreaBlll"l' was at the end of its 
resources, demands for repayment flowed in and the government, 
unabJ\l to consolidate, brought pressure on the institution of 
issue in order to obtain advances. The National Bank yielded 
to the demands of the government only with the most marked 
reluctance, foreseeing all the consequences of a suspension of 
state payments. But in acquiescing, it exacted the sanction of 
the Chambers for the discount of the new Treasury Bonds. On 
May 18, the Chambers passed a bill authorizing the government 
to obtain new advances from the Bank to the amount of 
1,500,000,000 francs. 

The situation was tragic: after more than a seven-year strug
gle against the temptation of inflation, the government yielded to 
it at the very moment it had passed laws for monetary reform. 

The note circulation progressed as follows: 

March 25, 1926............ 7.495 million franca 
April 24, 1926.............. 7.925 million franco 
May 24, 1926.............. 8.307 million franca 

THE CoALITION MnnsTBY, On May 25, a new coalition minis
try appeared before the Chambers. This Cabinet carried out cer
tain economies, that had an excellent influence on opinion which 
had been greatly indisposed towards the public administration by 
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press campaigns. It also voted 1,500 millions in new taxes, to be 
placed in a sinking fund for the public debt, created to admin
ister, on the one hand, ordinary appropriations destined, accord
ing to the laws and the oontraoting of loans, for the repurchase or 
repayment by drawing of the notes of the consolidated debt, and, 
on the other hand, the special resources destined by the present 
law (June 7) to the reduotion of the publio debt in general, 
domestic as well as foreign, and long term as well as short term, 
including the Treasury Bonds discounted by the National Bank 
in accordance with the law of May 19, 1926. 

UI!E OJ' ClIEIllT OJ'RAILWAYS. As it was necessary to insure re
sources for the Sinking Fund immediately, it was decided to use 
one of the State's assets: the railways which heretofore were state 
managed. AN ational Company of Belgian Railways was formed, 
oharged with ~ploiting the State railways, with a capital of 11 
billion francs, 10 billion of which was represented by preferred 
stock and one billion by registered and non-transferable common 
stock. The tote! stook was returned to the State in remuneration 
for the right of exploitation granted the associ-ation j it kept the 
common stock, but transferred the preferred stock to the Sinking 
Fund, with instructions to negotiate it or exchange it for Treasury 
Bonds. 

CoNTINUED RlI!E OJ' FOREIGN ExCHANOIB. June and July did 
not see publio opinion oalmed or the movement of the exchange 
checked. On June 30, the pound was quoted at 173.25 and July 
13, at 217 j the Belgian franc had fallen below the French frano. 
The redemption of Treasury Bonds eontinued and the withdrawal 
of capite! took place on a large scale. 

DRASTIC M£ASU1III8 TAUN. On July 16, a law was passed 
granting plenipotentiary powers to the ~tive for Biz months 
to assure monetary reform. 

On July 31, the Treasury minister, a new office, which dupli
~ated that of Minister of Finance and was held by the powerful 
banker, Mr. E. Tranequi, d~ided on the forced consolidation 
of the Biz months Treasury Banda and five-year honda maturing 
~mber I, 1926 into preferred stock of the National Association 
of the Railways. 

Certain measures were taken to mitigate the eeverity of this 
decision: bearers oould preeent their honda for stampiq in order 
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to preserve their character of· Treasury Bonds, which would he 
redeemed only according to the ava.ilable assets of the Sinking 
Fund through drawing by lottery. The Minister of Finance, with 
the agreement of the Treasury, had the power of concluding with 
savings banks, and credit and public utility organizations that 
had had their securities stamped, special arrangements, by virtue 
of which these securities could be exchanged for special bonds. 
Only a quarter of the bonds were presented for stamping. 

The pound fell rapidly, with, however, several rises of short 
duration: 

July 30, 1926........................ 19l1,50 frs. 
August 31, 1926..................... 174,75 fro. 
September 1, 1926................... 173,25 frs. 
September 14, 1926 .................... 172,- f ... . 
September liD, 1926.................. 171,40 frs.· 
September 30, 1926.................. 178,- frs. 

The National Bank of Belgium had at the same time restored 
and increased its exchange reserve, and the government redeemed 
certain provisory credits. The industrial situation was favorable 
and th'e state of mind much better; the public, previously so re
calcitrant, accepted all the measures of the government. . On 
October 23, a loan of a hundred million dollars was obtained, and 
on October 25 a royal decree stabilized the franc at 175 to the 
pound sterling. 

THE STABILUIATION DECBEES. The second reform, having been 
crowned with success, is worthy of attention from the point of 
view of its theoretical aspects, In its broad lines, it followed the 
first laws; in fact, the royal decrees of October were made to 
carry out the monetary laws of February 26, 1926. They rest 
equally on the principle of the gold exchange standard, on the 
repayment of the debt of the State to the Bank by meaDS of a 
loan in foreign currencies intended to reenforce the cover of the 
notes, and on a revaluing of the gold held in the vaults of the 
National Bank of Belgium. The rate chosen was different, but 
circumstances were different. Up to the present, the course taken 
seems judicious, but only the future will make it possible to for
mulate a final judgment. The royal decree of October 25 also 
renewed the privilege of the National Bank of Belgium under 
terms that will be treated later. 
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THE BELGA. But an important provision was made in order 
to give to Belgium a coin different from that of other countries 
(Article 8, Royal Decree of October 25, 1926): "The exchange 
of the Belgian franc abroad is established on a multiple of five 
francs. The National Bank adopts the same multiple as the basis 
of its payments in specie, which shall be made on demand in 
gold, in silver at its gold value, or in foreign gold exchange as the 
Bank chooses. . 

" This multiple alone is quoted on the exchange and has, for 
that purpose, the name of • Belga.' 

.. It is forbidden to publish the exchange of the Belgian franc 
in any other form. 

"Parity with foreign moneys is established at the rate of 
0.209211 gr. of fine gold to the belga." 

Article 9. "If the National Bank isaues notes payable on the 
basis of Article 8, they shall carry at the same time mention of 
their value in francs . 

.. Notes payable only in franca shall be at any time exchange
able for notes payable in Belgm in the proportion of five to one." 

Lastly, the government has taken over to its account the five 
and twenty franc notes (about 800 millions). to circulate hence
forth under the Treasury Beal. Following the monetary de
pretiation, these notes correspond. approximately, in buying 
power, to the pre-war silver coins, the minting of which was re
served to the State, by virtue of its sovereign power. The Treas
ury notes will be replaced later by five and twenty franc silver 
pi~. 

M. Franck, Governor of the National Bank of Belgium. thus 
explains, in his book already cited. the creation of the belga: 
H There are only two practical formula of "!rtahiliaation. One 
oonsists of adopting a rate of euhanga fixed in relation to a 
money with a gold ba..'<is: pound, dollar. Borin. This means being 
plaCPd iD dependence OD another monetary system. The other 
fonnul. is to make gold the standard; this is the beat. But in 
tl.is _. either the existence' of the gold franc mus\ be sanc
tioned or • Dew metal par adopted • 

.. To sanction the existence of a gold franc and a paper franc 
would mean being exposed to all kinds of grave disadvantages in 
tbe. interior. 
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" But, on the other hand, it was of the greatest importance to 
preserve the circulation of the franc in the interior, to avoid up
setting the price market, not to cause anxiety of mind and an 
abrupt unsettlement in the prices of commodities and wages in 
the interior of the country. 

"Therefore the new unit was to be incorporated in the mone
tary system of the franc. 

" Finally, all these conditions being realized, there was reason, 
according to all evidence, to give this new unit a new name. 

" This is the combination of considerations that led to the pro
posal to the government of the system that bas been adopted!' 

THE FOREIGN loAN. The loan of 100 million dollars was nego
tiated with an international group including, in England, Messrs. 
Baring Brothers and the Westminster Bank; in the United States, 
Messrs. J. P. Morgan and Company; in Holland, Messrs. Hope 
and Company; in Switzerland, the Swiss Banking Association; in 
Sweden, the Stockholm Enskilda Bank. 

In addition, the Bank of England, the Federal Reserve System 
of th~ U. S., the Reichsbank, the Nederlandsche Bank, the State 
Bank' of Sweden, and the reorganized banks of issue of Austria 
and Hungary, granted the National Bank of Belgium rediscount 
credits. 

II There was no question at this time, very naturally, of any 
but the central banks in countries with a gold standard," writes 
M. Franck, II With great vision, the Bank of France and the Bank 
of Italy were anxious later to give Belgium a new proof of 
sympathy by joining the other central banks!' 

THE PREsENT MONETAEY SYSTEM OP BELGIUM. At present, as 
a matter of fact, the Belgian monetsry system comprises only 
monetsry counters and bank and Treasury notes. 

Gold and silver ,coins still exist, but they no longer circulate 
and the Bank buys them from the public by weight, at the rate 
of the fine metal which they contain, for their market prices ob
viously greatly exceeding their face value. This situation will 
be modified sooner or later. 

The five- and twenty-franc notes, to be replaced in the future 
by metal coins, circulate for the account of the Treasury. There 
are in circulation notes of the National Bank of Belgium for 
1,000, 500, 100 and 50 francs. They are payable on demand, in 

• 
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gold, in silver at its gold vlllue, or in foreign exchange, as the 
Bank ohooses. The Bank has begun to issue notes payable 
both in francs and in belglll. 

Lastly, monetary oounters exist in nickel for two coins, for 1 
and 0.50 francs, the legal tender value of whicb is limited to fifty 
francs between individuals. 

The legal tender value of the cupro-nickel pieces of twenty, ten 
and five oentimes is limited to five francs between individuals. 
There are also two and one oentime copper pieces having legal 
tender value only to the amount of two francs. 

INSTRUMENTS OF CREDIT 

" TUB DIW'T. The bill 01 Il%Change or dralt or bill to order 
without doubt oonstitutes the credit instrument most widely used 
in Belgium, and the one most readily disoounted by banks. 

The law of May 20, 1872 determined the legal control of the bill 
of exchange. It must be dated, and state: the sum to be paid, the 
name of the person who must pay, the time and place of payment, 
the name of the one to whose order the bill is drawn, either a third 
person or the drawer himself. It is transferable by endorsement. 

The accqting 01 II bill 01 ezehClnga is the aot through which the 
drawee, by eetting his signature to the paper, contracts toward 
the bearer the personal obligation of paying the draft on ma
turity. In order to encourage the practice of acceptance, which 
constitutes an assumption of the genuineness of the underlying 
transaction, the National Bank has established a more favorable 
discount rate for accepted drafts. 

Between merchants and for commercial debts, the creditor has 
the right, exeept in the case of agreement to the contrary, to draw 
on his debtor II bill of exchange not exceeding the sum of the 
debt, and the drawee is bound to accept it. -In practice, however, 
there are still commercial orgeniaations that never accept drafts 
drawn on them while reeogniaiDg that they owe the amount stated 
on the paper which they eetUe on maturity. Aecordinc to the 
statistics of the National Bank of Belgium, the amount of ae
eeptances is smaller than that of the sum total of unaccepted . 
drafts and promissory noteL 
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Before acceptance, the drawer remains the principal debtor of 
the bearer; by acceptance, the drawee, whether he have funds or 
not, becomes the principal and direct debtor for the amount of 
the draft to the bearer, whosoever he be. (Smeesters) However, 
the drawer and successive endorsers still remain jointly responsi
ble to the bearer if the drawee allows the paper to be protested. 
Their liability is, however, only one of surety. The bearer can 
resort indifferently to anyone of the endorsers or the drawer. 
Failure to meet the draft on maturity occasions a protest, drawn 
up by an officer of the law or a postal employee. The judges can 
grant no delay for the payment of a draft j there are no days of 
grace as in Anglo-Saxon legislation. All suits arising from bills 
of exchange are outlawed in five years. 

On account of the joint liability of the bearers, the bill of ex
change constitutes the best credit instrument, translerable by .... 
endorsement and without formality. . In practice, the negotia
bility of bills of exchange is linrited to one or two endorsements. 
It would be correct to say that they are easily translerred but 
thaqhey circulate little. The National Bank discounts at the 
rate for accepted drafts, unaccepted drafts payable at a bank. 

PROMISSORY NOTES. The promissory note or note payable to 
urder is a commercial paper constituting for the drawer a promise 
to pay at a certain date a certain sum to another person or at his 
order. Like the draft, the promissory note can be payable on 
demand or on a stated maturity. All the legislation bearing on 
the draft is applicable mutatis mutandis to the note payable to 
order. Owing to the special and personal character of the obli
gation, the promissory note constitutes a less desirable instru
ment of credit than the draft, and is much less readily nego
tiated. The pronrissory note does not offer a certainty that the 
sums proceeding from its discount will be actually used for pro
ductive and commercial operations. It is a paper of a character 
more financial than commercial j it is generally drawn to repre
sent advances made by a bank to its customer. The National 
Bank of Belgium receives promissory notes for discount and re
discount at the rate in force for unaccepted dralts. The 
pronrissory notes received lor discount by the Bank must gen
erally be accompanied by proof of the commercial nature of the 
transaction. 
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THID BAN1tIDR's ACClDPTANCID. When a banker wishes to take 
part in a credit transaction without tying up his own funds, he 
clln authorize a customer to draw a draft on him that he accepts. 
By means of this credit paper bearing two signatures, the cus
tomer may, by having it discounted, procure the sums he needs. 
The discounting bank thus has a douhle guarantee, from the 
dra war and from the accepting bank. 

In international transactions, the banker also sometimes ac
cepts a draft in the stead and place of his customer, in order to 
facilitate for the foreign seller, the discounting of the paper by 
means of II known signature. 

These practices are not, of course, peculiar to Belgium. They 
are mentioned here only to point out that there are no legallimi
tations, and that banks can engage in the acceptance business 
without any limitation. There is an acceptanr..e market, of re
stricted activity, partly in the hands of foreign banks. The fall
ing oft' of economio relations with gold standard countries during 
the monetary disturbances affecting Belgium, caused Belgian 
banks to furnish acceptances for the accounts of their customers 
or to stand" del credere II in order to permit them to obtain credit 
in the United States, Great Britain, Holland, eto. AI a result, the . 
liabilities of the banks for acceptances for their customers' ac
counts IIppear in the balance sheets of the banks for ever increas
ing amounts. However, their present importance should not be 
exaggerated. 

THID Cm:clt. The check is regulated by the law of June 20, 
1873, s\lpplemented hy that of May 31, 1919. In spits of the 
great advantagee it offers, the cheek is not widely used in Belgium 
(nor, indeed, in the other countries of oontinental Europe) as it is 
in the Anglo-Saxon countries; however, its use is becoming more 
and more general, thanks to the establishment of clearing houses 
in Bru_ls and lit the provincial branl'hes of the National Bank 
of Belgium. It is espeeilllly employed for \arge payments and is 
almost unknown in small business. The" crossed chet'k" is used 
mUl'h less. It is fair to add that the edul'ational campaign of the 
National Bank and the govenunent, and the founding in 1913 of 
a Sl'rvil'e for postal eheck ac:counts, and the ofIicial opening of 
l'l'tdit a('('QUnts for state employeee and pmwyore, as well as the 
expansion of internati .. _io ~tions, have, since the 
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war, greatly increased the circulation of the check. The legisla
tion of 1919 in regard to the crossed check helped to modify pub
lic opinion on this excellent means of payment. 

THE WARRANT. The law of November 18,1862 regulating the 
warrant constitutes to some extent the mortgage law on merchan
dise. Before 1862, to render the pledge possible, it was necessary 
to surrender the "goods to the creditor or a designated third party, 
and therefore the debtor, the owner of the goods, could not trans
fer them again. 

(

The 'I'larrant permits the creditor to transfer his collatera.l and 
its owner to transfer to another his right of ownership of the 
merchandise without endangering the rights and liens of the 
creditor. 

"The warrant is a commercial instrument delivered in two 
parts, by a third, to the person proving to have free disposition 
of the merchandise that is the basis of the instrument. The sec
ond part is called the schedule or inventory." The warrant ac
companied by the inventory represents the free disposition of the 
merchjlndise. The warrant without the inventory represents the 
possession of the merchandise in the title of collateral. The in

"ventory without the warrant represents the right to dispose of 
the merchandise, but subject to the lien represented by the war
rant. The bearer of the warrant possesses an absolute lien on the 
merchandise. The merchandise pledged must be deposited in 
public warehouses or in private "warehouses or in storage houses 
belonging to a third. The mechanical execution of the warrant 
consists in depriving the owner' of the free material disposition of 
the merchandise,.so as to render the pledge effective: thus, the 
warehouse receipt delivered by the public warehouse must be made 
out in the name of a third who delivers the warrant. The third 
is con'sidered the depositor of the merchandise. 

The warrant cali be indorsed as a bill of exchange. On the con
clusion of a discounting operation, mention should be made on 
the warrant of its application as collateral for the obligation 
contracted. 

The Nationlll Bank of Belgium, which negotiates numerous 
loans on warrants at its branch in Antwerp, the most important. 
port of continental Europe, has made up a list of merchandise 
subject to warrant; it is very comprehensive and constructed so 

! 
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as to favor extensive international, commerce. Speoialized cor-

Iporations and oooperative societies assume the role of the third 
party issuing the warrant. For the warrant of sugar, especially 
raw foreign sugar brought into the country for refining and des-
tined for reexportation, the operation of the warrant is carried 
out al follows: in default of a public warehouse, the warranting 
oompany rents one or more storage warehouses 'of the sugar re
finery for a nominal rent. In these warehouses, the use of which 
is reserved to the third party, the warranted sugar is placed. This 
oonstitutes legal surrender of the merchandise into the hands of 
a third party. The latter issues the warrant and is responsible to 
the hearer for the genuineness of the relinquishment. All sugar is 
subject to excise duties, the revenue office and the Bank have 
an equal interest in insuring the preservation of the sugar in 
good condition and a certain de facto coOperation in the 
matter is estsblished. The system is similar to the .. fictitious 
bond" applied to foreign sugar destined for reexportation. 
Since the Armistice, the private banks have extended their 
loan operations on warrants partioularly adapted to agricultural 
credit. 

AORlCllLTUlIAL DIWT8. It will be seen (Section III) that the i 
National Bank of Belgium receivee fot discount and redisoount 
drafts and promissory notes representing transactions bearing on 
agricultural products or farm implements. Nevertheless, agri
cultural credit does not have the importance in Belgium that it 

\

has in the United States: the system of rotating crops and the 
simultaneous practice of stock raising, dairying and cultivation 
constantly furnishes the farmer with a working capital. There
fore the financing of the harvest is less troublesome than in highly 
specialiaed rural exploitation. Also, grain 'Production is unim
portant on aceount of the requirements of a very dense industrial 
population, and tile Belgian cultivators strive rather to develop 
truck gardening, fruit growing, and the production of meat, but
ter and eggs. Agricultural credit is practiced principally by 
coOperatives of farmers; the most importanl is the Boerenbond. 

fa
he Postal Savings Bank deals to some extent in rediscount of 

'cultural drafts. The farmer sells his wheat readily, soon after 
ing, and we have never found an uample of direcl war

ranting by the cultivator, of If&in or sugar beets. It is the If&in 
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merchant, rather, who, after the purchase of the crop, must resort, 
to the warrant .. For sugar beets, the seeds are furnished by the' 
sugar refinery and the crop, bought on terms that are settled 4 
b~fore sowing, is delivered as it is dug. 

In a country as industrial as Belgium, where the land is divided 
into small parcels and submitted to a cultivation as varied as 
intensive, agricultural credit can give rise to national problems 
only in exceptional circumstances. The dairy and truck products 
find an easy daily outlet in England, Holland, and Germany. 

MORTGAGE. The mortgage is a civil means of constituting a 
real estate pledge to serve in furnishing guarantees in support of 
a credit transaction. The mortgage is drawn up before a notary, 
in return for the payment of rather high registration fees. The 
mortgage deed is not negotiable. There can be no substitution of 
mortgagee. The mortgagor, on the other hand, can transfer 
freely the mortgaged property, over which the mortgagee pre
serves all his rights, no matter into whose hands the real estate 
passes. On account of the legal compiications it entails and 
the r~atively large expense it necessitates, the drawing up of a 
mortgage is only considered in the case of a long term credit 
transaction. 

The rural mortgage haS greatly diminished in importance since 
the war, thanks to the considerable profits realized by the peas
ants, who have been able to free themselves from debt. From 
official information obtained by· the registry administration, it 
would appear that the farmers had, since the Armistice, freed 
from mortgage or bought ruraf securities for more than 4.5 billion 
francs. There has been in reality a formidable displacement of 
property in favor of the direct exploiter. This phenomenon oc
curred in Germany before 1923, but since then, the' agricultural 
crisis has caused the peasants to go into debt again, but for 
short terms. The same phenomenon is also occurring in Belgium. 
Since the fall of 1927, a mild crisis is affecting Belgian agriculture 
and from several districts of the country, information tends to 
indicate that the farmers have again recourse to credit, especially 
for buying la~d, whereas a few months ago they always offered 
ready money. 
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INVESTMENT CREDIT INSTRUMENTS 

8TOcu. In our opinion, what constitutes the most character
istio feature of Belgian legislation oontrolling corporations in the 
eyes of a foreigner is the protection with which the law surrounds 
the issue of stock. • We do not claim, however, that fraud is non
existent in Belgium and that it is not possible to form fictitious 
and fraudulent companies. But it seems, nevertheless, that there 
are oertain limits that dishonest people cannot exceed wit\lout be
ing directly exposed to the severity of the penal code, and that the 
law has endeavored to surround the investment of capital with 
certain guarantees; there are not to be found in Belgium scandals 
similar to those cited by Liefmann in the United States; all legal 
and joint acts of corporations: charter, increase or reduction of 
capital, stockholders meetings, presentation of the balance sheet 
and tlle account of profits and losses, and liquidation, must be 
published in detail in the supplements of the Mor&iteur Beige (the 
journal of official publications) and be registered. (Lew of May 
18, 1873, last amendment in 1919). The charter is an act that 
must be drawn up before a notary. Four fundamental oonditions 
are required. It is neceasary: 

• 

(1) that there be at least seven stockholders; 
(2) that the oompany'a capital be 8ubaoribed in full; 
(3) that one-fifth at least of each share be paid up in cash or 

negotiable collateral; 
(4) that the fulfillment of these conditiona be reoorded in an 

authentio act. 
The st,o('k is a security representing a share of ownership in the 

capital of the organisation. The stockholdenhares in the profits 
and losses to the amount of his investment. A right of control is 
attaehed to his eet'urity. Except in the case of fictitious sub
scription and paying in (cheek without funds, etc.) of the shares, 
the amount Or the oapital must be subeeribed by persons who, by 
partially paying for them, assume a certain risk that renders 

• A oomparali ... stucIy of AmorieaIl aDd BeIIiaD ...... tioa ............... 
......... iooutod by OOIIl"""i .. would be ~ iIl~. UDIorWDately, 
it would tab .. I ... aIleld. W. reier the _cler, .... thio lalbjed, ... 1\ cal
I""tive -ud7 publishecl by the SoIn.J IDMitutioa of Soo;oIClV. 
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them more circumspect and less disposed to the fraudulent crea
tion of a " bogus company." The collateral is subject to certain 
stipulations intended to prove its real value: condition of real 
estate as to mortgages, etc.· 

METHODS OF PROVIDING CAPITAL. The law offers two differ
ent methods of providing the capital. If the first is followed, a 
group of people wishing to form a company meet before a notary 
and subscribe the capital, paying in the quota prescribed by law. 
The capital can also be made up in two steps: (1) the" founders" 
publish. a plan drawn up before a notary, collect associates, call 
a meeting of subscribers, and (2) then only, also before a notary, 
the by-laws are discussed and adopted, and the capital subscribed 
and paid in, in full or in part. This second action creates the 
corporation. For the last ten years, this method of formation in 
two steps has been gradually abandoned in practice. 

SIMULTANEOUS AND SUCCESSIVE FORMATION. There is a 
fundamental difference between the simultaneous and the suc
cessive formation; in the second case it is not necessary for the 
founders to possess the capital; they need only assemble stock
hold~n. Their interests are therefore less. In simultaneous for
mation, the founders must subscribe the entire capital. So, in 
practice, except for small businesses, the banks subscribe, and 
later place among their customers or on the Stock Exchange the 
shares that they have thus acquired. These sales can be made at 
the counters of the banks, according to the wishes of the custom
ers, or else the bank announces the sale by subscription of the 
shares which it has bought outright; the subscription is closed in 
a few days and the apportionment is then effected. The bank's 
profit is derived from the difference between the nominal value of 
the stock and the rate at which it is issued. The securities can 
also be traded on the Stock Exchange by the issuing bank. To do 
this, tbe authorization of the Commission of the Stock Exchange 
must first be obtained, and a prospectus published containing a 
certain number of statements required by law, such as: 

• A bill baa quite recently been depooited on the desk of the Chamber of 
Rep""",ntativeo providing for Dew legislation creatiog a new sort of eompany 
" aocielAl familial. " anaIagoUl to the British Private CompaDi .. , the French 
BocU!U. a ~ lirnith and the German GueU.t:h4Jt mit bucAnm,," 
tor Ho/tung. 
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(1) the dates of all estate transactions affecting the company; 
(2) the purpose of the company, its capital and the number of 

shares; 
(3) The amount of unpaid capital and tbe sum remaining to 

be paid on each share; 
(4) the oomposition of the executive and supervisory boards; 
(5) the specification of the shares in kind and the transfere of 

real estate by mortgage; 
(6) the last balance sheet and the last accounting of profits 

and losses if they have been published. 
In each case, the total capital of a corporation must be BUb

.mbed on its formation; a fifth of the amount of each share must 
be paid. The iBBue of stock to the public is only a second act 
tIijIt is in a way guaranteed by the first. In practice, the stock 
put into circulation is fully paid. The Belgian law does not set 
any limit as to the amount of the shares. 

It will be understood that the paying up of the securities in 
kind (shares paid up otherwise than on a cash basis) leads to the 
worst abuses: overestimation of shares resulting in the "water
ing " of the capital, excessive remuneration for technical advice, 
negotiations, etc. That is why the Belgian law requires the pub
lished description of the shares in kind. In addition the shares 
iBBued as having been fully paid up otherwise than on a cash 
basis can be traded on the Stock Exchange only after the publi
cation of the aeeond balance sheet of the company. They can 
always be negotiated by private purchase, according to the stipu
lations of civil law, but this practice is not common and would 
arouse suspicion. 

The shares not fully paid up, repnlSenting new subscriptions, 
must also remain 'JI8rsonol (non-negotiable) until completely 
paid up. The fully paid shares, unleBB the contrary is provided 
in the by-IaWII, may be either personal or transferable. 

There are several ca~es of ~k; the terminology in this 
field is essentially arbitrary and vague, and its interpre
tation varies with different authorities. The law is silent on the 
subject. 

Plw-EIw:D STocE. In view of the important rOle played by 
preferred stCX'k on the financial markets of Anglo-Saxon roun
tries, it is fitting to say a few words on the subject of this class of 
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stocl!: as it exists in Belgium. It can be created in tbe two fol
lowing cases: 

(1) If a corporation, the affairs of which are not very pros
perous, i;leeds to increase its capital, its directors - in order to 
induce new capitalists to invest in the enterprise - may issue the 
new capital as "preferred stock" which shall receive dividends 
before the original stock. 

(2) If a corporation finds it impossible to redeem a bond issue, 
it may endeavor to induce the holders to accept the conversion of 
their bonds into preferred stock. This constitutes the exchange 
of a claim security for an ownership security, with the risks that 
it involves. 

DEFEII1lEI) SToCK. Deferred stock is a security representing 
stock the nomina~ value of which has been repaid: the capital of 
a corporation represented by a given number of shares must re
main unmodified unless a decision of the stockholders decides its 
increase or reduction. But a corporation exploiting precarious 
concessions, for which the equipment will make a return to the 
grant\ng power after a certain delay, gradually redeems a number 
of shares through the profits realized. Since the law forbids 
the repurchase of stock and requires the maintenance of the 
fixed number of shares, a corporation proceeds simply to redeem 
the common stock which is transformed into deferred stock en
titling the holder to vote in the meetings and to receive a cer
tain dividend. 

FODNnEBS' SHABES. Founders' sbares or dividend shares are 
securi,ties awarded gratuitously to the founders of the organiza
tion in addition to the common stock, in remuneration for their 
efforts in forming the company. Generally, one founder's share is 
distributed for 5, 10. 20, 100, ete. common shares. 

In 'theory, the founders have tied up their capital. To obtain 
a large return from it, proportional to the risk incurred, they 
would have to hold their stock for a certain number of years, 
Now we have seen that in practice the founders are bankers, for 
whom long-term contingent investments are often impossible. As 
they must realize in a short time on the securities of an organ
ization that has not yet proven itself, they cannot benefit from 
high rates; so, in order to be repaid, they award themselves a 
certain number of founders' shares without designation of value, 
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but sbaring in the profits, in order eventually to receive large 
dividends. In practice, these founders' shares are put on the 
8tock market, often at very high rates, depending on the way the 
dividends are apportioned among the different categories of stock. 
The founder's share, in reality, divides the dividend into two parts, 
the one awarded to that share being a sort of superdividend. 

VOTING POWER. Voting power is generally attached to each 
share. The votes must be cast according to the classification of 
the 8tock8. Since the inflation, the board of several companies 
feared that the shares may be bought by foreign groups who 
would get the oontrol of the bll6iness. They have devised various 
means by which a plural vots i8 attached to a definite category 
of shares. For instance, the Societe Generale has ruled that 
If nominative shares N would, on oertain oonditions, carry ten 
votes instead of one. Those cases are not many. The balance 
sheet of the corporations must be published aDDually and the 
general 8tockholders' assembly assumes the power and responsi
bility of the board of directors (the executive power) and the 
board of oommissioners (intrusted with a supervisory function): 

Inoreases of capital are effected by a legal aot, and they muat 
be voted by a majority of the 8tockholders. The total amount of 
the new oapital must be subeoribed and a fifth of each share paid. 
The iesue to the publio is accomplished in the same way as when 
a corporation is formed. If the organisation is prosperous, the 
new stock will be issued at a rate higher than its nominal value, 
the profit from the issue muat be put in the surplus. No issue of 
atock can be made below par. 

BOND8. Vr'hile the atoek represents a share in the ownership 
of an organiaation, the bond represents a loan made to the lattel' 
by the public, a claim of the holder on the assets of the borrowing 
company. The bondholder has only an extremely limited power 
of control. He does not share the losses but be has the right of 
receiving only a fixed dividend. whatever profits may be realiaed 
by the organisation. It is natural that the regulatiODB relating to 
etock should not apply to bonds: thus, a bond loan does DOt have 
to be subsclribed as soon as it is decided on: the oompany can 
hosue the bonds according to its finaneial needs. Generally, how
ever, it triee to place the bonds in blocke, and deals through the 
intermediary of banks or brokers, or both. Nevertbelesa, tbe 
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regulations for the publication of the acts are the same for stocks 
and bonds; the prospectus of a bond issue must state, in addition, 
the mortgages encumbering the company's property. 

In Belgium, there is usually only one cla88 of bonds without 
special guarantees. At the time of liquidation, bondholders 
share in the division of the company's a88ets before the owner
stockholders. On account of the disinclination of the public for 
securities with a fixed revenue, owing to the depreciation of the 
franc, certain companies have i88ued, since the war, bonds giving 
title, in. addition to their fixed remuneration, to the share in the 
profits. There are mortgage bonds to which certain real estate 
collateral is attached by mortgage deed, generally drawn up in 
favor of a bank acting as " trustee" of the bondholders. 

The issue of bonds which, when for a sbort term or issued in 
very large notes, bear the name of treasury bonds, is evidently 
the best meaDS for the State, communes and local governments to 
procure resources to meet deficits or to undertake unusual enter
prises .. The State, when it borrows on short term for the needs 
of its Treasury, can issue to the public Treasury Bonds of varying 
maturity. 

THE STocK; EXCHANGE. Such are the securities negotiable on 
the Stock Exchange or among individuals, in current use in Bel
gium. The Stock Exchange of Brussels is a very active markct 
for capital. Spot deals and time deals are negotiated there. The 
absence of precise legislation all ,the subject of stock exchanges 
and the brokers frequenting them is a cause of abuse: The Brus
sels Stock Exchange numbers. at present two thousand brokers, 
who, by the publication pf ,small financial papers, contribute in 
developing a taste for speculation in the modest middle 01_. 
The iJoportant firms of brokers and the banks would like a severe 
regulation of the profeBSion: security, joint respolISibility of the 

. agents, etc. Nothing has been done yet in this direction. A 
movement in favor of preventive legislation is perceptible, how
ever, and the creation of a eiearing house for dealings of the Stock 
Exchange in public securities has been quite recently initiated 
by a group of prominent brokers, with the help of the National 
Bank of Belgium. The daily . average of spot transactiollS 
dealt with by said clearing bouse amounts 1I0W to 250 milliOD 

franC&. 
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Since 1898, a " Belgian Association for the Protection of the 
Holders of Government Securities" has existed in Belgium to 
look after the interests of the holders of securities of suspended 
public and private loans. 

THE BANK OF ISSUE 

The organization of a nation's credit depends on the more or 
less perfect functioning of its system of fiduciary circulation: if 
the latter is lIexible and elastic, paymente by check will be less 
developed than if, on the contrary, the note issue is rigid, inde
pendent of the demands of commerce, and strictly subjected to 
the gold reserve. Therefore France, a rich country making im
portant investments abroad. but .whose central bank has a very 
lIexible circulation. has not greatly developed systems of transfer 
and clearing. 

On the other hand, England, rich, active, possessing the world's 
foremost foreign portfolio. but having a rigid circulation. has de
veloped to a considerable extent payments by transfers and clear
ing. Her banking organisation, however, is criticised at present 
by many British bankers. who seem to have been converted to the 
Federal Reserve System. 

To render the foUowing study of the Belgian banking system 
easier, we shaH therefore begin by studying the circu1ation system 
and the central bank of Belgium. 

ORlIlIN 01' NATlIlNAL BANL Considered excellent from its 
origin (1850). this system would be extremely interesting ex
amined in detail from a critical and historical viewpoint. 

" It was only after experiments for twenty'years with existing 
institutions, which did not operate satisfactorily as banks of 
issue nor agt'nts of the Treasury. that the National Bank was 
created in 1850. So directly and effectively bas it arrived at 
these results that it became the model of at least two foreign 
CIOuntries in the reconstruction of their banking system. • •• The 
subjects of Banking theory and pra~tice have been more th0r
oughly discussed in Belgium than in some other eountries, be
cause ea~ renewal of the eharter of the National Bank bas been 
for nearly thirty years. This bas led perhaps to a more thor-
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otigh examination of the question involved than where charters 
run for shorter terms and proposals for renewal fall more within 
the channels of routine." (Conant) And, in fact, the National 
Bank of Belgium has served as a model .for the reorganization of 
the banks of issue of the Netherlands, Jugoslavia and Japan; 
Count Matsuga, Minister of Finance of the latter country, ex
pressly declared in 1882: "In point of the perfectness of organiza
tion and the well regulated condition of business management, 
the National Bank of Belgium stands highest. This fact is due 
doubtless to the lateness of its founding, which enables it to 
consider fully the mistakes as well as the successes of older banks. 
Its regulations are for this reason more perfect than those of any 
others, winning highest praises from the financiers of the world." 
{Conant) 
. ·We.shall have to limit ourseh:es, however, to a very brief study 
of the present charter of the central bank, making a few com
parisons with the prewar situation. Those readers who are more 
particularly interested in' the question of the' note issue will find 
in. C\lllant an historical discussion that will refer them to the 
legal 'texts and parliamentary documents. 

NOTE IssUE. There is only one central institution of issue in 
Belgiilm. It bears the name of "National Bank of Belgium," a 
corporation of which the capital of 200 million francs has been 
brought in 'by private· shares. The State owns no part. The Na
tional Bank has the legal privilege of issuing notes payable to 
the bearer; this privilege has been transformed by circumstances 
into a real de facto monopoly; indeed, the different organic laws 
that in 1850, 1872, 1900 and 1926 have established or renewed its 
charter, have always stipulated that" no bank of circulatioD can 
be established on shares, except by means of a special law." The 
gover'nment is therefore always virtually in a position to create a 
competitor for the Bank, but it is understood that only extremely 
grave circumstances could bring it to take this step. The private 
bankers and partnerships with unlimited liability could issue 
notes,.in .competition with the National Bank, but the publiC' 
would not accept them. In addition, only the notes of the Na-' 
tional Bank of Belgium are legal tender, which differentiates 
them completely in the eyes of the bearers from any other p8pet' 

that might be put into clreulation. . 
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" The Bank must have a reserve in gold, or foreign exchange 
oonvertible into gold, equal to at least 40% of the amount of its 
sight obligations, a minimum of 30% of which must be in gold." 

FOREIGN EXCHANGIII PORTFOLIO. Before the war, the ratio of 
the reserve to the notes in oirculation was determined by the stat- ! 
utes: this proportion could not be less than a third of the sight i 
obligations. It could, however, in exoeptional circumstances, go 
below this minimum with the authorization of the Minister of 
Finanoe. For many years, the Bank had built up an important 
foreign exchange portfolio which it used to protect its metal re
serve. To a certain extent, this· foreign exchange portfolio 
allowed the Bank to make up for the inertia of the private banks 
in the matter of export credits: "The National Bank, by dis
oounting paper drawn by the natives on the exterior oompeneates, 
to a oertain extent, for the absence of Belgian banks abroad. It 
was oonspicuous several years ago that in order to facilitate the 
international economic relations of Belgium, it developed as lib
erally as possible the buying and selling 'Of foreign securities .... 

" The facilities that the National Bank offered our export com
merce were not sufficiently appreciated in Belgium: Antwerp 
alone went ah~ad vigorously, but the provinces did not seem to 
suspect the advantsges they had in negotiating their foreign 
drafts and checks, however small, at the agencies." (Van 
Elewyok) 

As a ~neral rule, the Bank's total reserve, gold and exchange, 
reach~ 40 or 4.5% of the cireulation, thus surpessing the legal 
minimum. It should be add~ that the gold reserve, properly 
speaking, was rather weak, partly on account of the peculiar sit
uation of Belgium within the Latin Union. 

CoNPII:TITION WITH PlUVATB BANIt8. Altheugh it fulfills that 
function, the National Bank of Belgium is not only the bank of 
the benks; it enjoys complete liberty to carry on diseount and lOaDl 
operations with prh-ate t'ustomers and can thereby have a modi
fi~ effect on the mon~y mark~t, by ultimately restraining the 
avidity of the privats banks. ·It is fitting to point out here an 
interesting pecUliarity of its method of dealing in diseounts; the 
paper admit~ to its portfolio sbould, according to law, bear 
three signatures, one of which can be repla~, in -wn eases, 
by ool1ateral in the form of securities or merchandise. This third 
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signature is furnished by groups of private individuals formed 
into partnerships with unlimited liability called "discount bu
reaus " that deal with the Bank's provincial agencies. 

DISCOUNT BUREAus. "Under the name of comptuirs d'ea-

I compte (discount bureaus) associations of persons (a private 
partnership with unlimited liability) are permitted by the general 
council to discount such paper as is specified by the regulations 
of the Bank at rates and under conditions prescribed by the gen-
eral council. The paper admitted by the comptuirs is endorsed 
to the Bank direct. Each comptuir is held responsible; so that 
bad paper is returned to the bureau from which it emanated and 
which has to make good the amount. The individuals associated 
in the comptuir receive a commission on paper that they discount, 
to remunerate them for their trouble, and reward them for the 
risk they take. The commissions are determined by special 
arrangements." (des Essars) 

The bureau must furnish surety, and the Bank has at all times 
the right to suspend or limit its activity. . It can accept foreign 
paper only with the authorization of the Bank, whose agent is 
preseht at all its deliberations, 40 to 43% of the negotiations of 
the National Bank of Belgium are carried on through the inter
mediary of the bureaus, and from 57 to 60% are negotiated 
directly by the Brussels office and the Antwerp branch. 

OPERATION OF NATIONAL BANK. The Bank's operations 
consist of: 

(1) discounting or buying bills of exchange and other paper 
having commercial transactions as an object and Treasury Bonds 
within the limits determined by the statutes. From the commer
cial point of view that js its principal function. 

Article 21 of the statutes stipulates that it cannot have in its 
portfolio discount Treasury Bonds for more than 100 million 
francs (not including, obviously, the balance of the bonds repre
senting the debt contracted by the State to the Bank at the time 

lof the withdrawal of the marks). 
The following are considered commercial transactions for the 

application of this privilege: purchases or sales made by farmers 
or to the latter, of cattle, agricultural material, fertilizer, seed, 
crops and in general, merchandise and commodities relating to 
the practice of their industry. This is a concession to the farm-
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ers, but as a matter of fact, its consequence is limited. (See Sec
tion II, Agricultural Drafts). The discounted paper cannot run 
more than a hundred days. 

(2) Rediscounting abroad the paper in its portfolio j to place 
this paper again as collateral; to guarantee the payment of this 
paper or of the discount operations and advances relative to it; to 
acquire assets or obtain credits abroad. This permits it to per
form its mission of regulating the exchange and to cooperata with 
the central banks of other countries. 

(3) Carrying on commerce in gold and silver. 
(4) Making advances of funds on ingots or gold and silver 

ooins; this arrangement was made in view of the refining opera
tions of the precious metals. 

(5) Taking charge of the collection of bills turned over to it by 
individuals or organisations; this charge is very onerous for the 
National Bank which has a vast banking network; for localities 
in which there are no branch banks, the collection is accom
plished by the agency of the Postal Service. 

(6) Receiving deposits on current acoounts (not yielding in
terest) and, for safe deposit, securities, precious metals, and gold 
and silver ooins. 

(7) Lastly, making advances on current account or short term 
on the deposit of national publio ~urities or other credits guar
anteed by the State and the Colony, as well as on similar eredits 
of the Grand Duchy of Luxembourg." 

The Bank also participates very actively in the establishmen~ 
of clearing houses. It keeps the balances of the associates and 
plal'eS its offieers at the disposition of the member bankers, both 
in Brusse\s and in the provinces. 
~TION OJ" STATil TO BANE. The State tontrols in several 

ways the operations of the National Bank of Belgium. In the 
first place, it establisbes its cbarter by legislstion; Belgian c0r

porations, aceording to general law, can be established freely as 
long as they re5pet't the organic laws in regard to organisations. 
The State ~ tbe rigbt of suspending at any moment the 

" n.. O .... d Duoh." 01 LuDmbouq is a little ~, Wriklly. u-
wm~1,y induotrial (blast f ........... iroD ....... ). be!nn ..... '" the Steel 
Kamll. u.d which ............. udod a _ and _io UDioa with 
JIelaiWll in 1931. 
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·execution of all decisions that would be contrary to law, the 
by-laws or national interests. It appoints a commissioner to 
supervise all its operations. 

The Bank performs gratuitously the service of fiscal agent to 
the State in accordance with conditions determined by law. The 
available funds of the Treasury exceeding current needs are in
vested by the Bank in commercial credits; the Bank is surety for 
the credits acquired or entered to the account of the Treasury. 

The Governor of the Bank is appointed by the King for five 
years; 'he can be reappointed; the provincial agents are also ap
pointed by the King in their capacity as fiscal agents of the State. 

The government, in agreement with the Bank, determines the 
form of the bank notes, tbe way in which they are issued, and 
their quantity for each classification. The Bank must make 
weekly reports of its condition. 

COMPENSATION TO STATE. In remuneration for the exceptional 
privilege of issue that it grants the Bank, the government collects, 
by virtue of different rights, certain sumS of varying importance: 

(I/o) Each time a type of bank note is replaced or suppressed, 
the Bank pays the Treasury on the expiration of a period of time 
fixed in each case by special agreement, the value of the notes 
of this type that have not been presented for redemption. 

The notes of which the equivalent has been paid to the Treas
ury are deducted from the amount of the issue; those notes that 
are presented later at the counters of the Bank are redeemed for 
the account of the Treasury. " 

(b) The profit resulting to the Bank from the difference be
tween the rate of 3i% and the rate actually collected on its 
operations is given to the State. 

(D) After the deduction of 6% of the amount of the capital in 
favor of the stockholders, and the payment of 10% to the surplus, 
and of 6% (of the net profit) to the staff, the State collects three
fifths of the remaining profits. 

(d) The Bank pays the stamp duty on the notes in circulation, 
and does not benefit by any exemption from taxes or duties fixed 
by common law. 

Formerly there was a tax on the average amount of the circu
lation surpassing 275 million francs; it has been abolished, as well 
as a duty pai,d by the Bank to defray the expenses of the Treas-
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ury in the provinoes j but the share of the State in the profits has 
been increased, in accordance with the custom prevailing, more
over, in respect to all institutions of issue. 

In addition, the Bank serves the Caisse d'Epargne Postale 
(Postal Savings Bank) gratuitously, and to facilitate the trans
fer of funds, issues drafts which can be accepted as oredits, and 
which are payable on demand in a few days. 

GOVE1lNANClil OF BANK. The Bank is directed by a Directive 
Board oomposed of the governor and three directors, adminis
tered by a board of regents and supervised by a oouncil of cen
sors. One of the directors is appointed by the King to replaoe the 
governor when absent j he has the title of vioe-governor. The 
law establishes rigid distinotions between the legislative man
dates and the mandates emanating from the Bank's boards. The 
three directors, the nine regents and the ten oensors are appointed 
by the general assembly of the stockholders. Three regents and 
three censors are chosen from a double list of candidates pre
sentod by tlle Superior Councils of Industry and Commerce, 
Trades and Merehandising, Agriculture and Labor. 

The National Bank of Belgium is thus a private esiablishmen~ 

~
f issue over which the State possesses an important share of oon

trol which, however, it has not abused. The note circulation is 
gulated by tlle Banking Principle. Its statutes are sufficiently 

elastio to permit it to intervene effectively on the money market j 
it is legally authorised to pursue a foreign exchange policy ex
tremely favorable to the stability of the exchange. Tbe forma
tion of the foreign portfolio is an activity of the Bank of which 
the efficary was demonstrated during the War of 1870 at the time 
of the payment of the French indemnity to Germany; at this 
time, the National Bank of Belgium played aa important role, in 
whirh it arquitted itself with honor. 

It is regrettable that it does not have, like the Federal Reserve 
Banks of the United States, a mons direct oontrol over banks Ie- . 

sorting to rediscount; the extremely individualistic and empiric: 
nllture of the Belgian resents all authority, all supervision, how
ever nominal it may be, and does not believe as yet in the va1ue 
of eommerelal and indu....mal discipline established on scientific 
bases. 

&uNa SHEET C1uNoEs. The development of the National 
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Bank of Belgium since the war makes it possible to follow the 
modifications that have developed on the money market in Bel
gium in fifty years. Also, it is possible, from the example of our 
central bank, to draw certain conclusions as to the condition of 
credit in a state that has suffered the evils of inflation for more 
than twelve years. 

On December 31 of each year, the liabilities of the National 
Bank of Belgium were divided as below: (in 1000 francs) 

Notes in Totaloight 
Year cireulatiOD Current Accounts liabilities 
1913 ...... , ........ 1,067,407 117,098 1,184,505 
1918 ............... 3,210,473 582,669 3,793,142 
1919 ............... 4,785,916 2,481,695 7,267,611 
1920 ............... 6,200,495 1,159,316 7,419,811 
1921 ............... 6,415,054 667,096 7,082,150 
1922 ............... 6,876,392 456,796 7,333,188 
1923 ............... 7,537,191 430,257 7,967,448 
1924.. .. .. .. .. .. ... 7,873,124 437,669 8,310,793 
1925 ............... 7,813,492 459,493 8,273,185 
1926' .. .. .. .. .. ... 9,431,715 1,044,929 10,476,644 
1927 01 .. .. .. .. .... 9,115,320 731,984 9,847,304 

At'ilie same time, the cover for the liabilities suffered the fol
lowing modifications: (in 1000 francs) 

Year Gold 

1913.. .. .. .. .. .. .. .... 249,027 
1918 .................. 284,870 
1919 .................. 266,407 
1920 .................. 266,520 
1921.. .. .. .. .. .. .. .... 266,585 
1922 .................. 268,917 
1923.. .. .. .. .. .. . • .... 270,487 
1924 .................. 272,243 
1925 .................. 273,863 
October 25, 1926 ...... 273,978 
February 24, 1927... 3,122,276 

Foreign Drafts 
and Asoeta 

166,625 
100,691 
56,885 
27,168 
20,039 
17,376 
18,208 
30,016 
30,223 
30,223 

2,126,338 

Silver 

56,367 
24,850 
27,108 
27,885 
40,566 
55,041 
75,099 
741m 
90,515 
84,824 

Total 

472,oJ9 
390,411 
350,400 
321,573 
327,190 
341,334 
363,794 
376,296 
394,601 
389,()25 

5,248,61( 

Except for the last period, which felt the influence of the mone
tary reform and the reestablishment of the reserve (see Section 

• October 25. The aceounts of tbe financial year 1926 were clooed on tbe 
date of tbe monetary reform. 

• February 24-
, In this last figure are not included tbe bank notes of five and twenty 

franca, witbdrawn by tbe Treasury, amounting to .. total of abou& 7ID 
millions. 
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II), the ratio between the sight liabilities and the reserve was 
greatly weakened as a result of circumstances independent of the 
Bank's control: the inllation of 5,800,000,000 francs to permit 
the State to withdraw a part of the marks left in circulation by the 
occupation - the increase during the war of the fiduciary cir
culation. Let us add that forced legal tender had sway from the 
declaration of the war in 1914 until October 26, 1926. The for
eign portfolio included in the reserve was greatly reduced im
mediately after the war, but since the beginning of 1926, the Bank 
has been active again and is striving energetically to build it up. 
October 21, 1926, on the eve of stabilization, the reserve of 
the National Bank of Belgium was composed of the following 
items: 

Gold ............ .. .. .. .. .. .. .. .. .. .... Gold fran ... 273,861,000 
Silver, copper and miscellaneous ••••.•.• Gold fran... 84,236,000 
Foreign Drafta and "-0", •••.......•••• Gold fran... 30,223,000 

ToW .... .. .. .. .. .. .. .. .. • ... Gold fran ... 888,326,000 

It Ie fitting to remark that later the stabilisation led to a re
valuing of the reserve, hut independently of this accounting 
operation, the Bank had already bought foreign exchange for 
important sums by means of its own resources. 

In relation to the sight liabilities, the reserve rose at that date 
to 3.82% and the metal reserve to 3m". On March 3, 1927; 
after the stabililation operations, the total reserve (gold and ex
change) reached 53.33% of the sight liabilities. 

It is interesting to analYI8 the movement of the Bank's pr0-

ductive operations. 

Year n...--ercial .... ~'ol· Advan ... onPubiio T-~' 
(Deo.31) ........... C,,",,' 10 l!eeurities ..... 

(ill milliOllll of fraI>CB) 

1913.. • .............. 617 til S78 
1918.......... .. ..... 311 8t 395 
1919............ ..... 3!13 ~ 4S5 
11130.............. ... SIll 161 I,Oll2 
1931 ................. 458 :108 _ 
19:13.......... ....... 713 175 8S8 
1933.... ..... .... ... 1.210 3SS 1.585 
19:M.. .. .. .. .. .. .... l.553 584 1.137 
11135.. .. .. .... ...... l.i5t 898 1.153 
IlliG ................ 1,95l lI9l 2,iIJ 
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In proportion to the issues the ratio was established as follows: 

Ratio in % of the discount 
operatioDB to the amount of 

Year the notes in cireulation 
1913 ...................... 48.4 
1918 .......•.....•..... :.. 9.7 
1919...................... 8.2 
1920 ..........•...••..•... 13.7 
1921.. .................... 7.1 
1922 .............•........ 10.4 
1923 .......•..........•... 16.1 
1924 .. : . . • . • . . • • . • . • • . . . •. 19.7 
1925 .•.....•..••..•..•.•.• 16.-
1926 .....•...•.•....•..... 20.7 

Ratio in 0/ .. of the produc
tive operations to the sight 

liabilities 
48.8 
10.4 
6.3 

13.8 
9.4 

13.5 
19.6 
25.7 
26.-
2U 

EFFECT OF INFLATION ON THE PORTFOLIO. This example con
firms th!l rule of inflation: the abundance of media of payment, 
until prices are readjusted, increases the workinJt funds of mer
chants and manufacturers, who can finance their businesses much 
more easily than before. It is only later that the readjustment 
of prices reestablishes the normal proportion between the real 
media of payment and the real needs. In order that the reader 
can comprehend this striking disproportion, we have drawn up 
in a single table the movement of the commercial portfolio and 
that of the fiduciary. circulation in comparison with 1913 (-100) 

Ratio in % of the commer
cial portfolio since 1918 to 

Year I that of December 31, 1913 
1913 •••.•••••••••..••• 100. 
1918.................. 60.2 
1919.................. 75.8 
1920 ....••..••••.•.••• 166.6 
1921.................. 88.6 
1922 •..•.•........••.. 137.9 
1923 ..•..•.••...•••••. 234. 
1924 ..•....•.•.•....•. 300.4 
1925 .......•.•...•.•.. 242.6 
1926 .•........•...•••• 377.4 

Ratio in % of the amount of 
notes in circulation since 1918 
to that of December 31, 1913 

100. 
300.8 
448.4 
586.5 
601. 
644.2 
706.1 
737.6 
732. 
883.6 

Professor Chlepner describes as follows this phenomenon which 
was manifest in the commercial banks 88 well 88 in the central 
Bank: 

I The valuation of the different itema of the portfolio in foreign paper 
and in Belgian paper is almost impoooible for technieaJ reasons. A part of 
the scientific interest is thUB taken from it OD account of thie fact. We 
warn the reader in order to avoid pOllible eno .... 
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II In the fim place, one is struck by the slight increase in the 
commercial portfolio. From.1913 to 192.4 it did not even increase 
in the proP9rtion of one to two and a half (for the commercial 
banks)." 

The increase is much larger if 1918 is taken for the fim term 
01 comparison instead of 1913. But the end of 1918 is a wholly 
abnormal time; during the war the merchants had liquidated all 
their stocks and repaid their debts. In addition, the abundance 
of available funds, the scarcity of commodities and the economio 
atability had oaused all credit sales to disappear; everything was 
paid for in cash. 

II With the rebirth 01 economio aotivity, the praotice of dis
count was also resumed, but within very narrow limits. We 
observe, in fact, that at the end of 1920 the oommercial port
folio of the commercial banks waa not double what it was before 
the war, although prices had, at that time, almost quadrupled." 

The decrease in discount operations is particularly notable if we 
study the movement of the amount of Belgian paper presented 
for discount: reduced in 1920 to a tenth of the figure for 1913, the 
amount of paper discounted has rieen to a quarter of what it waa 
in 1913, proof that a number of transactions were negotiated in 
cash or financed by other credit procedures; for it would be use
less to believe that the deposit banks have drawn away the cus
tomers of the institution of i99ue; their II commercial portfolio" 
item is also oonsiderably reduced, as we shall see. They granted 
more advances on current aocounts, but the classic method of 
obtainilll credit has undergone a profound evolution, and it will 
take a 10111 time to reestablish the former practices. 

DISCOUNTS OF THB &NItS. Total number of commercial bills 
presented for discount at the National Bank of Belgium: 

111111 ........................... ".'lII8 
1830........ ...... .. ........... 640.4311 
uril ................ "......... 4Il6.1t111 
1921.. .. .. • .. .. .. .. .. .. .. .. .. .. 1107.4411 
11123........ ................... 7111.311 
1934 ••••••••••••••••••••••••••• 1.~I5S 
11135 ........................... 1.077.795 
19:11\ ........... " .............. l,u3.5l1 

The average maturity and the average amount of the discount 
paper alao shows modifications in the discountil\l practiees of the 
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Bank's customers; the average maturity has increased by about 
a third: 61 days instead of 45 days for accepted bills and 54 days 
instead of 45 for non-accepted bills. w' 

Index-number of 
Average Accepted paper Non-accepted paper 

Whole- Retail retail Average Average Average Average 'Year price aaJe pricea gold amount amount amount amount 
pricea (in francs in paper in gold in paper in gold 

(in Dec.) Dec.} franca franca franca francs 

1913 100 100 100 3,209.02 3,209.02 367.12 367.12 
1920 ... 468 171 15,399.95 5,795.66 4,013.22 1,510.35 
1921 369 393 154 12,816.24 4,940.99 4,122.75 1,589.43 
1922 407 384 147 12,575.26 4,948.58 2,407.81 947.61 
1923 545 470 115 12,871.46 3,443.92 3,203.84 857.23 
1924 666 621 119 13,795.37 3,281.39 3,623.96 862.-
1926 665 634 127 12,747.07 3,135.89 2,281.40 661.24 
1926 860 741 100 14,698.71 2,384.62 2,478.61 402.10 

In a general way, the average amount of commercial paper has 
been fli,rectly affected by the increase in the cost of living. 

COMMERCIAL AND INDUSTRIAL BANKS AND 
FINANCIAL TRUSTS 

LEo.u. STATUS OJ' THE BELGIAN PRIVATE BANXS. For an under
standing of the analysis that is to follow, it is useful to obtain a 
notion of the legal status of the Belgian banks. 

The great majority of them have been established in the form 
of companies with shares and, in fact, the only laws regulating 
them are those referring to corporations. 

As may be inf~ed from the fact that these laws deal with the 
entire group of economic organizations established as corpora
.tions, they do not'make any special stipulations in regard to 
banks, which, contrary to the practice in other countries, are not 
subject to any special legislation. Practice has, it is true, some
what enlarged the meaning of the legal provisions and, proprio 
motu, moet of the banks have interpreted very liberally Article 
76, which stipulates that: 
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II Fifteen days before the general assembly, the stockholdere 
oan inform themselves at the head office: 

(" 1) of the balanoe 1heet and the aocount of the profits and 
losses, 

(" 2) of the list of public securities, stocks, bonds and other 
securities of oompanies forming the portfolio, 

(" 3) of the list of stockholders who have not paid up· their 
shares with the indioation of the number of their shares and their 
addresses, 

(" 4) of the report of the commissioners. 
II The balanoe sheet and the aooount, as well as the report of 

the oommissioners is sent to the stockholders in name at the same 
time as the notioe of the assembly. 

II Every stockholder has the rigl\t to obtain gratuitously, on 
producing his certificate, fifteen days before the assembly, a copy 
of the documents mentioned in the preceding paragraph." 

DIDORmIII OJ' CONTROL BY THill CENTRAL BANII:. As a matter of 
fact, most of the banks publish spontaneously as a supplement to 
their report, which rarely has a general economio interest, a list 
of the securities forming their portfolios. Only two banks publish 
their monthly condition regularly. 

One might think that the central institution of issue, as in the 
United States, for instance, exercises a legal and effective control 
over the activity of the commercial banks. It does nothing of the 
eort. Since 1850, none of the lawe regulating the etetue of the 
institution of issue has bestowed control of credit establishments 
upon the central bank, which is reduced to simple empiric super
vision, the occasion for which is furnished by rediscounting. Le' 
US hasten to add that the Bank of issue succeeds, nevertheless, in 
exercising a control in this way that is often effective, but that is 
deprived of all legal sanction and ecientifia basis. 

EsTABLI8JUIII:N'l' OJ' BANES. The establishment of banks is 
absolutely free, so long as the founders respect the general lawe 
on commercial organiaation& We have seen in the course of our 
rapid analysis of the charter of the Bank of issue that it enjoys a 
d, lado monopoly of the issue of bank notes. The abeenee of 
special legal provisions relating to banks is such that even the 
branches of foreign banks have no other etetutes than Section XI 
of the ooiirdinated la .... which subjects foreign CKIIIlJIUIies to __ 
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ditions analogous to those imposed on Belgian organizations. 
Now, companies have to publish only a general, world balance 
sheet, without distinguishing between the different offices, and 
the branches of foreign organizations established in Belgium 
can preserve the most profound secrecy in regard to their opera
tions. It will be easily understood that the balance sheet of 
the National City BanIi: of New York, for example, has no 
significance from the point of view of the activity of its brancb 
in Brussels. 

The-bank of issue may grant foreign banks advances on public 
securities and, in principle, may accept paper from them for re
discount, although the Belgian branches of the large foreign 
banks generally avoid resorting to it. 

There is another extremely characteristic feature of our finan
cial legislation on which it is pertinent to dwell: that is the liberty 
enjoyed by the stock exchange brokers, who, however, frequently 
play the role of " promoters" in the forming of corporations, and 
who do not restrict themselves to their mission as agents as in 
Fraqce and Great Britain. This is the place, to quote Professor 
Chlepner: "It is known that the professions of banker and stock 
broker are with us subject to no conditions. Now, if thissitua
tion seems to us inadmissible for the banker, who at least is 
working for himself, it is to be totally condemned for the stock 
broker, who, in principle, is the representative of his customer 
... and who should present strong guarantees of his probity. 

" It is true that if the practice of the profession of stock broker 
is free, admittance to the Stock Exchange is subject to certain 
conditions, but this system was introduced only in 1914, without 
retroactive effect.: Therefore there are even among the stock 
brokers who, are admitted too many doubtful elements." And 
also, it is due only to the fact that Article 61 of the Code of Com
merce confers on the communal authorities the control of the 
commercial stock, exchanges and securities that it is possible to 
regulate the profession; the laws of December 30, 1867 and June 
H, 1883 are silent on the subject of the conditions to be fulfilled 
in order to practice the profession of stock broker. 

The extreme liberty of which the legislator has not seen fit to 
deprive private persons and organizations concerned to any de
gree whatsver with money oommerce influences the apeoulative 
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oharaoter of certain Belgian banks, that, however, generally enjoy 
a rather strong situation, but, at the same time, it reduces 
to a minimum the documents on which a methodical and 
logioal study of our banking system oan depend, and perhaps 
we may attribute to this cause the extraordinary absence of 
research on the subjeot, if oertain works on the institution of 
l88ue are exoepted. 

The daily preas and the financial preas do not appear either 
to be greatly interested in the scientific aspects of the develop
ment of the finanoial organization in Belgium. They are 
satisfied to publish offioial communioations, balance sheets, and 
corporation reports. 

Official statistios are extremely rudimentary in Belgium from 
the eoonomic, banking and financial standpoints. No important 
ltatistice on the money and oapital market were published until 
two years ago. 

GIINIIi1IAL BANItING SrruATlON BEI'OIIII191f. From the economic 
point of view, the Belgian banks before the war were character
bed by the preponderanoe of those established in the capitol, by 
the absence of concentration and their individualism, by the 
mixed charaoter of their operations and the .. confusion of func
tions." .. The dominant trait of the Belgian banking system con
sists of the constant relatione nf the bank to industry; most of 
the Belgian banks are not satisfied with short-term commercial 
oredit; in addition, they grant advances liberally to their CWl

tomara on current accounts. Besides, many of them, especially 
the most important, participate in the formation of industrial 
oompanies by subscribing to their securities. They share also in 
increases of capital, bond issues, ete. They are represented on 
the board of directors of the industrial companies and pit_ 
a permanent contaot with their customers. In short, the Bel
gian banks in general belong to the type .of the mixed bank.. 
(Chlepner) 

The finanrial predominance of Brussels is explained by its eeD

tral situation, by the fa~ that no city in the Kingdom is farther 
than two hundred kilomeWti from it, and that the eapitol is the 
center of an euellent road and rail_y system, in a eountry of 
30,000 square kilomeWti and 7,600,000 inhabitants. This pre
dominance of Brussels gets more and more important, beeause 
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the great banks of this city monopolize all the financial trans
actions, and leave the regional commercial ones to the provincial 
banks. Antwerp, however, is still playing an important part in 
the formation of companies. The role played by Brussels' banks 
is the more easily explained when one considers that the southern 
part of Belgium is superindustrialized and needs capital it cannot 
find on the spot. On the other hand, the northern part is quickly 
a wakening to capitalism and industry and requires also financial 
leadership. 

FINANCING AssOCIATIONS. The enumeration of the character
istic features of banking structure in Belgium would not be com
plete if we neglected to mention the financing associations (in-

I 
ve8tment trust8, financial trusts) that give powerful assistance to 
the expansion of Belgian capital and industry outside of the coun
try, and which are, for the most part, offshoots of the banks. This 
expansion is characterized by the fact that we possessed only an 
insignificant number of bank branches abroad, and, in order to 
place their manufactures, the metallic, construction, and electric 
indusf.\ies had created outside of the frontiers, in Italy, Spain," 
South America and the Orient, Belgian companies for the ex
ploitation of transportation, lighting, etc. Their capital was sub
scribed in Belgium by the banks and financing associations, and 
their financial service was carried on in Belgium by the parent 
banks. Very real and active, Belgian expansion took an indus
trial rather than a commercial or banking form, which led to the 
Belgians being frequently reproached with not turning their at
tention to foreign eountries. II During the four years from 1910 
to 1913 thll issues of Belgian companies operating principally 
abroad rested on a capital of 1,672 million gold francs." If cer
tain years are taken, it is seen that the issues of Belgian eom
panies"having their principal field of activity abroad, consisted of 
the following: 

Number , 
IB11O. •••• ••• •••••• 29 
1900.............. 188 
1910 .......••.•••• 161 
1911 ........•..•.• 164 
1912.............. 173 

" 1913.............. 173 
Total......... 888 

(in thOWBllds o( (ran",' 
Capital 
69,383 

459,419 
420,315 
630.712 
591,520 
4.52,335 
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We shall try to present a general view of the present situa
tion, as it appears from a study of the documents at our dis
posal. 

THE MOVllMII:NT TOWARD BANIUNG CONCENTRATION. Concen
tration is a natural tendency of contemporary organization and 
the German, French and English banks had succumbed to it before 
the war, each by different methods: investment control, increaees 
of capital, oonsolidation, and the creation of agencies. 

In Belgium, the case was far from being the same. Few banks 
spread beyond the city of their head office i in fact, the Societe 
Generale de Belgique alone had grouped about it a chain of de
pendent banks or banks that it supported. It owed this entirely 
peculiar situation to the fact that, having played the role of fiscal 
aaent to the Stste from 1830 to 1850, it possessed durin, that 
period a network of provincial agencies that later were some
times formed into autonomous organizations. Alone among the 
banks of any importance, the Credit Anveraois and the Credit 
General Liegeois had followed a policy of expansion by means of 
branches. 

However, no legal provision placed the least obstacle in the 
way of the creation of branches, but the individualiatio spirit of 
Belgian manufacturers and merchants was much better adapted 
to the existenoe of numerous local banks of moderate importance, 
which occasionally had a few unimportant agencies in the dis
trict. Even private banks sometimes had one or two. In addi
tion, the bank's own resources were generally not very important. 
This can be seen from the following table, drawn up with the 
aasistance of information taken from the MOIIiteur Ilea Intiriu 
Mot6riela. 

The notaries and stock brokere also played an importan~ rOle 
in mortgage loans and issues of securities, either on their own 
account or as intermtdiaries of the banks. 

The war brought profound changes into this situation that are 
difficult to distern at first glance; this is, moreover, partly due to 
the fact that the official st8t.isties are wanting iD lIOIIIe respects 
and present certain contradictions. 

Thus, if we refer to the statistics of the movements of c0mmer

cial organiaations published by the Mmistry of the Interior, we 
"00 the following COIIOluaions, bearing uclusively on the num-

• 
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Size of Capital Number of Banks 

(in francs) 
1913 1920' 1921 1922 1923 1924 1925 
-- - -- --------

Under 5 million ....... 39 Z1 35 34 38 86 8S 
Per cent of the total 58.1 17.5 48.7 

Between 5 million and 
41.- 44.7 69.1 88.5 

10 million ........ 10 19 19 22 20 25 26 
Per cent of the total 14·9 18·4 fB.7 18.5 fB.5 17.1 17.1 

Between 10 million and 
20 million ........ 10 13 10 9 9 13 14 

Per cent of the total 14·9 18.1 11.5 10.8 10.8 14·1 14.8 
Between 20 million and 

. 50 million ........ 8 7 10 11 11 8 10 
Per cent of the total 11.9 9.7 11.5 18.8 11.9 8.1 10·4 

More than 50 million .. - 6 6 7 7 10 11 
Per ceot of the total 8.8 7.5 8.1, 8.1 10.9 11.5 --
Total .............. 67 72 80 88 85 02 96 

ber of organizations and not at all on the amount of capital 
invested. 

Par ...... 
obi,. 

Y ... .nth 
willmU"! 
liability 

IIno 48 
1 .. 1 84 
'9" .. 
,9" .. 
1." .. , ... 47 

ToIoI .... 
-

BANKS AND FINANCIAL OPERATIONS 
ORGANIZATIONS FORMED 

Partner-- ......... Ia.:-without ahipaOD 
Corpo- Coop«-

()tbaoo Total ....... ........ """' .. ali .. ...... 
18 I 39 862 I ... e 
8 1 82 113 .. 188 7 

12 1 84 70 1 110 • 1 • 1 88 118 .. 134 10 
12 .. 68 15 .. 1 .. .. 
• 1 .. .. 1 '24 11 

•• • ... ... a 1_ 61 

I ... 
Uqui- or_ ....... 01 

capital 

,. 61 
34 10 
28 .. 
88 86 .. .. 
38 47 

19. ... 
The official statistics include under the same heading" banks" 

and establislunent& concerned with" financial operations." True 
confusion is regrettable; it is not possible, according to these 
figures, to make the necessary differentiations • 

• For the poet-war period, it is evidently n..-ary to take into aOOOUDt 
the depreciation of the money, which jIIak .. it impoeoible to eoDSider iJ>. 
oreaaee of capital from an abeolute poin' of view. 
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In addition, in the case of corporations, for whioh the amount 
of oapital is published, it would have been opportune to make usa 
of this important information. 

INTERPIUliTATION OF STATIBTICS OF BANItS ORGANIZED. The sta
tistios cited above give the impression of .a sudden cropping up of 
banks after the Armistice. In reality, this was far from being so, 
and the number of banks proper increased by only about twenty. 
The imposing total of 649 cooperatives founded since 1920 is' 
oomposed for the most part of Savings Banks and the branches 
of the Boerenbond: this powerful peasant and Catbolio co
operative establishes itself in all localities to wbich it gains 
aooess to oooperative dairies, insuranoe and savings offices, and 
the mUltiplication of its activities, in spite of appearances, is an 
indioation of the powerful oentralisation policy pursued by the 
Boerenbond. A very small number of cooperative banks and. a: 
~w oompanies of stock brokers were also created in the same, 
form. Many of the latter have also adopted the corporate form,
and 80me private bankers as well have given their organisations 
tJlia legal form. But more critical statistics, which '!Ve. shall 
use freely, those published annually by the M onitsur dea IMe-
rita M ot6riela, demonstrate in reality that the fOlDlding. of 
banks, properly speaking, has been quite limited. However, _ 
the movement towards horilontal conoentration has been some-: 
what hindered by attempts at integration, a group of producers: 
ell' mel'l'hants attempting to subjugate credit to their authority, 
by creating a bank that, in this case, often took the coopera-. 
tift form. This subjugation of the bank to industry and 
ClOIDmeroe is characteristio of periods of inflation and monetary 
depreesion. 

CAPITAL lNvmiw IN BANKS. Since the Annistice, the fDHow-
ing table gives the amount of capital invested in the banks, &8 well . 
&8 that invested in the total number of organiaations, according 
to the statistios of the Banque d'Outremer. -

As was demonstrated by the statistics of the number of bank
ing enterpriseS; these of the movement of fapital reveal the im
portance of eapital in~ and their preponderance over the 
simple fOUnding -ofolganiaatioDs. . Certainly the monetary de
preciation pla~ an importapt part in this movement, and it 
would be rash. to overestimate the part played by tendeDCies 
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(in thousands of franCB) ID 

Banks Total number of organizations 

Year New New 
issues 

Increaaes Total 
issues Increaaes Total 

1919 168,358 495,945 664,303 977,139 1,200,672 2,177,811 
1920 56,576 347,610 404,186 829,412 1,823,739 2,653,151 
1921 70,670 275,902 346,572 436,336 1,217,042 1,653,378 
1922 30,874 257,965 288,839 413,766 1,207,527 1,621,293 
1923 66,808 351,938 408,746 654,963 1,369,969 2,024,922 
1924 66,441 408,392 474,833 676,719 2,213,293 2,790,012 
1925 150,238 247,545 397,783 918,895 1,462,273 2,401,168 

Totals 599,965 2,385,297 2,985,262 4,807,220 10,514,615 16,321,735 

toward concentration alone. The considerable importance of the 
capital absorbed by the banks - nearly a fifth of the total issues 
- will also be noted. 

DETAILED STunY Oll" CONCENTRATION MOVEMENT. Armed with 
these very general facts, it is now possible to advance further and 
to study the concentration movement in detail. 

Before the war, the Banque de Bruxelles was almost isolated. 
But, since then, it has founded a chain of affiliated banks num
bering twenty-one, and the capital of the group has risen from 
36,350,000 francs to 160,500,000 . .francs. Here is a convincing 
example of concentration. The table on p. 237 is very interesting 
in this respect. 

Consequently, of the 96 banks that the statistics of the Moni
te:u.r dll8 Interet&- MaUriel8 take into consideration, 35 had a 
capital of more than ten million francs while, of the 67 banks 
of 1913, only 18 belonged to the two large groups. The group 
known' as the " Louvain " banks, having at its head the Caisse 

D Figures for 1926 and 1927 ale now available: 

Banks (in tho1l8llllds of franco) 

Y .... New Iasuee In.- Total 

1926 142,549 118,244 270,792 
1927 8,450 .' 623,440 837,890 
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Ba.nklI AfIiliated with the 

YOM Banque de Bruxellee Sooi6t6 G6n6rale de Belgique 

Number of Capital Number of Capital 
banks (franee) banks (franee) 

1913 • 36,350,000 15 85,300,000 
1920 10 76,500,000 16 153,500,000 
1921 13 99,500,000 16 150,500,000 
19:n 16 118,500,000 16 163,500,000 
1923 18 128,500,000 16 163,500,000 
1924 20 156,500,000 16 256,000,000 
1925 21 160,500,000 16 286,000,000 

Centrale de Cr~it of the Boerenbond, is made up of eeveral banks 
operating mostly in the Flemish part of the oountry. 

Banking concentration has also adopted another form that 
is interesting to study: that is the creation of numerous agencies 
8cattered tlll'Oughout the entire country, and charged, on the one 
hand, with collecting deposits, and, on the other, of placing issues 
of public eecurities among scattered customers. 

At the end of June, 1926, the Belgian \>anking organiaation 
included: 

103 head offices 
200 branch offices 
674 agencies 
M3 bureaus 

tha' is, 1,420 seats of activity, for '1,800,000 inhabitants. The 
figures for 1913 have not been drawn up: It numerous presen\ 
agencies went little private banks that have been absorbed and 
that migh\ themselves have several auxiliary bureaus, which, 
however, could be enumerated only with great difficulty, owing to 
their legal status: private enterprises, or partnerships with 101-

limited liability, not compelled to make legal publication&. In 
any case, taking into aeocunt certain facts, notably, the percent.
age of increases of offieera in the group belonging to the Soei~ 
~6ra1e, the creation of certain large, and entUely new banks, 
with branrhee, sinre the Armistire, and the new tendency of the 
Banque de Bruxellee, we belie\"8 the\ there eould DOt han been ill 
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1913 more than between 250 and 300 subsidiary offices, the num
ber of main offices· being 65." 

Belgium contains 2650 communes. That would make about 
one banking office for two localities; but the big industrial and 
commercial cities are much better provided: Brussels has 166 
offices, Antwerp 94, Ghent 15, Liege 17, Namur 9, Charleroi 13, 
Tournai 11, Mons 9, Bruges 10, Hasselt 10, and OBtend 10, that is, 
375 offices for the eleven most important localities. It is easy to 
see that the number of banking establishments in a single place 
is excessive and results from bidding against each other and the 
competition of the groups. 

A more detailed examination of the banking map leads us to 
even more interesting conclusions. The Franco-Belgian frontier, 
principally in Flanders and Hainaut, is sown with a string of 
banks that have often served to receive deposits of French money 
(see below), particularly at the time of the violent fluctuations 
of the French franc. Let us add in this respect that several middle 
sized banks in Brussels also specialize in the management of funds 
deposited by French customers who are afraid of the fiscal 
policies of their government and do not care to leave their capital 
in their oWn country. 

The banks install their agencies in localities that do not always 
have an agricultural and economic importance corresponding to. 
the number of bank bureaus existing there. This is the result of a 
campaign to attract the peasants' savings which \lave been con-
siderable since the war. • 

. Localities Offices 
N eufchAteau. '" • • • • • • • • • 6 
VirtoD. • ,;. ~............... 4-
Eupen •.•.••••.••••••• 4 
Haonut .• .......... •••• Ii 
1'urnhout .••.••• •••••• 8 

. Leuze •••••••.••••••••• Ii 
Yprea •••. ~ ....•••••.• 6. 

Number of InhabilaDtII 
2,578 
2,819 

\2,270 
2,098 

23,742 
6,981 

17,409 

The recruiting of staffs is difficult, and among the .. branch 
managers" of a bank that failed, having 91 agencies, are found: 
a teacher-sezton, teachers, brewers, a wheelwright, a baker. a 
miller, a printer-sexton and an organist-sexton. These people, 
pro\lably Y.8l7 honorable none the leas, were evidently not quali-
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fied to fulfill as delicate a miBBion as that of bank agent, and the 
.multiplioation of not very solid bank agencies, easily exposed to 
a run, is not of a nature to inspire sound confidence in credit 
establishments in the minds of the people. 

Many things remain that could be said on the subject of the 
ooncentration of Belgian banks, but we believe we bave succeeded 
in oonvinoing the reader that there has been a real movement for 
oonoentration sinoe the war. . Certainly it has been masked by 
attempts at vertical integration, and by the .. bubbles" that are 
formed in periods of prosperity and inflation, but, on the other 
hand, it appears clearly in the formation of chains, banking . 
systems, and the mUltiplication of agencies intended to con
oentrate deposits and lead them to flow into the financial centers 
of the oountry, particularly to Antwerp and BruBBeIs. 

We shall have an opportunity, however, to return to this topio 
when making a brief examination of the deposit policy. 

GENERAL SITUATION OP THII BELGIAN BAND. The analysis of 
the situation of the total number of Belgian banks is very in
structive. To accomplish it, we shall utilile the statistical tables 
that are published eaoh year by the MonitllUf' dea InteNta Mot'
NIB. The table on page 240 preeenta a summary of these 
figures. 

STIu:NOTHENINO OP REsmavm. What is striking, first of all, 
is the strengthening of the re8erV88i after 1920, they are ten 
times greater, in round numbers, than before the war, and they 
have remained at the eame level, aImoat without interruption, 
until the end of the last year for which we possess the faeta.. This 
wiIl appear, certainly, as a proof of the prudence of moat of the 
credit establishments, which have been aware since the Armistice 
of all the dangerous elements in the poet-war financial situation. 

We have already called attention to the slight increase in the 
commercial portfolio of the National Bank of BeIgium i the ez
planation we have given also applies to the eommereial port
folioa of the private banks. It should also be eaid that the COD

siderable increase of the yeara 1925 and 1926 romes from the fa'" 
that the statisties have been completed by adding the items of the 
balance sheet of the Soci~~ Nationale de Cftdit ll'Industrie. The 
item that has most inereased is that of ordinary eurre.nt attOUnts, 
which bee\ exp_ the close re1atiOll8 of the bank with industry. 



SITUATION OF THE BELGIAN CREDIT ESTABLISHMENTS ON DECEMBER 31 OF EACH YEAR 
(In tho\1llallda of franca) 

Ass" ..... 

Number of bailb Portfolio of com·, - Portfolio of Current Lo .... y .... Rooorve aeouritiea and aacountll (includ~ Total ueeta m.erolal paper in ............ iog a&ockholden) . reaJ. .,.tate, eto. 

1912 ........ 66 130,785 669,505 730,672 1,152,350 792,852 3,477,164 
1913 .••..... 67 172,365 777,527 717,315 1,410,750 648,634 3,926,591 

1920 .•.•. '" 72 1,231,428 1,327,278 2,845,149 4,671,278 827,008 10,902,141 
1921. ...•••. 80 1,028,168 1,861.998 3,331,750 4,459,555 863,680 11,540,151 
1922 ........ 83 983,558 1,873,393 4,008,852 4,593,387 1,011,708 12,470,898 
1923 .....•.. 85 1,031,567 1,736,054 3,436,826 6,246,285 1,264,536 13,715,268 
1924 .••..... 92 ,1,115,778 1,821,268 3,274,904 7,009,147 1,455,499 14,676,616 
1925U •••••• 96 '·1,353,692 3,120,923 4,234,307 8,566,241 1,482,464 18,763,647 
192611 ...... 94 2,036,906 3,566,914 4,033,985 9,992,145 1,551,709 21,181,659 

LI.um.rnJo. 
Obliptionl 

.... ~tol Pald~ e=:: MI .. Uan&-V.,. .. pi OU.lurplua Immediate or PnIfi" the paid up LoaM Totalliabilili. 
l'IacI ..... undetermined oapi~ 

1912 .... 452,490 111,324 221,915 628,934 2,013,839 56,327 10.75 7,665 3,477,164 
1913 .••. 496,466 124,230 235,244 673,922 2,334,958 68,230 12.44 6,459 3,926,591 
920 .••• 948,418 189,365 439,845 911,481 8,270,826 140,341 15.75 7,135 10,902,141 

1921. ..• 1,059,030 229,837 486,137 1,096,390 8,517,542 157,663 14.28 6,454 11,540,151 
1922 .•.. 1,178,1l'17 204,794 617,295 1,004,673 9,506,346 169,158 13.88 5,501 12,470,898 
1923 .... 1,227,554 225,156 714,918 1,403,258 10,156,028 219,422 17.39 5,907 13,721,175 
1924 ...• 1.'71,072 309,889 878,278 2,238,916 9,841,672 279,021 18.60 5,343 14,681,959 
925 ..•• 1,668,931 376,415 987,937 4,532,428 11,263,696 325,533 18.97 9,878 18,763,647 

1926 •••• 1,684,688 824,367 1,081,924 8,679,924 14,294,565 448,790 26.64 8,332 21,181,659 

a ~ &able. are pubUihed lu June of eaob JeU' roUowlDa .... baDcial ,.,. &0 wblob. &he¥ refer. 
• DuriDo ....... lOllO .nnI bub ba .. -...I _ ..... . 



STRENGTHENING OF RESERVES In 

This has increased since the resumption of economio relations in 
Belgium. In order to rule out the ineyitable imperfections of 
statistics as extensive and elastio as those of the M onitellll' des 
Intb8ta Matbiels, Professor Chlepner has made a table includ
ing the principal items of eighteen credit establishmente," of 
which the paid up capital and surplus reached ten millions 
in 1913. 

SITUATION OF THE PRINCIPAL BELGIAN BANKS 
(In miUiODI of (ran .. ) 

AaaE'I'II 1913 1918 1919 1920 1921 1922 1923 
--

Jteoorve ..•..•.•. 100 1169 935 722 496 S03 491 
Commercial port-

follo .......... &78 21' 702 880 1,287 1,234 1,150 
Cummt debit _ 

OOUDta ••••••• • 736 1.039 2.689 2.851 2.426 2.487 3.109' 
Stoaka and bond." '30 WI lI54 666 604 673 769 
Government -ouritieau ..... . 190 1.017 1.«3 1.357 1.468 1.1173 1 .... 
Sundry advan_ 356 371 279 2911 267 324 441 
Real property •.• 40 40 4lI5 67 83 108 113 

LI.uu.mIoe 
Paid up oapital 

and....,..UB ..• Me 602 793 9211 IM4 1,1114 1,160 
Commitments ••• 1.808 3,071 &,682 6.S86 6,M7 6,193 6,170 

1924 

-
580 

1,161 

3.058 
1.050 

1,091 
lI53 
133 

1,1176 
8.160 

II Booi~16 <Unftle, Bonque de BruzeU.,., Bonque d'AD_ Bonque 
d'OullemPl', Cai_ de Reporla, ~t <Unnl ~ Bonque de lie
poria, Cftdit ADvereoi.. Bonque OentraJe AD_"" Bonque 1Dtema
tioDaI. de BruzeU.,., Bonque Li~ Cftdit ~ de Beliique, 
Bonque de Flandre, Bonque ~ Bolp, Bonque de l'Unioa ADnnoiBe, 
Bonque de Cridit Commllftlial, Bonque de Gand, Bonque GadnJe de 
~. 

In Ibe meantime, lb. Bonque IDlenWionale .... abooIbed by \he Bonque 
d. Brux.I ..... and \he Bonque de Reporta and \he BoDk de l'UniGot AD_ 
BOioo by \he Bonque d'ADYeIIL The ~ u.-fore remaiD eomponble. 

We haft em ..... Ibe Bonque BeJ.., pour 1'EVupr and \he Bonque 
Italo-Belp, of whidl \he balaI>.OB .......... too _U:r iDfI.-oed by 
opNaliOllll ou\sido \he (""'Ii ..... 

.. ID ~n ...... tbo disUo..uOll bH.~ tbo ..,....;tieB of eompuaiOB 
and Ioana of \he publiCI 1'0_ d_ not appoarllllflicHDtIy c:Iear. But \he 
..... Iw.. riot of emil' io exII'emIeIy elisbt. 

Tho i_ ft 00_ ~tieB· ill ""--' mootb' of ...... ~ 
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In 1918, the debit current accounts showed an increase of 300 
,millions, there being numerous organizations that were obliged to 
contr!,ct loans during the war on current accounts, in order to 
pay the salaries of the staff retained on duty, and sometimes even 
to deal in bonds. In 1919, the sum of this item was larger than 
2.5 billions, and did not increase more than by 500 millions up to 
the end of 1924. It was "for reconstruction work, to build up 
their stocks again, to increase their working funds - an increase 
necessary on account of the rise in wages and prices - that manu
facturers 'resorted to their banks. And this in spite of the in
crease of capital and bond issues to which everybody resorted." 

The examination of the item "real property" can occasion 
little discussion: the estimation of the commercial value of the 
bank buildings is very difficult, and it is probable that tbe ad
ministrations interested bave made it with extreme prudence. 
If the amount of the item has increased from 40 to 133 millions, 
it is not On account of revaluation of existing buildings, but rather 
on account of the extension of provincial agencies installed in 
buildings of imposing appearance and considerable commercial 
value~ \ 

-THE SECURITY PORTFOLIO. One observation is necessary at the 
start: banks' " hidden surpluses" and" hidden profits" realized 
on their portfolios are commonly spoken of. We believe that this 
is considerably exaggerated, and that if the banks have not stated 
in their balance sheets the increase in value of their portfolios, 
they should be commended for it. It should also be noted that, 
contrary to the German law, the Belgian law is absolutely silent 
on the rules that should prevail in valuing securities in the port-
folio. -, 

We have submitted the portfolio of one of the strongest Bel
gian banks to a oritical analysis. We have done this as regards 
the securities quoted on the Stock Exchange. These figure in 
the balance sheet for the sum of 56,350,775 francs, that is, for 

ties; it includeS, however, a eertain quantity of foreign eecuriti .. that it 
haa not been poanble to eliminate. 

Tbia table does not pretend, moreover, to give an abeolutely preciee pi .. 
ture of the reality. The balance oheeta are often not very clear and the 
wa)'ll of making them up frequently vary, the la" stipulating merely thet 
the helance eheet ""ould dilJerentiate between the bed _ and the 
available 88III!ta, between the dehte of the company to iteelf, to third parti .. 
and the c1aima of otben oecured by mortgage&. 
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their nominal value. Their Stock Exchange value at the date of 
the olosing of accounts was 184,011,157 francs. The plus-value is 
then 120 millions, but it must be taken into account that the 
nominal value of most of these securities is expressed in pre-war 
franos; if the Stock Exohange rates simply reflected the monetary 
depreoiation, by making the rates rise proportionately, we should 
see the value of the portfolio reach 395 millionl at least, without 
oapitaliling the surplus or the inoome from the seourities. It 
would even be possible to say that as regards their portfolios oon
stituted in 1914 the banks have suffered a loss in value, if the 
present rates are translated into gold." 

Moreover, the banks make no mystery of the moderate way in 
which they value their portfolios, and make a merit of not basing 
them on the Stock Exchange rates. It is also quite evident that a 
forced liquidation of such important quantities of government 
securities would lead to oonsiderable depreciation. 

However that may be, the security portfolios and investments 
have risen from 730 millions to 4,234 millions. Now we have seen 
tbat the Stork Exchange rates are far from reflecting the monetary 
situation. We can say, with Profeesor Chlepner, that" this fact 
is explained by tbe numerous increases of the capital of industrial 
organiaations, in whirh the banks must take shares, without being 
able to turn the securities over to the publio immediately. Also, 
the desire to inorease holdings of real assets has played a certain 
part." 

ToIal_ ill aoId fran .. 
y .... ToIaI_ (paper fran .. _~ 10 

(In paper lnaeo) &old '" umual a_ late 
01 ~ OD N .... York) 

1913 8,365 8,365 
1913 3,!UI 8,8011 
1!rlO 10.713 •• 0111 
1921 11,310 .,360 
19'1l1 13,4'10 .,907 
1_ 13,71& 3,-
1924 14,676 3,491 
lItIS 111,763 4.818 
lUI 31,181 3,438 
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SECURITY PORTFOLIO POLICY. A detailed analysis of the secur
ity portfolios of the large banks makes it possible to discover the 
policy they pursue. In a general way it can be said - we are 
considering only the strong banks here - that the credit estab-

. lishments divide among each other the companies in which they 
'wish to exercise an influence. This division, obviously, is not pre
meditated, nor is~t absolute; it often results from fortuitous cir
cumstances: propositions addressed to one bank rather than 
another, personal relationships between the bankers and the in
dustrial captains. Sometimes, but very rarely, a struggle takes 
place for the control of an enterprise. Often, too, unrelated banks 
are interested in the same enterprise. 

Two facts are worthy of attention in the study of the port
folios of the large banks: the colonial expansion and the making 
of investments in foreign banks. The majority of the colonial 
companies have had a bank presiding over their foundations, 
through the influence of King Leopold II, and the raleof the 
Societe Generale was very important in this respect. 

There ate at present about 170 colonial organizations, with a 
total ';~pital of more than three billion francs. If before the war 
the general public was scarcely interested in the Colony, its dis
position has changed since, and evidently it is only due to its 
participation that the total amount of the issues of the colonial 
organizations has succeeded in reaching one billion, four hundred 
million in capital money between 1919 and 1926. (See table at 
top of page 245.) 

In 1926, the income of the Belgian c~lonial organizations in the 
Congo rose to 200 millions, although many of these companies 
were of only recent foundation and were still in the process of 
organization. 

The movement for expansion of colonial organizations has been 
considerable, which is perfectly comprehensible since our country 
expects indispensable assistance from the Belgian Congo in her 
rehabilitation, and, on the other hand, the development of this 
immense territory is extremely costly. The banks have estab
lished veritable chains of colonial organizations which are in
terested in each other; they are in touch with the enterprises, 
and they present many examples of integration and concentration. 

If the situation of each bank is analyled, it is seeD t!!at ~ 
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Years 

1919 .............. . 
19:10 •..•.•••...•..• 
10l11 .............. . 
1m ............. .. 
1923 •..•.•.•...•••. 
1m .............. . 
19:16 .............. . 
1936 .............. . 

Total ...... .. 

N Issu more .... of capital 
. ew .0 and Bonda 
(In tboUllll!da of francs) 
16,4I.!8 14,380 
24,778 68,661 
8,37' 18,766 

61,891 -173,3411 
3,761 66,900 

19,606 160,71:1 
:106,148 182,1143 

88,3023 4007,226 
i9i,99i 1,033,334 

Total 

29,808 
81,4037 
23,139 

225,040 
80,661 

1'10,,17-
387,4088 
473,648 

1,4031,328" 

portfolios before the war comprised numerous securities of for
eign companies and of financial truste with fields of activity, 
abroad. The necessity for the banks to cooperate in increasing 
the capital of national organilations, and international political 
and monetary difficulties, obliged our credit establisbmente to 
pursue a .. domestic policy" which took the form of increased 
portfolio of Belgian securities and of those of Luxembourg as 
well, as a result of the elimination of German influence in the 
Grand Duchy of Luxembourg. 

The political and economic strength given by the possession 0(' 
auch a portfolio is considerable; however, the banks did not always 
aucc~ in utilising it to the best advantage of national intereste, 
as is disclosed in thia confession by one of the directors of the 
Societ6 Generale: 

.. It will be permiasible to recall that immediately after the 
Armistice the Soclet6 Gen6rale, through ite Governor, issued an 
urgent appeal to the heads of the great metallurgic enterprises, 
asking them to make an agreement among themeelves with a view 
to the reconstruction of their factories that were, for the most 
pan, entirely destroyed, or partly 110. Before the war, their de-

• In 11127 \be __ of aoIoaial ...... puieo cIeftIopod paIIy, ........... by 
\be folio' 6au..-- ('Ill Il>0l ..... of fran .. ). 

Y- Newt.. 1 __ of Capital Total 

11m l,OM,ooo 4lil,OOO 1,485,000 
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velopment had been accomplished with each company considered 
as an entity completely independent of the others, and hence, 
each, instead of specializing, tended to perform all the operations 
of transforming metal. Was it reasonable to rebuild each group 
of factories by reinstalling in each, at a cost of millions, blast 
furnaces, steel mills, rolling mills, ete., and would it not be better, 
on the contrary, to profit by the fact that almost everything had 
to be done over, and unite all these companies in a vast' pool,' 
assigning each group of factories a specialty? ... tbe project 
finally failed on account of the individualistic tendencies of sev
eral of those interested." 

But the Societe Generale succeeded in accomplishing the con
centration of the coal industries placed under its protection, and 
the concentration of the electric enterprises is quite effective. 
The same is true of the glass-making industry. The government 
policy tends to favor concentration. 

INCREASED INVESTMENTS IN FOREIGN BANKS. Since the war, 
the Belgian banks have greatly developed their investments in 
foreign banks, and they have extended their relations particularly 
.with 'Central and Eastern Europe (Austria, Czechoslovakia, 
Poland.) The following table demonstrates this. The reason 
for this policy seems to be the temporary expulsion of German 
and Austrian financial influences from these countries, which they 
formerly dominated. Finally, many of these Balkan and Baltic 

BANKINO INVESTM£N'1'8 or THB MOST JM~AN'I' :aa.aJAlI' BANU 
IN J"OBElGN COUNTRIE8 

1913 
Luxembourg (Grand Duchy) .••••••.. -
France ..••••.•••.•••.••••.••••••.•• 7 
England •••••••.••.••...•. ••..•.•.•• 3 
Holland •..•..••.••••••••••.•....... -
Germany •••.••••......••.•••..••..• -
Spain ••••.••••••••••••• ••• .......... -
Portugal .••.....•...•.•••.•.•..••••• -
Italy ........•.......•... ; .......... 1 
Austria •••..•.••.••.••.•••••..•••••. 1 
Poland ••.•.•••••..•....•••.•...•... -
Csechoolovakia ..................... -
Yugoslavia ••......•.•••.•..••....•• -
Roumania •.•••..•••.•.•••• ••.• ..••. 1 
Bulgaria •.•.•••••.•••.•••.•..•••.••• -
Lithuania .•••••••••••••••.•••...•••• -
Dantsig •.• ••.•. ••••••• ............. -

Total ......•...•......•...... ii 

1920 
1 

10 
1 
1 
1 

1 
2 

1 

18 

192& 
1 
7 

1 
1 
1 
1 
3 
2 
3 
1 
1 
1 
1 
1 

2i 





SUMMARY 01' THE SECURITY PORTFOLIOS 01' !'OUR BELGIAN BANKS" 

1918 1920 1925 

JIeIoium Foreip JIeIoium l'orelp JIeIoium 

No. Capl'" No. Capl ... No. Copl", No. Copl", No. Capi ... No. 

Daub ••••••••••••••••••••••. '9 G6,8h.4S0 81 l'1.ltB,MO 8< 107.680,115 19 37,610.040 16 197.191.-860 19 
M_ ODd OooIIDdwo.." ••.•.• 16 .,83,007,100 , 1,661.000 19 &8.776,460 8 1.462.625 81 110,861,676 6 
MIMIl\U'D' IIDd. Meohu.. CoIlIt. 18 ilf,677,900 6 20,«8.880 19 69.956,220 12 .80."9.800 85 99,586,Il00 6 
00I00IaI ()Jpalaa ............. 10 18.014.200 1 1.611,700 U 81.&83.56& 6 2,868.900 54 16,68<,670 6 
'fnun_ - ElooVIoity .••••• <8 18.090,780 10 8,9t7.760 8< •• 179,675 16 5,836,ln 8J 4&106.900 10 
1IoIl_-Moridmo"l'roDopan 8 8,191,Il00 .. 68,189,816 8 1.608.000 11 86,769,436 8 29,189.125 18 
TaEUle IDdUlUy ••••••••••••• I I 968,400 .. .......... < 8,061,600 . . ........... 8 10.969,2(1) .. 
G'-aki .................. I .,797,000 .. .......... I 8.061,000 .. . .......... • 11,206,000 1 
W .... ".D'O!lI .......•....•... 18 ',199,790 11 a.aw,385 28 44.634.435 6 8,920,800 18 67,878.450 6 

188 186,987,020 18 90,880,600 2SlI 8<6,1'/8,610 80 117,918,27' J66 666,216,2'10 88 

Foreian 

CapRa! 

62,37J.605 
6.227,675 

68,580,500 
9,824,300 
4.968.000 

:H,3t4,dO 
........... 

231,350 
2.843.400 

167.862.060 

to ... 
GO 

tld 
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DEPOSIT ACCUMULATION 1"9 

The increase of deposits in the savings banks of the Boereti
bond and on the books of the Societe Nationale de Credit A l'In
dustrie does not mean that these two institutions have a.ttracted 
deposits that normally would have been placed in the other 
banks. Naturally, we deduct the deposits in the National Batik 
of Belgium representing balances left by batiks that are clearing
house members, and which figure in the reserve on their balance 
sheet. 

The increase in deposits has not been proportional to that in 
ciroulation. However, the enormous inflation of 1919, following 
the gradually increased circulation during the war, resulted, after 
the exchange of the marks, in an accumulation of liquid funds left 
on current account, not yielding interest, in the National Batik 
of Belgium. 

SLoWING llP 01' DEPOSlT AOC1lMll'LA.TION INDEX 01' LACE 01' 

CAPITAL. This is not the place to enter into a discussion of 
theory, the interest of which, however, has not escaped us. It has 
been seen that, beyond certain limits, determinable empirically, 
the batik note cannot be assimilated to capital; that the deposit, 
on the contrary, can be assimilated to capital, is not influenced 
by a factitious creation of buying power, and that, in reality, the 
slowing up of the accumulation of deposits gives us the measure 
of the country's impoverishment in capital. 

It is fitting to cite among the other causea that have contributed 
to hindering the accumulation of deposits, the loans to the gov
ernment and private organiaationa which have absorbed a part of 
the hank notes, and, finally, the issue of Treasury Bonds, the 
abort time investment par excellence that has drawn away a 
considerable part of the Belgian savings. The interest rate of 
these investments was very attractive, and .the State enjoyed a 
greater prestige than the batiks. This, moreover, appeare to be 
the principal cause of the failure of the deposits to increase 
proportionately. 

OIIDINMY ANa 8IIOB' ~ ..a\8Rr .oNIII!I Dr <DCt1LlftDlf 

31 cNcembre 18UI ............... PIa. 1.10(,000.000 
31 d'-..... 1930 ............... PIa. 2.l48.OOO.000 
31 di<embre 1921 ............... PIa. 40445.000.000 
31 di<embre 192I ............... PIa. 3.8711.000.000 
31 dHombn 1923 ............... PIa. t.JD.ooo.ooo 
31 cNcemln 19M ............... PIa. U05.000.000 
31 d6 min 1925 ............... PIa. 6,657.000,000 
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It should be noted that a part of these bonds were subscribed 
abroad as well as by the banks. 

To meet the competition of the State, and to continue to hold 
and increase their customers and depositors, the banks had to 
extend their chain of agencies, raise the interest rate on deposits, 
and issue short time certificates imitating to a certain extent the 
features of the Treasury Bonds. 

It should be said that the bank deposits, although they did not 
develop in proportion to the increase in the fiduciary circulation, 
could not be completely utilized by the credit establishments. 
Two facts prove this: 

(1) The banks bought, more or less at the solicitation of the 
government it is true, large quantities of Treasury Bonds as in
vestments for their available assets, and this was even one of the 
reasons why the banks were hostile in the beginning to the forced 
consolidation of the floating debt, alid why, when it was finally 
necessary to resort to this measure, they were granted special 
privileges. 

(2) The Brussels banks placed important sums on deposit with 
the Societe Nationale de Credit A l'Industrie in return for the 
cession of part of the latter's commercial portfolio, as the reports 
of that association indicate. 

One cannot help feeling that the expansion of the network of 
bank agencies has been perhaps a little too rapid, and is partly 
influenced by questions of prestige, and one has the right to ask 
whether the bitter competition between some of them to take de-J 

positors from each other is justified, and whether, following the 
example of the study being made in Germany, it would not be 

r wise for the large Belgian credit establishments to divide the 
country in order to avoid a swarming of agencies in localities 
where their multiple presence is not justified from an economio, 
point of view. 

FOREIGN BANKS IN BELGImI:. A country affording transit' 
facilities, sitqated at the crossroads of powerful industrial and 
commercial civilizations, endowed with one of the world's best 
ports, and providing for a vast hinterland, Belgium necessarily 
presents an interesting field of action for foreign ba~. There
fore, the establishment of foreign banks or their subsidiaries in 
our principal centers dates quite far back, and foreign banks have 



FRENCH BANK.S IN BELGIUM :alII 

Bucceeded in playing an important part on the discount market." 
Before the war there were eleven of them, not including the 
Banque internationale de Bruxellea, which had German aBilla
tioDB. They are enumerated here: 

Credit Lyonnais (established in Brussels in 1888) 
Comptoir Nationale d'Escompts de Paris (1870) 
Societtl Fran~aise de Banque et de Dep6ts (subsidiary of the 

Societe Generale de France, estahlished in Brussels in 1898, then 
in Antwerp and Ostend) 

Societe de Credit Industriel et Commercial 
Credit du Nord 
Banque de Paris et des Pays-Bas (eatahlished in 1872 in Brus-

sels, then in Antwerp) 
London and River Plate Bank (branch situated in Antwerp) 
Societtl Suisse de Banque et de Depllts 
Banque Internationale de Commerce de St. Petersbourg 
Disconto Gesellschaft 
Deutsche Bank (successor of Basler and Company) 

This list obviously does not include private bankers of foreign 
origin, such as Messrs. von Bary, nor the bankers known as co in
ternational," who, even if they have acquired Belgian nationality, 
preserve close relations with other foreign houses. 

FUNCH BANu IN BI'lLOroM. The French banks were the most. 
numerous. co French banks were attracted to Belgium. for sev
eral reaaons. The grea\ financial eredit establishments had a\ 
their disposal large deposits which it was not. always easy to in
vest in oommercial paper. They found an outlet here, and com
peted actively with the Belgian banks on the discount market. 
On the other hand, fear of fiscal pressure io France caused im
portant quantities of seeurities belonging to the French to flow 
into Belgium." We would add to this that monetary com
munity, legal aines 1865 and deetive sines the Revolutionary 
years and the toDquest of Belgium by the Convention, helped 
fadlitats French banking expansion in Belgium. We may cite still 

.0 A. B. J ...... : 1M C-"oIu ", ..... ,..,., BruaIl .. 11111 .... 401: 
• The N.IiOiOal BanIt 01 ~um cia. DOt _1nII. u (...-!y. \be diooouat 
IDIUb&, whent eompoUtiooI .... """"- ~ t.D. __ of \be 
u.w..tu\ __ of u. BeIliu ud foreip bub _N' t ,I ia 
Bn..a. IIIUl Aa'-P-· 
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other reasons: the payment of the war indemnity in 1870 by 
France to Germany caused movements of funds in Belgium; it 
was through the agency of Belgian banks and French establish
ments in Brussels that the French banks placed their assets on 
contango in Germany; the political action of France in Belgium 
likewise could not fail to favor the expansion of the French banks. 
Reasons, therefore, are not wanting to justify the expansion of 
French banks in our country." 

GERMAN BANKS. The apparent inactivity of German banks 
might appear disconcerting at first sight: Antwerp was the ship
ping center for the merchandise of the Ruhr and part of Rhenish 
Prussia, as well as the Reichland of Alsace-Lorraine; our na
tional port was also the linehead for numerous German nagiv~ 
tion companies, and, lastly, big business in Antwerp included 
many Germans among its most prominent members. 

The reasons for this apparent abstinence, however, seem quite 
easy to discern. German capitalists played an 1mportant part 
in Belgian economics. Fewer in number. than the French ele
ment, they nevertheless had more influence; the members of 
the French colony belonged frequently to the small merchant class, 
who resorted to the ordinary credit of the banks. . On the other 
hand, the Germans in Belgium devoted themselves to large com
merce, exportation and industry; though less numerous, they 
constituted a sort of aristocracy that preserved strong ties, both 
social and financial, with Germany. 

In addition, the German financiers found it more expedient to 
invest in the foreign banks by taking shares in them. It was 
th~ that the Banque Internationale de Belgique was formed in 

II Although Clarke""" able to MY that true intematiooal balao ... would 
a1wayo remain a myltery to us, it is only too certain that France'. baIaoee 
is unchangeably ereditor. One of the """""'" it is 80 crueUy 80 far Bel
gium is that we make oonsiderable foreign paymenu through Paris. Tbus 
we bave to buy paper on Poria to make paymenu abroad. H we oubecnbe 
to the Argentine loan, it is through the intermediary of Paris that we send 
overseaa a large part of the 300 millions we bave IUboeribed. ••• Add to 

I this the enormDUS 8\IJII8 that French fortunes, .,wOUB to eocape the pro
. posed income tax, bave intrusted to Belgiao baob. The OOupono of balf 
• a billion thus placed are deblched in Belgium aod redeemed in the French 
exchange. Tbenoe a rise in BIusoeIa of paper on Paris. When this eapitai 
is witbdmwn, the nchaoge rises under p_ of the withdrawala, .. in 
September, 1911, during the .,wety of the Fraoco-Germao oonferen .... in 
regard to Moroooo." (Van E1ewyck) 
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1898 by Bleichroeder and the Disconto Gesellschaft, and that the 
Darmstadter Bank represented German capital in the Credit 
Anversois. In 1907 (November 16), Professor Ansiaux wrote in 
L'Action Wallonn6 that German capital had large holdings in a 
Liege bank. 

The formation of industrial enterprises to operate in Belgium 
interested the Germans keenly j especially in the matter of elec
tricity, they Bought advantageouB alliances with our industry. The 
Allgemeine Electrizitats Gesellschaft and Siemens und Halske 
had a predominant situation in the country's industry j it was 
thus that the Societe Financiers de Transports et d'Entreprisee. 
Industrielles was founded by the Disconto, the Dreedner Bank 
and the Gesellschaft fUr Electrische Unternehmungen. The Com
pagnie Hydro-electrique Anversoise wee founded under the aUB
pices of the Schiickert-Schaafhausenscher Bankverein group. 

They sought also to bring into the country the funds industrial 
Germany lacked, either by collecting deposits or by investing 
funds in Belgian savings accounts. 

The war entirely upset this situation and destroyed, at least 
for a time, German influence. One of their banks, the Brussels 
subsidiary of the Deutsche Bank, was sequestered.' The liquida
tion of this establishment not being completed, it is impossible to· 
tell what is the amount of the sequestered capital in its charge. 

ENOLlllH AND ANEIIlCAN BANES. The end of the war saw 
established in Belgium a swarm of foreign banks, principally 
English and American, that devote themselvee especially to dia

l counting Belgian bankers' acceptances outside of the banks, as I well as to operations regulating the exchange, which did Dot al
ways have the effect of bringing the rates to the same leveL" 
They dispose of capital for the accounts Gf their compatriots 
(purcha..qjng industrial stock and undervalued State securities for 
American account especially and, during the last few months, for 
Gennan account). Foreign bankers grant, to our bankers as 

.. Ev... bef .... the ...... V ... mewyS ...... Ule follcnriDs: • But do _ 
the Freacll aDd Germaa ........ eetablisbed ill Belcium ••• lind ill the 
8uctuat.ioll of Ule ucllaDp prOOla \bal would _pe them if the ....... Dpo 
wen atabililed? N..-rily _ would be atabilioed al a hiPer .... 
whicll wou1d ~ 110 .. up the actin,>, of the ...... ,,; .. de ..... to 
placiDa ill our OOWIV)' the Germu. FreI>cb, Rni ... aDd GIber -m;. 
\ba, il ill advu\apolll far them to ..u. • 
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well as our manufacturers and merchants, documentary accep
tance credits, advances on documentary drafts (Far East and 
Latin America) , advances on merchandise and even blank credits 
and banking facilities; they receive for discount or rediscount our 
commercial paper, whether bankable or not, as well as local 
paper; they intrust deposits in francs to our banks and facilitate 
the accomplishment of operations with a maturity sufficient to 
cover the risk of the exchange. Sometimes, too, but rarely, they 
lend their support to big industry, metallurgic or electric con
struction companies, and assist them in undertaking business 
abroad by furnishing them with working funds, either in the form 
of renewable acceptance credits or by advances on current ac
counts. Finally, the foreign banks have absorbed hundreds of 
millions in Treasury Bonds." 

These are the credit establishments installed in Belgium at the 
present time: 

American Express Company 
American Foreign Banking Corporation 
Continental City Bank and City Exchange 
Dominion Express Company of Canada 
Guaranty Trust Company of New York 
International Bank for Import and Export 
Lazard Brothers and Company, Ltd. 
Lloyds and National Provincial Foreign Bank, Ltd. 
National City Bank of New York 
Northern Commercial and Industrial Bank of Archangel 
Societe Hollandaise de Banque 
Ii Bince the stabilization of the franc. the American banks bave altered 

their policy and, instead of _king temporary profilB on esebaage t.raD8-
. actioDII; Mve to develop permanent busine8a with Belgian custom .... : 

I they endeavor to control the eredit OperatiODll reIatiog to wool and cotton 
importa by offeriog acceptance eredilB in doIIara. They meet with the 
sharp competition of the French and Britiah banks. in the wool busin .... 
for instance. Belgian wool manufacture18 are accustomed to receive off .... 
of eredit from' repreeentetivee of London banks which bave no branchee 
in Belgium. Public opinion baa beeo moved quite recently by numerowo 
endeavors of Britiah financial and induotriaI grou .. to eecure control of 
planlB in the Flemish part of the country'. Britiah banks bave already 
intereete in Belgian tobacco and chocolate manufacturea .. well .. in 
breweriee. German eredilB bave also been recently offered. Lutly. Dutch 
banks are participatiog in ismee of capital of n.... companiee and bave 
lIoated lQaDI! of Belgian ateeI planlB on the Amaterdam atock-uchaoge. 
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Westminster Foreign Bank, Ltd. 
Bank of London and South America, Ltd. 
Comptoir National d'Esoompte de Paris 
Sooiete Franoaise de Banque et de Depilts 
Banque de Paris et des Pays-Bas 
Credit Lyonnais 

Let us add that, aooording to Dunn, Belgian and American 
capital haa contributed to the formation of investment organiza
tions that take holdings in the industrial enterprises established 
in Europe: the Solvay group (Mutuelle Mobiliere) ; Lee, Higgin
son and Company; White, Weld and Company; Clark, Dodge, 
and Company and Mesars. Philippson and Company have 
founded the Amerioan-Belgian Finanoial Corporation. Similarly, 
Mesars. W. A.. Harriman, Inc., of New York, have founded, with 
the Nieder&terreiohiache-Eskompte-Gesellsohaft, of Vienna, 
the Banque de Bruxelles, the Union Europ6enne Industrielle et 
Fonoiere de Paris, and the Comptoir d'Eacompte de Genllve, a 
holding company with a capital of $4,000,000: the .. Central 
European Investment Company" which is to have the mission of 
buying European industrial securities, notably Belgian, and issu
ina oorresponding bonds in the United States. The same group, 
practioally: Harriman, the Banque de Bruxelles and the Banca 
Commerciale Italiana, presided over the amalgamation of the 
Bank Handlowy and the Bank Zjediocaolyck Zien Pobskich. It 
is estimated, moreover, that the total American industrial invest
ments in Belgium amount to between fifty and sixty million dol
lars at the present time. 

The sale of American automobiles on the instalment plan haa 
attained a certain importance in Belgium. The General Motors 
Acceptance Corporation deale in eredit salee of the Oeneral 
Motors cars; the Belgian distributors for the Ford Motor Com
pany usually have the drafts accepted by their customers dis
counted by Belgian banks. 

The situation haa therefore beeD profoundly modified, and the 
. expansion of Anglo-Saxon banks is an indication of a new condi

tion, resulting largely from the fact that the United States and 
Great Britain, in comparison with eontineDtai Europe. had pre
aerved gold _ and BOund cuneney. 

,BmAWf &Nu ,AMOAD The expansion of Bel~an oapital 
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. abroad has been manifested especially in industrial investments, 
by the creation of organizations capable of utilizing'the products 
of Belgian factories. That is why there were established before 
the war a considerable number of street railway and lighting com
panies that, founded by Belgian capital and utilizing Belgian 
engineers and material, operated abroad. Their profits were 
paid, in the form of dividends, to Belgian stockholders. Impor
tant Belgian funds were also invested in oil wells in Russia and 
Rumania, in rubber and oil palm plantations in Dutch East 
Indies' (Banque des Colonies). For the year 1913, the researches 
,of Professor F. Baudhuin have ascertained that 138.7 millions in 
dividends came in from abroad, principally from street railways 
,constructed by us in all latitudes. As early as 1911, Mr. A. E. 
Janssen pointed out this situation: II It is undeniable, since 

I
Belgian industry has sought outlets abroad, since Belgian capital
ists have built railways and tramways practically everywhere, 
and since they have established real estate loan companies, metal
lurgic and other organizations, that the exportation of capital has 
inc~e,ased considerably, sometimes influencing the exchange rates 
unfavorably." 

For the activity of the banks themselves, this situation had 
obvious consequences: we exported a large amount of material 
without their intervention being manifested beyond the frontiers. 
The financing of these operations took place in the interior of the 
country, and it had the effect rather of stimulating the establish
ment and extension of financial trusts. As for the direct exporta
tion"'of our products, it was often accomplished by foreign houses, 
principally German, and even since the war, the Belgian consul at 
Hamburg has ascertained that more than 150 Belgian firms are 
still· represented there hy German exporters. These II export ver
treter" were particularly numerous and powerful in Antwerp, 
through which port the exportations were, and still are, mAde. 
This practice of course left little room for the activity of the Bel
gian banks, which specialized in transactions carried on with 
South America, the Near East and the Far East. 

This figure, moreover, was notahly insufficient for such an 
active country as Belgium, and the reasons that we have set forth 
above do not excuse the abstinence of the banks and their re
luctance to create nuclei of activity and national expansion 
ahroad. They remedied this somewhat, it is true, by investing in 
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BRANCHES OF BELGIAN BANKS ABROAD AND 
IN THE COLONIES 
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foreign banks: 14 in 1913 (cl. supra), but this indirect control , 
was far from having the eflicacy of action through branohes , 
directed by Belgians. 

Since the war, while these investments increased, the number 
of Belgian banks abroad also increased. 
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The South American countries particularly have attracted the 
attention of the banks. 

It is just to add that our banks have rapidly succeeded in win
ning an honorable position in the markets where they have been 
introduced. In China, through the agency of the Banque Beige 
pour I'Etranger, Belgium took part in the International Con
sortium of Chinese affairs, which monopolized the launching of 
all industrial enterprises. And the Bank even caused the Con
sortium to allow orders for material to be given to Belgium as the 
Belgian share in the Consortium. 

An interesting fact to note is· that the Banque Beige pour 
I'Etranger possesses, for its Chinese branches, the right of issue, 
of which it scarcely makes use, however, as appears from its 
balance sheets. 

The Societe Generale de Belgique has recently founded in 
Spain the " Banco Intemacional de Industria y de Commercio " 
in a manner that eludes to a certain extent the draconian pre-

fSCriPtions of Spanish legislation in regard to foreign banks and 
their, ~ranches in the Iberian peninsula. . 

BELGIAN FOREIGN RE.u. ESTATE LoAN CoMPANIES. Be-

fore leaving the question of Belgian banks abroad, it is fitting 
to point out that Belgian capitalists have founded in Antwerp 
and Brussels real estate loan societies having their field of 
activity chiefly in South America. They are generally under the· 
patronage of the Belgian industrial banks. They number about 
twenty. 

We may mention for Antwerp: 
Capital 

Industri.Ue et Pastorale Beige BUd-amOric:aine •••••••• 15,000.000 
Banque BeIge de prefa foncie.. .................... 39,000,000 
credit foncier Sud-amEricain ....................... 2%.500,000 
Cridit Generat du Canada .......................... 10,000,000 
8ocielA! Generate belge-&rsentine .................... 14,000,000 

In BrueselS, in additi~n to companies with a capital of less than 
five million, there are: 

Compegnie agricole et hypotheaure Arsentine •...•• 15,000,000 
Banque Belgo-&rgentine .................... , .. .. .. . 12,000.000 
Cie Immobilim-e hypotheaure Arsentine •.• ~ • • • • . • . • 10,000.000 
Cridit Foncier d'&treme-Orjent .................... 10,000,000 
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Belgium being a country with a very slight' emigration, the 
only reason that oan be assigned for the mortgage operatione 
of Belgians abroad is the high income from loans in new 
oountries. 

If Belgium was, in exact figures, the sixth industrial country 
of the world, her banking expansion abroad did not, and does not 
yet,. give the least idea of the real economio power of this little 
over-industrialized territory. 

THill BANK: OF ISSUE 011' THIll BELGIAN CONGO. There is, for the 
exclusive use of the Colony of the Belgian Congo, a bank of cir
culation having its main ollice in Brussels. 

Founded in 1909, with a capital of 2,000,000 francs, the Banque 
du Congo Beige was provided with the right of issue and a char
ter similar to that of the National Bank of Belgium, by an agree
ment concluded with the State, July 7, 1911. At the same time, 
its capital reached five million francs; it amounted to twelve 
millions (50% paid in) in 1920 and twenty millione, completely 
paid in, in 1925. When it was granted its issue monopoly, the 
Banque du Congo Beige had to relinquish certain operations, such 
as promoting companies. A new bank was created to take them 
over: the Banque Commerciale du Congo. Between the two 
banks an agreement has established a very close operation: their 
branches are in the same offices, as well as their headquarters; 
their staft' in the Congo is often common to both. In many re
spects, the Banque Commerciale du Congo acts as a "comptoir . 
d'e_pt." of the Banque du Congo Beige. 

Although its by-laws were visibly inspired by those of the 
National Bank, the Banque du Congo BeIge hae more freedom 
in its transactione on account of the peculiar conditione of colo
nial commerce and the greatness of the distanees. 

Th. profits are divided ae follows: 

(1) 6" to the l~ reserve until the laUe!' has reached ten per 
cent of th' company's capital; 
. (2) 6" to the capital designated and paid in. 
Of the surplus: 
(3) 60% to the Colonial Treasuryj 
(f) 15" to the direeting boards; 
(5) the balance to the stoekholders or to certain appropriatiOD&. 
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The Banque du Congo Beige, a strictly private institution in 
its origin, had as founders most of the large Belgian banks, which 
have always preserved a dominant position in its boards. 

The Bank has the monopoly of issue for the Colony. The issues 
are not made from the African offices, but are decided in Brus
sels. The notes are not legal tender in Belgium, but they can 
be redeemed in Brussels by the purchase of demand drafts on 
Matadi. 

The total demand liabilities of the Bank cannot surpass triple 
the sum total of the capital and reserves; as for the note cir
culation, it cannot surpass triple the metal reserve. By II metal 
reserve" (Article 10 of the agreement) is understood to mean: 

(1) gold and silver coins and subsidiary coins that are legal 
tender in the Belgian Congo; 

(2) gold coins of all countries; 
(3) notes of the National Bank of Belgium, the Bank of 

France, the Bank of England, the Bank of the German Empire. 
However, the Colonial Minister has the power of temporarily 
excluding from the reserve the notes of one or another of the 
establishments mentioned above; 

(4) gold or silver in ingots, nuggets or dust, according to the 
degree of fineness and the current market price; 

(5) foreign drafts eligible for rediscount and payable in gold, 
in the proportion authorized by the Colonial Ministry. 

During the war, to compensate for the separation between the 
African offices and the main offices in Brussels caused by mili
tary operations, an administration was established in London as 
early as 1914. This supplied without interruption financial serv
ice for the Colonial companies. Though, at the start of hostilities, 
the rates for Colonial products depreciated, the needs of the 
AII~ed armies soon gave a new impulse to the mines and agricul
ture of the Belgian Congo. The transportation crisis alone hin
dered the colonial expansion of Belgium. On June 30, 1914, the 
note cireulation of the Banque du Congo Beige amounted to 
5,187,380 francs; on June 30,1919, it reached 12,158,707 francs. 
The movement of accounts rose from 171,291,950 francs in 1913-
1914 to 1,442,175,986 francs in 1918-1919. 

If we dwell somewhat on the activity of the Banque du Congo 
Beige, it is because the development of the Congo finances is not 
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very well known, and because tbe prosperity of the Colony dur
ing the war haa led to intereeting developments: the Banque du 
Congo Beige founded about twenty agencies there; foreign finan
cial establishments also came to creats agencies in the Congo: the 
Standard Bank of South Africa at Elisabethville and the Banco 
Nacional Ultramarino at Kinshasa. It is well known that British 
and Portuguese elements are numerous and active in the centers 
mentioned above. 

After the example of many colonial banks of circulation, the 
Banque du Congo Beige has opened a branch in a foreign posses
sion, at Dar-es-Salam (a British poaseaBion). 

To paas over in silence the rale of the Banque du Congo Beige 
in regard to exchange during the war would be to neglect an 
intereeting aspect of the question. Borrowing in London, in 
pounds sterling, the Colonial Treasury likewise sold there the 
gold from the working of the Kilo-Moto mines. Thus, through 
the agency of the London Administration of the Bank, it caused a 
large movement in pounds. The transfers from London to the 
Congo and vice versa amounted to about 15,500,000 pounds and 
the Bank succeeded in stabililing the rata of the Congo franc at 
ap average rate of 2U5 franca. 

After the war, the Congo franc, which had moreover only a de 
lacto existence, found its fortune bound anew to that of the Bel
gian frano, and the rise of world prices, as well as the rise of 
prices on the Belgian market, reacted on the note issue of the 
Banque du Congo Beige. 

an u.o-da of fnmao) 

!)alii Capital ae-.. CirauIati ... Dobi\ Cndi' Diao_ 

3().6..191t 6,000 7,038 1,187 2,IK 1,_ 1,129 
3().6..1919 11.000 17,190 12,159 M.360 62,288 18,318 
3().6..1920 12,000 l15,ltll ao,6S3 1IO,0IiII 135.OM 47,tHO 
3().6..11Ii1 12,000 33.3'1 M.:I6O 117,418 118,403 71,8l1li 
3().6..19'JI 12,000 2'J,46Q M.018 41,008 114.870 81,007 
3().6..111i4 12,000 lIS,I74 """.997 74,889 148,9lU 117,3311 
3().6..19'.III lIO.ooo lIT,Q 110,438 94,3l1lI 190,752 1110,459 

The considerahle increase in the commercial portfolio is notice
able a\ once. Unfortunately. it also includes Tl'e&sury BoDds, 
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which prevenUi us from ascertaining the importance of the in. 
crease due to purely commercial operations. The" debit II item 
also shows constant progression. If the different items of the 
balance sheet of the Banque du Congo Beige bear indisputable 
traces of the inllation suffered by the metropolis, it is none the 
less' evident that the development proper of the Colony has con· 
tributed to the expansion of the Bank's activity. The fact that 
most of the Belgian colonial companies have their seat of ex
ploitation in Africa and their administrative seat in Brussels or 
Antwe~ evidently' does not favor the' development of banking 
activity in the Congo itself. ' 

,One of the weakest points of the banking organization of the 
Congo is real estate loans. The land there has no fixed market 
value,and the colonists do not find it easy to procure advances 
on mortgages. Personal credit has to compensate for real estate 
loans and private credit establishments make them only with 
extreme prudence. " 

,Formerly the Banque de Bruxelleshad agencies in the Congo~ 
they,mave been ceded to its offshoot in the Congo, the Credit 
General du Congo~ . 

THE SoCItTi NATIONALE DE CmIT 1 t'lNDUSTBIE. In a re
view of Belgian banking movements after the war, it is fitting 
to give some place to a foundation to which the publiC. powers 
and the Central Bank both contributed. ' 
" In' all countries dUring the war, there has been noted a need for 
" diverting to credit with medium maturity a part of the activity 
of the banks, as well as to exportation credit, following the initia
tive of the Germans. It was largely with this purpose that the 
British Trade Corpllratiof!.. with a capital of ten milljon poundsJ 
was formbd in England by royal decree. that the United States. 
~ongress \lasse~ t~e ~dge f\ct and thf the W ~ Finan~e Corpora-, 
tion was ~ept m exJstenc~. . i i : , 
, The attention of Bel~n financi~l and pOlitical circles was 
~kewise 4rawn to 'this point, especially sineebefore tihe war the 
j!xportatic)n of Belgian Iiroducts w~ in the hands; of foreign 
brokers, frequently Germans located! in Hamburg. In addition. 
the question was complicated for our country by the almost gen
erallack 'of credit with medium maturity, the need for which was 
sO great that, against its will, the National Bank of Belgium waf 
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obliged to accept paper subject to renewal to meet the require
ments of industry to a certain extent. .. When, before the war, 
industry of moderate importance succeeded in obtaining indus
trial credit, it was always with precarious title, and aleo to a 
very insufficient extent, in the form of discount credit of drafts 
renewable for three months at a time, without guarantee that 
IUch renewals would be continued, the money thus obtained from 
the banks coming from their demand deposits." 

Medium term credit appealing little to the private banks, it was 
the National Bank that solved the problem of furnisJiing the 
neoesea.ry capital for the proposed organilation: it devoted to 
this, to the amount of twenty-live million francs, its prolits un
divided during the war, and shares in the new Societe Nationale 
d. Credit cl l'll1dwtrie (National Aasociation for Industrial 
Credit) were distributed to the Bank's stockholders, with the 
approval of tile government. 

According to the terms of Article 3, § 1 of the charter, the new 
institution had as its purpose, .. facilitating for organisations the 
mobililltion of their short and medium term oredits." .. Advances 
shall be negotiated through the agency and with the guarantee of 
a bank, credit establishment or any other similar institution" 
(Artiole 3, § 3), for instanoe, a discount bureau of the National 
Bank. of Belgium. This provision reenforced the surety offered 
to oustomers of the &ciet6 Nationale, and, at the same time, in· 
terested the other banks in its existence, by not placing it in com· 
petition with them at the start. 

IndependentlY of the capital proper, the resources of the So
oi6t6 Nationale de Credit a l'Industrie are the following: 

(1) the issue of bonds for an amount equal to ten times the 
amount of the capital, the interest on the bonds with more than 
live years maturity being guaranteed by the Statei 

(2) the issue of bank. certilicates for one to live yearsi 
(3) the acceptance of tUM deposits, yielding int.eree\. 

In return for the guarantee" it givee the bondholders, the State 
appoints a government rommissioner and levies a tu equal to a 
quarter of the eecond dividend II'BIlted on the stock&. 

Until Oetober 1926, the relations between the Societe Nationale 
de Credit a l'lndustrie and the National Bank of Belgium _ 
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extremely close: use of the offices and staff of the Bank by the 
Societe, .. interlocking directorate," etc. 

The table below gives the movement of the principal items of 
the balance sheet of the Societe Nationale de Credit a l'Industrie, 
showing its great activity, as well as demonstrating its utility. 
It will be seen that the time deposits of the Societe Nationale de 
Credit a l'Industrie were very popular, and at the end of 1925 
they amounted to almost a tenth of the total deposits in all the 
Belgian .banks. A peculiar feature revealed by the reports of this 
institution should be emphasized here; the private banks from the 
beginning have intrusted to the Societe Nationale de Credit a 
l'Industrie on time deposit a part of their available assets for 
which they found no use in short time operations, owing to the 
shrinkage of their commercial portfolios, and which they .could 
not utilize for long time investments. It is partly due to this 
practice of the private banks that the Societe Nationale de Credit 
a l'Industrie has such abundant funds at its disposition; 

In spite of the disinclination of the public for securities with a 
fixed'income, the Societe Nationale de Credit a l'lndustrie has 
succeeded in placing more than 800 millions in bonds, which has 
caused it to double its capital-stock to keep it in the legal pro
portion to its bond issues. "In tracing the outline of the Societe's 
operations, the promoters did not partilll1larIy foresee its eventual 
intervention in financing the indemnities to be a warded to war 
victims." But government needs having absorbed the resources 
obtained from the loan and taxes, the Cabinet aslted the Societe 
in 1919 to consent to mobilize the five year registered securities 
issued to represent advances granted on the German requisition 
notes. Then the Societe was persuaded to mobilize the other in
demnity securities for war damages. Here is the share of the 
Societe Nationale de Credit a 11ndustrie in financing the restora
tion of the country: 

Financial year 191~1920 ••••••••••••••••• FIII. 432.aoI,200 
Financial year 1920-1921 ••••••••••••••••• FIII. 813,461,100 
Financial year 1921-1922 ................. Fn!. 446,504.900 
Financial year 1923-1923 ••••••••••••••••• FIII. 280~~ 
Financial year 1923-1924 ................. Fn!. 101.112.BOO 
Financial year 192t-1925 ...... / .......... FIII. lOO,36I.sso 
Financial y_ 1-.1926. ................ Fn!. 67.216,120 

Total ••• , ••••••••••••••••••••••••• FIll. 2.230,673,000 
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These operations would inevitably divert a large part of the 
Societe's resources from operations for exportation credit, the 
great utility of which for the country it realized. But confer
ences between the Societe N ationale de Credit a l'Industrie, the 
government, and the war sufferers resulted in 1924 in the creation 
of the Association Nationale des Industriels et Comme~ants 
(A.N.I.C.) (National Association of Manufacturers and Mer
chants), which was to finance the reparations for the war damages 
by the issue of bonds. In the balance sheets of the Societe N a
tienale de Credit a I 'lndustrie, these bonds replaced promissory 
notes signed by the war sufferers to represent advances made to 
them .. However, the placing of th~se bonds bas been hampered 
by the dullness of the financial market. 

In spite of tbis situation that it deplored, the Societe N ationale 
de Credit a I'Industrie undertook the financing of several im
portant industrial shipments to foreign countries, particularly of 
railway material to Greece and South America. 

It is seen that, for the last two financial years, an item "se
curity I, appears, which is almost doubled from one year to the 
next. In fact, it includes the various indorsement and surety 
pledges furnished by the Societe Nationale de Credit a l'Indus
trie, almost exclusively abroad, in favor of Belgian undertakings. 
At a moment when the Belgian capital market was very tight, the 
Societe found it opportune to put its signature at the disposal of 
exporters, who could thus obtain advances abroad. 

The position of the Societe N ationale de Credit has recently 
been modified so as to enable it better to develop its new poliey 
of credit for exportation: it had grown up under the patronage 
of the National Balik of Belgium. It has been decided that 
from now on the Societe had enough prestige and strength to 
separate from the parent' bank; henceforth it will have its own 
offices and staff. Its capital has been tripled, and a block of 
fifty millions of stock subscribed by the private baw represented 
on its board. As for the bonds of the Association Nationale des 
Industriels et Commer~nts, they have been taken over to the 
account of the State which will refund the sum to the Societe at 
the rate of twenty-five millions a month. 

The original activity of the Societe is thus restored, and the 
financial press has already pointed out at various times the im-
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portant part it hopes to see it play in financing foreign com
merce. But it continues to deal, in principle, only through the 
agency of a guaranteeing bank or the discount bureawi of the 
National Bank of Belgium. 

THill CRlllDIT BANK8 OF THill BOIIIRIIINBOND. Among the coopera
tives for agrioultural credit, the credit .banks of the Boeren
bond (association of peasants) must be placed in a class by 
themselves. 

The Boerenbond, having its central office at Louvain, is a very 
oentraliled Roman Catholic enterprise which organiles in the 
villages and rural communes of the Flemish part of Belgium 
numerous social and eoonomio undertakings: guilds of peasants, 
grouped in federations by arrondissements; guilds of farmers; 
federations of gardeners; bureaus for buying and selling agricul
tural products, artificial manures and seeds; dairy inspection serv
ices; mutuals for insuranoe against fire, hail, the mortality ot 
oattle, horses, etc. 

In 1925, the BoerenboDd had more than 100,000 members di
vided into 1,150 guilds. The Boerenbond controls dairies, a oom
pany for land-clearing and drainage, and a rural electric serv
ice. It is said to have interest in a Ferry-boat company between 

. Ostend and London, which oarries to England important ship
, ments of Belgian eggs, butter and truck products. In collabora
tion with tlle University of Louvain, it has undertaken a cam
paign for improving seed, cattle and live stock. FinaIly, and 
this interests us particularly, it has established credit and 
savings banks in the form of coOperative eocieties. Their 
l'entral office is the II Caisse Centrale de Cn!dit du Boeren
bond," situated in Louvain. The table below gives the impor
tance of the credit and savings groupe of the Boerenbond. 

y- Number'" nuaI ....... Number." ....... alIiIialld 
iIlJlelcium wilh .... IloerOI!IIboDd 

1897 1118 115 
1910 &13 lIOt 
lIl'JO 1,127 733 
19:H 1,3(8 1112 
IIl:15 1,338 lItO 
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The Caisse Centrale de Credit opens credits, receives savings 
deposits, ,makes mortgage loans, favors the construction of low
priced dwellingS and invests in bank or negotiable securities the 
surplus of its available funds. Incidentally, it has been induced 
to grant advances for the reparation of war damages, and it has 
contributed in this way to restoring to cultivation nearly six 
thousand hectares situated in the Y ser zone. 

The table below will give an idea of the importance of the 
Boerenbond's deposits, which are the consequences of skillful 
propaganda, the increase of the peasant's wealth and the intrinsic 
merits of the work. 

DEPOSITS IN FRANCS 

Yea:r Demand Time Total 

1897 65,923 ........... 65,923 
1900 378,892 ........... 378,892 
1910 11,983,201 ........... 11,983,201 
1917 76,027,550 1,334,750 77,362,300 
1918' 171,550,918 40,913,963 212,464,881 
1921 190,545,212 136,825,548 326,370,760 
1923 244,093,638 239,422,231 603,616,870 
1924 312,580,442 282,041,618 694,621,960 
1925- 317,540,426 337,473,094 656,013,621 

--
The Caisse Centrale of the Boerenbond possesses a very im-

portant portfolio of State and industrial securities; in 1925, it 
. amounted to 400 million francs, out of assets of 800 millions. It 
has been learned from press articles that this included a consid
erable amount in Treasury Bonds. 

The material power of the Boerenbond and its Caisse Centrale 
de Credit certainly deserves mention, and constitutes an impor
tant demonstration of the Belgian peasant's disposition for saving 
and association. The work of the Boerenbond also proves that 
Belgian agriculture is supplied with a credit organization that is 
both flexible and strong. But there are other particularly inter
esting facts to point out: one of the fundamental causes of the , 

.. Total amount of deposita ill milliODB fraDal: 
1926 752 
1927 IMI6 
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Boerenbond's success liee in the close alliance of the Catholio 
faith and the eocial and eoonomio intereste of the. members. The 
faith of the Flemish peasant is robust and alive; but in the 
Walloon section of the country the religious character of the work 
is far from exercising the same uifiuence. In Flanders, the village 
prieste take an important part in the propaganda of the Boeren
bond, which exerte considerable influence in politics. 

The Caisse Centrale de Credit of the Boerenbond does not pub
lish the composition of ite seourity portfolio. (It amounted to 
342 millions in 1926 and 468 million francs in 1927.) Neverthe
less, from oertain concordant indications, it is possible to assert 
that ite directors have close alliances with the Flemish banks, 
those known as the" Louvain " group; the Volksbank van Leuven, 
the Algemeene Bank Vereeniging, eto. The reeult is that, without 
investing itself in oertain commercial operations, the Caisse Cen
trale de Credit plaoes at the service of the affiliated hanks ite de
posit power and the eupport of the hundred thousand families 
affiliated with the Boerenbond. In addition, the latter, through ita 
financial brancbee, supports a oertain number of industriea and 
enterprises related to the preparation of agrioultural produote 
and their oommerce: breweries, flour mills, vegetable canner
ies, chemioal fertilising manufactures, starch works, beet sugar 
factories, etc., and aleo the linen and cotton industry. 

Thul there bal been elaborated a vast oentraliaed agricultural 
organiaation that furnishes ite adherente with moral and eooial 
encouragement, credit, possibilitiee of improving their working 
methods, and marltete for their products. 

Tn L.UIoa BANE&. A review of the situation of the Belgian 
banks would not be complete if the banking enterprises of the 
Belgian Labor Party were passed over in silence. An industrial 
countty par excellence, Belgium contains 650,000 laborers that 
belong to eooialist syndicates in a total of 1,300,000 industrial 
workers. The latter have at their disposal numerous and power
ful consumers' coOperatives.. The working population reeeivee 
about «~ of the national income; the contributions of the 
syndicates paid into the Party'a treasuries annually amount to 
ISO million france. 

It Outside of ite politic.I organisation, the Belgian working 
class prides iteelf on economio organisations to which it attributes 
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a considerable, but not exaggerated, importance. These organ
izations j\lstified the creation of a prosperous labor bank. The 
financial organizations of the Belgian Labor Party have assumed 
the economic forms of the capitalistic banking organizations. 

" Although a corporation, the Banque BeIge du Travail (Bel-

I gian Labor Bank) is a purely labor creation; the socialist coop
erative "Vooruit" of Ghent has contributed almost unassisted 
to the formation of its capital; it subscribed more than 1,650 
shares, out of a total of 2,000, the balance being subscribed by 
the directors of the cooperatives or socialist deputies, each for a 
minor amount." 

It may be surprising to see a socialist undertaking adopt the 
form of a oorporation instead of that of a cooperative organiza~ 
tion, which is generally the one taken by proletarian enterprises. 
This exception to a rule both of theory and practice is explained 
by the realistic spirit animating the leaders of the Belgian Labor 
Party. A bank is an institution that, whatever be the political 
tendency of its founders, ought to be able to compete with its 
rivals 'on the money market, offer the same guarantees, and differ 
from them in no way by its business methods. It should also 
appeal to a general, undefined group of customers, who ask of it 
but two things: to render services and to be capable of restoring 
funds entrusted to it. Therefore it is indispensable to ensure 
a fixed capital for the bank, and under Belgian legislation, 
the corporation, in this respect, offers the third party the best 
guarantees. 

It cannot be denied, however, that middle class banks prosper 
under the cooperati:ve form, notably the Credit Unions, but they 
pursue a well defined end and are formed for the exclusive profit 
of their adherents; the labor banks, on the contrary, are not 
especially intended to serve individuals belonging to the Party. 

Moreover, the majority of the capital belongs to the " V ooruit" 
which determines the Bank's policy. Hence, in 1925, the 
twenty directors practiced professions closely related to socialist 
activities. 

Syndicate eeeretariea................. 8 
Directonl of coOperativ.... .. .. .. .. .. • 8 
Political delegates.................... 6 
MiacellaneoUII prof .... olLl............. 3 

Total .......................... 2ii 
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The Belgian " capitalistio" banks aim at insuring for them
selves the control of different industries through shaJeboldings. 
The Banque BeIge du Travail has followed the same policy. 
Founded in- 1913, with a capital of a million francs, increased at 
present to ten millions, it built up an important security port
folio, including particularly the securities of companies belonging 
to the group of the socialist minister from Ghent, Anseele, who 
controls many important cotton spinning mills in Belgium. 

From its foundation the establishment has displayed great 
"otivity. The Banque Beige du Travail has subscribed to nu
merous national loans and oommunal loans of the Credit Com
munal, and has proceeded to issue stock in the companies of its 
group. With the "Vooruit," it has formed the "Armement 
Ostendais " oorporation, by far the largest sea-fishing oompany in 
Belgium. 

In 1922, the Banque BeIge du Travail founded a cotton spin
ning mill and, in 1925, a Cellulose Industrial Company. 

Three new branches were established at Mons, La Lavim-e and 
Charleroi. 

The table below shows the progression of its accomplishments: 

Dividend by obue 
y- Not profi' 

ofoapiul of dividend 

1921 Fro. S7S,871J1O SUS 10.-
lira Fro. &19,109.41 611.65 10.-
1923 Fro. l,IIS3,1S9.l1O 58.83 11.33 
11l:M Fro. 2,016,637.11 70.&8 1U2 
1926 Fro. 2,l9S,70U1 71.50. 13J1O 

The portfolio of the Banque Beige du Travail indudes, in addi
tion to national govemmen\ eecurities, loans of cities and prov
inces, stock in the eight textile organiaations of its grout and in 
numerous corporations: breweries, foundries, collieries, brick
kilns, refrigereting plants, etc. 

Two particularly interestin& foundations abould be mentioned: 
the IfOUP of eoeia\i...... spinninc miUs is a\ presen\ studying the 
question of creating and developing vast cotton piantati0D8 in the 
Congo. and starting an art.i.6.cial silk fac\oryj the Armemen\ 0&-
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tendais, a foundation of the Banque BeIge du Travail, has in six 
years hecome the most important fishing-vessel outfitter in Bel
gium; at the same time, it also bolds a portfolio of securities of 
industries related to fishing - maritime insurance companies, 
refrigerating plants, herring curing plants, etc. What is more, the 
Armement OBtendais has succeeded in establishing with all the 
• capitalist" fishing-vessel outfitters a company for the utiliza
tion of fish products, and another for the extension of the markets 
so as to eombat the competition of the Dutch and German fisheries. 

The BlII)que BeIge du Travail has founded a subsidiary bank: a 
coOperative society, the" Comptoir de DepOts et de Prete," which 
is chiefly a deposit and discount bank. It proposes to .. concen
trate the financial operations of the Belgian labor organizations, 
and be a substitute for the savings banks existing within the coop
erative societies, collaborating with them." 

This new bank has just got the control of a labor bank in 
Antwerp, which will be turned into a branch. It will open agencies 
in Liege and Verviers. In this rich industrial region, the custom 
of se';'ilral large iron plants is to manage savings banks for the 
use of the workers. Their deposits are very large: those of the 
Cockerill iron and steel works surpass fifteen million francs. The 
labor banks do not conceal their desire and purpose to attract 
into their banks these proletarian savings, and to use them for 
their own ends. 

Certainly, the Belgian labor bank movement is still unimpor
tant in comparison to the mass of so-called capitalist banks. But 
in our eyes, it has an extremely great importance: it is a factor 
for social peace, as in the United States, and a means of stabilizing 
the working classes by giving them a taste for productive saving. 

THE FINANCIAL TRusTs. Belgium is the country where the 
first financial trusts were organized. They have rapidly won 
great favor with the public, attracted by their solidity, and have 
been fortunate in their undertakings. The financial companies 
concerned with street railways, gas and eleetricity, numbered 
forty before the war, with a total capital of 519 million francs. 
The value of the portfolios of the thirty companies about 
which we have been able to obtain information reached 611,-
284,000 francs. Since the war, others have been formed. 

Among the most important of these eompanies, we mention: 
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the Banque Beige de Chemins de Fer (the Belgian RailwaY 
Bank), the Banque Industrielle de Belgique (formerly the Banque 
Empain}, the Socie~ Financiere de Transport et d'Entreprises 
Industrielles (Solina), the Banque des Colonies (the Ha,net group 
of rubber plantations), the Societe Intemationale d'Energie Elec
trique, the Electro-Trust, the. Soci~ Generale Beige d'Entreprises 
Electriques, Societe Generale de Chemins de Fer Economiques, 
Compagoie Beige de Chemins de Fer et d'Entreprises, Societe 
d 'Electrici~ et de Traction. 

Most of these financial trusts have close relations with the large 
banks, such as the Banque de Bruxelles and the Societe Generale, 
through interlocking direotorates and reciprocal sharing in 
capital. In fact, acme of them are really expansion agents for 
banks, and on their boards are very frequently found directors 
of the large credit establishments on shares and private bankers, 
who still have oonsiderable inBuence in this acrt of enterprises. 

From the fact that these trusts launch street railway com
panies, lighting companies, etc., that often use Belgian materials, 
they likewiee are oonstantly in touch with our great metallurgic 
and electrio oonstruotion organisations, which in tum are often 
dependent on large banks. They share in forming the capital of 
new organisations or invest in thoee already existing. They lind 
their rsacuroes in their own capital (or in frequent increases of 
the latter), in bond issues, and also in overdrafts on the banks of 
their group. 

In their portfolios are found important quantities of the se
ourities of foreigo companies or of Belgian companies operating 
abroad. Certain financial trusts have cloes relations with Lon
don bankers or Canadian and American lP'Oupa. The Belgian 
Financial Trusts have formed cloes coonection with similar for
eigo trusts, especially in the electrical industry. For instance, 
the SoIina is allied with the Gesel1sehaR fUr Elektrisehe Un
temahmungen, the Soci~ CentraIe pour l'lndustrie Electrique, 
the Compania Hispano-Americana de Eleetrieidad, thtI' General 
Electrio Co., the Swiss Bank fUr Elektrieche Unterneilmungen, etc. 

THlI REAL EsT"". Lo&N CoMp~ Tho existence of real 
estate loan companies aoea baek to 1835, the date of the founding 
of two real estate loan banks sUD alive: the Caisse lIypoth6eaire 
(which beoame the Cridi\ FODCier) and the Caisse des Propri6-
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taires, which met with numerous difficulties on account of the 
inadequacy of the mortgage law. 

In 1881, another company was founded at Antwerp. Then new 
ones arose, in response to a new need of the capital market. 

It is especially during the last twenty-five years that the prac
tice of mortgage operations has developed. Let ue add that the 
Caisse Generale d'Epargne et de Retraite (Postal Savings Bank), 
through the intermediary of the agencies of the National Bank of 
Belgium. grants mortgage loans to the lower middle classes. 

. The Belgian real estate loan banks can be divided into three 
classes: 

There is the classic type, the financial establishment with its 
activity strictly limited, legally, to making mortgage loans on 
real estate located in Belgium, with the aid of bond issues run
ning approximately the average· length of time of the loans 
granted, which are generally payable in yearly instalments. The 
prototype in Belgium of this sort of establishment is the" Credit 
foncier de Belgique." 

A second class of mortgage company has somewhat expanded 
this rigid program: the companies of this group have sought to 
procure other resources than those furnished exclusively by long 
term bond issues, and have created different kinds of deposit ac
counts or current accounts, either payable on demand or on more 
or less short time, but chiefly they have established on a vast 
Bcale the savings account system on the model of the Postal Sav
ings Bank. These savings accounts include demand accounts and 
various accounts with previOuS notice of withdrawal varying from 
eight days to a year, and even more. The interest yielded varies 
according to the nature of the account, that is, according to 
whether it is payable on demand or at a more or less long time 
after notice is given; it generally varies from 4% to 4%%. 

This system, especially since the war, enjoys public favor to 
such an exteJ)t that the companies employing it procure abundant 
resources and have reduced their bond issues perceptibly. Con
sequently, they hold demand 111' short time funds, while they re
place this capital with long time mortgage loans; the incompati
bility of the two operations is obvioue. 

Other mortgage companies, finding the field of action furnished 
by making mortgage loana too restricted, have modified their 
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oharters at different times in order to deal in all sorts of trans
aotions that oome into the domain of the banks proper: oredit, 
disoount, issues, exchange, eto. 

Although oontinuing to deal incidentally in mortgage loan 
operations, these credit establishments have really ceased to ,be 
real estate loan oompanies, but are banks dealing particularly in 
mortgage loans. 

The principal banks of this kind are the .. Caisse des Propria
taires" and, above all, the" Credit Foncier de Belgique." 

Another group of mortgage banks extends its operations 
to insurance of all sorts, principally life insurllIllle, ,life an~' 
nulties, eto. Also they generally deal in eavings arrangements, 
tontines. 

Therefore it is a question of mixed institutions that might as 
well be olassified among the insuranoe oompanies as in the num
ber of mortgage oompanies. 

Lastly. there is a final category of companies: among these can 
be classed in a general way. with a few rare exoeptions, all those 
formed since the war. They deal almost exclusively in mortgage 
loans for the aeoount of others. In thie eort of operation. the 
company acts only as intermediary between a capitalist investing 
his funds at simple int&rest directly in his own name on a mort
gage. and a borrower who gives a first mortgage to the oapitalist. 
The company intervenes in the contract to guarantee to the credi
tor the repayment of his loan and the payment of the interest. 
For this purpose. it becomes hie co-debtor. jointly liable with 
the borrower. In addition. a unilateral agreement, that is to say. 
not including the lender. is made between the two debtors, ae
cording to the terms of which the borrower agrees to pay the 
company annual instalments fixed by the contract, for the repay
ment of the principal of the debt; this principal ie thus built up 
by the company. and repaid by it to the eapitaJist on the stated 
maturity; a.-and IIIOI'Ipge is granted by the borrower to the 
company to assure the fulfillment of this pledge. 

Th, war obviously paraJyaed the activity of the real estate 
loan companies, and the difficulties accompanying the eeoaomic 
restoration of the rountry were felt especially by these institu
tiona; the RttIement of outstanding payments, the monetary de
preeiation following the placing of bonds, the Iiscal burdeoa anet 
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the hidden mortgages of the public Treasury had an unfavorable 
influence on the activity of the companies. 

The monetary depreciation made serious difficulties for the 
mortgage banks. .. While a two story house of a man of income, 
built under good conditions, was worth about 40,000 francs before 
the war, it is at present worth from 150,000 to 200,000 francs. 
Consequently the mortgage loans asked for are four times higher 
·than before the war, and ·in order to satisfy their customers, the 
mortgage companies should have at their disposal four times as 
much capital." (Huberty) 

In addition, the resources of the class of the population 
that built or bought their houses ,by means of mortgage arrange
ments have not increased in proportion to the cost of living, and 
in consequence, a part of the middle class must renounce 8 

form of economy wholly deserving of interest and encourage
ment. 

Since the monetary reform however, mortgage loans are again 
getting the favor of the investor, but the interest charged is still 
very '. high and out of proportion to the general trend of the 
money market. 

MOl'tgages registered in Belgium 
in milliODB of fran ... 

1919 •••••• 536 
1920 .••••• 914 
1921. ••••• 768 
1922 ...••• 1,234 
1923 ••••.• 1,619 
1924.: •••• 1,638 
1925 .••... 1,982 
19211 •••••• 1,802 
1927 •••••• 2,463 

The above table does not, however, give the new yearly invest
ments in mortgages: owing to monetsry conditions, loans on 
real estate are, as a rule, only granted for five years. So that 
mortgages registered in 1919 may be renewed in 1924 and so on. 
Besides, public notaries are still, important intermediaries in this 
business which therefore is not. wholly in the hands of the real 
estate loan companies. . 

TBB PRIvATE BANKE118. Along with the banks, financial com
panies and real estate loan companies, form~ on shares, there 
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are in Brussels and Antwerp some thirty private bankers. There 
are also several in the provinces, but theu- aotivity is limited. 

The businesses of the private bankers are formed as " private 
partnerships," or partnerships not issuing shares, in the majority 
of oases. The absence of publioations on the subject of the pri
vate blinks makes any study of them difficult. 

A oertain number of these banks are very important, not on 
aooount of the quantity of the business they do, but of its quality. 
Some of these private bankers, belonging to "international 
finanoe," play the rale of "underwriters" in issuing oorporation 
seourities, subscribing outright a part of the capital which they 
then plaoe with their oustomers directly, or through an agent. 
Certain ones oon6ne themselves more and more to Stock Ex
ohange tranSlictions, others still deal in acceptance credit, but 
only for very important tranSlictions negotiated abroad. Some 
of these bankers, the most powerful of whom are Mesers. Philipp
BOn and Company, Cassel and Company, Lamberta Co., 
Nllgelmackers 61s and Company founded in 1747, Josse Allard, 
Bunge and Company. sit on the boards of the financilll oompanies 
and the great industrial banks. Most of them are of· Jewish 
origin, and through the business and family connections that 
they have with foreign banking bouses, they exercise an infiuence 
surpassing the importance of the oapital, very great none 
the less, at their disposal. More and more are private 
bankers selected &8 directors of bank companies and industrial 
entsrpriees. 

aunt F AlLUlIES. Figures on this topic are certainly less com
plete than on any other. Tbis is due to the fact that, usually, the 
n Reeueil des aetes de Societhl If no longer publisbes the balanee 
abeets of banks that have failed, and the closing accounte of 
bankruptcies are rarely made public; it is therefore almoet im
possible to draw up reliable etatistics. The National Bank of 
Belgium itself does not alwaye have precise information on this 
aubject, for long before their failure, moat of the baokrupt orpn-. 
iaations ceased to be given rediscount, &8 they did not possess the 
necessary 1\W'&ntees. and the IDStitutiOll. of Issue therefore can 
obtain only ind~t information. Also, private bankers Id be
ing subject to any legal obligetion to publish their condition, it is 
extremely dif6.eult to become informed of their alfain. Tbe tables 
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compiled by the Ministry of Interior are published with consider
able delay and therefore cannot be made use of. 

We have drawn up, however, the following table according 
to the Moniteur du Commerce Beige, which publishes pro
tests and declarations of bankruptcy, but without any statistical 
information. 

Banks with shares Number of Failures since 
, November 11, 1918 

Brussels. . . . . .. •. . . . . . . . . ... . . . 8 
Antwerp ..........•........... 2 
Provinces .........••.......... 6 

--*-
Total ...••••...•........ 16 

Private bankers 
Provinces •..••..........•.••.• 4 

General total .......•.... 20 

If this table is compared to that of the general situation of the 
banks', it will be noticed that the proportion of failures to the 
total number of credit establishments is' quite large; in addition, 
as a result of circumstances unfavorable to the expansion of the 
deposit system, four of these banks had a great many agencies 
and auxiliary bureaus in the Flemish provinces of the country: 
about five hundred. The material and moral harm done to small 
savings was therefore considerable, especially since these banks 
had succeeded in collecting about 170 millions in deposits against 
a total declared capital of about 50 millions. The figures of the 
actual losses are not known. 

Most of ,the important failures occurred during the crisis of 
1926; when thelluctuations of the franc led to numerous with
drawals of deposits. At this time the National Bank of Belgium 
gave sound credit establishments generous assistance to aid them 
in surmounting this difficult period and to avoid shaking public 
confidence further. • 

It is fitting to point out that the directing boards of approxi
mately half of the banks that failed were guilty of serious irregu
larities that occasioned the intervention of justice. In all these 
cases, the courts rendered severe decisions, giving the criminals 
penal and civil sentences. 
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A remarkable fact: the great majority of the banks that failed 
had birth during the inflation, or had profited by it to eXpand 
oonsiderably, out of proportion to their proper means of action, 
especially since, on the founding of the bank, part of the capital 
waa paid up fictitiously. In a general way, in spite of the im
portant losses affecting small depositors, the banks as a whole 
have not oeased to enjoy public oonfidenoe. Moreover, the estab
lishments belonging to the two large Brussels groups have a de
aerved reputation for solidity, whioh, joined to the valuable 
privilege of redisoount at the National Bank of Belgium, acta 
favorably on publio opinion. 

THII Cmrr COMMUNAL. An institution ereated for ninety
nine years by "a law in 1860 has the purpose of faoilitating for the 
oommunes the loans they are obliged to oontract when they are 
going to undertake a work of local utility for which the ordinary 
resources of communal finances would not suffioe. This institu' 
tion is a oorporation called the II Credit Communa!." 

The small communes, unknown and sometimes with unstable 
credit, would not be able to borrow on the money mark?t, or only 
at excessive rates. The purpose of th~ Cridit Communal is to 
faoilitate loans for these bommunes and provinces, or those guar
anteed by them. The clMit Communal therefore takes charge 
of issuing these loans an4 converting previous debta; i\ can issue 
uniform securities for tb' oombination ~f eeveral loa~ In fact, 
the loans are represented! not by eecuriti~ indicating the name of 
the borrowing commun&. such as the ~nkere issue in similar 
_. but by bonds of u+ credit Communal. (P. Errera) 

The stockbolders are e:xclusively the *rovinces and cbmmunes; 
the shares, registered, are not fully pllld up. When the Credit 
Communal issues a pubiio loan for the account of a commune, 
tbe latter promises to repay the loan in annual instalments. Tbe 
credit Communal does not pay over the total proeeeds of the 
issue; it retains five per eent, to which amount the commune t. 
eomes a stockholder and partially pays up ita sht.nlll. 

The credit Communal is directed by a board and superrisI!d 
by a .. Supervisory Committee." Their members are generally 
eommunal or provincial magistrates. A govenunent eommja.. 

sioner may be appointed for the company. 
II The profits to the amount of S% are annuaIl~ distributed to 
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the stockholders. The surplus forms a reserve fund that can be 
distributed only with the approval of the Minister of Finance. 
The members of the board of directors and the supervisory board 
together form the committee for admitting communes, provinces 
and public organizations desirous o( contracting loans. How
ever, the ballot for admission is dispensed with in the case of com
munes, provinces and organizations authorized to assign to the 
bank a certain income sufficient to cover their obligations!' 

Ae in the case of the operations of the National Bank, the gov
ernment has veto power over operations contrary to law, the 
charter or the interests of the communes and the State. 

The large communes do not employ the agency of the Credit 
Communal, as their credit on the money market permits them to 
obtain very favorable terms from bankers or the public. 

The following table gives the amount of loans floated by the 
Credit Communal and by the communes direct: 

LOANS FLOATED BY 

In MillioDs By ByCommunea 

01. FraDca credit andProvincee 
CommUD&l Direct 

1919 726 328 
1920 917 253 
1921 758 121 
1922 401 396 
1923 270 22 

> 1924 383 155 
1925 633 23 
1926 285 -
1927 298 462 

,> 

\ 

'THE POSTAL SAVINGS BANK. The postal service ie charged 
with many financial operations designed to facilitate payments 
for the inhabitants of the country and encourage the habit of 
saving, a characteristic virtue of the Belgian people. 

The General Postal Savings Bank was created by law in 1865, 
and the Caiese de Retraite (Retiring Fund Bank) was joined to 
it. Its main office is in Brussels, and every agency of the Na
tional Bank of Belgium and every post office acta as ita branch. 



POSTAL SAVINGS BANK 281 

The accounts of the Savings Bank are publiehed in the Moni
teur BeIge, and audited by the Accounting Office. 

II The principal function of the Bank is to receive the sums, no 
matter how small, intrusted to it by depositors. In order to 
encourage school children's savinge, deposits can be made even 
of two centimes postage stamps by the pupils of the primary 
schools." (Errera) 

The deposits received by the Savings Bank oan be grouped in 
three olasses: 

(1) deposits on personal passbooks open to private individuals: 
(2) deposits on Belgian rentes passbooks, through which savers 

ean readily convert the proceeds of their savings into Belgian 
publio securities; 

(3) deposits on current accounts, made by certain public and 
privats establiehments at their own offices. 

The available funds of provinces, communes, and public est&b
liehments in exce88 of their current needs are deposited in the 
Savings Bank. 

The operations permitted the Savings Bank differ according to 
whether the part of the assets employed is 

(1) destined for working funds, 
(2) destined for temporary investments, 
(3) destined for permanent investlnents. 
In reality, the operations are earried out by the agency of the 

National Bank of Belgium with the guaranteee of the Discount 
Bureaus. The working funds remain in the National Bank of 
Belgium. The temporary investments consist of discounts, ad
vanres on commercial paper, warrants and public eecurities. 

.. For permanent investments, the Bank ean buy Belgian pub
lio eerurities, or those indorsed by the State>, provincial or c0m

munal bonds, mortgage loans and the bonds of certain Belgian 
rompanies. 

I 
.. The Bank is authorised also to advance funds for construct.

ing workers' dwellings and to deal in mixed insurance operations, 
thus guaranteeing leans for' the construction or pu:n:ha. of 
workers' dwellinga. 

.. Finally, it is permiBBible for it. to _ a part of its funds fOl' 
agricultural loans, made either to the farmers themI!elves, 01' to 
coOperative societies for agricultural products." (p. Errera) 
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The profits serve to form a reserve fund. Every five years the 
government can decide that a portion of the reserve fund may be 
distribdltedto the bearers of passbooks. 

At the close of 1927, the number of passbooks amounted to 
4,266,753 and the total of deposits to 2,760 million francs. 

THE POSTAL CHECK IN BELGIUM. We shall not dwell here on 
the merits of the postal check, and we shall ,not engage in theo
retical discussion of the matter. 

In Belgium, the budgetary law of December 28, 1912, estab
lished a 'postal check and clearing-house service which began to 
operate April 16, 1913. It is a service of the Postal Department; 
the central bureau is in Brussels, and the relations of the public 
with the service are maintained through the post offices of the 
whole country. The opening of an account is made on demand, 
the deposit of a small security being required. The deposits do 
not yield interest, 

Operations were suspended during the war and resumed 
January 2, 1919. May 20, 1919, the tax 'of .10 francs per pay
ment ,'fBS repealed. A royal decree of September 10, 1919, or
dered' all the State's purveyors and the companies subsidized by 
t~e State to open an account in a bank or postal check office. 
March 23, 1920 a new royal decree provided that in the future the 
transactions of the State wDuld be reimbursed by entry to the 
current account of the creditor in the National Bank, a bank be
longing to the clearing house, orin the postal check service, and a 
law May 17, 1920 authorized tbe administration to open accounts 
officially with its dealers and employees. The law on the State's 
accounting WBS consequently modified. The government has 
carried on active propaganda for the postal check account, which 
has received the adherence of the public. But small customers 
are still to be won over, the postal check service being chiefly 
used, along with the current accounts of the hanks, by large and 
moderate-sized businesses. 

'The Minister of Finance controls the operations of the postal 
check service; the profits realized cover the expenses of the serv
ice which exceed the returns from the very small duties levied on 
the transactions, and the surplus from the receipts is the direct 

I profit of the Treasury. 10 December 1927 the number of accounts 
opened amounted to 205,666 and the total of deposits was as hlgb 
as 1,279 million francs. 
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THill ClIEDIT UNIONS. The organic law regulating commercial 
associationa provides a special mode of establishment ftl' com
panies having the object of procuring capital for their members 
by means of discount. This is the Credit Ullioll, a sort of credit 
mutual which, at one period, was very popular with theorists of 
the socialist school: Guillaume De Greef, Hector Denis, etc. They 
saw in it a means of making credit aperations democratic, and of 
resting the financial system of the country on local organisations, 
giving birth tc regional associations, which, in turn, resorted to 
rediscount at the oentral bank. 

The Credit Union, of course, is a society of persons, with the 
purpose of insuring its adherents favorable terms for discounting 
their oommercial paper. In the course of its practice, the Credit 
Union can admit or exclude members, or accept their resignation. 

The Credit Union naturally resorts to rediscount, and it can 
almost be said that it is a discount bureau in the coOperative or 
mutual form. This institution is evidently for the use of small 
businesaes whioh would find it less easy to have their paper dis
counted at the ordinary banks. 

Before 1922, thers were five Credit Unions in Brussels, Charle
roi, Liege, Mons and Verviers. Since then, two unions haY's 
been transformed into banks' on shares. At that time the five 
Unions had 8,793 members, and had discounted 602,000 bills of 
exchange for a total sum of 920 Inillion francs. The average 
amount of each bill is then 1,650 franca, indioating clearly that 
the Credit Unions are intended for small business. 

CONCLUSIONS 

We believe that the tendencies of the BelgiaD banking 
world are apparent from the precleding study. However, we 
think it useful to define them as they are revealed to our obser
vation. 

In a general way, commeree in credit in Belgium appeare 
healthy, strong and alive. Few 8l'andals are found there, and 
public opinion was not, until reeenUy, alarmed over the power 
of the big credit establishments, with the ueeption of the mem
bere of the Belgian Labor Party, whose attacb are geDeI'ally 
rather mild. 
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The Belgian banking world \omprises extremely diverse, rather 
than specialized bodies. The Central Bank is solid and conserva
tive; it possesses the means of regulating the exchange rate, prac
ticing rediscount"and, at the same time, favoring moderate sized 
business directly. The importance of its exchange operations is 
rapidly superseding that of its commercial transactions. Such is 
the fate of many central banks in different countries. 

Very powerful banks, governmentsl or those resulting from 
private .initiative reach all classes of /Jociety. 

If an attempt is made to formulate an opinion on the tendency 
of the J1elgian banks, great embarrassment results: if our sys
tem is. compared with that of American banks, numerous and 
isolated, Belgium may be deemed to exhibit intense banking 
concentration. If, on the other hand, Belgium is compared with 
Great Britain, France and Germany, it is seen immediately what 
a distance remains to be traveled in this direction. But it is un
deniable that, in the last ten years, the -Belgian banks by dif
ferent processes tend to centralization. The" mushroom banks," 
such 'as spring up in any in1Iation, may have been deceiving, and 
may have led the superficial observer into error as to the dirac
fion of the movement, but the monetary stabilization has restored 
its veritable significance, as, moreover, it impels to concentration 
in all branches of industry. 

No specialization tends to appear: the banks and their CUB- _ 

tomers appreciate the multiplicity of operations: tlarietaa de
lectat. The customer finds it convenient to go to a bank for all 
his financial transactions; the latter comes to know the custom
er's situation thoroughly, and therefore can exercise a control and 
direct his investments. It does not seem possible to arrive at 

(
specialization, particularly since the banks are more and more 
seeking industrial operations. 

One of the most serious faults of the Belgian banks is their 
inertia in regard to overseas expansion, except in the Colony. 
Here likewise a slow, but favorable development is apparent. 
The question has even come up of creating an insurance-credit 
comPany of a nature to facilitate for banks the spreading practice 
of " confirmed credits" for the exportation business. 

The absence of legislation relative to the banks, and especially 
the stock exchange brokers, whose activity often encroaches on 
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the banking domain proper, conce&s a part of enlightened opin
ion. It i8 beginning to be understood that the administration of 
an important enterprise is a social public function as well as a 
private task. But an excessive reaction is to be feared, lest it lead 
to a meddling, vexatious and sometimes demagogic control. It 
BeemB, however, in conformity with the most sound theories of 
credit, that there is room for the voluntary establishment of a 
banking conBortium with a moral influence on the profession, 
which could induce the banks to publish their condition periodi
cally, for example every month, as in England, France and 
Germany. 

The legislators sbould perhaps develop regulations governing the 
amount of deposits received and their employment i they might 
also fix a minimum capital for the founding of banks, and confer 
a legal mission of control on the Central Bank. But it does not 
seem that they ought to interfere in the questions of investments, 
" chains," agencies, credit methods, etc. In reality, there would 
be a question only of regulating deposits as the cover for bank 
notes has been regulated, and preventing the founding of com
panies with too weak capital, which almost always come to a 
lamentable end. 

As for the regulation of the profession of atcek broker, 
the question is urgent, but too complicated to be dealt with 
here. 

I 
The reader may reprosch us with having insisted too much, in 

his opinion, on facts he may consider unimportant. But we have 
tried, above all, to give an exact idea ot the banking situation in 
Belgium, and it will be understood that we have had to dwell 
ohie.lly on questions that have an importanca for this country
loeal perhaps - but which contribute, for that very reason, in 
imparting to the Belgian market its individual character. 
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NATIONAL BANK OF BELGIUM 

Sums Allotted Annually to the Treasury since the Organization 
of the B&nk 

A. From 1861 to 1871 

1. 1/6 of the annual net profits in excess of 6% of the com
pany's capital (Article 7 of the law of May 5, 1850) ; 

2. after 1866, the profit to the National Bank resulting from 
the difference between the legal interest (6% in commercial 
matters) and the interest rate charged by that institution is 
allotted to the public Treasury; 

3. after 1871, the Bank is to pay the State a tax of 175,000 : 
francs a year to " defray the expenses of the TreaSury in the . 
provinces." 

B. From 1878 to 1899 

1. 1/4 of the profits in excess of 6% of the paid in capital; 
2. 0.25% the half year of the average amount of the note 

circulation in excess of 275,000,000 francs; 
3. the profit resu1ting from the difference between an inter

est of 5 % and the interest rate charged by the Bank; 
4. to defray the expenses of the Treasury in the provinces, 

the amount of 175,000 francs a year. 

C. From 1900 to 1986 , 
1. 1/4 of the profits in excess of 4% of the paid in capital; 
2. 0.25% every half year on the amount of the average note 

circulation in excess of 275,000,000 francs; 
3. the profit resulting from the difference between an inter

est of 3.50% and the interest rate charged by the Bank. 
4. to defray the expenses of the Treasury in the provinces, 

the amount of 230,000 francs a year. 
(An agreement dated July 19, 1919 limited the basis of the 

tax provided for in II above to the average productive note 
circulation.) 
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D. Ajter October 16,1916 
<al by applioation of the royal decree of October 25, 1926, 

prolonging ~he duration of the National Bank of 
Belgium: 

1. 3/5 of the net annual profite remaining after the 
deduotion of the firet dividend of 6% to the stockhold
ers, and of the share of the surplus added to the share 
of the stall' (10% + 6% of the remainderl i 

2. the profit to the Bank resulting from the difference 
between an interest of 31h% and the interest rate 
charged on discount and loan operations, foreign as 
well as domestio i 

<bl by application of the Agreement of Ootober 18, 1926 
between the State and the National Bank in regard to 
the monetary etabililation: 
'3. the Treasury receives the income from placing the 

securities of the loan contracted hy the State ahroad 
to aocomplish the stabililation of the frano, and turned 
over to the Bank by the State i . 

t. the Bank renounces, for the profit of the State, the 
income from placing foreign securities that shall be 
entered into the aocount in order to establish the pr0-

portion between the reserve and the demand liabilities; 
S. any decrease of the securities mentioned under 3 

that is not compensated for by a reduction of the 
amount of the demand liabilities or an increase of the 
gold-reserve shall oblige the Bank to pay a duty of 
US per tent to the Treasury. 

STAMP DUTY ON THE CIRCULATION OF NOTES 
PAYABLE TO THE BEARER 

<a) The law of July 20, 1&18 prescribed for "negotiable 
commercial bills, "Otl-ugotiobLt notes or honda, and 
time or place to place money orders" a stamp tu in 
the proportion of 0.50 francs per 1,000 payable at the 
time the certificate is created; 
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(b) the law of September 10, 1862 modified the maDDer of 
levying the tax while preserving the percentage: .. the 
duty established on notes to the bearer shall no longer 
be collected before the issue of the certificates. The 
subscriber shall pay, at the end of each year, a duty 
of 0.50 francs per 1,000 of the average amount of Jlotes 
kept in circulation during the year." 

(c) the Agreement of July 19, 1919 (withdrawal of the 
German marks) limited the taxable basis of the stamp 
duty to the average productive circuIation (exclusive 
of the circulation corresponding to advances made to 
the State); 

(d) after September 1, 19W, the stamp duty on the average 
note circulation is dOllbled (1 per thousand) ; 

(e) after April 1, 19iB6, the duty ie raised to 0.60 per thou
sand every half year, that is, 1.20 per thousand a year, 
on the average productive circulation; 

(f) after October iB6, 19M, the stamp duty of 0.60 per 
, , thousand the half year is calculated on the average note 

circulation, deduction having been made of tbe aver
age amounts of the gold-reserve, the credit balances in 
foreign exchange and the debt of the State. 



CHAPTER V 

THE BANKING SYSTEM OF CANADA 

BY 

BENUIlIN HAOOO'M' Bllc .. R ..... T 1 

.f,,;.,.d b, H. V. CANN, J. COURTLAND ELLIO'M', H. C. McL.OD, 

anel W. Ii. MITCR.LL 

PREFATORY NOTE 

The writer deairel to acknowledge the very great indebtedness due 
Mr. B. C. McLeod, at one time General !riaDager of the Bank of Nova 
Booti,., who plaoed at the author's disposal hill voIuminoua accumu
Iationa and writings on the Caoadian banking system and eo geoerously 
and unsparingly gave of hill time and strength. In fact eo importan, 
were Mr. McLeod's oontributiona, that the writer suggested that he 
beeome a joint author of the ehapter and had Mr. McLeod lived to 
make this possible, the monograph would have been greatly enriched. 
As it .... he p",pared the table appearing on pp. 3M--337 which he con
adem in preliminary form but which contains much information not 
e1sewhere avai\ahle. 

The ehaptar baa been reael with minute care by the following p8re0n8 
who have made innumerable lIIIgIe8tions of the utmost value in whipping 
it into liM! abape: 

Mr. B. V. Cann, a ",tim hanker and a c1_ associate of Mr. MeLcod. 
Mr. J. Courtland Elliot" Canadian Economia&, formerly with the 

Division of RIIINldl and Statisti.., Neral Rftmve Board, WasbiDpm. 
Mr. W. A. Mitchell, formerly with the Royal Bank of Caned&. 
In addition, Mr. B. M. Cameron, now with the MeGraw-Hill publica

tiona, New York City, baa liven much of his time and energy, and baa 
dran on his deep experienee and know\edge of the Iinaneial orpnilaaoa 
of Canad&. 

In the statistital and other phases of the work, the writer baa had 
the aasiatanee of Mr. Riehard B. Oar1oell:, A&s Marpre& O. Myenr, 

1 A'mnt Plot ...... of Rank; .... SehooI of ~ CoIumhia UIIi-nni!iY • .. 
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Mrs. Marion Andrews Upgren, Mr. Donald Marvin, and Mr. H. E. 
Cooper. 

Then he wishes to expresa his appreciation for the courtesies shown 
by the M rmetary Times (Toronto), the officials in the chsrtered hsnks 

I and the Canadian Government for the patience and thoroughness shown 
in answering his many and, no doubt troublesome, inquiries. 

Those to whom acknowledgments are due and to whom they hsve 
been given are not to be held accountable for any errors which may be 
found or for opinions expressed, for which the writer is alone responsible. 
In fact, in many mstances the collaborators neither agreed with the 
writer nor among themselves as to generalizations made or opinions beld. 

ADDENDUM 

On July 13, 1928 the approval of the Minister of Finance was given for 
the Canadian Bank of Commerce to absorb the Standard Bank of Canada, 
issuing one share of its own for eacb share of the Standard Bank. With 
this, absorption, there are 10 chartered banks in the Dominion. 

THE MONETARY, CREDIT AND 'BANKING ORGAN
IZATION OF CANADA 

The Canadian hanking system offers a puzzling coqtrast to the 
business man and banker in the United States, accustomed as 
each is to the unit type of bank, organized under the widely 
varying laws of forty-eight different states or of the Federal Gov
ernment. To one accustomed to such a system the most striking 
difference, and the feature observed first, is the smaIl number of 
banks, all operating under Dominion law, each with tens and" 
hundreds of branches scattered across the continent. Not that 
branch banking is unknown to business men in the United States,' 
for in some states, particularly in California, where the law 

, /permits, it has within recent years reached a high stage of de
velopment, but the typical American bank is the unit institution, 
operating without branches and with relatively smaIl resources, 
and catering to the agricultural and business interests of a single 
locality. Other differences, less spectacular but as real, appear 
in the absence in Canada of a central reserve bank and of any 

• For a study of brancb banking in the United States, see report filed by 
Dr. B. Parker Willis of Columbia University with the Bonking and CuJ'o 
rency Committee of the United States Senate in February, 1926. 



MON ETAR Y AN D CRE1HT SYSTEM 291 

organized money market such as a call loan,' a discount, 01' a 
commercial paper market. These contraste, basic and funda
mental as they are, existing in the financial organization of two 
countries similar in economic life, resources and people, make the 
Canadian banking system of the utmost importance and fascina
tion to the American student, interested as he now is in the 
problems of branch banking and the many baftling problems in
volved in the relationshill between the type of banking systeIll; 
and the economic development of a nation. 

THII MONETARY AND C8EDIT SYSTEM or CANADA. Before dis
cussing the many absorbing questions involved in the banking 
orgllllillation of Canada, ita monetary and credit structures 
will be briefly treated. These are very similar and elosely allied 
to those of the United States. The economio interdependence of 
the two nations, the intimacy of trade and financial ties, make 
this natural and inevitable. Of the important self-governing 
dominions, Canada, with the exception of Newfoundland, alone 
fails to use the , as the standard of value, the currency unit or 
medium of exchange. Economio afli1iations with her neighbor to 
Ule south have been strong enough to bring about the use of the 

\ 

American dollar as the basis of Canadian currency, even though, 
as a matter of form, the sovereign (but not the , sterling) haa 
been liven the legal tender power ... 

The monetary system was liven legal sanction by the Uniform 
Curreney Act of 1871, which made the British sovereign legal 
tender for ".86-2/3 and the United States eagle for 110.' Author
ity was also given for the coinage of a Canadian 15 gold piece, 
but no gold coins were issued prior to the establishment at Ottawa 
in 1908 of a branch of the Royal Mint. Through these years 
there was litUe need for domestic gold roinage, as Canadians pre
ferred to use paper money in the form of Dominion notes or of the 

• 'While the ...n ....,. ill -.. .... 08 with \he Jd",,1NII1 and eo • ~ 
•• tent with th. Toronto Stod: ~ haft .-b.d IaIp ~ for • _Ii"" or m ..... u.- I ..... an Dot .. ·...noble .... -aiaabIe as aft 
\he ...n ....... ill New York. ' 

, In 1851 • m_ had booa ....... JIIO'icIiDa lor \he adoptioa el • 
cIoeimai _ buod "" \he Am«icul dollar. ~ with JaDuuy I, 
ISSlI, all QovemmOllt -to, by an .'" .p....--!\he pnYiouo ,ear ....... 
...... bpt ill dol ..... &Dd _ta. !'IM C'" y_ Boot, 19M, Po 7115. h 
1110 Am ........ ~d ooiDaell5 &Dd PI iIl ........... 1ic1a -iii ..... the ..... 
....... po..... See CIarrsq A .... 1810. 8-10. &tw. vu. .. 14, .. 1-10. 



292 MONETARY SYSTEM 

notes of the chartered banks. The gold required for export or for 
the till money of banks consisted either of gold bars or of the 
gold coins of England or the United States." 

Beginning in 1908 the Canadian mint finally began to issue 
gold sovereigns and in May, 1912, under authority granted in 
1910, the first $5 and $10 Canadian gold pieces were coined.· 

Fractional currency is issued in denominations of fifty, twenty
five, ten, and five-cent silver pieces, and bronze pennies (cents or 
coppera). Since 1921 five-cent nickel pieces have been added. 
The standard of fineness of silver coins is 8/10 and their weight is 
equal proportionately to their respective fractions of the silver 
dollar, none of which have been issued, but which have a legal 
weight of 360 grains. Silver coins are legal tender to $10, nickel to 
$5, and bronze to 25 cents! 

PAPER MONEY. Though Canada legalized gold as a standard 
of value soon after confederation, paper money, either in the fonn 
of notes of the Dominion Government or of those of the char
tered banks, serves as the hand to hand currency. Dominion 

,fnotes~ secured in part by gold and in part by approved securities, 
do not circulate widely excepting in the case of paper money 
of less than $5 in denomination which consists entirely of Do
minion notes. Dominion notes are used principally for the settle
ment of clearing house balances, or for the expansion of the bank 
note currency.' They were first issued by an act passed in 1868, 
which gave authority for an amount up to $8,000,000 not en
tirely covered by gold. From time to time amendments were 
passed, raising the amount of the uncovered issue. A digest of 
this legislation follows: 

" See 1 .. 1enJietoa on the Banking and Currenl!ll SII'1enu of Caooda. pp.1i3 
and 158. 

• Fiftv-FiftA A .... ual Ropart o/the DepuI., Muter and Complrolkr 0/ 
tAo RO'J1ll Mini. 19t4. p. 126. • 

• Fiftv-Fi/tA A .... ual R_I o/the Dopul, Muter and ComptTOUer 0/ 
the RO'J1ll Mini. 19t4. pp. 127-126. 

• See pp. 386-401 for a further discuslliOD. 
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1868 (31 Viet., o. 46) 

1870 (33 Viot., e. 10) 

1872 (36 Viot., a. 7) 

1871 (38 Viet. 0. I) 

1880 (43 Viot., 0. 13) 

1896 (1Ih'III Viot., 0. 18) 

1903 (8 Ed •• vn. 0. 43) 

1814 (I OeD. V. 0. 4) 

PAPER MOIllB-r lI93 

Amount of Domio
ion notea permit
ted, not entirely 
lovered by gold Gold R.eeerve Requirementa 

18,000,000 

lIO,ooo,ooo 

30.000.000 

R.eeerve fixed at 20% in oaee 
circulation did not exoeed 
15,000,000; 25'1'. reserve agoinat 
oirculation from 15.000,000 to 
18,000,000. 

Roaerve fixed at 20%, but the 
19,000.000 were to be iEued 
only when """'"" amounted to 
12,000,000. Any amount iEued 
in e""""" of 19,000,000 was to b. 
entirely oovered by gold. 

Tbe law of 1870 was amended 
fixing the """""" agoinat the 
oireulation iEued in _ of 
19,000,000 at 35%. 

Tbe lawe of 1870 and 1872 were 
amended eo aa to require a re
eerve of 10% in opeoie far m... 
","ation between 19,000,000 and 
'12,000,000, and " ........ of 
100% for oireulation _ed in 
__ of'12,ooo,ooo. 

Reeerve of 25% in gold and 
......... teed debeotureo of which 
at """* 16% waa to be in &old. 

Authority waa Ji...... rIM' the 
ioouanoe of any amouot above 
I20.000,000 provided it ...... 
III!<III'ed entirely by goIcI. 

The Minister of Filum... waa 
required' to bold &old and 
......... teed cIebeotureo 01 DOl 
'- than 25% apiDa DomiJ>
ioo _ ioouod and ou_ct-
ina up to I30.000,000; bQaIld 
that they ...... to be III!<III'ed 
... tireIy by gold. 

The Domioioo GaftnuDeat 
_ Ji ...... ~ to ..... 
_ up to and ineludinc 
1SO.000,ooo apiDa whi<Io " 
&old _ 01 25% load to be 
.... tainocI. 
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1914 (5 Geo. V., c. 3) 
(See Finance Act, 1923) 

The Finance Act, 1914, made 
provision, in case of war,. panic, 
etc., for the issue of Dominion 
notee against certain approved 
securities. 

1915 (Chap. 4) 76,000,000 The Dominion Government 

1923 (Chap. 48) 

was allowed to issue notee up 
to $26,000,000 without any re
serve of gold, of which S16,-
000,000 were to be secured by 
certain apecified railway securi
ti .. guaranteed by the Domin
ion Government. N oleo issued 
in exce<ll of $76,000,000 were to 
be secured dollar for dollu by 
gold except as provided in the 
Finance Act of 1914. 

The Minister of Finance may 
make advances by the issue of 
Dominion notee to the banko 
upon the pledge of Govern
ment securities, Canadian mu .. 
nicipal securitiet!l, promissory 
notee and billo of exchange .... 
cured by documentary title to 
grain, etc., and promissory 
notee and billo of exchange ;.. 
sued or drawn for agricultural, 
indU8lrial or commercial pur
poses. 

After the outbreak of the war, it will be observed that the legal 
limits of the Dominion note circulation had been increased to 
150,000,000, against which a gold reserve of 25% had to be 
maintained.- At that time there were $114,182,098 of Dominion 
notes in circulation,'· of which $92,663,575 were fully covered by 
specie. Later legislation was passed whicb permitted the fiduciary 
issue to expand more or less indefinitely," within the limits of 

- See pp. 387-401 for a further discussion . 
•• Including a few unredeemed Provincial notee which had become I 

liability of the Dominion. 
11 The Hituation existing there revealed I weakn ... in the Canadian bank 

note in that it ... emed unable to expand to meet a war demand for cur
rency. Were there .. central rediecounting bank, operating along lin .. of 
the Bank of Franoe or the Federal ae...rve Banka, which were empowered 
to eoin eommerciaJ paper into bank noleo, this litual.ion eould have been 
meL 
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acceptable securities. This step, along with certain others, was 
deemed necessary by the heavy withdrawals' of gold from the 
banks on the part of depositors hysterically trying to protect their 
interests. After due consultation with the bankers, an Order-in
Council was made public on the morning of August 4, permitting 
advances 11 of Dominion notes, to the chartered banks against the 
pledge of securities deposited with the Ministry of Finance. As 
a further precaution the banks were empowered to make paymenta 
in their own notes, though they had not previously possessed the 
legal tender power under the existing laws, and the banks were 
aleo granted the privilege of issuing the excess bank note circula
tion previously confined to the crop-moving period throughout 
the entire year. The amount of bank notes outstanding were not 
at any time to exceed the amounts authorised by the existing 
lawe. The Order-in-Council, later given legislative aanction by 
The Finance Act, 1914, allowed for inftation in Canada incident 
to the financing of the war in much the same fashion as was 
followed in England with the Bradburies or currency notes. From 
an amount equal in 1914 to $115,000,000, the Dominion notes 
increased rapidly, reaching a peak of $337,000,000 on November 
30,1919. Since then, as shown in the table at the top of page 296, 
the amount outstanding has declined by nearly $100,000,000." 

While the amount of Dominion notes outstanding is large, these 
are mainly used in inter-bank trans&ctiona, and it is the bank 
notes of the chartered banks themselvee which are universally 
used as the medium of exchange in denominations of $5 and above 
and constituts the .. M .. of Prof88l!Or Fisher's famous equation 
of exchange. A more detailed discussion of the bank notes OC!cura 
later." • 

THB Conn 8YsTBN:. As in the caee of the monetary system, 

I 
the credit system of Canada, demoping from Scottish and Brit.
ish origins as did that of the United States, offers no striking 
peculiarities to the American student.. The open-book aceount, 
the promissory note, the trade arteptaDce are used in the financing 

'" 0riaiDalb- j, ... etipulUod \ha' ..... ..n-_ ... be ~ 
DO' lat .... dIaD May I, 1815, with in_ ., • ala ... be _...t II)" the 
Mi.u- 01 FiIwlee lMrt Dat It. dIaD a", per ..... 1UIl. 

.. Further ~ 01 the Wv Fmoa ... A .. are Ii- in ... "'" oodioa, 
pp. 3117-'101. Data far table ~ be fouad ill the C .... r_ Boot, ,-' 
pp. 8'l1-sD. ,. See pp. :rn.ass. 
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- DOMINION NOTE £mCULATION AND RESERVES AT JUNE 30 1890-1926 . 
NOMI In ClmJladoD 

lIE8 
y .... 

Ct1'cuJatJOD hj ..... No ... "'w. DO .... 
...... - .."""" .. J~ 1. 2. taod 3, • 1~ 

........ ""_ . 
'~i and! ..... ~Jt .... Is .,.....,. Amonn. ".Ie • ..,. .. No.D -

• • • • • • p.o. 
1890 8.665.942 8.691.9.0 15.307,892 8.20 65.8 3.265.615 10,.26.711 21 
1891 6.768.666 9,407,650 16,176,316 3.34 68.2 3,887,027 10.462,823 '" 1892 6,898,348 10.38<.3.\0 17.282,698 3.63 72.0 6,061,677 10,.14,466 2. 
1893 7.136.743 11,311,700 18,448.493 3.73 76.1 6."9,348 10,062,479 30 
1894 6.967,818 13,093,900 20,061,718 '.09 83.5 8,292_ 9.822.647 .1 
189. 1.069,331 12.'60.900 19,020,231 3.87 79.0 7,761,08& 9,812,481 40 

1896 7.377.096 12,906,100 20.372.196 '.00 81.8 8,768,262 9,1567.296 .3 
1897 7.619,345 14,798.760 22,318,096 '.34 88.6 10,723,669 9,650,780 48 
1S9S 8,167,248 ]4,020,950 22.178,193 '.26 86 .• 10,813,739 9,417.788 •• 1899 8,770,165 15 .... _ 24-,236,4afi '.60 93.9 13.061.776 9.228,024 54 
1900. 9,640,473 16,454_ 26.094.923 4.90 100.0 12,476.0« 11.672,213 48 

1901 10.161_ 17.738.700 
1fT __ 

5.19 105.9 14.678,117 11,394,769 5. 
1_ 11,029,986 21,750,400 32.780.385 a.92 120.8 18,90),639 11 ..... 060 51 
1908 12.173.2'8 26,832,960 39,006,198 6.87 140.2 26,930,694 11,128,938 ... 
1904 12,581,833 28,992,950 .,1,514.783 7.13 146.6 23,422,626 111,206,492 66 
1_ 13.04&,820 34,288,400 ",234_ 7." 161.0 26,890,837 

16 __ 
81 

1906 i".833.576 35,307,8&0 .9 ... 1 .... S.09 165.1 29.ot3,931 18._ .... 51 
1907 16,939,131 42,377,400 68,316,631 9.25 188.7 34,989,ZlO 21,380,596 60 
1908 16.219.675 47,778,460 63,058,126 9.71 198.2 39.141,184 21 ,960.276 O. 
1909 15,860,149 63.145,150 '19,005.299 11.80 240.8 66,363.266 21.696.367 70 
1910 17J!,71,477 71,4l .. 2&0 B9.286.m 12.90 263.3 06,409.121 JO,DW,9iO 7f 

1911 19,8(0,696 70,468,260 99,308 .... 13.78 281.2 78.00&,231 21,303,714 78 
1912 22,982,588 88,949.650 111.932._ UI.19 310.0 ...... - 19,4W,I40 82 
1913 28,846,737 87,617,800 118,363,537 16.46 315.3 94,943,499 .1 ......... SI 
1914 24,586.448 89.696,650 114,182.098 14.84 302.S 92.8Ct3.676 21,518,623 SI 
1915 26.183.685 126.937,050 152,120,735 19." aut.7 .. .&73.0<1 62"'7,893 IlII 

1918 7f1,283,(26 148,211.760 175,497,116 21 .... 446.7 11',071,03' 81,428,143 ... 
1911 29,498,409 149.059,000 178,&68._ 21.82 446.' 1I9,110,n3 69,457,896 67 
1918 32,623,614 248,718.000 281,339.614 38.78 689.4 114,951,818 1 ... .387 .... '1 
1919 35,084,194 265,665,650 aoo,749,Btf 36.47 723.9 118,268,407 182,481..t37 39 
1920 37,208,890 254,81 •• 400 292.016 ..... 38.83 890.' 115.638,190 196,478,100 38 . 
1921 34,408,934 ... _...., 268,780,184 30.68 624.1 83,854._ 18<.91.,697 II 
1 ... 81,4IM.161 201,344.260 232,,748.411 25.96 529 .• 86,496.0&8 147,253,343 87 
1923 33.270,633 200,869,000 234,146,433 25.110 522.4 121.D25.726 113.120.708 lIS 
1_ 34.818,442 176,492,1&0 210,.308,592 22.54 .... 0 96,732,864 113.676,838 46 
1.25 ...... -176,096.650 208.3111,477 22.26 464.1 110,383,0901 92,127,483 51 
1_ ",512_ 1 ........ 630 175.712,1lS 18.49 377.' "."',481 1O,713,f.M 54 

"Indudoo Pr_ .... _liDo! toA2,8571D 1890 .... __ tom_ 
iD 1925. 

-IDlIIudeI __ 01130,000 ao&ee. 191t-]0I5. 
I' IW capita ~ bt 1900 '- t&bD .. 100. 
• The eirwlaIioa 1IDCCJft!Nd by IIP8Cie IaW'I'8 ... to • ~ esteat CII'JVW4Id ... 

,_ 1890 ... uno by the boIdinp aI ~ debebiara. amouDUac Co '1.9ofI8,8M. 
Sinae 1914 It hM heeD GIm'lftId ill lobe maib by &be bo&diaa;:...u- it allIIJPI'Oftd .eeariu.. 0-
IlIM 30, 1126. t.be nc.oiDioD DOte. out.&aDdiac -.am. -.euriu.. apprwed aDder the ......... 
Ad. 1914 ..... am dmente, aad e. " of &he a&.a&u&. aI 1916. UDDUII .... 10 DD __ u.a 
177 .aoo.ooo. 
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I cif domestio trade, and the bankers' aoceptanoe in the financing 
of foreign. The over-draft is used to some extent, principally for 
temporary requirements, but not at all so widely as in England." 
Its use is disoouraged by the banka as much as possible. The 
trade acceptsnce is rather extensively used as between wholesalers 
and retailers. In fact it is the general practice for retail pur
ohasers to give the wholesaler trade acceptances for their obliga
tions, whioh the latter then indorses and discounts with his bank. 
Open-acoounts are not so general in Canada as in the United 
States. Advances are also made upon the discounting of promis
sory notes, with or without llecurity, and to a certain extent 
upon the assignment of accounts receivable," subject to the 
legislation governing these in the several Provinces. The bank
ers' acoeptanoe is confined entirely to foreign trade. Since there 
is no market for acceptances in Canada, the letters of credit issued 
by the ohartered banks invariably provide for drawings upon 
their London or New York omcee. Finally, and this practice 
in Canada is unlike that followed in the United States, the busi
ness man there deals with only one bank exoept in the case of very 
large corporations and stock exchange brokers. The banker gets 
to know hi. customer's affairs intimately and is in a most strate
gic position to advise and assist him. 

TUB FINANCIAL OIlOANIlATION. The issuance of bank notes 
and the commercial banking functions of Canada's financial 0r

ganisation are in the hands of the ten chartered- banks, which 
operate under the law of the Dominion to which the British North 
America Act geve exclusive authority in all matters pertaining to 
tbe regulation of the currency and coinage, banking, and the 
Hlsuance of paper money. Provincial legislative bodies were 
estopped by this from the ereation or incorporation of banks of 
discount. and deposit." 

It u .. &il within _t ,.... it ... wideb- ...... 'but bub haft beeD ~ 
.....,..; ... th. form nf bono.n,.. ...... haft beeD edUCl&liDc their __ 
to the .... nf promis!Iory .. _ . 

.. A_a ....... vable are .. at looked. u_ with fa ........ 1II!CIlIrit7 b7 
hanb. 

.. Unhm authoriaod b7 the Domiaion 110 indindual or ..."...,"", mq 
.... the want d bulk· in the title nf ilB b .. .; ........ or ~ the ebartered 
baIlb acIftItioo ... a _Yinp bulk tbouP thq mq ~ thq haft 
ouch a depuWlOllt. 
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The first bank act of the Dominion was passed in 1871, under 
the terms of which the 28 banks'" then in operation were rein
corporated. Of these, 18 had been chartered by Upper and Lower 
Canada (thereafter divided into Ontario and Quebec), 5 by Nova 
Scotia, 4 by New Brunswick, and 1 operated under royal charter. 
As the charters are granted for but ten-year periods, the act is 
revised decennially. Such revisions have taken place in 1881, 
1891, 1901, 1913, and 1923. Important amendments were adopted 
in 1908 and 1924. 

ORIGIN OlP CANADA'S BANKING SYSTEM. The branch banking 
system of Canada with its asset-secured bank notes, made per
manent by the Act of 1871, was not adopted without a struggle. 
There were those who favored the adoption of the unit type of 
bank as provided for in the National Bank Act of the United 
States, issuing notes secured by governinent bonds. A reason for 
proposing the American system was the failure of two large Cana
dian banks, occurring about the time of the adoption of the 
National Bank Act. Shortly after the adoption of the British 
North America Act by the Imperial Parliament, E. H. King, Gen
eral Manager of the Bank of Montreal, gave considerable impetus 
to the movement favoring the adoption of the bond-secured bank 
note. He strongly recommended the establishment of independ
ent local hanks issuing notes based on Dominion securities de
posited with the Receiver-GeneraP' Banks 80 organized were 
to hold a mea minimum reserve of specie or Dominion notes 
against deposits. These views were shared by Thomas Paton, the 
Canadian representative of the Bank of British North America, 
and were indorsed by Sir John Rose, then Minister of Finance. 
The views of this group were embodied in a series of resolutions 

tl Breckenridge. The Hiolor!l 0/ Banking in CG1I4d4 (National Mone
tary Commission). p. 89. 

II See, Adam Shortt. The BtmkiAg HI/.tem 0/ CG1I4d4. pp. 627-428 in 
CantJda and [u Pro",,.,,... Vol. lL 

.. Mr. KiDg favored a system of baDkiDg under which the note circulation 
of the banks ebould be entirely baeed upon government ..... riti ... and the 
Bank. which was benefiting hy large depoei'" from the United Sta&ea, and 
which bad been appointed the Finaneial Agent of the Province. inc........t 
j", holdings in government .....nti... .., that they amounlt>d in 1868 to 
upwards of 14.000.000." - p. 41). The CB1Ilenm"rI 0/ the B""I; 0/ M mat..al, 
1811-1917. Head Office. Montreal. Canada. 1917. See aIeo Th. M_",rv 
Timu. Vol. 2. p. 684 (April 211. \869) and Vol. 7. p. 13M. 
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which Rose laid before Parliament on May 14; 1869, and which 
were utilised to serve as tbe basis for the first bank act. In tbe 
speeches defending his proposals, he laid particular emphasis on 
the need of a sound bank-note currency of a uniform value over 
the Dominion. The notes were commonly payable at the place or 
office issued, and did not neceasarily circulate at par elsewhere. 
However much inconvenience resulted, this was but a minor defect 
subjeot to easy rectification. For the sake of oorrecting this, 
Canadians were quite unwilling to part with the real essential ad
vantages of their banking and ourrency system by adopting one 
so inherently defective. 

Committees of the new Dominion Parliament had been ap
pointed, in the meanwhile, to study the many problems involved 
in the establishment of a banking and currency system. The firet 
report of the Seleot Committee on Banking and Currency of the 
House, issuod in the aeasion of 1868-1869, consisted simply of a 
questionnaire' relative to the advisability of introducing the 
American system, and of the replies received, which had been sent 
to bankers, merchants and other persona prominent in the life of 
Canada." The weight of the evidence strongly opposed further 
issues of Government money, or issues of bank notes baeod on 
specifio aecurity, or the establishment of small local banks. It 
was held that the introduction of the National Bonking System 
of the United States would have the effect of greatly increasing 
the cost of bank-note issue, which would bear with particular 
aeverity on the agricultural communities,H and would give Can
ada a currenoy inadequately responsive to trade needs.. Agri
cultural credita would probably be curtailod as a result, and the 
number of nfficea in the country districts reduood. 

Not daunted by these replies, the banking committee of the 
House, of which Rose was chairman, presented in May, 1869, 
resolutions calling for the adoption of measuree embodying the 
_ntials of the National Bank Act. This md with a storm of 
protest. Canadians were too well satisfied and pleased with their 
branch banks, possessed of the right of issuing an asset bank-note 
currency, to have substituted a generally acknowledged inferior 

.... TIle q~ .. ...., be found in the J--' 01 (Ae B_ 01 c _ 
_ No,""mbor .. 1887 - M~ D, 18118. A-m No. II • 

.. See ~ r .. 0 ..... 0/ ........ ia C ...... pp. ..... 
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system, composed of small local institutions, with a government
bond-secured inelastic note issue. The concensus of opinion 
favored the continuation by Dominion law of the banking system 
existing up to then under Provincial law. Over seventy petitions 
were received opposing the proposals of the Committee, from 
boards of trade, the leading cities and towns, and from ten of the 
banks.'· Support for the American plan of banking was given by 
representatives from New Brunswick and southern Nova Scotia 
and, of .course, by the Bank of Montreal and by the Bank of 
British North America. The banks of Halifax, and of the Prov
inces of Quebec, Ontario, and Western Canada were strongly op
posed .. But a single day (June 1, 1869) was devoted to the propos
als submitted by the committee to the House. So intense grew the 
hostility that Rose was forced to relinquish his portfolio in the 
Cabinet.3

' At about this same time King retired from the active 
management of the Bank of Montreal. All prospects therefore 
of recasting the Canadian banking structupe along American lines 
vanished. Canada had made a definite and clear-eut decision 
not to have small local branchless banks. 

As a successor to Sir John Rose, Sir Francis Hincks, who for 
fifteen years had been in British Colonial services and but lately 
returned to Canada, was selected as Minister of Finance by Sir 
John A. Macdonald. After numerous conferences with bankers, 
merchants, publicists and others, and after a careful study of exist
ing legislation, Sir Francis formulated measures which introduced 
no radical . departure from the existing system. The proposed 
legislation, establishing the banking policies of the country, was 
enacted in 1870 (33 Viet. c. ll), and in the following year was 
consolidated with much of the previous banking legislation," into 
the first general bank act. 

BANK ACT OF 1871. The'Bank Act of 1871 fixed the minimum 
capital of the chartered banks at $500,000, of which at least 

I. See p.lK: Joumah o/Ihs Houu 0/ Com"""", 0/ Caruula, from April 
15 to June 22, 1869 and p. 15 of the index . 

.. Breckenridge, Tlos HiB/oTtI 0/ BankiJl(J in Caruula, p. 98. 

.. During the first aeooion of the Dominion Parliament, a general Act 
(31 Viet. 1867, e. XI) W88 p .... d authori.ing all banks incorporated by any 
of the provinces which were now included in the Dominion of Canada to 
DpCn branch .. and do bwrin ... throughout the Dominion. (Ro., Tlos 
HiB/oTtI 0/ 'los CIJIIIJdUm Ban" oJ Commerce, Vol. U, p. 438.) 
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$100,000 must be paid in (within two years another $100,000 
must have been paid in) before a bank might undertake business 
under a certificate from ~he Treasury Board. This requirement of 
subscribed stock, which bore double liability, would be equal in 
purchasing power at the present time to at least $1,000,000 and 
was thought sufficiently large at the time to exclude those without 
sufficient financial responsibility from undertaking the responsi
bilities and from sharing in the privileges of the banking frater
nity. The note issues were limited to the amount of their paid-Up 
capital, and were to be redeemed at the head office in gold coin 
or Dominion notes. Dividends in any form were limited to 870 
per annum until a surplus account (rest) had been accumulated 
equal to 2070 of the paid-Up capital. Of such cash reeerves 
against deposits as were maintained, not less than 33i% and 
if possible 5O~ were to consist of Dominion notes. Monthly re- • 
turns under prescribed forms were to be sent to the Government 
and to be published in the official Guette. The charters of the 
banks under this act were to expire in 1881. Through the adop
tion of tJlis legislation Canada had perhaps the most elaborate 

I 

and detailed banking code of the British Empire which definitely 
committed her to the policy of nation-wide branch banking, and 
to an asset-secured bank-note issue confined in total amount to 
the paid-up capital of the banks, and yet possessing sufficient 
elasticity then to respond to seasonal and cyclic movements." 
It was the branch bank featuree which Sir Francis Binw thought. 
tha most essential and valuable, for a nation of Canada's siae, 
depending mainly on extractive industries, would increasingly 
rely on such a system in tha production, distribution, and exporta
tion of her products." Such nation-wide and many-product 
financing would nquire banks of a large· siae and Sir Francis' 
first suggestion was a minimum capitaliaation of $1,000,000 which 
was, however, opposed by the friends of .lIIIIalI banks, especia1ly 
throughout tha Maritime Provinces, and the 08pital actually pr0-

vided for repru!eDted the utmost concession to his demands. 

to s.. Adam Shortt, rA. BaUi.., S ..... 0/ C""" pp. II3S-6K. 
.. The UIld ... ly.... prinoip\oe of dUa ..... etmeDl "'-Y be lraeed badt to 

Ihe , .. BalIk of the l'lIitM &aIN. whidl Il'I'ftd ... model for the early 
IiDaDcial iDstilutiOl>O ill CUada. RoaI. rAe H~ 0/ 1M C ....... .... 
01 Co--. Vol. U. Po -. uod .... _ wnw..,. of Adam ~ 



802 THE FINANCIAL ORGANIZATION 

The revisions which occur· decennially have on the whole im
proved the Act and have been drafted ordinarily in response to 
some defect revealed by the experience of years in the Act' or in 
the banking organization. These frequent revisions have been 

1
0f real advantage in preventing the act from becoming obsolete, 
in contrast to the policy followed in the United States, where 
reform in the National Bank Act comes not through periodic re
visions but through the addition here and there of pateh-like pro
visions which serve more to confuse and complicate the measure. 

THE REvIsION 01' 1881. In the following paragraphs a brief 
resume will be made of the changes introduced since 1871. The 
first revision, which became effective on July 1, 1881, dip not 
materially alter the Act. The important 'changes were: 

(1) The banks were restricted in their issue privilege to notes 
of $5 and multiples thereof which were given a prior lien 
on the assets of failed institutions .. 

(2), ;rhe proportion of Dominion notes required to be held by 
the banks was fixed at 40% of such cash reserves as they 
might choose to maintain. 

(3) The monthly return was made fuller and more detailed as 
regards the financial relations of the banks with one an
other and as regarda the classes of bonda held a8 invest
ments." 

THE REvIsION 01' 1891. The bankers began to prepare as early 
as 1888 for the next revision which introduced changes of some 
real significance. One of the harassing problems was that arising 
from the discount on the notes of failed banks which in the case 
of the Maritime Bank had amounted to 60 per cent. The ulti
mate convertibility of notes was assured by the prior lien 
possessed by the holder, but before this could take place consid
erable delay 'and hardship was encountered by the note holder. 
In order to prevent this depreciation, the feeling was strong that 
the note holder should be paid as promptly as possible after the 

h. The question of government iDapectioD or examiuation &Dd of the 
compuleory appoiotment of auditoza wu ~ but diel Dot materialile 
lllto ..,.,. leplatioa. 
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suspension had taken place. Still another oomplaint arose from 
the fact that bank notes did not ciroulate at par in all parte of the 
counb-y, but were subject to annoying discounts when offered for' 
payment in places remote from the head office of the issuing 
banks. Tbis defect was one of increasing importance with the 
growing inter-provincial trade. Then there were those, among 
whom was the Hon. George E. Foster, Minister of Finance, who 
proposed, as was required of banks in the United States, the main
tenanoe of fixed minimum reserves, to the extent of 10,}!> of liabili
ties, and others who urged the auditing of the banks' books by 
oompetellt disinterested persons appointed by the shareholders who 
would present their reports to the Minister of Finance and the 
shareholders. The bank failures occurring in the eighties convinced 
some of the necessity of a more stringent supervision of the banks, 
of independent audits, and persuaded others of the desirability 
of the American bond-secured note iBBue. None of the provisions 
respecting reserves or audits or the adoption of the American note 
issue prevailed against the opposition and arguments of the bank
ers, especially of Mr. B. E. (later Sir Edmund) Walker. The note 
iBBue sections were, however, modified to insure the prompt re
demption of the notes of failed banks by the insertion of the 
following provisions: 

(1) A fund known as the Bank Circulation Redemption Fund 
was established to prevent the notes of failed banks from 
being quoted at a discount between the time of failure and 
redemption. As originally constituted this fund was to be 
built up from contributions by the chartered banks, equal 
in amount to 21% of their average circulation in the year 
1890-1891 and to a further 21% in the year 1891-
1892. Thereafter the fund was to be adjusted annually 
80 that it would be equal to 5% of the average circu
lation during the twelve months preceding the 30th of June 
each year. The annual average was to be calculated upon 
the greatest amount outstanding during each month. No 
payment was to be made from the fund unless the liquida
tor of the insolvent institution should fail to make ar
rangements for the redemption of the note liabilities within 
two months of 1Uoqpen-';cm. Dinlct.Iy upon \he default of a 
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bank the notes were to bear interest at the rate of 6% per 
annum until such time as the liquidator published notice 
of his readiness to redeem. 

(2) Furthermore, the banks were required to insure the re
demption of their notes at par. For this purpose redemp
tion agencies were to be established at Halifax, St. 
John, Charlottetown, Montreal, Toronto, Winnipeg, and 
Victoria. . 

(3) Another change incorporated in the act required the 
paid-up capital to equal $250,000 before a ballk might 
open its doors. No notes were to be issued or business con
ducted until this amount of money bad lain on deposit 
with the Minister of Finance for at least four weeks and 
such longer time as might elapse until the issue of a cer
tificate by the Treasury Board. Within a year after the 
date of the cbarter a bank was required to secure the neces
sary capital and to comply with all the legal preliminaries 
'io commencing business. 

(4) Directors were henceforth to be required to be owners of a 
certain amount of paid-up rather than subscribed stock as 
a qualification for their holding office. 

(5) The requirement that no dividends in excess of 8% per"-
annum be paid until the surplus were equal to 20% of 
capital was raised to 30%. 

(6) Another major change, suggested by Mr. Z. A. Lash on 
behalf of the Bankers' Section of the Toronto Board of 

. Trade, gave the lending bank in eertsin loans the same 
legal power over the goods of the debtor as would have 
been granted by a warehouse receipt. This would permit 
the chartered banks to lend an amount to manufacturers 
and shippers for seasonal requirements much in excess of 
the amount which could prudently be extended on the 
basis of the firm's capital inasmuch as the bank had the 
additional protection of this secret lien."· 

U See RoIB. H;'1ort! 0/ the CoruJdian B""k 0/ CommeTCII. VoL ll. pp. 463-4. 
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THill REvISION Ol!' 1901. The most important and far-reaching 
change introduced at the next revision was the official recognition 
given The Canadian Bankers' Association as an agency in the 
supervision and control of certain activities of the banks. This 
society had heen organized in the early nineties and had proved 
of some importanoe to the member banks. A chief cause for the 
organization of the Association was the legislation at the pre" 
ceding revision of 1891 under which the Bank Circulation Re
demption Fund was established. All the banks are contributaries 
to this fund and in case of the failure of a bank and subsequent 
depletion of the fund, the remaining banks are obliged to restore 
the fund~ Thus every bank has an interest in the regularity of 
the note issues of.· every other hank, and it was important that 
tbere should be some control by a properly authoriled body of 
the printing and distribution of notes to the bBl!ks and their 
destruction. With a view of enabling it to act in a legal capacity, 
both on its own account and in connection with the Dominion 
Treasury Board, the Association was incorporated. 

The provisions inserted in the act at, t,his time intrusted the 
Bankers' Association with the following'responsibilities: II 

(1) Control over clearing houses under rules and regulations 
approved by the Treasury Board. 

(2) The appointment of a curator to assume supervision of the 
affairs of suspended banks, with a view of protecting the 
interests of shareholders and depositors. The curator, 80 

selected, was to administer the bank until it resumed opera
tions or until a liquidator was appointed by the court in 
tase the bank were unable to resume, operations. 

(3) Supervision of the printing and distributing of notes to the 
banks and tbeir destruction. 

In addition to this change, the Bank Act included provisions 
permitting one bank to eeH its assets to another. More de
tailed monthly returns were required and the interest on the notes 
of failed banks was reduted from 6" to 5" in order to better 
adjust it to market conditione. 

II For • funher cIiocNssi<IA _ pp. ~. 
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AMENDMENT OF 1908. In order to permit an mcrease in circu
lation during the crop-moving period, the banks were granted per
mission to increase their circulation in the months of October, 
November, December, and January by an amount not to exceed 
15% of the issuing bank's paid-Up capital aQd surplus (rest or 
reserve fund). Such emergency circulation was to be taxed at a 
rate to be fixed by the Governor-in-Council but not to exceed 5% 
per annum. In 1912 this period was lengthened to include the 
months of September and February. 

THE REvISION OF 1913. The next general revision, which took 
place in 1913," effected the following changes: 

(1) Provision was made for a shareholders' audit by auditors 
chosen by the shareholders from a panel selected by The 
Canadian Bankers' Association and approved by the Min
ister of Finance. 

(2) The central gold reserves were established. 

(3) ,~dditional facilities were provided for extending loans to 
farmers. 

For several years there had been a demand for some sort of 
stockholders' audit or external inspection. The leader in this 
movement, and the one who aroused the nation to the need of 
such reform, was Mr. H. C. McLeod, then General Manager (in 
American banking parlance President) of The Bank of Nova 
Scotia and at one time an official of The Canadian Bankers' Ass0-
ciation. In his address on January 26, 1910, before the Seventy
Eighth Annual General Meeting of Shareholders of his bank, he 
spoke in part as follows regarding the necessity for such super
vision: 

" ... I deemed it a duty to the Bank, as well as to the public, to 
make the subject of external examination of banks a live issue 
before the revision of the Bank Act is undertaken in Parliament. 

•• The revision bad been postponed from 1911 due to the negotiatiollll 
then taking place with the United States relative to • reeiprocity treaty. 
The Government of the day .... defeated and, in 1912, the new ministry 
requeated and reeeived another year'. delay which it thOlllbt .... iuatified 
in view of the many reapoIIIIibiliti .. it faoed. 
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In this I am gratified to have the hearty support of my fellow 
Directo1'8, and to all appearances, the almost unanimous approval 
of the shareholde1'8, many of whom have expressed strong views in 
its favor .... 

.. The publio has taken more interest than we hoped for at a 
time when topics of the greatest national import were absorbing 
attention. . . . But I am not satisfied with banking conditions in 
Canada, and I am apprehensive of the results that will follow the 
period of fresh inflation of bank credit on which Canada has just 
entered. . • ; A well-informed banker has announced in words 
that cannot be mistaken, in regard to his authority to speak for 
the Government, that there is not likely to be any important 
ohange in the Bank Act. . . • All the members of The Canadian 
Banke1'8' Association are opposed to changes that I have urged 
with the object of doing away with secretive management, and 
they suggest no other remedy for the demonstrated weakness of 
our system." 

The disastrous failure of the Farme1'8' Bank which had gambled 
away its resources on the Keeley mine, together with the crusad
ing work carried on by Mr. McLeod, orystalliml public sentiment 
in favor of some form of bank supervision. Powerless to stem the 
tide, the banke1'8, who had previously been supported by the 
Government, withdrew their opposition. 

The provisions in the act respecting the «mtral gold reserves 
made it poesible for a bank to issue as many of its notes as it 
pleased provided equivalent deposits in gold or Dominion notes 
were made with the Trustees of the Central Gold Reserves. This 
section, which had been advocated for some time, win be dis
cussed a\ a later point.. II The third important change was the 
power Biven to banks to make loans to farme1'8 on grain stored 
on the farm and still in the farmers' posseesion. 

THB R.&vtsroN OJ' 1923. Eoonomic conditions in Canada in 
1923. the year of the last revision. made it certain that serious at
tempts would be made to alter in a radical fashion the banking 
system. The farmers were passing through a severe and heart
rending readjustment initiated by the fall in the general level of 

.. ~IA A ..... R.~rt, Buk of NOTa Soo&ia, pp. 10 aDd .. 

.. See pp. »-lIS7. 
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prices three years previously and intensified by the relatively low 
prices prevailing for their products as compared with the commod
ities and goods they were forced to purchase. Tlie farmers, dis
contented and rebellious, were represented by a fairly strong 
agrarian party (Progressive Party), which occupied a most stra
tegic position in thllt it held the balance of power as between the 
Liberal and Conservative Parties. Some of its members were quite 
firmly convinced that the banking system was diabolically re
sponsible for the economic maladjustments in which the farmers 
had become enmeshed., Then the debacle of the Merchants Bank 
of Canada provoked, and not without reason, a clamor for II re
forms" of various sorts including the guarantee of bank deposits. 
Public opinion was roused by the decline in the number of char
tered banks, and some were inclined to feel that Canada was 
or would soon' be in the deadly grip of a banking II monopoly." 
The point is that economic conditions in 1923 were far from 
satisfactory, and this could not but react on the attitude of 
the Canadians toward the revision and the remedies considered 
necessary .IT 

POLICIES OF BANKEBS' ASSOCIATION. The attitude of The Cana
dian Bankers' Association toward the revision was wholly nega
tive. No constructive suggestions were made, as regards any 
of the more important problems such as a more efficient system of 
audits or rural-credits legislation. The Association contented 
itself with the issuance, of pamphlets calculated to instill 
.. sound" ideas of money, credit and blinking in the minds of the 
populace and to perpetuate the existing Jaw. In their annual 
reports issued before 'discussions began in Parliament the banks 
stressed the contribution of the banking system to the economic 
life aitd development of Canada and the importance of maintain
ing the present act intact. Such changes as were advocated were 
mere technical alterations. II 

THE GOVERNMENT. The policy of the Government as outlined 
by the Honorable Mr. Fielding, the Minister of Finance, at the 
second reading of the bill was that of steering a safe middle course 

IT Bee article by Mr. llobert P. Webber, ill TM Mone""", Timu, Vol. 
119, p, 6. 

II Bee (or eumple the annual report of the Dominion Bank, 1922, p. 25; 
of the Union Bank, 58th Annual General MeetiDg of SharehoideD, p. 1>; ""d 
of the Bank of Toronto, 1922, pp. 1~1l. 
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between the Scylla of "do-nothingness" and the Charybdis of 
" radicalism." II The Minister indicated that the Government 
was decidedly in opposition to government inspection, that it 
would require an army of officials, would be a costly burden and 
would be no better than the present system. He said, however, 
that the present system of audit would be improved and strength
ened. Bank mergers were not popular, he admitted, but the sug
gestion that they be allowed only by act of Parliament was not 
practicable. Neither was the guarantee of bank deposita feasible. 
He suggested that loans made under section 88 should be regis
tered to give other creditors better protection. The pension funds 
of the employees, he announced, were to be given greater protec
tion, records of directors' attendance were to be kept, and greater 
safeguards were to be thrown about loans to bank officials. 

After the bill had been read a second time, it was referred to 
the Select Standing Committee on Banking and Commerce of the 
House of Commons, which was given leave to sit while the House 
was in session, was empowered to send for persons, papers and 
records and was authoriled (I to investigate the basis, the function 
and the control of financial credit, and the relation of credit to 
the industrial problems" - as well as the revision of the act it
self. The problems associated with Rural Credita were to be left 
to a Select Special Committee of the House whose duty it would 
be to inquire into Agricultural Conditions. The Banking Com
mittee began ita examination of witnesses on April 11 and con
cluded on May 28, 1923. The testimony taken and the Com
mittee's proceedings occupy 1060 pages. The members of the 
Committee discussed the revised Bank Act among themselves 
until the 13th of June and on the 18th the . House of Commons 
I'I!6Olved itself into a Committee of the Whole to consider the 
measure which was passed two days later. The more importan~ 
changes incorporated in the Act dealt with! 

Ca) the employees' pension funds (Section 18) 
(b) attendance of direetor8 (Section 28) 
(e) returns rendered by the chartered banks (Section M) 
(d) information sen\ by bank and ita auditors to the Minjster 

of Finance (Section S6A) 

.. H ..... 01 C_ lHbeIeo. MudI 10, 11113, pp. Wc.-I3I&. 
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(e) shareholders' audits (Section 56) 
(f) insurance business (Section 76) 
(g) the registration of loans made under Section 88 (Sections 

88 and 88A) 
(h) over-due debts (Section 113) 
(i) . controlled companies (Section 113) 

The suggested changes which were not adopted treated princi
pally of; 

(a) the bank note redemption fund 
(b) limitation of loans 
(c) contingent reserves 
(d) the guarantee of bank deposits 
(e) proposals for additional credit institutions 

EMPLOYEES I'ENSION FUND. It was provided (Section 18, 
Clause 3) that the pension funds of the employees and officers of 
the chartered banks must be invested in such securities as were 
eligible for investment by trustees under the Trust Companies 

j
Act of 1914. ' That this was necessary to safeguard the employees 
was tragically revealed in the case of the Merchants Bank which 
had invested such funds in its own stock at 160 and on which 110 
was realized by the terms of sale to the Bank of Montreal, a loss 
of 28 per cent." 

ATTENDANCE OJ' DIBECl'ORS. It was provided tbat a record of 
the attendance of the directors was to be sent each shareholder 

\ 

along with the notice of the annual meeting. Though in case a 
director was unable to attend by reason of residing at a place 
remote from the head office the nature and ,extent of his services 
might be explained. As indicated by Mr. Fielding there had been 
considerable complaint that the directors in some instances were 
mere figureheads and it had been alleged in connection with the 
Merchants Bank that they had given lax attendance and paid 
little attention to the affairs of the bank. This provision was an 
effort to correct the tlituation.U Of course, Mr. Fielding was not 

.. l'Touedi1l{/' of tJ&o Bolect 8ttJttdi11{J Comm&u. 011 Brmki1I{J mad Com
merce, 1924, p. 4-

U l'Toceedi1l{J. of tIu! Bolect 8tandi1l{/ CommillU 011 Banlmtg mad C_ 
merce, 1923, pp. 856 and 937. 



INSURANCE BUSINESS all 
overly optimistio regarding the results to be derived but looked 
upon this requirement as a concession to public opinion which 
held that the non-attendance or lax attendance of the directors 
and their lack of interest in the affairs of the bank might account 
in part for the bank failures in Canada." 

THB RETuRNS. Various amendments to Section 54 were 

! 
adopted which tended not only to make the returns clearer and 
reveal additional information, but also to compel banks to dis
olose their true monthly oondition. Thus any losses which oe
ourred must be embodied in the statements monthly instead of at 
the time of the issuance of the aDDual statement and appropria
tions must be set aside monthly for such contingencies." The ad
ditional information required were the amount of advances under 
the Finance Aot, the total liability of banks under letters of credit, 
the amount of United States and other foreign currencies held, 
and the substitution of the expression, II non-current loans II for 
II over-due debts." In addition it was required that the state
ments of oontrolled companies be published aDDually which is in 
aocord with the practice of English banks. 

SHAlIEHOLDIlR8' AllDlT8. Some of the most thoroughgoing 
changes were made in Section 56 strengthening the provisions 
providing for an audit by representatives of the shareholders 
whioh we shall discuss later." 

INJOlII\IATroN TO MINIBTER 01' FIN ANClL By Section 56A it WBe 

provided that the auditors' reports should be sent the Minister of 
Finance. Under the old Act the Minister oould order a special 
audit of a bank, yet such action would cause public alarm and be 
tantamount to the admission of insolvency. But under the Act Be 

I amended the auditors' reports are filed in rouLine-like fashion and 
a close and constant cheek maintained over the bank." 

INBUUNCII B"08INJ:S8. The Canadian Federation of lDsurance 
Agents eeverely eriticiaed the banks on the score that. they in
fluenced the placing of the insurance of their bonowers, fon:ing 

.. Proc • ..m.,. ollA. &led sc.r..mllf/ C_iII .. .... Ba.ti., ...., c
...... 1933, p. lOllS. s.e abo pp. '/IK-ro5 and 701 • 

.. """'Noft_ oJ IA. Solod SIa oft", C_ ....... .... Baa., .... C_ 
-.III:H,p.J8. 

"See pp. ..... n. . 
.. See I'm It· .. oJ lAo &led .sr. 'lint C_ ... ·II ..... Bah' If ...., 

C_ ....... l_,. .. 
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them to place this with affiliated Trust Companies, a practice 
which they declared was contrary to the intent of the act. The 
bankers denied that any such cOlllpulsion had been exerted. But 
to make a rather long controversy short, a provision was inserted 
prohibiting an agent or manager of a bank from acting as the 
agent for an insurance company or from exercising pressure upon 
any borrower to place insurance in any particular agency. 

OvER-DUE DEBTS. Some confusion had existed as regards the 
exact m~aning of the term over-due debts as appearing in the 1913 
act which the Minister of Finance desired to el.iminate through a 
precise definition. In the original draft of the revised bill the 
Hon. Mr. Fielding had inserted a section to the effect that this was 
to be defined as one on which no interest had been paid for a 
period of twelve months. But the banks felt this to be unduly 
severe for, as Sir Frederick Williams-Taylor indicated, it would 
cover 50% and upwards of farm loans in certain sections of the 
Prairie Provinces. The banks had been sustaining and assisting 
the farmers, suffering from the deflation of agricultural prices, 
and tIiough such loans were good ultimately, they would have to 
be classed as bad. Also, he declared, interest was in arrears on 
some lumber loans owing. to the then existing market condi
tiona's Mr. Clarkson felt that such a definition would be exceed
ingly harmful to the farmers and stock-raisers of the Northwest 
Provinces: -" 

'j 

.. If the proposed definition shall be put in force, a large portion 
of such loans will require to be shown in the banks' statements as 
• over-due debts' and, with this the case, the banks will be com
pelle" to take action to make their customers pay the interest 
upon their loans even to the extent of forcing them to realize 
their assets and at a sacrifice. The banks will also be debarred 
in many instances from making future advances for fear that 
they in turn will become' over-due debts' before they would be 
repaid." , 

In the final revision the Minister considerably modified his 
definition so that the section as amended reads: •• 

.. Proceedinq. 0/ &lecl 8t.tnulinq Ctmlmitlee 1/11 Brmlcinq and Com
_. 1923. p. 285. See also p. 630. 

" Ibid. p. 711. .. 1i-14, George V. Chap. 32, Section 113, Par. 6. 
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For the purposes of any return provided for or required under 
the last preoeding seotion, or for the purposes of any statement 
or ·balanoe sheet prepared and issued by a bank, there shaD not 
be inoluded amongst "ourrent loans," any loan in respect of 
whioh,-

(a) the borrower has not for a period of two years preced
ing the date of suoh return, statement or balance sheet, paid 
the interest thereon at the rate agreed, in cash, unassisted 
by the bank; 

(b) the bank has taken possession of the property or any part 
of the property oovered by any security given by the bor
rower with the intention of realiling thereon, or haa real
i.ed or taken any step or proceeding for the purpose of 
reali.ing upon any aecurity given by the borrower; 

(0) the bank haa oommenced an action at law to recover 
from the borrower the amount of the loan or any part 
thereof; 

(d) the borrower has made an abandonment of bis estate for 
tJle benefit of his creditors or any of them; or, 

(e) there is other cause, sufficient in the opinion of the man
ager of the branch of the bank where such loan is domi
ciled, or in tJle opinion of any director or officer of the bani[ 
who prepares, signs, approves or concurs in such return, 
statement or balance sheet, for deeming such loans not to 
be a current loan. 

Provided. however. that any loan falling within this sub
section may be included amongst current loans if the 
directors declare that after due inquiry they have approve4 
sueh loan as a current loan. 

From the point of view of the American student the significant 
feature of the testimony given in opposi~on to the Minister'. 
original proposals 11'118 the etatements made in regard to the 
a..'lSistance rendered by the chartered banks to their agrarian cli
ents. They were in a pathetically depressed CODdi~OIl. arising 
from eeonomio forces beyond their control and as the statemenUi 
revealed were carried alone by the b&Db, able to withstand this 
bUrden of froaen loans by n!UOIl of their tremendoas and diversi
fied reeourcea.. The sma1l 10cal bub in the United States 
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were not only unable to do this, but .actually failed by the hun
dreds and thousands. 

Numerous other amendments were adopted respecting loans 
made under the terms of Section 88, the returns of controlled 
companies and loans to officers and directors which are discussed 
elsewhere. The penalty provisions were recast to give greater 
protection to depositors and shareholders. 

REJECTED PROPOSALS. A considerable amount of time was de-
voted ta a number of proposals which were ultimately rejected. 

r 
The guarantee of bank deposits received as much attention as any 
of the "defeated issues proposed. The champion of this was a Mr. 
Ladner, who advocated the guaranteeing of all savings accounts 
up to and including $3,000. This was necessary, be claimed, if 
confidence were to be restored in Canadian banks, if the smaller 
banks were to be placed on a competitive footing with the larger 
and if the savings of the Dominion were to be diverted from long~ 
term investments to the chartered banks." Mr. Ladner indi
cated, ~hat deposits in the Postal Savings Bank, a Dominion cre
ation, were guaranteed, as were deposits in the Provincial savings 
banks of Ontario. Regarding the method to be followed, he sug
gested that a lower rate of interest be paid on the guaranteed de
posits which would then be used to accumulate a fund from which 
the deposits of the failed banks could be paid. The chartered 
banks and the financial press were without exception opposed. In 
a pamphlet issued by the Bankers' Association the statement is 
made that such laws are "unmoral, fundamentally unsound, in
herently unjust, and fraught with danger to banking stability." 

During the Bank Act discussions, several proposals were put 
fortMor the establishment of additional credit institutions. Some 
favored the establishment of Provincial banks, similar in func
tions and powers to the chartered banks but owned by the Prov
inces, and tied up with the rediscount powers of the Treasury. 
Others claimed Canada needed a Federal Reserve System, a Bank 
of Canada," or an institution similar to the Commonwealth Bank 
of Australia. Among the arguments advanced were that addi
tional credit would become available, and that a more equitable 
distribution would be brought about, that interest rates would be-

•• See H01U6 01 Com ........ D.bale., April 9, 1924, pp. I1M-l187 • 
.. Hovoe 01 Com ........ D.baIu, ,July 3, 1924, p. 3917. 
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come lower and more uniform and that rediscount facilities were 
needed to take care of the seasonal and cyclic credit needs of the 
chartered banks.1I As regards proposals for a Federal Reserve 

I System, Professor Swanson's testimony is pertinent and to the 
point: II 

II With respect to this system a good deal is said to the efl'ect that 
it would reduce the rate of interest. Instead of reducing the rate 
of interest its chief danger would be the inflation of credit. The 
rate of interest would be controlled more or less as it is in the 
United States; but there is a very grave danger, in my opinion, in 
giving that power to a body of men. I don't think it is required 
in Canada. Our banks have the resources right now. It is not 
the case that we have not the money. No Federal reserve scheme 
superimposed on our banks could increase the credit to a much 
greater degree than the banks can increase their credit right now. 
When a bank says it is not able to extend its loan in an individual 
case, often it is because the eecurity or the character of the bor
rower, either one or the other, is not up to p ..... 

Lastly and finally, another proposal which was defeated was 
the Buggestion that the charters of the banks be extended for only 
a year, during which time a thorough and comprehensive revision 
could be undertaken. This was sponsored principally by mem
bers of the Progressive Party, as well as by numerous farmers' 
organiaations and by the Governments of Alberta and Manitoba. 
The points were made that the bill had been rushed through the 
Committee and the House, that the proceedings of the Agricul
tural Committee should be awaited and studied, that the curtain 
should be raised on the Merchants Bank debacle and credit con
ditions in Western Canada, that the advisability of a national 
currency should be considered, etc. The leaders of the two large 
parties were opposed and these proposals were defeated. .. 

II A. ....... t.be pro __ for the Pro\incial bub _ Poor.....,. YoGib
baM' NpoIt, pp. ar-a . 

.. ,.",.....". 01 1M ~ SIcrteditoo C_llliUn .... lIntiootr """ C _ 
_ • 1933, p. 78t. s.. ...... pp. 301. 363. aad 197"-' 

.. See Pro<-d ..... 0/ IA. &/HI SImodi,.. C_'IM .... lInbin, ..., 
C_. 1933, pp. 8:15, 857. SSt. sss. aad H_ 0/ C_ Dd ,e ... 
1e:a. pp. 4OM, «l35, toiI7, toao. &018" aad 'Ulo. 
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REsULTS 01/ REvIsION. The 1923 Act embodied no far-reaching 
changes, no revolutionary changes in the credit and financial or
ganization of Canada. The new provisions were all in the direc
tion of greater supervision and publicity, in the direction of con
servatism. From their point of view, the chartered banks were 
pleased that the " radical" proposals of the critics of the banking 
system had been defeated and, particularly, that government in
spection was sidetracked. 

AMENDMENT 01/ 1924. M a consequence of the failure of the 
Home B'ank, whose liabilities were larger than those of any bank 
which had failed since 1868, provision was made for the Govern
ment inspection of the chartered banks in an amendment as
sented to on July 19, 1924. The work of bank examination was to 
be placed in the hands of an official known as the Inspector Gen-

U'" eral of Banks'" It was for the inclusion of such an amendment 
that Mr. McLeod had devoted himself so generously and whole
heartedly and which was achieved finally as a result of this 
disastrous failure. 

SUMMARY. In the development or evolution of the Canadian 
Bank Act the tendency has unmistakably been towards a greater 
degree of government control and supervision. The earlier re
visions dealt chiefly with the note issue provisions until, in 1891, 
not only the ultimate but also the immediate redemption of the 
notes of failed banks was a fait accompli. As a further agency of 
control (analogous to the mutual type (If supervision exercised by 
clearing houses in the United States), The Canadian Bankers' 

I Association was incorporated in 1900 and given supervision over 
the printing of the bank notes and insolvent banks. The share
holders' audit was first provided in 1913, strengthened in 1923, 
and ~upplemented by external inspection or examination in 1924. 
The increasing inelasticity of the bank note (which will be dis
cussed at a later point), due to the failure of bank capital to 
increase, led to the amendment of 1908 providing for the emer
gency circulati~n. As an illustration of the tendency to subject 
the chartered banks to a larger amount of publicity may be cited 
the requirements respecting more detailed returns until, in 
1923, the provision was inserted requiring the returns of sub
sidiary concerns. The increasing severity of directors' qualifica
tions and liabilities is another case in point. The quasi-publio 

.. For a fuller --I, _ pp. t41-4&4. 
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nature of banking, the desirability of strict control and oversight, 
the trustee relationship of banker to depositor, have been given 
marked emphasis, 

OTHER TypBS OF ClIEDrr INI!TITll'l'IONS, Before proceeding to a 
more detailed treatment of the operation and administration of 
the ohartered banks and their rOle in the economio organization 
of Canada, brief mention will be made of the other types of credit 
Institutions, Fiduciary funotions are handled entirely by trust 
oompanies, Unlike banks in the United States, which are depart
mentaliled or heterogenous institutions handling all types of busi
neBS (somewhat after the fashion of German banks), the fidu
ciary funotions in Canada are handled entirely by the trust 
companies, These operate under either Dominion or Provincial 
charter II with the larger oompanies organiled under the latter, 
While the chartered banks do not undertake this work, some do 
have rather olose relations or are afIiIiated through interlocking 
hoards of directors with the trust oompanies. The following table 
gives the assets and liabilities of trust companies in 1923: .. 

noma ProYinoit.l DomiDioa Total Companioo Companioo 

• • • ~ .. -
<Jompany hada. .............. 82,172,116 10,830,509 43,002,625 
Ouann\eOd Funda ............. to,436,259 10,6411,004 61,085,263 
Ealatoo, 'l'nIm ODd Aaeno1 Fwlda 648,253,1164 102,764,835 751,018,7l1li 

Total ...................... 7'~Il62,339 IlM~M8 8(5,1011,687 

Capital St.ock -
Authorind .................... 32,800,000 ,18,100.000 48,800,00II 
Subooribod .•• , ................ 19,602,700 8,653,750 29,356,~ 
Paidup. ...................... 18,731,329 7,772,749 H,5(K,078 

R--..ODd Oon~ FImcia •.• 8,871,011 1,808,887 1~,~,~ 
Unopproprialed SwpI ............ 1,13S,649 IIK,_ 
Nil proIi' .-liood cIuriDc ,.. ••••. 1,7S3,38l Its,tn 2,101,755 
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RURAL CBEDITB. Except for Prince Edward Island, all the 

f 
Provinces have enacted legislation providing for long-term loans 
to settlers and farmers. The land hanks or farm loan hoards 
established have in the main been on a small scale and able to 
render but little assistance. Tbe small size of each precludes the 
possibility of the marketing of a large volume of bonds. As later 
indicated, a needed reform in Canadian financial organization is a 
Dominion land bank or at least some unification between the 

",provincial banks. A plan having this for its object was introduced 
in the House of Commons at the Fourth Session of the Fourteenth 
Parliament (Bill 237) but failed to pass. Despite the fact that 
the total loans of the Provincial land banks or farm boards, as Dr. 
Tory has indicated, amounts to only $23,000,000, or to about 10% 
of the total farm mortgage indebtedness of Canada, their ex
istence has been justified in educating the public to the value and 
cheapness of the amortization principle. Their effect on interest 
rates has been negligible. or The Canadian farmer procures his 
mortgage funds as did his brother agriculturist in the United 

I State~ prior to the passage of the Federal Farm Loan Act, from 
life insurance trust and loan companies, and private individuals." 

LoAN CoMPANIES. These are quite similar in their functions to 
Building and Loan Associations in the United States with the ex
ception that some lend not only on city, but also on rural mort
gages. In 1924 a total of 127 such companies were in existence, 
incorporated under Dominion and Provincial law. Statistics of 
these companies as of 1923 are shown in the table at the top of 
the next page.'· 

SAVINGS BANKS. There are two systems of savings banks un
der Dominion management. There are, first, the Post Office Sav
ings Banks, established under the Act of 1867, and second, the 

I 
banks attached to the Department of Finance under the manage
ment of the Assistant Receiver-General. Both of these have been 
losing deposits within recent years due to the keen competition of 

or For a detailed discuaoiOll of rural eredit legi.al.tioa· in Caaada, _ 
Bopart Oft Agricultural Credit, by B. M. TorY, printed by Order of Par\ia
meat, 1924, &ad Agricultural LoaM, .. pamphlet iaoued by the Dept. of the 
Interior, Ottawa. 

.. See Jam .. B. Momum, ,_ Credita i .. 11ts Uftited S/;J1u tmd CtznJId.a, 
Chap. XIII, &ad adclre. of V. Evan Gray, publi.obed in J.-. tmd TrwC 
Corpomtion¥ SUIt""",,,,, Toronto, 1922, pp. 224-243. 

.. Th. Cano<Ia Y ..... Book, 1925, pp. 846-848. 
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Items Provincial Dominion Total Compani .. Companies 

• • • Book value of AMeta ............. 83,319,970 104,866,102 188,186,072 
LiabiUti81 to the publio ........... ~,176,344 63,600,094 106,775,438 

Capital Stook -
Authoriled .................... 156,955,860 94,178,760 150,134,640 
Subooribed .................... 22,939,232 36,503,340 59,442,572 
Paid up ....................... 22,473,552 24,939,622 47,413,174 

RMerve and Cootin(!8DOY Fundi ... 16,098,586 14,879,516 30,978,102 
Other Iiobiliti81 to obarehold ....... 1,749,768 1,420,574 3,170,342 
Totalliabiliti .. to obarehold ....... 40,321,906 41,239,712 81,581,618 
Not profit rea\iJod duriDg year •..•• 2,018,649 2,125,393 4,143,942 

the chartered banks and trust companies. The postal savings de
posita reached in 1908 a maximum of nearly 48 million dollars. 
Since then there has been a 50" decline. The Dominion Govern
ment Savings Banke have shoWll even a greater decline. In 1887 
their deposita amounted to 21 million dollars while now they are 
elightly under 9 millions." In addition to these there are several 
other governmental savings banks. In Montreal there is the City 
and District Savings Bank, founded in 1846 and in Quebec; the, 
Caisee d'Eoonomie de Notre Dame, founded in 1848. Ontario has a\ 
aystem of Government savings offices established as Bub-treasury 
offices. These, of which there are 15, are located principally in the 
western parts of the Province. A somewhat similar system is in 
operation in Manitoba, where four of live BUb-treasury offices of 
the Province accept deposita. Alberta encouragee thrift and inci
dently borrows through the sale of Savings Certificates which 
draw 4i% per annum." 

CoIiPERATIVB BAND. COOperative credit soeieties have reached 
a high stage of development in Quebec, where there were, in 1923, 
113 with an annual business of 111,000,000." In fact this Prov
ince i8 the hirthplace of the coOperative credit movement in 
Americ~ and ita eocieties served as a model for the first, credit 

.. Aonual lllaliotioa of u... "'" be fowad ;" f'u c.... r _ Booi. 

.. The Provincial an- om- __ orpaiIod IarpI)o .. a ...- of 
....,;q cheap endi' for ProYincial 00_, ~ ~ ban_ 
...... oYOrly ... eeoooful. .. rIM c..-. r_ ...... 1_ pp. no.na. 
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union law enacted in the United States, in Massachusetts in 1909. 
There are a few such societies in Ontario. 

BOND HOUSES.·' The following table presents a list of the nine 
leading investment houses of Canada, the date of their establish
ment and the laws under which they are at present incorporated. 
The first three on the list are the largest and the best established 
institutions in the Dominion in this business. 

CANADA'S LEADING INVESTMENT HOUSES 

Charter 
A. E. Ames & Co., Ltd., Toronto .............. Dominion 
Dominion Securities Corp. Ltd., Toronto...... " 
Wood, Gundy &: Co., Ltd.,·Toronto........... " 
Greenshields &: Co., Montreal................. ., 
Royal Securities Corp. Ltd., Montreal......... " 
McLeod, Young, Weir Ii: Co., Ltd., Toronto.... " 
R. A. Daly &: Co., Toronto. .. . . . . . ... . ... . .. . . " 
Nesbitt Thomson &: Co., Ltd., Montreat ..... 0" " 

Hanson Bros., Montreal...................... " 
. \ 

Business 
Established 

1889 
1901 
1906 
1910 
1903 
1921 
1916 
1912 
1883 

There are approximately 218 bond houses, bilt the above nine are 
the outstanding ones. They are the firms which originate the new 

tissues and carry on a wholesale business in Canada's growing 
tJ>ond investments. The only connection between these institu
tions and the chartered banks is that frequently they may pur
chase an issue from a corporation and then obtain funds from one 
of the banks to carry this until it has been marketed, which is 
usually a period of short duration. Of course, the chartered banks 
themselves sell bonds, but usually those issued by the Dominion, 
the Provinces or some political sub-division or by a railroad. 
They do not have subsidiary investment houses such as typified 
by the National City Company or the Chase Securities Corpora
tion in New York City. 

This concludes our preliminary survey, necessarily very brief, 
of the whole of Canada's financial organization. The next section 
will be devoted to a more detailed analysis of the present Bank 
Act and of the operations of the chartered banks . 

.. For the information eontained in thia aection the author iI indebted 
to Mr. H. M. Cameron. In addition to eon ...... lItriet1y Canadian, the 
National City Company and Barrio Forbes are quite aetive in Canada 
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THE t:OMMERCIAL BANKING STRUCTURE 

THill BANE Am!. The legal basis for the commercial banking 
structure in Canada is to be found in Section 91 of the British 
North America Act of 1867, which conferred exclusive authority 
in the matter of incorporating and regulating banks of issue on 
the Dominion Parliament. In pl1l'8uance of these powers the first 
Bank Act was passed in 1871 which prescribed the manner of in
corporation and general powers of the chartered banks and 
granted them charters of ten years' duration. As mentioned 
before, this grant of life has led to the decennial revisions of the 
Bank Act, which have taken place in 1881, 1891, 1901, and 1913. 
The latest revision was assented to on June 30, 1923 and amended 
in BOme important particulars on July 19, 1924." This Act con
sists of 160 sections cr clauses which may be divided into the 
following claesilications: 

A. Interpretation and application 
B. Incorporation of new banks 
C. Internal regulation as regards: 

Capital stock 
Shares and calls 
Transfer and transmission of 

shares of stock 
Shares subiect to trusts 
Annual and special statements 
Audits 
Government inspection 
Dividends and reserves 

D.Noteissues 
E. Business and powers of the banks 
F. Purt'hase of another bank's assets 
O. Returns to the Government 
H. In$Olvencies, Liquidations, etc. 
I. Offenses and Penalties 

Sections 1- 7 
8-17 

18-60 

61- 74 
75- 98 
W-lll 

113-114 
115-131 
131-163 

This statute including the 1m amendment is a lengthy document 
of some 90 pages, which makes it a clOlle rival in sir,e to the Na

.. I'or Ul ......... , 01 .... clnelopm ... ' 01 .... But Ad, _ pp. 1IIIHl'l. 



822 COMME RCIAL BANKING STR UCTURE 

tional Bank Act of the United States, and as a matter of passing 
interest, it is the most complete and detailed general.banking law 
existing in any part of the British Empire. 

INCORPORATION OF A BANK. While the Bank Act specifies in con
siderable minutilll the procedure to be followed in the establish
ment of a bank, and lays down rather detailed rules governing its 
powers and rights, the charter itself can be conferred only upon 
the passage of a special act by Parliament. Hence the term char
tered bank. The special act of incorporation is introduced as II 

private bill, is subject to three readings in both the House of Com
mons and the Senate, and must receive the approval or assent 
of the Governor-General. The bill must give: 

(a) The name of the proposed bank; 

(b) The names of the incorporators, who in the ordinary course 
would become the provisional directors and who must not 
number less than five; 

(c) The proposed capital, which must not be less than $500,
, '000, to be divided into shares of ,100 each, which bear 

double liability; 

(d) The location of the head office. 

After its second reading, the bill is referred to the banking com
mittee in each chamber, upon whose report its fate generally 
depends. 

The method of bank incorporation in Canada is strikingly dif
ferent from the procedure followed in the majority of the United 
States where, aside from such exceptions as the Federal Reserve 
Banks, the Federal Land Banks, and the Bank of North Dakota, 
banks receive their charters not by special legislation,' but, after 
complying with a general banking law, from the state superin
tendent or commissioner of banks or from the Comptroller of the 
Currency in Washington, in the case of the National Banks. 
Delaware is one exception to this general rule, 88 state banks 
there are still incorporated by special act. Generaily speaking, 
however, banks are incorporated under II general law and receive 
their charters from the official to whom its administration has 
been delegated. This official, in the case of the Federal Govern-
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ment and most states makes a more or Ieee careful examination 
! into the need for a neW' bank, the character of management, and 
I the prospects of success if well managed. In a few states, however, 

the banking commissioner is given no disoretionary power and 
cannot legally refuse a oharter if the inoorporators have oomplied 
with the law, no matter what the suocess of the bank may likely be 
or the oharacter of the organilers. The lack of such discretionary 
power as well as the lax methods of bank administration and 
supervision in oertain states, even where the Superintendent is 
permitted to exeroiee his judgment, have been among the factors 
responsible for the establishment, during the war and post-war 
inflation period, of thouBllnds of orossroads and fly-by-night con
oerns, with a oonsequent overbanked oondition in some parts of 
the nation. Thus North Dakota in 1920 had one state ban~ for 
every 916 persons, Kansas one for every 1598, Nebraska one for 
every 1290, South Dakota one for every 1142, Iowa one for every 
1786, as compared with New York, for example, where there wu 
one bank for every 31,000 persona, California one for every 8,287 
and New Hampshire one for every 31,648 persona.·· Even allow
ing for the leaeened density of population in the Middle western 
states, there is no doubt but that these eectiona were overbanked, 
and that this oondition in part resulted from the \ax supervision 
over bank incorporation. And it is precisely there that the bank 
failure epidemic hu raged the put six years.. The mushroom 
banks could not withstand the depression. One of the lessons 
learned is the need for a more rigid supervision over bank incor
poration. This would not mean the adoption of the Canadian 
requirement of a special act- of incorporation, but it does mean 
the granting of discretionary powv to state bank commissioners 
to refuse obarters, as well as the raising of standards for new 
banks, and the elimination of political influence. In eom. states 
banking supervision has reaobed a very high level, but in many 
the subject merits serious study and oonsideration. 

The chartered banks, oper,ting under ths Bank Act at. the 
present time, listed in the order of their establishment are: 

.. Pp. o.a of R,.. ...".. . SM'--hI ... 01 1M c..-... .. 
~ ..., (' ...... .,. UDiIed Stata Soule, ~NiDth Ow.o _ Fin& 
s...;..., ..... 8. 1781 UId H. LI. W.....u.a-: 00_ PriDtiDa 0IIiae, 
19a11. 
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Name of Bank Location of Head Office 
Bank of Montreal ......•.........•. Montreal, Que. 
Bank of Nova Scotia ................ Halifax, N. S. 
Bank of Toronto .................... Toronto, Onto 
Banque Provinciale du Canada ...••• Montreal, Que. 

(successor of Banque Jacques 
Cartier) 

Canadian Bank of Commerce ......•. Toronto, Ont. 
Roya.! Bank of Canada .•.......•.... Montreal, Que. 

(successor of Merchants Bank of 
Halifax) 

Dominion Bank ..................... Toronto, Ont. 
Banque Cana.dienne Nationale ......• MontreaI, Que. 

(formerly Banque d'Hocbelaga) 
Imperial Bank of Canada ..........• Toronto, Onto 
Weyburn Security Bank ............• Weybum, Sask. 

Date Estab1ished 
1817 
1832 
1855 
1861 

1867 
1869 

1871 
187' 

1875 
1911 

As will be observed, the head office of each of these banks" is 
located either in Toronto or Montreal with the exception of the 
Bank of Nova Scotia and the Weyburn Security Bank. In the 
case of the former, the general manager's office is in Toronto, 
where it was moved in 1900 to bring about a closer telegraphic 
contact with the New York and Chicago money markets and with 
the rest of Canada. The head office is still retained in Halifax 
as a concession to local pride. The Weyburn BeeurityBank with 
its head office in Weyburn, Bask., is a comparatively small con
cern operating in one province and serving a more or less re
stricted clientele. With this one exception, then, two cities house 
the main operating offices of all the chartered banks. To those 
interested in banking technique, it may be noted in paSlling that 
the head office of a Canadian bank does not itself engage in re
ceiving deposits or in making loans. Even the banking office, 
if such exists, in the building in which the head office is located 
is considered as a branch. The head office, in short, formu
lates policies, establishes branches, passes on loans of over a cer
tain sise, makes investments, makes plans for new and altered 
buildings lind their equipment, purchases stationery for branches, 

.. Rather elaborate historical ....,unfB of their own development have 
been prepared by the Canadian Bank of Commerce, the Bank of Montreal, 
the Bank of Nova Scotia, and the Dominion Bank. In puling it might be 
noted that the original charten of the Bank of Nova Scotia and the Bank 
of Montreal were quite IimiJar to the cbortent of the finlt and _d Banb 
of the United State., and that th_ were themaelvea hued on recommend&
tiOlll of A1lDB1lder Hamiltoa. 
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designs new forms, transfers and promotes employees, acts as· a 
center for the purohase and sale of foreign exchange, etc. It is . 
the nerve center of each banking organization, which might in
clude as many as 900 branches at home and abroad, as in the. 
case of the Royal Bank. 

TENDENOY TowAllD FEwlDa AND LAlmEB BANKS. The eleven -ohartered banks now serving the commeroial credit needs of 
Canadian business, agrioulture, and commerce represent the sur
vival of a muoh larger number of institutions formerly operating 
in the Dominion. The tendency toward fewer and larger banks 
has been perhaps the outstanding characteristio of the banking 
structure of Canada within recent years. Not that the disappear
anoe of banking institutions is a condition peculiar to the Do
minion, for the same oondition has manifested itself also in other 
countries. So aroused, indeed, did public opinion become in Eng
land over this problem, that a Treasury Committee Of was ap
pointed to investigats whether amalgamations were prejudicial to 
the interests of the industrial and mercantile community and 
whether legislation might not be needed to cope with the issue. 

Nor must it he thought that the amalgamation movement has 
heen confined solely to branch banking countries such as Canada 
and England, in fact, in the United States, a country with a unit 
independent type of banking system, the number of bank mergers 
and oonsolidations beginning in 1918 increased rapidly. This 
movement embraced aU types of banks, national and state banks, 
trust companies, savings banks and private banks." In diseuse
iug, then, the Canadian experience it is important to bear in mind 
that the tendency to fewer banks is world-wide and ia !lOt /I ,he
__ tMoae ~ ia due to tile type 0/ banking IJIst8111 
WMg tA-. The same trend, with differences in degree of 
couree, has been experienced in other countries and with other 
types of banking orpniaation. 
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STATISTICS OF BANK DISAPPEARANCE. Turning now to the sta
tistics of bank disappearance in Canada, as shown in the accom
panying chart, the number of banks reporting to the Government 
reached a maximum of 41 in the years 1885 and 1886. In 1900 
there were still 36 in existence, while by 1915, there were but 22 
and at the present time but 10. From 1900 to date there has been 
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a decline of 73%, and since 1915, 55%. Of the banks disappear
ing since 1915, six lost their identity through the years 1923, 1924 
and 1925.·' 

Additional and more detailed statistical evidence of bank dis
appearance hi Canada is given in the following table which pre
. sents the nu'mber of amalgamations, failures and voluntary liqui
dations yearly since 1900, and it should be remembered that these 
were the years of Canada's greatest economic growth: 

•• Source of data: R. M. Breckenridge. Th£ Hulm!l 0/ Barokitog ;" 
'Conada, issued under the auspieeo of the National Monetary Commiaoion, 
Appendi:J: IV, pp. 287-288, &Dd Returu of the Chartered Banb. For .. 
discuoeion of the bank merg.... through these ye...... eee Appendix D, 

.f' Branch Banking Abroad," of Bank Inquiry, 19211 filed by DT. H. POlker 
WiUis with the United Statea Senate Committee on Benkin, ... d CurreDcy 
ill February of 1926 •. 
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STATISTICS OF BANK DIBAPPEARANCE 

Number of Baoka Number of Number Number 01 
Yeare Reporting to Gov- AmalgamatioDB of Voluntary 

emmentuofDeo.81 Faillll'l!ll LiquidatiODB 

1868 21 2 1 
1870 19 1 
1876 36 1 
1838 86 1 1 

1900 36 1 
1901 M 1 
1902 86 1 
1908 88 8 
190t M 1 
1906 M 1 1 
1906 36 1 1 
1907 86 1 
1908 88 :I 2 1 
1909 30 1 

1910 28 1 II 
1911 39 1 
1912 27 II 
1918 lM 2 
1914 112 1 1 
1916 112 0 
1916 112 0 
1917 . 21 1 
1918 III 2 
19UI 18 1 

Il1"lO 18 0 
111"11 18 0 
111"12 17 1 
1928 11\ 0 1 
11l".M 14 2 
1\136 11 8 
I_ II 0 
1927 11 0 
19'.l8 10 1 

ClNCSNTRAnON 01' BuntING FoNDS. The precipitoils decline 
in the number of banks in Canada has led to an intense __ 
tnt.tion of bank ing fll/lds, to an inequality in the siae of banks no\ 
characteristio of the banking system of the 90's. This fad is 
brough, out in the \able showu on page ~ whicll Ii*, the 
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chartered 'hanks in existence in 1895, and since then by five-year 
periods, giving the resources of each and the percentage which 
these have to the total banking power of Canada.To It will be 
noticed that in 1895 the Bank of Montreal with 17.56% of the 
whole had the relatively largest resources of any chartered bank. 
The Canadian Bank of Commerce followed with 9.04 per cent. 
On July 30, 1927 the Bank of Montreal had 25.98% of the re
sources of all banks, the Royal Bank 26.09%, the Canadian Bank 
of Commerce 16.54%. These three banks had 68.61 % of the 
commercial banking resources of Canada. And, if we add the 
Bank of Nova Scotia, four banks had 77% of the total banking 
resources, leaving the other seven banks with but 23%. The 
bank which has shown the greatest relative growth in the period 
from 1895-1926 has been the Royal, with Nova Scotia second, 
Commerce third, and Montreal fourth. 

The disappearance of banks, through merger and failure, has 

r 
had as a significant by-product, then, the creation of institutions 
of disproportionate power and competitive strength. Not alone 
has tliis resulted from the large number of consolidations entered 
into by the II big four," but there was tempora,rily at least an 
actual transference of deposits to the larger banks or alternative 
institutions growing out of an irrational but nevertheless wide
spread fear of the instability of the smaller banks, following the 
failure of the Home Bank.T1 This concentration of power is 
illustrated by the chart shown on the opposite page which com
pares the trend in the deposits oHhe four largest banks with the 
deposits of the others. ro , 

TO It might b. noted that such • eondition leads inevitably into a kind of 
Government guarantee of bonking. The Caoadian Govemment could not 
allo,", any of the larger banks to fail, fOT II1ch would be moot diIutroua to 
the entire eeonomic structwe of the eountry. The Government would have 
to lend II1pport U II1ch an institution were approaching insolvency, .. 
indeed it W88 called upon to do on one occasion befOTe the war. 

n See p. 56 of Proueding. o/1Ae &1«1 SI4ndi104 Commit," Oft Banking 
and Commerce, 1924. There hBB aIao been a tTaoaference of depooita to 
trust eompanies and the Provincial ... vings banks. Thia W&I but a Wm
porary phenomenon following the Home Bank failure. Comparative data 
for 1927 and 1923 abo .. that the sm&IJ banks, eo called, have increued their 
deposita relatively mOTe than the large banks . 

.. So ...... of data: Retuml of the Chartered Bania!. Tbe data are .. of 
Janwuy 31 of each year eIcepting in the ...., of 1926, .. ben they are .. of 
August 31. The deposita include depooitl by the public, payable em demand 
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RmAsONS 1'0& F'mwEa AND LARGER BAN ItS. Failures and merg
ers have accounted for all but a few of the banks losing their 
identity. This is clearly shown in the table on pp. 334-7,preparej. 

1000 r-----r-----r-"-----, 

aoo I-----I-----f--\------j 

e 
.!! 600 J------r===r-+-\----1 
;! ,. 
r 400 1---~q_-..,=..-r;;7:I-_r--,,_-I .,. 
i 

_ ..... _--
11110 19iG 

FL11<.'nIA~ION. IN ft. n- or ~R8 FoUII X-INO C.
_ DANa eo ......... "noR ~ n......... 

or~OnJ_ 

, 

by Mr. H. C. McLeod. which gives the names of the banks dis
appearing, the reasons for their disappearance. and the number 
of years of independent existenee: .. 

in C.n,d., and depooill b,J "'- publie l>')'abIe after DoUGe or OIl a fised 
day in Can.da.. 

" Tbia able _ .... pared b,J Mr. MaLood ahortU- betore hie cIeaIh end 
_\&ino muoh informa~OIl whioh be ....... P'P'-....d.19Od. 



Date_ July 31, 1895 July 31, 1900 

Percent Percent Nom Total of R&- Total~ ofR&- " 
ber Name of Bank Resourcea sour""" Resourc .. lOurcea of of each. of All of each of All 

Bank Bank Banka Bank Banka 

- % % -1 Bank of Toronto .......... 115,781,826 5.01 119,492,277 4.07 2 Canadian Bank of Com- ' ' .. 
merae ••.•..•.••.•...... 28,516,874 9.04 47,645,812 9.93 S Dominion Bank .•••..•.... 14,501,721 4.60 21,280,951 4.45 , Ontario Bank ...••••.•.... 6,931,677 2.20 9,651,030 2.00 II Standard Bank .....•...... 7,713,195 2.45 10,385,403 . 2.17 

6 Imperial Bank of Canada ... 14,227,848 4.51 20,278,807 4.24 
7 1'1"&<1 .... Bank of Canada .... &,822,051 1.85 . 9,385,430 1.96 
8 Bank of Hamilton •........ 8,646,002 2.74 14,967,441 3.13 
9 Bank of Ottawa ...•..•.... 7,970,801 2.53 15,717,078 3.28 

10 WllItern Bank of Canada ... 1,971,645 .63 2,681,780 .56 11 Bank of Montreal ......... 55,366,476 17.56 93,158,262 19.46 12 Bank of British Nortb 
America. .•.•...•....... 11,898,398 3.77 40,277,408 8.41 13 Banque Jacques Cartier .... 4,751,869 1.51 .. .... ... ..... 14 Banque V ille Marie •....... 1,753,470 .56 

. iI;669;siis ··i02 1& Banque d'Hocbe\aga ....... 5,794,776 1.84 
1ft Molson', Bank •....•...... 14,694,778 4.66 20,054,327 4.19 17 Mo",hanto Bk. of Canada .. 23,928,378 7.59 29,703,797 6.20 18 ~uoheo Bank ............. 11,119,835 3.53 12,202,080 2.55 19 niOD Bank of Canada. .... 7,427,829 2.36 10,916,828 2.28 20 Banque de St. Jean ........ 388,332 .12 709,770 .15 21 Banque de St. Hyacinthe ... 1,590,270 .50 1,682,944 .35 22 Eaatern Townoh'l: Bank ... 6,266,509 1.99 9,394,661 1.96 23 Banque du Peup e •...•••.•. 8,663,308 2.75 

• e;866,i"11 24 Banque N ationale ......... 4,163,532 1.51 1.43 25 Bank of Nova Seoti ......... 11,970,948 3.80 20,561,018 4.30 

July 31, 1905 

" Total"" " " 
Percent .. 
"orR&-" "-

Resources sources 
of each of All 
Bank Banka 

% 
130,310,396 3.96 

92,570,895 12.08 
39,646,687 5.17 
15,555,634 2.03· 
16,579,120 2.16 
34,281,236 4.47 
23,090,968 3.01 
28,902,257 3.77 
23,966,740 3.13 

5,414,375 .71 
147,832,814 19.29 

40,840,278 5.33 . ..... , .. . .... 
., .... , .. 
15,162,786 1.98 
30,050,348 3.92 
42,349,010 5.53 
13,501,682 1.76 
23,265,208 3.04 

756,418 .10 
1,431,031 ".19 

16,868,550 2.20 .... , ... , ..... 
10,676,638 1.39 
32,380,012 4.23 

July 31, 1910 

- Percent 
ToW ofR&-

Resourcea sources 
of each of All 
Bank Banka 

% 
1 47,648,751 3.94 

151,622,210 12.52 
. 60,586,656 5.00 

· . 32;003;637 2.65 
59,326,608 4.90 
43,689,007 3.61 
39,751,328 3.28 
40,277,555 3.33 

·233;092;326 
..... 
19.32 

55,463,740 4.58 .. , ... , .... " ... 
· . 22;:i86;126 1.85 

42,269,512 3.49 
68,328,590 5.48 
15,556,236 1.28 
43,783,494 3.62 ........... " ... 

• . 23;942,292 1.98 . ... ,- .. '" ..... 
16,821,508 1.39 
49,815,007 4.11 

.. 
'" o 



26 MorebaoI.I Beak of Ha1i-
fax· ........ ....... , ... 11,276,896 2.94 18,337,2411 

'Z1 Peoplow Beak of HaJjI.. . •• 3,006,366 1.00 3,657,764 

28 Unioo Bsnk of HaIilu ..... 2,778,641 .68 6,5116,477 
211 JWi/ ... Bknl!. Comptlll1 ••• 8,662,812 1.16 4,939,500 
80 llank of y .......... lh ••••.••. 1,1Ka,ll26 .33 1,016,1156 
31 Beak of YAl' 

moulli ..•. Bk.·;'; 'W~ 471,627 .16 678,696 
82 922,687 .211 1,623,856 
83 ~ofN_BruMWiek i. 8,380,944 1.07 3,844,431 
34 """leo Buk of N 

~~runowiek. ••.•••••••••• 760,027 .24 1113,1124 
M • Stephen'. Buk .•...••. 1i97,933 .19 _,868 
36 Bsnk of Brilioh Columbi& ••• 6,310,638 2.00 7,832,2011 
37 Merchan~ ~ 'cit' p.:;;.e; 173,148 .06 271,834 
88 

~;ardJoL ............ 447,324 .14 972,0211 
811 "" Pruv;ncioIe chI Can. . ......... ..... 2,160,267 
40 lWyoil Bsnk or Canad&" ••. · ........ .. ... . ........ .. Hoverei~ Bk. or Canad& ••. .. .. .. .. , . .... . ........ 
42 ~,tilaD Bk. of Cauda .. .. .. . .. ..... . ........ 
fa Bank or Cauda ..... · .. , ...... . .... . ........ 
44 HOJIMI Bsnk of Canad& .•••. · .... , .. , ..... . ........ 
46 Northern Cnnna .Baak oj 

t=1:d:~j!.c.;.;~:: ~ 
· ....... , ..... . .... , ... 

411 · ....... , ..... . ........ 
47 

Canad& .••..••...••.••• ........ , ..... . ........ 
fA Farmerw Bank at Canada ••. ......... .... , , ........ 
49 Rank or VanllOUv .......... ......... . .... ' ........ 
110 WeyburD Iloeurit)' Baak •.. · ........ . ~ ... . ........ 
61 Banq.... C&IIIdimJne Na.. 

tionale •••.....•....••• ......... . .... . ........ -TotaIo ..•........•..•.... taUI,323,416 100.06 $478,714,936 

8.83 . ........ . .... 
.74 

ii;220,900 
.... -

1.17 1.411 
1.03 

.21 · ......... ..... 
.12 · ....... , ..... 
.82 
.80 · 6,7i4,651 .76 

.19 074,594 .13 

.16 868,otIi . 11 
1.64 ...... .. - ..... 

.06 .... , .... . ... -

.20 2,014,280 .26 

.46 4,768,608 .62 
..... 23,946,814 4.43 
. .... 12,_,809 1.69 
.- ... 5,656,373 .73 
. .... 2,502,506 .33 
. .... 362,738 .06 

. .... . ........ . .... 

. ... - .... , .. ,. . .... 

. ... , .. , ...... . ... , 

. ... , ..... , .. , ..... 

. .... , ...... ,- ..... 

. .... " ....... . .... 

. .... ., ....... . .... 
100.00 '766,318,466 100.01 

· .......... · .......... 
16,289,668 

. .... , ..... 
· .......... 
· . io,m.360 
· .......... · .......... 
.... ,- ..... 
· .......... 

... iI;7si.a94 
76,427,987 
6,209,484 

10,300,034 
........... 

10,061,548 

15,326,738 
7,278,760 

3,702,474 
2,662,141 

361,509 
· . . . . . . . . . . 
. ..... ,- .. , 

11,210,854,680 

. .... 

. ... -
1.26 

. .... 

.. , .. 
.84 

. .... 

. .... 

., ... 

.. , .. 

.72 
6.23 

.51 

.85 
. .... 

.83 

1.27 
.60 

.31 

.22 

.03 
.... -
, ... -
100.00 .. 

CD ... 



Date_ ~ July 31, 1916 July 31, 1920 July 31, 1925 July 30, 1927 

Percent 
Total; 

Percent Percent , Percent 
Num- Total ofRo- ofRo- Total of Ro- Total' ofRo-
her Name cir Bank Resouroee ~~ ... Resourc .. ecurcee Resourcea ecurc .. Resourc .. sources 
of of each of AU of each of AU of each of All of .... h of AU 

Bank Bank Banks Bank Banks Bank Banks Bank Banks 
% % % % - 1 Bank of Toronto, ......... 164,632,250 4.16 1102,543,507 3.32 1102,465,225 3.77 1122,416,365 4.13 

~ ConadiBn Bank of Commerce 230,248,650 14.77 455,938,621 14.76 469,268,542 17.26 489,849,138 16.64 
8 Dominion Bank •• ' .• ' .•.. ' .. 76,605,397 4.91 140,184,643 4.63 114,430,036 4.21 128,603,643 4.34 , Ontario Bank .•.•.•.•.•.. 

'48,534~8a · . 92;8:ii,ii4 . '3."00 · . 82;559,500 "92;649,738 II Standard Bank ....•••..•. 3.11 3.04 3.13 
.6 Imperial Bk. of Canada ••.• 76,809,667 4.86 130,401,317 4.22 117,101,669 4.31 133,302,821 4.60 
7 Trod ... Bk. of Canoda. •••• . 44',980;iis "i:S9 · . S6;600,769 ....... , ... ..... ........ ,., ••• 0. 
S Bank of Hamilton .•••.••. 2.SO ........ '" .... , " ........ , " .,-
II Bank of Ottowa .....•.... 62,051,407 3.34 · ....... , .. ..... . .. , ....... .... , . ..... , .... . .... 

10 Weatern Bk. of Canada •.•• 
27o;isi;28"o "ii.a3 

4 •••••• ",' •• · 7oo,iis,3is ... , ...... , 
11 Bank of Montreal ........ 662,946,097 18.21 26.88 769,ISO,668 26.98 
U 8ank 01 Britiah North 

Amari ................. 60,867,854 3.80 ........... .. ... .... , ...... ... .. " .... , .... . .... 
13 Banque Jac'luea Cartier ••. .. .... .... . . . .. ....... , ... ..... . .... , ..... . .... , ... , ..... , .., o. 
14 Banque Ville Marie ....... . 'aii,Il58;8i2 . i:io · '74;ooi,770 ··i.41 ., ......... ... ,. " ......... . .... 
15 Banque d'Hochelasa .••.. ........... ... .. . .......... . .... 
16 MoIaOn'. Bank .......... 51,286,726 3.29 01,096,029 2.95 ........ . " .. , .. ........... ." .. 
17 Merchante Bank of Canada 85,030,790 6.45 193,307,602 6.41 ........ ... ... ,. ..... ...... ..... 
18 8uebeo Bank .......... " 19,987,568 1.28 

• iti4,800,6io "6:33 · iio,762,904 "4.'07 
........ , .. . .... 

19 Dion Bank of Canada '" SO,111,853 5.14 " ......... .. , .. 
20 Banque de St. Jean ••.... ........ .. ..... •• , •••• 0 ••• " .,. . ....... , .. ... " . ..... , .... ' .. " 
21 Banque de St. Hyacinthe' ........ . , , .... ........... " .. , . .......... ... " " ...... , .. .. , .. 
22 Eaotorn Townahir. 8IL ••.. .. ..... , .. .. ... · ........... " ... . ...... " .. ... .. " ...... , .. .., .. 
23 Banque du Peup e ....... ... , " .... 

"i:76 · . 69,iiSi,236 ........ ,., . .... , . . . . . . . . . . . .. , .. 
24 Banque Nationale ....•..• 27,383,197 2.25 '228,866,006 . 8:42 . 248;38i,329 26 8ank of Nova Soctia ...... 93,200,594 6.30 239,480,699 7.75 8.39 
20 Merchante Bank of Halifax" 

" .. " ...... ..... ............ . .... . ........... ..... . ........... . .... 



'rl Poop"'" BIL 01 HaJdu .••.. · ....... ,. ,- -, ,_ .. ,- ,- ........ ..... -.... 
28 Union Benk 01 HaJjfu •••• · ......... .. .... .... . ......... . ....... -. 
29 HaJil.,. Slms-Comp...)' ••. · ......... . -........ .. ,- ...... . -........ 
ao = .. 01 Yarmoutb •••.•.. · ......... .. . . . . .. . . · ......... . ......... 
81 p;"~" ~.~ .. ~.: · ...... , .. · ......... · ......... . ......... 

"'J 
82 mercial Beak 

WiDdIor ••••••••••••••• · ......... .......... · ......... . ......... t'lI 
33 Bulk 01 N .... B...-iek ••. · ......... . ......... . ......... .......... ~ 
U Poop"'" Beak 01 N ... o •••• , •••• · ......... ., . .. · ......... . ......... t'lI 

BruMwiek .•••••••••••• · ......... l1li 
86 fit. Sr.ephen'. Bank .••..•• · ......... .......... · ......... . ......... 
1I6 II&nk 01 Brititb Columbia. .......... ........ ,- . ........ - " ........ > 
81 ~mmonide Bank .••••••. .......... . ......... · ........ , .......... Z 
lIS Mm-chaaw Bank aI 

Pri ..... Ed ... ard 101 ••••.. 
"12,708;s..io .. '.82 .. 39,m,i.24 'i:2iI .. 4i;Osii,4il Ti;i .. 49,8ii,687 1:1 

39 I!&nquo ProVinciaie du Carl. 1.68 
40 y:;.1il BIL of Canada· •.... 187,661,666 12.04 687,196,988 18.88 618,738,994 22.76 772,473,639 26.09 t"' 

" enip Bank of Canada. .......... ........... . ......... . ......... > 
~ Metropoli"'" BIDk -01 l1li 

~;,;CWd6:::: ........ .. · , ........ . ......... . ......... Cl 
43 

"t3,306~ • '26,732,466 
.. ,- ...... . ......... t<I 

44 1I0me Bonk of Canada ••• OJ .86 .88 .. , ..... ,' .... ,- .... l1li 
'II Northern CfOWII Bank 

Canada ••.•.••••.•••.. , 16,869,621 1.02 · • 25,¥iO,739 .. :82 ........ ,- .......... bI 
46 !ltere:t Bk. of Carw:la. ••. 9,256,428 .69 · . . . . . . . . . .......... :0-
47 Uni Empire BIDk of 

Canada ..•••••••.•..•• .. ........ . ....... , . ,- ........ . ......... III 
48 Farmero Bank 01 CarwIa •. ......... , .......... .. .. .... .. . ......... "" 4ll Oank of V lUloouver •••.••• "'i,m;a6a ···.io .. '8;842,990 ":i2 .......... . ......... fI> 
60 Woybum llecuril, BIDk .•. 4,835,085 .18 6,453,518 .22 
61 BanqUll CanadianDe N ... 

tioDlll •.•••.... , .•.... .......... . ......... 124,763,489 4.69 147,994,969 5.00 

Totllo .••••........••. 11,M8,870,'rl9 100.00 13,091,674,611 99.98 12,718,239,'rl4 100.00 12,961,062,615 100.00 .. .. 
• Marobaaw BIDk of HaJjf.,. ..... nobartend .. the Boyal BIDk of Canada on Jan. I, 1901 

.. 
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1819 
1818 
183< 
1836 

18215 1866 

1821 
1832 

N .... 

Bank of Kingston 
Bank of Cauada 
Acricrultural Bank 
BaDk 0/ the Poople (BJDcb) 

1861 1801 Buk of Yarmouth 

Capital 

I 

600,000 

60,000 
3.266,666 

Peak 01 
lleIerve. Book . 

Vol"" 
I • -• 
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CANADIAN BANKS PASSING 1811-19:18 

Opened Clooed Name Cap;1a1 Reoerve 
Peak of 

Book -Value 

-- • • • • 
1864 1905 Peoplee Bank of Hallr. 1,000,000 440,000 1,«0,000 8.394.619 
ISS9 1906 Ontario Bank 3.600.000 700,000 4,200,000 17 •• 32,171 
1871 1906 Merchants Bank of P. E. lei. 360,400 331,000 681_ 2.030.272 

1869 1901 P~l. Bank of New Bf1lDItoo 
",ok . 180,000 180,000 380,000 1,041,410 

li73 1908 Banque de St.. Hyacinthe 331,236 76,000 ...... 1,580,097 

1813 1908 Banque de St. Jeaa 318,386 10,000 ...... 326,118 
1901 1008 SOV ....... Bank of Canada 4,000,000 1,260,000 ...... 19.218.746 

1904 1908 Crown Bank. Toronto 957.435 95.7M ...... ...... 
1906 1908 Northern Bank. Winnipes 1,239,961 121,638 ...... ...... 
1811 1909 WeI!Itero Bank 555,000 850,000 906,000 6,949,307 
1856 1910 Union Bank ot Halifu 1,500.000 1,200,000 2.700,000 26.333,UU 
183. 1910 St.. Stephen', Bank. No 'B~ 200,000 80,000 ...... 801,872 
1906 1911 United Empire Bank 582,231 ..... ...... . ..... 
1906 1910 The F8I'DUIl'fI Bank 567,579 ...... . ..... 2.616._ 

1860 1912 Eutem Townahi .. Balik 3.000,000 2.400.000 6,.wo,OOO 21,60<,803 

1885 1912 Traden Bank 4,480,000 2.M2,7/SO 7.032,700 61.246,937 
1820 1918 Bank. of New Brwanriak 1,000.000 1,790,000 2,790,000 11,816.000 , 
1911 1913 Ba:oque InterDati.maaIe d. 

Canada 1,359,833 ..... . ..... 2,8<1,416 
1902 191. MetropoUtaa - '" T""", .. 1,000,000 1,260.000 2,261),000 12,386,211 

1910 1914 Bauak. 01 VIUlCOUV8r "'6.188 .... . ...... 1.&12.786 

1818 1917 ~bec :Wlkitim 
2,_ 1,308,815 ',Od,175 20,206,376 

1836 1918 Norih 
America ..... ,68'7 3.017,333 7.884,000 78,251,9M 

1908 1918 Northern Crown _ 2,851,718 850,000 3.201,718 'Z1,819.291 
1876 1911 Bank of Oua .. 4,000,000 6.000,000 9.000.000 66,4.6',-

IBM '922 Merchant.e Bank ~ Canada 10,500,000 .,4.60.000 19,960.000 182.(X)6.826 

1865 1923 Molson'. Bank 4,000,000 4,000,000 9.000,000 •• 653,801 
1872. 1.23 Bank of BamiltaD 6.000.000 '_.000 9_.000 07,9CN.I28 

1901 1923 Home _ '" Canada 1,_1 - ...... 21.-109 

1380 1924 Bouq .. Noti ..... 2,1199,700 2,200.000 6.199,100 ,',810.061 

-
1865 1926 Uoion BaDk 01 Cauda 8,000.000 0,000,000 14,000.000 130.922.739 

1906 1923 8 ... u.. _ '" Canada 1.23l5.ooo lIOO,OOO 1.73lIi.OOO 20,&15.201 
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888 COMMERCIAL BANKING STRUCTURE , 
BANK MERGEIIB. In Mr. McLeod's table 76 banks are listed BS 

disappearing either through failure or absorption by other insti· 
tutions. While bank failures as a cause for fewer banks forms a 
large topic by iteelf and will be discUBBed in a later section," the 
subject of mergers may appropriately be treated now in the course 
of our discussions of the Bank Act, to which Sections 99-111 are 
devoted, but before proceeding to do this, the following table 
giving the Dames of the purchasing and absorbed banks is inserted 
as a matter of historical interest.lI 

BANK ABSORPTIONS IN CANADA SlNCE 1867 

Purchasing Bank 

Bank of Montreal 

,Canadian Bank of Com· 

Bank Absorbed 

Exchange Bank, Yarmouth, N. S. 
Peopl .. ' ll&nk of Halifax, N. S. 
Ontario Bank 
Peoplea' Bank of New Bruua-

wick _ 
Bank of British North America 
Merchants Bonk 
Molsmu! Bank 

meroe Gore Bank 
Bank of British Columbia 
Halifu Banking Company 
Merchants Bank of P. E. I. 
Eastern TDWDBhipa Bank 
Bank of Hamilton 

Bank of Nova 8eotia Union Bank of P. E. I. 
Bonk of New Brunswiek 
The Metropolitan Bank 
Bank of Ottawa 

Royal Bonk of Canada Union ll&nk of Halifu 
Trad"", Bank of Canada 
Quebee Bank 
Northern Crown Bank 
Union Bank of Canada 

Imperial Bank of Canada 1 Niagara Diatriet Bank 
Standard Bank of Can. Western Bank of Canada 

ada ,. Sterling Bank of Canada 
Banque d'Hochelaga Banque Nationale 
Bank of New Brunswick Summeraide Bank 

.. See pp. 478-484 • 

Date 
Aug. 13, 1903 
June 'n, 1905 
Oet. 13, 1906 
April 15, 1907 

Oet. 12, 1918 
M .... 20, 1922 
J&D. 20, 1926 

May 19, 1870 
Dec. 31, 1900 
May 30,1903 
May 31, 1906 
Feb. 29, 1912 
Dec. 31, 1923 
Oet. I, 1883 
Feb. 15, 1913 
Nov. 14, 1914 
April 30, 1919 
Nov. I, 1910 
Sept. a, 1912 
Jan. 2, 1917 
July 2, 1918 
Aug. ai, 1926 
June 21, 1875 
Feb. 13, 1909 
Dec. 31, 1924 
April 30, 1924 
Sept. 12, 1901 

.. Source: ThB CtJ1llJd4 V ..... B""r., 1925, p.842. The purebuing banka 
named in latter put of table are no longer in buaineoa. Datal liven aince 
1900 are of the Qrd ..... in-Council authorising the aboorpUoD. 

,. Abaorbed by (:enedian Bank of Commerce on Job' 13, 1928. 
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Merchant. Bank of 
Canada 

Union Bank Df HaUfax 
N ort.hem ~wn Bank 

UniDn Bonk of Canada 
Homo Bank Df Canoda 

Merchant. Bank 
CommemmlBank~Canada 
Commercial Bank Df Windsai' 
The Nort.hem Bank 
Crown Bank of Canada 
United Empire Bank 
La Banque Internationale du 

Canada 

Feb. 22, 1868 
June 1,1868 
Oct. 31, 1902 
July 2, 1908 
July 2, 1908 
Mar. 31, 1911 

April 16, 1918 

Of the banks taken over since 1867, seven each have been ab
sorbed by the Bank of Montreal, aDd the B8IIk of Commeree, 
four by the Bank of Nova Scotia, and five by the Royal B8IIk. 
These four institutions account. for 23 out of the 34 baw 
absorbed since Confederation. This does not include the institu. 
tions absorbed by these 23 banks before they were merged with 
one of the" big four." When these are included the " big four " 
account for 31 out of 34 mergers. 

OPPOIIl'l'ION TO MElIGElIS. Sections 99-111 of the Bank Ac' 
contain elaborate provisions governing b8llk mergers, the pro
cedure to be followed and the legal liabilities of the shareholders. 
For the student of b8IIking, the most significant provision proba
bly is that requiring the ooneent of the Governor-in-Council, as 
recommended by the Minister of Finance and the Receiver Gen· 
eral, before a merger may take place. This was inserted in the 
1913 revision to appease those who feared that. the rapidly de
clining number of baDks would lead to the establishment of a 
"money trust." Vigorous opposition to further mergers was 
voiced in Parliament aDd in the Banking and Commeree Com
mittee, both in 1913 aDd again in 1923, aDd even from time to 
time among some bankers. , 

The remarks of Mr. W. F. Macl8llD, one of the " radical .. mem
bers of the Banking and Commenl8 Committee in 1923, typify 
the sentiments of many toward this problem: n 

It I should like to ask the Minister of FinaDce wbether in his 
opinion it is not in the interest of the public that there should be 
competition in baDks as _n as in all other organisations. The 

"B_ 01 C_ DeN-. JuDe to. 1823, '" 41K. See .... Pro
ohilli ... 0' aM SdIcc se.r6) .. C_w, ..... BrbRa" COM·", 
11131, "' ... 
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whole tendency is in the direction of mergers and I must say that 
I would look upon the movement with some degree of favour if we 
should see established a Bank of Canada. Such an institution 
would be a national bank, and more or less associated with 
smaller concerns. Something in that direction may be effected 
which would serve the interests of the public. Apparently, how
ever, the tendency is to remove the competition that now exists in 
banking. Heretofore we have had a great many banks in this 
country. serving the public, and when those desirous of getting 
accommodation cannot get service at one they may go to another." 

REASONS FOB MERGERS. Contrary to the implication carried 
in the address of Mr. W. F. Maclean, mergers have not come 
about as the result of sinister premeditations on the part of the 
banking community aiming toward a " money trust" or with the I avowed object of stiffing competition. While the merger move
ment may result in a money monopoly, and William Long Baker . 
in his work, "Money Monopoly vs. the Community Dollar," 
believes that such has been the case, yet this was not the motivat
ing flietor in the movement. . Mergers have in most cases resulted 
from the fact that a bank was rapidly approaching an insolvent 
condition or had reached a point where (perhaps through absenee 
of aggressive management) it was unable to compete successfully 
with the larger institutions. The initiative for the mergers did 
not proceed from the large institutions but from the smaller banks 
aware of their approaching insolveney or inability to keep in the 
race. This point was stressed by hoth Mr. Maclean of Halifax, 
chairman of the Committee on Banking and Commerce, and by 
Mr. Fielding, the Minister of Finance, in addresses before the 
House of Commons in 1923. 

MI'. Maclean spoke as follows: fa 

"We are dealing with a clause relating to the purchase of the 
assets of a bank. People dll$ignate this as a "merger," and this 
word has been madll. unpopular, being often unfairly and improp
erly ueed. Hon. gentlemen talk about a merger as if it were II 

thing that could be prevented. The Minister of Finance has stated 
the government's poliey, which is a sound one, namely, that it is 
Dot disposed to consent to the merging of banks each of which ac-

Yl H_ 0/ Com ........ D.batu, June 20, 1923, p."38. 
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cupiea a sound position merely for the sake of their being merged 
or for the sake of profit-making. But we must have in this act 
some provision whereby a hank may purchase the assets of an
·other bank. Most mergers that have taken place in Canada were 
induoed by the fact that the selling bank was in, or approaching, 
an insolvent position and the management were not disposed to 
oarry on business further. It is in the interests of depositors and 
shareholders that there be a legal procedure to dispose of the assets 
of one to another." 

In his address, Mr. Fielding cited the case of a bank merger 
taking place because the directors realised that the financial BUO

cess of the institution was on the wane: to 

.. I have in mind the case of a merger which is not by any means 
recent, having oocurred eome years ago, in connection with which 
the bank that was absorbed was entirely solvent when turned over 
to the other bank - it was not insolvent, nor indeed was it on the 
edge of insolvency. Th. Directors, capable business men, re
viewing the whole situation, saw however that the bank was on the 
decline, and that the day was coming when it could not be 
euooessful ... 

Undoubtedly, however, there has been rivalry between the big 
Canadian banks in the matter of bidding for banks which were 
willing and secretly anxious to merge, and this competition has 
made possible deals more favorable to the eei1ing institution. 
This raises the question whether mergers have on the whole re
sulted favorably for the shareholders of the p~hasing institu
tiona and whether eome bank stock would not now be more 
valuable if the same energy devoted to inUeasing siae were de
voted to conrentrated and capable management. Personal am
hitions may overlook at times, unwittingly perhaps, the ultimate 
good of the shareholders. 

A'I'TITIlDIi OP TH8 &NUllS TOWABD MEIlGEIIS.. The bankers 
testifying before tha Committee on Banking and Commerce of 
the House of Commons in 1923 took rather an e:dreme position. 
Not only had the mergers of the past. in their OpiniOll, been ~ 
desirable but in aU probehility this tendency would eontinue and 

to H_ 0/ C __ • Do' '--..ru.1O, 19IID" Po tuIL 
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would be of increasing benefit to the country. It is true that the 
statements about to be quoted may not represent the concensus 
of opinion among all bankers, but they are of importance in re
flecting the reaction of the officials of the larger and more 
influential institutions. In his testimony Sir Frederick Williams
Taylor, General-Manager of the Bank of Montreal and President 
of The Canadian Bankers' Association, declared that mergers 
could go on for some time without unduly centralizing the money 
power of tbe Dominion: 80 

Q. There has been, Sir Frederick, in the last twenty years II. cen
tralization of the money power of the Dominion, has there not? 
For instance, if I were to turn back the pages of history twenty or 
thirty years ago we would find twenty-eight banks operating and 
today there are seventeen; the tendency is for that to go on?-

A. Yes, I should think it would continue, with the permission, of 
course, of the Minister of Finance. 

Q .. Is that a good thing? - A. I think it is a very good thing 
to elhrunate a weak bank.· . 

Q. Do you think it is a good thing that there should be an in
creasing centralization of the money power of this country in the 
hands of a decreasing number of organizations? - A. I do not 
think we have reached the point where there is any possible dan
ger at present. B1 

During his examination Sir Edmund Walker, President of the 
Canadian Bank of Commerce, stressed before the Committee the 
economies resulting from amalgamation, through lessened over
head.expense. While data are not available to prove or disprove 
his contention, yet the point might well be raised whether a large 
bank, grown to huge proportions as a consequence of many merg
ers, does really operate proportionately at as low a cost as a 
smaller institution. Its very size is apt to make for a loose organ
ization, to make adequate oversight increasingly difficult and to 

.. Procudinq. 0/ u.. Select standing Committe. (1ft Ba1l1mtg and C_ 
.......... 11123. p. 314. See also the atatement by Mr. C. E. Neill. Proc«dinq. 

. 0/ 1M Select 8/.onding Committe. (1ft Btmkinq and Camm.erce. 1924, p. 261. 
""d for a further deferuoe of morgen "" article by Fnoa!r DanranI, in the 
M 0fU!1Drt/ Timu. Vol. 72, p. 10. 

81 See tAble on pp. m.a33 for atatistiCB of bank coa .... tration. 
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make 1088e, from lending operations large. A more moderate 
view than that of Sir Frederick Williams-Taylor or Sir Edmund 
Walker of the desirability of bank mergers was expreased by the 
Bank of Toronto in its annual report for 1924.'· Its statement is 
worthy of particular attention as this institution has never been 
involved in a merger and has no vested interest to defend. It 
places the necessity or blame for mergers squarely on exceasive 
rivalry and over-competition and hopes that bank amalgama
tions will place banking credits on a better footing: 

Two bank mergers have been announced during the year, which 
will reduce the number of chartered banks to twelve - still quite 
enough to provide all the competition desirable, and more. There 
hal certainly been exceasive rivalry in the banking field during 
the past twenty years, resulting in unneceas!U'Y duplication of 

! 
banking services. Over-competition in any line of busineas is 
bad, but it is worse in banking than elsewhere. The practice of 
bidding for busineas follows, involving, in some cases, a departure 
from good banking - in the direction of exceasive advances on 
inadequate security - almost invariably a bad thing for both 
borrower and lender. If the combinations which have taken placa 
during the last few years enable banking credits to be placed on a 
better footing, with better earnings and smaller loases, only good 
san result, not only to bank shareholders but to the general public. 

A'ITITUD1l or GoVlillNYBNT TOWARD MFBGDS Generally 
speaking, the Canadian Government does not look with favor 
upon mergers unleee th_ are urgently neeessary to protect the 
depositore or Btockholdere from loss. Its policy very definitely is 
not to grant permission if the purpose is one of reducing competi
tion. Before applying formally for permission, a bank desiring 
to eell its assets to another institution will often approach the 
Minister of Finanoe in an informal fashion to ascertain his atti
tude. In ease be intimates that he would be oppoeeci, no formal 
application would be submitted." If, on the other hand, he is 
convinced of the urgeney of the ease and of the absolute need of 
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the merger as a means of preventipg failures, he would communi
cate with the Bankers' Association and with the larger banks in 
an effort to find a purchasing bank. In this connection Sir 
Thomas White, a former Minister of Finance, stated most em
phatically that the Finance Minister has the power, moral if not 
legal, to compel the existing banks to take over an institution ap
proaching insolvency: •• 

Q. :Now at page 324 in No.5, you say at the top of the page: -
" Under no circumstances would I have allowed a bank to fail 
during the period in question." Now I would ask you, if you 
found a bank in difficulties, if it had been shown to you at that 
tilDe that the Home Bank was in serious difficulties, what would 
you have done to prevent its failure? - A. If I had believed that 
the Home Bank at that time was in danger of failing, closing its 
doors, was insolvent, I should have gone to The Canadian Bank
ers' Association and told them to take over that bank. Either to 
one bank or more banks. 

Q, \ And what is your opinion as to what they would have done? 
- A. I think they would have looked into the situation, and on 
the situation, or anything like the situation that was before me, 
they would have done it. I think I would have made them 
do it. 

Q. If the bank was not too far gone?-A. Yes. I would have 
made them do it. When I say that, I had no legal power, but 
nevertheless I feel confident that I could have got them to do it, 
because it was in the midst of the war and if I had believed that 
that bank was in danger of insolvency or about to close its doors, 
I would have said to The Canadian Bankers' Association: "You 
take over that bank." 

Q. If you had known then what you do now, you would have 
done that, I suppose? - A. Absolutely. 

Whether the Finance Minister can take the positive action out
lined by Sir Thomas White, there is no doubt but that the Gov
ernment's policy is to prevent any merger unless there is real 

.. Roval CtnnmiMion to l"quiT. into and Report .. pon AIJain 0/ lluJ 
Home Ban/c 0/ Canati4, p. 359. The qUesUOD oatura1ly arieeo why thia 
power ...... not eurciBed in CClIlIleC:Uon with the Home Bank. 
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justification. ThuB Mr. Fielding, then Minister of Finanoe, stated 
in the House of Commons: I. 

II I am quite prepared to admit that there may be need in the 
future of some mergers. I think as a rule they should be dis
couraged, but circumstances may arise which may render a 
merger necessary and proper. It has been suggested that a merger 
should only be made by a special act of parliament. I could not 
approve of that because the circumstances under which a merger 
may be deemed necessary may be very urgent, and to wait until 
parliament could convene might be to destroy the possibility of 
the merger going through and to lead to seriOUB trouble. I am not 
anxious to promote mergers unnecessarily, but I cannot conceive 
of any arrangement that could be made which would be better 
than that which we already have. • •• If it were a case of two 
large banks where the amalgamation' involved a diminution, a 
material diminution, in competition, it might be held there is no 
particularly good reason for the merger except some profit,. 
making motive; there might be no public reason which would in
dicate ita necessity." 

Mr. Meighen, the leader of the opposition, was even more em
phatio tban Mr. Fielding, and expressed hiB conviction that the 
attitude of the Government toward mergers should be as antag
onistio as possible: .. 

• II In my judgment, the fewer mergers we have the better, that is, 
of the banks that we have to-day. My information is tha~ in 
England they have fewer than we have in Canada, although they 
have a much larger population. Of couree they have a eomewhat 
dilJerent system. But the fewer we have the 'better, and the more 
adverse the attitude of the govemmen~ and the Minister of Fi
Dance is toward mergers, the better for us. At the same time I 
quite admit that the Hon. member who has just sat down is ~ 
rect when he says that there comes a time when merging is the 
only way that can prevent very great hardship to alweholdere or 
possible loss to depositors - in a word, to prevent the wry things 
whi~h the safeguards of the Bank Act are intended to prevenl. 

.. ~teo. J\lIle lIO, 1_ p. 03l. 

.. H_ 01 C __ , D." teo, J ..... 30, 1_ pp. 038-41 .. 
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But it should be the last resort, and the very last resort; and the 
bank should understand that such is the attitude of the govern
ment. It should understand that it is only as a rescue from inevi
table insolvency that a merger can be assented to. I can think 
now of no other justifiable case." 

CONCLUSIONS REGARDING MERGERS. In reaching any conclu
sion regarding bank· mergers in Canada, it must be borne in mind 
that the tendency toward fewer and larger banks is one to be 
found iii all " advanced" industrialized nations. And also it should 
be remembered that it is a phenomenon not to be found iii banking 
alone but in industry and commerce as well. In fact, a frequent 
excuse given for bank amalgamations is that the larger business 
units must be supported by larger financial aggregates. Whether 
these aggregates will, as Karl Marx predicted, be finally national
ized and operated by the Government, as in Russia at present, 
need not concern us at this point. The problem of immediate in
terest is the policies which should be followed, the attitude to be 
adopted by governments in capitalistic societies toward mergers. 

I 
The Canadian Government has put itself on record as being in 
distinct opposition unless there is a " real need." But the situa
tion calls for more than a negative attitude on the part of the 
Canadian Government. The Government should, as one con
structive measure, exercise such careful supervision over the 
banks, subject them to such careful inspection, that the possi
bility of failure, and of that as a cause of mergers, is reduced to a 
minimum. Any such episode as the Merchants Bank debacle 
should not, DOW that there is an Inspector General of Banks, be 
allowed to develop. Even assuming that the Government were 
able, to prevent such episodes, and thereby eliminate a state of 
approaching insolvency as a cause of mergers, this would but 
:retain or perpetuate the status quo. The present situation with 
four- banks of disproportionate size would continue. The big 
banks are here. What is to be done? And one is forced to con-

I fess that little can be done, that the Government must needs 
adopt a policy of "watchful waiting." Rigid supervision and 
examination can be enforced. And beyond this,little remains UD

less the Government feels that portions of the community are Dot 
getting the eredit to which they are entitled, that there are UD-
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justified levies on the public, or other abuses. Whereupon, it 
could organile on its own initiative or through controlled corpo
rations competing credit institutioDS, or it might set up commie
liona as recommended by Professor D. A. MoGibbon B' which 
would have much the same authority over banks, the extensioDS 
and cost of credit as that exercised by the Interstate Commission 
in the United Ststes over the railroads. All of which proba
bly Beems inconolusive and indefinite and necessarily eo in treat
ing of a subject in which problems can be eolved only as the sit
uation arises. 

CAPrrAL RmQUIIIII:M:EN'l'II. In case the charter is favorably acted 
upon by Parliament, letters of incorporation are then granted, and 
after ten days' public notioe, the provisional directors may cause 
the Btock books to be opened for public subscription. Whenever 
the sum of 1500,000 of the authorised capital has been bona fide 
subscribed (which must be done within a year's time) and pey
ments in money on that account have been made by subscribers to 
a total of not less than $250,000," the directors shall apply for a 
certificate from the Treasury Board (consisting of the Minister of 
FinanCB, the Receiver General, and four ministers belonging 
to the King's Privy Council for Canada as nominated by the 
Governor-General) to commence business. 

The requirements in the Canadian banking law of a subscribed 
capital of 1500,000 and of a paid.in-capital of $250,000 is much 
above the minimum capital requirements for national and state 
banks in the United States. In the case of national banks the 
minimum capitalilBtion allowed is 125,000 for towns of 3000 and 
less. In the State of Tennessee commercial banks may be organ. 
ised in localities of 1500 or less with as small a capital as $7500. 
This apparently is the rock·bottom figure. A little higher in the 
eca\e are a number of States, Alabama, Arkansas, Colorado, Ken
tucky, Minnesota, Mississippi, Missouri, and Oklahoma, which 
allow banks to be organised in small centers with a capital of 
$10,000. The adequa~y of the capital requirements set by Cana· 
dian law cannot be judged by quoting the minimum allowed by 

.. RoporC o/lle Co ... ;"'_ .... &no • ..., Crodil '""" R..-c ... 
1M ho.."" 01 AtrirW- .. 1M"'0 ace 01 A",,", 1931. pp. f'I....48. 

.. The proYilioaal .we- ......... ill """" piOOOO wi ..... MiD-
ioIer of FinIIIloe ill ...... that be mq be aaInId "-' IIoio _, ..... bee 
paid ill lID \be o&ook .abooribed. 
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Federal or State law in the United States, for once a bank is or-
ganized in Canada it may have branches anywhere. The privi
lege of establishing branches even to a limited and restricted 
extent in the United States is enjoyed only in exceptional in
stances. In only a few states are banks allowed to establish 
branches outside of the city in which the head office is located. 
When the capital requirements of those states are studied, the 
Canadian figures do not seem so high. In California, for example, 
a commercial bank in localities of 200,000 or over (which if ap
plied to Canada would include Toronto and Montreal where the 
chief operating offices of all but one of the banks are located) 
must have a minimum capital of $300,000 and $25,000 in excess of 
the minimum for each branch opened in the place where the prin
cipal business of a bank is transacted, and for each branch estab
lished in another locality the minimum must be increased by the 
amount required for banks in that locality. Besides California, 
there are ten states which definitely permit state-wide branch 
banking. The capital required in these states in towns the size of 
Toroh'to or Montreal and the additional increment for each 
branch established are given in the following table: 

Name of State Capital Required Additional Increment 

Arisona 1200,000 116,000 (additional capital &lid ourplus). 
Delaware ........ A capital of 125,000 is ""Iuired for ~~ 

place of busineaB and P'0)K&d braoc 
&lid • 8U1'PIus of at ~ 120,000 for 
eaeh place af busiDeoo in operation. 

Georgia 00,000 At discretion of banking ouperintendent, 
not I... than amount of capi~~ 
quired to organise a unit hank in p 
where braneh is opeoed. 

Maryland 200,000 Same plOViIion ... in ..... of Georgia. 
North Carolina 100,000 Same prmision ... in ..... of Georgia. 
South Carolina 20,000 No provision. 
Rhode IaIand. . ....... Only plOViIion i. that 00IIIDIeIciaI de-

posite must not exceed 1m timeI COlD 
bined capital &lid ourplus. 

TenD , 60,000 . Noprmision. 
Vu-ginia 20,000 No plOViIion. 
Wyoming 100,000 No plOViIion. 

In the Iollowing table the chartered banks are listed in the order 
of their paid-Up capital, which, as it so happens (with the ex-
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ception of the Royal Bank), is also the order of their authorized 
and subscribed ca.pitel. It will be Doted that Done of the banks 
have an authorized oapitel as small as that permitted by law. 
The authorized capitel of the Weyburn Security Bank, the small-' 
est of all, is twice the legal minimum. It will also be noted that 
the paid-up and subscribed capitel of each bank is identical ex
oepting in the oase of the Royal Bank a.nd the Weyburn Security 
Bank. The authoriled capitel is in all cues larger than the 
paid-Up oapita.! and largest relatively in the case of the Bank of 
Toronto: I. 

The Capital of the Chartered Banks 

Paid.Up Capital Capital 
Capital Authoriaed Subaoribed 

Bank of Montnal ............. 129,916,700 131,175,000 129,916,700 
Royal Bank of Canada ........ 29,788,450 40,000,000 30,000,000 
Canadian Bank of Comm ......... 20,000,000 25,000,000 20,000,000 
Bank of Nova Sooti •.•••••.... 10,000,000 15,000.000 10,000,000 
ImporitJ But of Canada ...... 7,000,000 10,000,000 7,000,000 
Dominion But .............. 6,000,000 10,000,000 8,000,000 
Banque Canlodienne N.tiona1 •.. 11,500,000 10.000,000 6,500,000 
Bank of Toronto .............. 6,000,000 10,000,000 6,000,000 
Banque Provinaial. du Canada. 4,000,000 6,000,000 4,000,000 
Woybllnl Seourity Bank .•..... li3I,660 1,000,000 665.700 

The chart shown at the top of the next page presents, since 
1900, ftuetuations in the authoriled, subscribed, a.nd paid-up 
capita.! of the chartered banks. The maximum point in all three 
curves was reached iD 1921, since then there has been a drop of 
47 millions of dollars in authorised capita.! a.nd of 12 millions of 
dollars in paid-up capitel." . 

SuRPLUS RaQUUWlEN'I'S. The only provision appearing in the 
Act regarding the building up of a surplus fund is Section 59 which 
limits the payment of dividends to 8" per annum unless the sur
plus is equal to 30" of the paid-up capital after providing for all 
ascertained and estimated losses. As a matter of fact, the accu
mulated surplus of each of the chartered banks is considerably 

.. Souroo: R._ 0/ Cl. C~ Bab. July 30, 1927 • 

.. Souroo 01 d.ta: R._ 0/ Cl. CAartnocI ..... n.ta .. 01 dle lu& 
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largJ than the requirement. In the case of all but three it is 
equal to at least 100% as shown in the following table which 
lists the banks in the order of the relative magnitude of their 
surplus funds: 

, 
Swplus and Paid-Up Capital Of the Cbariered Banka .. of July 30, 1927. 

, 
Ratio of Sur-

Name of Balik Swplus Paid-up plus to Paid-Capital Up Capital 

Bank of Nova Sootia .••..••••. 119,500,000 110,000,000 195% 
Balik of Toronto ..••...•.•.•.• 7,000,000 5,OOO,«XJO 140 
Dominion Balik •..••••.••..•. 7,000,000 6,000,000 116.6 
Imperial BalIk •••....•...•...• 7,500,000 7,000,000 107.1 
BBDk of Montreal ............. 29,916,700 29,916,700 100 
Canadian Balik of Commerce ••• 20,000,000 20,000,000 100 
Royal BalIk of Canada. ....• ,. 29,738.4.'iO 29,738,450 100 
Banque Caaadi ...... N ationale. • 6,500,000 6,500,000 100 
St&ndud BalIk of Canada ..... 2,900,000 4,823,400 60.1 
Weybum Security Balik ..•..•. 225,000 624,660 42.6 
Banque PIoviooiale du Canada. 1,500,000 4,000,000 lrT.6 

11 80unJe of data: BeI_ 0/ tAe Ch<JTlered Btmko, July 30, 1927. 
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Rather an interesting feature of the Canadian banking system 
has been the greater rapidity in the growth of surplus since 1900 
as compared with capital This fact is illustrated in .the accom
panying chart." 
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TIllS. One of the most disturbing featuree of the Canadian bank
ing sYstem since 1900 has been the steady decline in the ratio of 
capital and surplus to liabilities. In 1900 this amounted to 
alightly more tllan 20%, while now it ftuctuates around 9%. 
The most pm:ipitous decline took place in Jhe war period, the 
ratio falling from 14.59% in 1914 to 8.21 % in 1920, which is ac
counted for by the phl'noml'nal in~_ in liahilities during those 
six years "ith no proportionate increase in net worth. 

The failure of Canadian banks to increase their net worth as 
their liabilities expandl'd has had one quite significant n!6UIt in 
reducing the potential expansibility of their note eirculation 
which, prior to 1908, could not exeeed the amount of their paid-up 

.. Soune of cia .. : R._ 01 cAe c.........., Ba1:o. Dale are aiYeD .. of 
Ulel&ol ...w.. ., ill J~ of ~ "... 
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capita\. In fact, the expansive power became so impaired that 
the banks found difficulty in meeting the autumnal pressure, and 
ae a oonsequence an amendment was enacted in 1908 permitting 
a larger or emergency oiroulation during the orop-moving peri
ods." The bankers in their testimony before the Committee on 
Banking and Commerce in 1913 explained their failure to in
crease their capital to their inability to sell bank stock to keep 
pace with a rapidly growing population." 

The decline in the ratio of net worth to liabilities again received 
serious consideration by the Banking and Commerce Committee 
in 1923. Sir Edmund Walker attempted to explain this decline on 

I the ground that the banks had been over-capitalised previously" 
and that they were unable to make sufficient earnings to pay at
tractive dividends on their stock and that the decline had oome 
about as a natural readjustment of business to ·capital. As a 
further justification or rationalization he made the point that the 
liabilities of the great British banks were larger in proportion to 
their oapital than the liabilities of the Canadian banks. Be that 
as it may, Sir Edmund Walker's explanation does not cover the 
rapid decline during the war in8ation period and, all in all, it i& a 
most unhealthy tendency in Canada and elsewhere. In the table 
ehown at the top of the next page, the chartered banks are listed in 
the order of the relative sile of their capital and surplus to total 
liabilities." 

.. hi' fIlrthpr dioouasion. _ !'1Ie c......m.n. Bmokinq S.,.1eM, by J. F. 
JohllllOD. pp. 130-131. a1oo.II.,.,n ....... &.\e lIaMUot .... C_ 8.,.,.,.. 
'" c ....... (National MODOtary Commission, U. S. .0. p. n uuI Mia_ 
0/ f>roeffdi ..... lfWlnco. etc., 1913, pp. 258 and &to. See aloo pp. 381-385 
In "'ia chap"'''' 

.. In bia IMliIllODY In 1013, (Mia_ 0/ ,.,.,..,x_ lfwu-, ... 
p. 158). Sir Edmund Walker ...-ted II table livi.,. data ......,.w.,. the 
..... 01 .... Culadian Bank 01 Co_ ...... ed In .... clifrereot I'l00 .... 
in_ of Culada and obmad • 

.. Prot • • dO ... 0/ IA. &1", S/mwliAt C""""",.. oa Badi.., ..., C_ 
. M ...... 1933, pp. S'J8 11:19 • 

.. R._ 01 &.\e CA.rCerw4 &nob. July 30, 193'1. 
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, 

, Ratio of 
Name of Bank Capital 

SurplllB 
Total Capital '" 

Paid-Up Liabilities SurplllB to 
Liabilities 

1. Bank of Nova 
Bootia ......... 

2. Weybum Security 
$10,000,000 $19,500,000 $248,387,329 11.9 

Bank .......... 524,560 
3. Banque Provinciale 

225,000 6,453,518 11.6 

du Oanada ..••. 4,000,000 1,500,000 49,841,687 11.0 
4. Imperial Bank of 

Canada ......• 7,000,000 7,500,000 133,302,821 10.9 
. 5. Dominion Bank .. 6,000,000 7,000,000 128,503,643 10.1 

6. Bank of Toronto •. 5,000,000 
7. Canadian Bank of 

7,000,000 122,415,365 9.8 

Commerce ....• 20,000,000 20,000,000 489,849,138 8.2 
8. Bank of Montreal. 29,916,700 29,916,700 769,180,668 7.8 
9. Royal Bank of 

Canada ....•... 29,738,450 
10. Banque Canadi-

29,738,450 772,473,639 7.7 

eoneNationaie. 5,500,000 5,500,()()g 147,994,969 7.4 

.\ 

DIRECTORS - QUALIFICATIONS. The Bank Act specifies that 
the Board of Directors of each chartered bank is to be elected at 
the annual meeting of shareholders held at the chief office of the 
bauk. The minimum number to be cbosen is not specified by law, 
as in the case of National Banks in the United States, which must 
have at least five. A majority of the"board, whatever number it 
may consist of, must be natural-born or naturalized subjects of 
His Majesty and domiciled in Canada. Each director must own 
a certain amount of stock and, as indicated in the following table, 
the amount of stock to be owned is proportioned to the paid-up 
capital of the bank: 

Minimum Amount of Stock Paid-Up Capital 
Required to be Owned of Bank 

Par Value 
13000 11,000,000 or Ie. 

4000 1,000,000 to 3,000,000 
5000 3,000,000 or over 
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The direotol'8 ordinarily own considerably larger blocks of 
stock than required by law. In the case of the Bank of Montreal, 
the by-laws require a holding of at least 100 ehares. The follow
ing table will give an idea of the ahareholdings of the directors of 
seven of the chartered banks: 

8BABBs 0wNJm BY 

Number A_ 
Nuneof BaDk of 

Direotoro Pnaident General Others Holdings 
Mgr. of 

Directors 

B&Dk of Nova From 7& 863 
8aotia ......... . 16 648 10786 ( .. oom-

paredwitb 
average 
holdings 

ofaJI 
ah_ 
hold ... 
oUt.7 
eIweo) 

B&Dk of Toronto .. 12 1186 130 From 80 191 
10300 

Canadiao BaDk of (Nota 
eomm ........... 30 300 member From 80 ItS 

of the 10656 
Board) 

tole Dominion B&Dk •.• 10 1000 too From 100 
to &6Ii 

Banque Caoadiune 
N.tion .......... 11 too (Not. From 100 22fi 

• member to &00 
of the 
Board) 

ImporW B&Dk 01 ., From 80 
Caoada ........ II W· ... to &00 ... 

Weybunl Soaurity Aahich 
B&Dk .......... l' toO ... - iB ..... ... --800 

eIweo 

Generally speaking, the directors are drawn from various sec
tions of the eountry, in a few cases, from foreign eounbies, and 

.. no. preoidea," 6na ia wIolda .. ill the oIIiel putDer __ liIIO .... 
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are representative of all leading forms of business activity. To 
give an idea of the geographical distribution of the boards, the 
accompanying table is inserted giving the domicile of the direc
tors of the Canadian Bank of Commerce: 

Domicile Number of Directors 

Toronto... ............. . 8 
Hamilton............... 6 
Montreal............... Ii 
Winnipeg............... Ii 
Halifax.. .. .. .. .. .. .. ... 1 
Ottawa........ ......... 1 
Victoria.................. 1 

New York ... ........... 1 
Chicago................. 1 
Rio de Janiero.. .. .. .. .. . 1 

Total................. 30 

POWERS or DmECTORS. The directors are granted power to 
make by-laws and regulations not inconsistent with the Bank 
Act in respect to: 

(a) The management and disposition of the stock, property, 
• and affairs and concerns of tbe bank. 

(b) The duties, remuneration, and the bond or guarantee to be 
required of the officers and employees. 

(c) All other matters as may appertain to the business of the 
bank. 

From among their own number the directors elect a chairman 
and one or more vice-chairmen, with the titles of President and 
Vice-President respectively.·· Tbe officer corresponding to the 
president of a national bank in the United States bears the title 
of GenerafManager, and though he is in some cases a member of 
the board this is not required by law. 

DUTIES or DmECTORS. At the annual meeting of the share-

•• Ueually honorary poeitiODB though, in a (ew instan .... , General
M_I'B have been eJected &8 Preaident and continued &8 active exeeulive 
officera. 
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holders the outgoing directors, who alii eligible for reelection, 
must submit a clear and full statement of the affairs of the bank, 
presenting the assets and liabilities and profits and loss account 
aa well as similar statements of any corporation in the name of 
which the bank carries on any part of its operations. Further, as 
evidence (of more or less value) of the directors' interest in the 
affairs of the bank, a record of their attendance is mailed yearly 

• 

to each shareholder. In case directors live at such distant points 
as to be unable to attend, a statement of the nature of their con-' 
tribution to the institution may be inclosed. 

BANK. MANAGEMENT IN CANADA. In a chapter of this length, 
dealing primarily with the broad phases of the Canadian banking 
system and with the rOle it plays in the economic and industrial 

\

Organilation of the Dominion, any lengthy discussion of the tech
nique of banking, of bank management or organilation, would be 
out of place. These are admittedly topics of importance and 
of widespread interest, and might well be developed in separate 
treatiees. 

BRANCHIrS OP THII CHAR'1'DED BANltS. To the banker and stu
dent of banking in the United States, involved or interested as he 
may be in Ule branch bank controversy, the most engrossing fea
ture of Ule Canadian henking syetem is the network of branches 
stretching aCl'08S the Continent. Years ago the note issue privi
leges of the ohartered banks occupied the center of interest, but 
this has passed now that the Federal Reserve note has injected 
the needed elastirity into the American currency syetem. Tbe 
question of city branch banking is today in the limelight and 
looming important in di~ussions of eronomists and henkers and 

r in Congress." Though the United States hs what is commonly 
termed a unit independent type of banking syetem, wbich means 

, that the typical bank has no branches. it is interesting to note 
, that at the time of the establishment of the Union the tendency 
was towards branch banking. The first Bank of the United States 
incorporated by an act sponsored and approWJd by the fathers of 
the country .. with its head office in Philadelphia, bad as many as 
8 branches in other important centers. Even those who op-

.. For • cIioNosion of &be braD'" baH q.-..... ..., V""'- VI. OIapllOr 
xm. of Beoohat I...,..". 1_. tilfd by Dr. H. Parter Willie widI the 
OommiUee OIl Banki.,. aDd CumIIIq. llDi\ed ~""' Seaate. 19i11. 
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posed the act on the grouDd that it was unconstitutional, did not 
oppose the branch bank provisions per 86 or claim that these were 
.. un-American," a statement frequently used by opponents of 
branch banking at the present time. The second Bank of the 
United States organized in 1816, with its head office also in Phila-

• delphia, had at one time or another as many as 27 branches, 
located in such remote, but yet important centers commercially, 
as New Orleans and Portland, Maine. Not alone did these Fed
eral banks have branches but also many banks chartered by 
special state enactments such as the Bank of the State of Indiana 
and the Bank of Missouri had branches. The tendency before 
the Civil War was quite definitely in the direction of branch 
banking. 

This development was checked by the paSSBge of the National 
Bank Act which, while it did not prohibit branches, yet did not 
expressly give national banks this right. Owing to the heavy tax 
imposed on their note-issue privileges, state banks found it more 
profitable and expedient to surrender their state charters and to 
enter·.lIhe national system as unit banks. The arresting of branch 
banking and the establishment of the unit-independent type of 
banking system, which may be laid at the doors of the National 
Bank Act, by hampering an easy flow of funds from section to 
section, occasioned the necessity for, and led to the establish
ment of, the Federal Reserve Banks which are themselves allowed 
to establish branches. 

There is no uniformity, of course, in the state banking laws re
garding branch banking. In ten States and the District of C0-
lumbia, state-wide branch banking is permitted.'oo Five States, 
Louisiana, Maine, New York, MaSSBchusetts and Ohio, allow 
branch banking within certain geographic limitations. Four 
States, Kentucky, Mississippi, Michigan and Pennsylvania, allow 

'

banks to establish branch offices or agencies but not branches. In 
29 States branch banking is not permitted either explicitly by law 
or by court decisions or administrative rulings. Diverse as are 
Federal and State laws on the subject of branch banking, the 
fact remains that branch banking to some extent does exist. And 

. above all, public interest is more generally aroused on this subject 
that ever before. 

100 See _ 348 for Iis& of &heBe lllateo. 
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SOl1RCIII 01' LIIXlAL AUTHORITY I'OB CANADIAN BRANCHES. It is 
by Section 75 (a) of the Balik Act that the chartered banks are 
granted the very general power to open branches, agencies, and 
offices. This privilege extends not only to all sections of Canada 
but also to those foreign nations (England, Cuba, etc.) which by 
their own laws or offioial usage will permit Canadian banks to 
operate within their territory.'" As the following table indicates, 
each of the chartered banks has taken advantage of this section 
and operates branches and does business in more that one Prov
ince excepting the Weybum Security Bank which oonfines iteelf 
exolusively to Saskatchewan: lO• 

NUMBER AND LOCATION OP BRANCHES OP CANADIAN BANX8 
(AS OP DECEMBER Blat, 1036) 

Bank of Moou.l. • •• 1 
Bank of No ... 8oo1ia.. II 
Bank of TorOD ....... . 
Buque Pro ••• du 
~ .......... . 

The c.a..cti'n Bank 
~ero. ...... _" 

Th. Royal _ 
Canoda .......... . 

Tho DomIaion Bank.. 8 ___ '" 
Ma ••••..•••.•.•.. 

Banque CanacIi_ 
N."""oI •••.....•. 

ImporiaI_ of 
oda ............. .. 

Way_ IIaoouiI,y 

817 
321 
1416 

338 

lItO 

- ............. '""*~I;isIi~~~I""at~~ 
TotaI .... • ...... ·11 
8u~ ........ . 

... Now .yon: Stale aIIo ... foreilnl bub to be _ted by __ 
\IpOlI NOei"iDc • Ii ....... hom \be State baDkiDc depanmOll&, "'" d .... _ 

., permit \be _ipt of _pollia 
I .. Tbia and \be follo.m. tabht _ funUsbed '-' Mr. U...,. T. B-. 

-..y of Tho C .... d;.D Banbn' AoIoeiat.ioa. 
I .. Of u... .. b4pa ..... perbapo ao .... IDOftIy IlOIariM ...... .....m. 

dtopooilll 1M do IlO cIioaouDtiDc 01' aUaer buoiD. fOl' the baDk. Ja the 
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While the two so-called French batiks operate in several Prov
inces,all but a small percentage of :their branches and offices are 
concentrated in Quebec and for all practical purposes they may 
be termed one-Province banks. The remaining eight are truly 
national and four of them truly international in character. The 
Royal Bank, with its 797 domestic branches and sub-agencies, 
leads the rest, with the Bank of Montreal second and the Cana
dian Bank of Commerce third. 

The foreign branches or'the chartered banks are given in the 
table on the opposite page. Six at the present time have offices 
abroad and as an interesting sidelight, five of these have branches 
or offices in both England and the United States. The 126 foreign 
offices of the Royal Bank 10' concentrated for the most part in the 
West Indies, Central and South America, account for 63% of the 
foreign branches of all the Canadian banks. 

RAPIDITY OF BRANCH EXPANSION. The increase in the number 
of branches or banking offices in Canada, data for which are given 
in the table on page 362, has been most phenomenal in the past 
twenty-five years. In 1900 there were but 708 banking offices, or 
one for every 8000 persons, while in 1920, which marked the peak 
of war inflation, there were 4676, or one to every 1846 persons. 
While there has been a decline in the past six years in the num
ber of banking offices, the total is still 51 times the 1900 figure, 
so that even now there is one banking office for every 241iO 
persons. 

Up to 1918 the number of sub-agencies maintained by the banks 
were not given separately in the data of branches. Most of these 
are located in Quebec, where a notary is appointed to receive 
deposits. In other Provinces II sub-agency means a point at which 
the bank is open for the receipt of deposits and the granting of 

case of the CanadiaD Bank of Commerce, the sub-agencies are open from 
one to four days B week, do B regular banking busin ..... and are maDDed by 
employees .... t from B near-by branch. 

1 .. The foreign b ......... of the Royal Bank baa been moot profitable. 
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Number of Foreign Branch .. of Canadian Cbartered Banka 
(aa of December 81, 1925) 

Banka and Location Number of Branoheo 

Bank of Mootrea\ 
Newfoundland. ........•....•.. II 
O ..... t Brit.aio. . . . . . . . . . . . • . . . . . a 
Fran.......................... 1 
United Statee. . . . . . . . . . . . . . . . . . 8 
Mexico........................ II 

Tho Bank of Nova Bootie 
Newfoundland. . . . .. . .. .. . .. .. . 13 
O_t Brit.aio. .. . . .. .. .. .. .. .. .. 1 
United Statee. . . . . . . .. . .. . . . . . . 8 
Jamai......................... 11-
Cuba.. ....................... 7 
Porto Rico... . .. .. .. .. .. .. .. .. . :a 
I)noUnioan Republio............ 8 

Tho Canadian Bank of Commeroe 
Nowfoundland................. 8 
O_t Brit.aio.. . . .. .. .. .. .. .. .. 1 
Unit.ed Statee. . . . . . . .. .. .. .. .. . • 
MoxitlO........................ 1 
Weot Ibdi...................... II 
BnWl......................... 1 
at. Pierre ot MiqueloD. . . .. .. .. . 1 

Tho Royal Bank of Canada 
Newfoundland. ................ II 
0_\ Brit.aio......... ......... 1 
Fran.......................... 1 
Sp.in......................... 1 
llnited Sta..... . . . . . . . . .. . . ... . 1 
W .. lbdi...................... 93 
Qmtnl and South AII>erim.. . . . • • JS 

Tho Dominion Bank 
0-\ Brit.aio. .. .. • .. • . . . . . .. .. 1 
llnited Sta .......... " .. • . • • • .. 1 

Banq ... Canodi_ N.t.ioDalo 
Franoe........................ 1 

To\al.. ......... ..... ..... lIOO 

861 
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HISTORICAL DEVELOPMENT OF BRANCH BANKING BY 
PROVINCES "" . 

~1 :a ~ d J 0 

~ Ie • .Ii;! g 
;;l 

., 
~. j ~ 11 ~ 

~ .. ~a i ! ,.~ 'iI ~~ L z, • .3 :s I~ a Z -- - f-=-
1868 .. 5 4 12 100 .. . ... ... .. . 2 .. 123 
1889 6 47 32 60 231 13 ... 4 ... 9 .. 402 

1890 6 48 31 77 237 14 ... 4 ... 9 .. 426 
1891 6 51 32 94 247 21 ... S ... II .. 488 

1892 6 63 30 94 254 24 ... S ... 10 .. 479 
1893 6 68 29 102 260i 24 ... S ... 12 .. 602 
1894 6 62 31 103 272 19 ... S ... 12 .. 613 
1895 6 62 31 115 276 20 ... S ... 13 .. 630 
1896 7 64 31 112 272 22 .. ' 9 .,. 16 .. 633 

1897 S 69 81 114 269 29 ... n ... 24 .. 666 
j1898 8 70 31 128 286 46 ... 16 ... 36 2 622 
1899 9 74 34 113 321 60 .. , 19 ... 41 2 663 
1_ 10 86 34 123 336 60 ... 19 ... 48 3 708 
1901 9 89 36 137 349 62 .. , 30 ... 48 3 760 
1902 '7 101 41 147 420 79 ... 64 ... 62 3 904 
1903 11. 99 47 183 491 87 ... ·78 60 3 1049 
1904 10 101 49 196 649 95 .. , 87 ... 66 3 1146 

1906 U 100 60 246 701 127 .. , 160 ... 66 3 14M 
1906 106 64 270 846 166 .. , 209 ... 78 3 1746 
1907 14 104 66 297 929 183 ... 231 ... 90 3 1886 

1905 16 104 68 311 918 162 ... 262 ... 103 3 1927 

1909 16 106 67 342 963 176 207 .. , 166 130 3 2164 

1910 16 111 72 366 977 188 273 .. , 192 168 3 2367 

1911 16 111 74 396 '1003 194 323 ... 216 214 3 2664 

1912 15 111 77 474 1062 204 376 .. , 266 237 3 2813 

1913 15 109 76 636 1108 211 391 ... 263 251 3 2962 

1914 17 107 76 606 1144 208 401 ... 268 230 3 3049 

1916 17 109 79 716 1164 204 401 ... 268 208 3 3169 

1916 17 111 80 767 1146 199 399 .. , 246 193 3 3160 
1917 18 115 82 615 1129 199 419 ... 268 179 3 3016 

1918 24 123 64 795 1166 254 606 ... 307 178 3 3439 

1919 36 166 III 1066 1461 322 681 ... 403 216 3 4337 

1920 41 169 121 1160 1686 349 691 .. , 424 242 3 4676 

1921 40 166 122 1236 1674 329 649 .. , 396 244 3 4669 

1922 36 166 127 1198 1621 304 624 ... 366 226 3 4451 

1923 30 160 128 1193 1443 271 481 ." 320 208 3 4227 

1924 33 141 124 1138 1401 249 452 .. , 299 200 3 4040 

1925 81 140 108 noo 1338 233 426 ... 274 187 3 3840 

1.' 8u~ci .. are included. 
Sources; 1899-1903, H .. tmv 0/ Banking in Cano<I4 (NatioDBJ Monetary 

Commission), by Breckenridge, p. 310; 1900-1925: Mr. Henry T. Ro., 
Secretary of The Canadiap .Banken' Aooociation. 
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discounts for one, two or three days a week. The following table 
gives the number of branches and sub-agencies in Canada begin
ning with 1918: ,., 

BRANCHES AND BUB-AGENCIES 
(81 of December 81 eaah year) 

1918 1919 1U20 

B .... OO .. Bub. B ...... OO .. Sub. Branoh .. AR. AR· 
Prlnoe Ed". bl ... 114 ... 36 1 88 
Nova Boo •..... 128 ... 1tl! 10 182 
New Bnlllawiak . . at ... 108 8 109 
Qu.beo ......... 620 27& 678 477 817 
Ontario ......... 1119 ttl 1889 111 ltl!9 
Monitobo ••••... lI40 l' lUI 80 820 
SaokaW. .......... '77 IU 6&8 88 &70 
Albona ......... 1U7 10 381 18 -Brltloh Columbia. 176 8 20t 11 1st 
YuImIl .......... 8 ... 8 ... a 

800J 877 80M 708 891' ......... B ..... _ 180 ... 1&& ... 1M 
ForeianSu~ 

01 ............. .... .. . . ... I . ... 
, 

8191 377 37811 708 ,1108 

19:11 1928 19M 

!B-OO. 
Sub. Is .... oo. Sub. B .... _ 
AR· Ae· 

PrIa .. Ed ... hi ... 12 , lIS I lIS 
Nova Boo ....... 1&1 6 ltt1 , 1311 
N ... _alt .. 108 18 109 19 108 
Quobeo ......... 831 667 612 661 811 
o..tarIo ......... laue 11& 1360 113 1101 
Manltobo ••••••. - 18 lltlO 11 ---.... &011 11 '77 , 448 
"Ibona ......... - 10 81' • -Brltloh Columbia 117 • 101 Ii IUS 
Y..-.......... a ... 8 .. . a 

3lI77 77. - 708 33lII .--...8= lUI ... 1M ... 188 
.--...Su .............. .... 1 .... 1 . ... 

:stmI 776 8718 708 35SO 

Bub. 
log. 

8 
7 

12 
&88 
127 
IU 
21 
22 
8 

'.' . 
782 ... 

S 

768 

Sub. 
A«. 

& 
6 

18 
887 
us 
I , 
7 
6 ... 

1178 ... 
1 

071 

,., &ppIied b7 Mr. BOIU7 T. Ro-. 

1921 

B_OO_ Sub. 
AR. 

88 , 
181 6 
109 18 
649 &S7 
1_ Itt 

807 22 
&82 17 
872 114 
188 18 

8 .. . 
8IlII7 889 

201 . .. 
. ... & 

4018 887 

1918 

Sub. 
A«. 

17 , 
13& Ii 

U7 11 - 511 
113& 108 - 11 
418 8 - II 
180 7 

8 . .. 
81'10 870 

lUI .. . 
. .. ~ 1 

1381 S7l 
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PERSONS PER BANKING OFFICE. In consequence of the rapidity 
of branch expansion, the people of Canada have today more 
banking offices per capita than those of the majority of other 
countries. 

Number of Persons per Ba.nking Office 

United England 
Y'!&l' Canada States &Ild Scotland AUBtr&Ii .. 

Wales 

1900 8000 7300 8500 4100 .... 
1905 5200 5100 7500 4000 .... 
19lO 3250 4000 6800 3800 .... 
1915 2500 3750 6800 3800 2344 
1920 1800 3500 5200 3800 2300 (approximately) 
1925 2450 3900 4800 3100 2108 

There is a remarkable stability in the number of persOllS per bank
ing office in Scotland. It seems that the saturation point was 
reached earlier than in the other countries. In the five-year 
period from 1920-1925, there has been an increase in banking 
offices in England, Scotland and Australia, but a decline in Can
ada and the United States. This would seem to indicate that. 
Canada and certain parts of the United States were overbanked 
during the period from 1915 to 1920. Whether a nation is or is 
not overbanked, is of course entirely relative. Nations with scat.
tered populations as Canada and Australia naturally will have 
more banking offices per capita than England with its dense popu
lation. But the fact that since 1920 the number of banking offices 
has declined would seem to indicate a previously overbanked 
condition. 
. FOREIGN BRANCHES. The foreign branches of the chartered 

I banks have multiplied relatively much more rapidly than the 
domestic. .As the following table indicates, fifteen years ago 
there were but 52, while now there are 200. In fact, the Canadian 
banks have more foreign offices than the banks of the United 
States: 



FORE'ION BRANCHES 865 

Foreign Branch .. of Canadian Banka 
( .. of December 31 each year) 

1910 •.......................•... 52 
1911. ..........................• 70 
1912 ................•.•.•....... 78 
1913 ............................ 87 
1914 ............................ 93 
1915 ..............•............. 97 
1916 ............................• 111 
1917 ...........................• 120 
1918 ............................ 132 
1919 •........................... 146 

1920 1921 1922 1923 1924 1926 

Great Britain ............... 9 9 8 7 7 II 
United Statee ............... 15 15 15 14 13 12 
Fran ....................... 8 8 8 a 8 8 
Spain ...................... 1 1 1 1 1 1 
Newfoundland .............. 51 47 37 28 24 25 
Mexioo ....................• 2 :I 8 " 6 8 
Weol.lndi ................... 102 113 117 128 120 120 
CentnJ and So. America ..... 16 16 18 1<& 1<& 28 
St. Pi....., et Miqu.loD ....... 1 1 1 1 I I 

Total ...........•...... 200 1206 lin 195 189 200 

The rapid establishment of branches in Canada is in part an 
indication of the flexibility of the Canadian banking system. 
Wherever the population shifted, to the Prairie ProYinces, the 
gold fields of the Klondike and Cobalt, the ranching or lumber
ing sections, the banks followed. During the World War brancbes 
were established in the concentration camps of the Canadian 
Army, and followed the troops to Europe. ~ Hamlets with only a 
few inhabitants have banking acoommodation, that would lack 
such facilities in the United States. In his testimony before the 
Banking and Commerce Committee in 1913, Sir Edmund Walker 
outlined the poliey of his bank in estsblishing brancbes in the 
West in advance of the railways: , .. 

Q. Is this the place where you would liL.-e to tell the Committee 
eomething about the rules that govern your bank in opening 

... Milo ..... 0/ ",-,41..,.. E,,",,-- etc., 1913, p. t8S. 
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branches throughout the West?-A. In the old days, in On
tario, we waited to open a branch until a community had a popu
lation of two or three thousand. We thought it would then pay 
its expenses in a reasonable period of time. In the West we ad
vanced that condition until we began to go in with the new divi
sion of the railway, going in practically with the first etorekeeper. 
At the present time we have, I think, three branches in the Peace 
River country, miles and miles in advance of the railways. The 
idea of that is that under our franchises we are expected to serve 
the part of Canada that is growing so rapidly, and we do not an
ticipate that these branches will pay at first. Our experience is 
that on the average they do not pay until the third year. Some 
of my people say the third or fourth year. It takes six or seven 
years at least before we have made enough money to cover the 
losses made in the first three years, so we are really spending 
out of our profits every year a very large sum of money to estab
lish branches in the western country, which in the nature of 
things bring us no profits for six or seven years.1JI· 

'.\ 

Walker's statement that Canadian banks ba ve more than kept 
pace with population increases is strikingly illustrated in the 
ratio chart shown on the opposite page. 

Not only are there more banking offices per capita in Canada 
than in the United States, and not only have banking offices been 
opened much in advance of population growth, but also it must 
be noted that the customers have at their disposal, by virtue of 
the branch system, institutions with millions and hundreds of mil
lions of dollars of assets, with offices in the leading cities of 
Canada, and in the more important money markets of the world, 
and in some cases with direct wire service to the commercial cen
ters ot the United States: Branches with such power behind 
them are able to make larger loans, and through their many rami
fications are enabled to serve their cuetomers most fully in the 
selling of foreign and domestic exchange and in obtaining infor-

'0. On this ... me point see J .... ph French JobDaon, Tloc CaruJdioA Bmok
ing Btl,""" p. 84, and an article by Eckhardt, entitled " Canad;aD Banking," 
in the Armalo D/ tM A.....nc- Academll /",. Political and 8ociol 8cienu, 
1913, pp. 161-162, and cbarta iMued by the Deportment of the Interior, 
Canada, Mowing Imuu:b .. of the cbertered benb in MaDiIoba, Bub"'''''' 
WIUl aDd Alberta. 
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mation relative to business, economio, and ore<tit conditions in 
Canada and abroad.'10 

CANADA OVEiUlANltED. The elitablishment of branch offices has 
prooeeded to auch an extent that there haa been general agree
ment during the past ten. or fifteen years that Canada has been 
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in an o,wbanked condition. This thougbt was expressed by Mr. 
Wilkie, General Manager of the Imperial Bank of Canada, to 
the members of the National Monetary Commission.U1 

I have iust eome back from a village in the North~ and I 
dieeovered three banks in .. plaee where there was no' business 
enougb for one. At the present moment the branch idea is being 
carried on to excess. 

... 1' ..... fuller m.....;0I1 _ A B.., o/cAe C"'" a.u 0/ C _ 
_ • Vol. U. by Victlor R ..... 

III .lateniWtoo .. CAe ~ ..., C........, 8 ...... oJ C ...... II- Hi. 
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The sanie convi.ction was held by some of the witnesses appear
ing before the Banking and Commerce Committee in 1923. Tbus 
MI'. George Bevington cited the excessive number of banking of
fices as responsible for the high rates of interest in the West: 112 

Aside from that I would like to point out another great waste 
in the system, if I might be permitted. We have a duplication in 
all of our towns, cities, and villages of banks - I could point you 
out many. places in the west, little towns of 4,000 inhabitants that 
have from three to five banks operating in the town, with not 
enough business for one bank, but still they are there. I could· 
point you out one place in particular, where the branches have 
found it necessary, in order to meet the cost of maintaining the 
banks, to charge 10 per cent per annum, and to compound it every 
month-; and the branches under those conditions do not show a 
profit. Take the city of Edmonton, in one block of the city, on 
either side of the street there are eight tremendous buildings for 
a city the size of Edmonton, all owned by banks." , 

, I 

Sir John Aird, General Manager of the Canadian Bank of Com
merce, admitted that the West was overbanked but explained this 

,ron the ground that (a) the Government encouraged the opening 
of branches as a part of its colonization poliey and (b) that 
branches were opened subsequent to the war as a means of ab
sorbing the returning soldiers: 111 

Q. Just one or two other questions. The witness yesterday 
stated that the business of the banks in Western Canada was 
unprofi,table. I would like the opinion of the witness as to how 
far there is a waste in the duplication of services throughout the 
West which would be responsible for the high cost of carrying on 
in that portion of Canada. One of the witnesses stated that in a 
particular towU-lhere were quite a number of bank premises on 
one street, of all of which the rent had to be paid for, or the up
keep expenses on each one; and in his opinion one particular 

, .. ProceedifI{J' 0/ t}u, &Iect S!mtdifI{J C"".miUU in BankifI{J and Com
'meTce, 1923, pp. 159-160. 

,111 Proceedifl{J. 0/ the &lecl SttmdifI{J Committee 011 BankifI(J and Com
_, 1923. pp_ 3.'iS-a59_ See also opeecb by Mr. Maclean (HaIuul, Hauu 
0/ C""._ DebaIN, June 19, 1923, p. 4093. 
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equipment was sufficient to handle all of the hanks. Now I want 
to get at this as to whether or not the duplicatio~ of machinery, 
the multiplication of machinery in Weetem Canada may not he 
responsible for the expense of keeping up the service in that part. 
of the country and therefore indirectly reeponsible for the high 
intereet rates. - A. There are several reasons for that and· I 
would ask the Chairman's permission to digress a little. We, the 
banks, admit that there are probably too many branch banks in 
the West but we do not admit altogether that it is the fault of 
the banks. We were one of the pioneer banks of the Weet; we 
were bankers for the Canadian Northern Railway Company at 
the time - now the Canadian National- and we were requested 
by the Government in view of the progress of the Dominion to 
anticipate the extension of that system. We did; we went on 
from time to time and kept going on even before the railway. As 
we went on and the country developed as it did from 1898 to 1910 
the population in~reased by probably a million ,!nd a half to two 
million people, and naturally the other banks followed in time and 
districts were opened up looking forward to the continuance of the 
development whi~h unfortunately came to an end with the be
ginning of the Great War. This is, apart altogether from bank
ing, but it will probably answer your question. When the Great 
War broke out in 1914 there was no class of the oommunity that 
responded to the call of the Empire as well as did the banks either 
in men or mont'y. In our case, and I have no doubt it was the case 
with all the banks but more with our bank - we had a large num
ber of employees in Canada, a larger number than any other bank 
- nearly forty-five hundred or five thousand, and fifty per cent 
of the elf~tive force of our staff went to the war inside of the first 
three months on the understanding that if tht'y were fortunate 
enough to oome back tht'y would be restored to the positions they 
held before they went to the war and they would get the aame 
salaries they would have got if they had not gone to the war, 
including increases. Unfortunately for us we lost two hundred 
or three hundred men and we had a couple of hundred more in
capacitated. We had to carry on the bank; what did we do? 
We took in temporary men and women - a fine lot of men and 
women too. We had fifteen hundred women. When the war 
ended we had twelve hundred men come hack to our hank and we 
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had to carry out our obligation and if we had not we could not 
continue in blisiness. The question was what was the most 
economical way and most fair way to do. We did not want 
to open branches, but we opened branches and put these men in 
Western Canada principally in the new districts. These men got 
their salaries increased and unfortunately we did duplicate 
branches, a great mistake in going into the new country, particu
larly in Northern Alberta and in the Peace River country. No 
doubt that added to the cost of operating. In addition we could 
not tuni out the fifteen hundred men . and women who stood 
by the bank during the war. We have still some of those on 
hand. It cost our bank in the last three or four years $1,750,000 
to take care of the returned men. We admit we have made mis
takes in opening branches and we are trying to rectify that now, 
but all of the mistakes were not on the part of the banks. It was 
the insistence of the Government and the people of the West that 

:.thei'should get banking accommodations 80 we had to open 
> •• branches in certain points. I think in some of the evidence given 
. yesterday and the day before you spoke about branches being 

closed and branches being opened. Well, we opened branches. 
If we closed them it would be an unfair thing to leave a com
munity without the service, and that is why we keep them 
open. 

Though the number of branches established bad reached a peak > 

in September, 1921, where there were 4923 in operation, the 
Dominion Bank as late as 1923 in its annual report expressed the 
thought that banking facilities were even as yet still in excess of 
the country's requirements: 11< 

The total number of branch banks in Canada has decreased by 
221 since a year ago, which is a move in the right direction and a 
policy which has been advocated by The Dominion Bank for 
some years past. 

Even now, however, it must be recognized that the banking 
facilities of the country are still far in excess of the requirements 
of our present population, and while this continues to be the case, 
expansioD into Dew fields should be limited unless we see a de-

"" pp. 24-26. 
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mand in a particular locality whicq we think this Bank should 
serve. 

In the past several years we have eliminated certain branches 
where there sesmed little prospect of placing them on a paying 
basis, and at the present time we do not think there is any branch 
of this Bank not fully warranted. 

Again in its annual report 111 for 1924, the Dominion Bank 
olaimed that the reduotion in branohes would continue: 

The total number of branches operated by the chartered Banks 
of Canada, which stood at 3,047 at the end of the year 1914, in
creased steadily throughout the war, reaching 3,446 at the end of 
1918. The movement gained impetus after the Armistice and 
over 1,200 offices were added in the next two years and in October, 
1921, the total number of branch banks was 4,717; since when the 
tendency has been in the opposita direction. At the end 01 
December, 1924, the number had been reduoed to 4,028, and 
there ars doubtleas many more unproductive branches yet to be 
eliminated. 

It is one of the advantages of a branch banking system, of 
oourse, that banking facilities are carried to small villages and 
remote sections of the country which would not be served by a 
unit independent type of banking system. When, however, 
branches of the chartered banks are needlessly duplicated, when 

\

branches are established by one institution solely as a checkmate 
to those of another,"o the nation beromes saddled with a cos\ 
wholly disproportionata to the servires rendered. Not that each 
and every branch 01 a chartered bank should be plaoed on a pay
ing basis. Some must be carried by the others in Order that all 
persons may enjoy the fullest banking f~cilities; just as in the 

III P.M. 
uo 0.. \his point _ WUmOll)' of Mr. B. C. McLeod. , .......... _ 1M 

limo""" ..... C........." s.,._ 01 c .... p. ~ 
The eotimate .... boeD made that ill 19:.'0 ~ balf of the braDcbeo 

of the ohartoerod boaka __ • ill the ted.- __ ~ _ted III • lo& 
. &1 ..... &be Banki ... ODd Com ......... Committee of 1913 (p. 1151. Mr. O. 

T. CIuboa. UI ..... un_1, -med that &be So-...eip Bulk ODd abo the 
him .... Bulk bled to dealb. .. to opoak, !10m tile _inc of bnIIdl 
oIIio& 
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United States the cost of the rural free delivery must be shoul
dered by other charges imposed by the Post Office Department. 
While this service does not pay in a pecuniary sense, it does pay 
in the sense of serving vital social needs. So in the case of 
branches located in sparsely settled communities. But where the 
chartered banks compete in duplicating such branches, the pub
lic, as emphasized by Professor D. A. McGibbon in his report on 
banking conditions in Alberta, may often bear the cost in higher 
interest ,rates: 117 

The position of affairs in these two towns in the northwestern 
part of the Province is as follows: Grande Prairie is the center of 
a fertile grain and stock district, well built up and comparatively 
well settled. It is at present the terminus of the railway into the 

. Grande Prairie district. There are five banks in the town of 
Grande Prairie. Peace River Crossing, one hundred and fifty 
miles distant, is the gateway into another large and well set
tled district and has been until recently the terminus of the other 
branch of the E. D. and B. C. Railway. There is also considera
ble trBde at this point arising from trapping, oil prospecting and 
river trade. Peace River Crossing has branches of three banks. 

There was evidence presented to show that there are branches 
of more banks established at these points than the volume of 
business would warrant. If the cost .of living is higher than at 
other points in the Province it is not manifest to the visitor. Yet 
the prevalent rate of interest is ten per cent. This is defended on 
the ground of the higher cost of doing business. When a center is 
so attractive as to induce a number of banks to establish branches 
there, I see no reason why the rate of interest should be distinctly 
out of line with other towns in the Province. The latest banks to 
establish branches at these points cannot plead particular en
terprise in going in to serve a new district, nor can they plead that 
the banks with branches already established there are not able to 
provide eufficient accommodation. They can put forward no 
claim to special consideration for charging an especially high rate 
of interest. The presumption is by increasing the competition 
there is better or cheaper service to clients. But tbe only real 
oompetition at these points open to them to offer is a reduction 
in the cost of 10l1li8. This has not occurred. Apparently the only 

u. pp. 15-1S, 
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competition at present at Grande Prairie and Peace Rive'r Cross
ing is a competition that increases the overhead cost of the indi
vidual branches and divides the profits of business, done at a 
high cost, to the public. Substantially the public at these two 
points are paying a monopoly price for the services of the banks. 
There probably is no formal agreement between the banks to 
maintain a ten per cent rats, but their policy has worked out that 
way. I consider these towns have a legitimate grievance. 

The chartered banks within recent years, fully aware of the 
problem, have been reducing the number of their offices, in part 
by closing BOme directly, and in part by the elimination following 
a merger of duplicating offices. The number opened and closed 
each month for the past several years is shown in the following 
chart: .. I 

=so~---f~~~----~t---r----;-----i 
1 
I! 
10 

CLOSED 

This portrays graphically the efforts being made to rectify the 
o'~J'banked eondition of Canada, a eostly burden for the people 
and one growing ou~ of over-optimistic forecasts of a quick and 
ph~nomena1 development of the West.'" 

au Data kindly IU~ by I'M AI_I.." """_ (Tanmlo) • 
... As bulb _d ill ..... aDd bnnoheo, problema of ... """ioioa .... 

mldored much ""'"' diIficNI'- This {lICIt bas ~ Yr. IL C. y~ 
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As a 'concluding observation to this discussion of the over
banked condition of Canada, the following statement kindly sent 
the writer by Mr. W. A. Mitchell, an autbority on this question, 
is included as being of considerable value and pertinence: 

The question of the establishment of branch banks in Canada 
is one which it is very difficult to criticize empirically. The same 
demagogues who try to prove that high interest rates are directly 
caused by overbanking would be the first to complain of a mo
nopoly if, through an agreement, banks restrieted the opening of 
branches in new territories or allocated certain districts to each 
other. If one bank had a monopoly of the business in a certain 
district, how much more would such a situation be reflected in 
increased interest rates than when four or five banks are competing 
for business in a particular town. Digressing to speak of interest 
rates, I am sure that in certain sections of Western Canada rates 
should be very much higher than 10% in I>rder to compensate for 
the losses which banks have taken in recent years. After a 
series of crop failures, it is no isolated experience to see from 35% 
to 60% of the loans of a branch "frozen /I and to have a sub
stantial proportion of loans develop into losses. I think that the 
rates of from 7% to 10% charged in Western Canada are no 
more than commensurate with the risks run in doing business in 
this one-crop section. Professor McGibbon in one breath charges 
monopolistic rate-fixing, whilst in the next he charges over
competition in establishing branches. 

Undoubtedly the banks guessed wrongly in establishing branches 
so freely after the Armistice, expecting at that time a substantial 
flow of immigration from Europe. This did not come to pass in 
the same degree as expected, and the situation was aggravated by 
a series of bad crop failures and low prices for wheat. However, 
at this time there was unreasonable competition among the banks 
in opening branches, attributable perhaps to jealousies among the 
executives of the leading institutions, but it must be admitted 
that these men are endeavoring to operate the banks to the best 
advantage and are at no pains to accumulate or continue" red 

exp.......d in hiB work The Be" Bv.um 01 Btmkiflll, that the moat elIicieut 
and profitable bank is that with few branch .. (not to eueed 50) and with 
moderate II!!8OurcM. 
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figure" branches. Peace River Crossing and Grande Prairie, 
particularly the former, tap vast stretches of virgin country into 
which many settlers have gone and which, I am sure, will be the 
oenter of the next great development in the West. If branches 
are retained there without adequate business at the moment, it is 
boause the bank executives have vision enough to see that they 
will be required within a few years, but I have never noticed that 
banks endeavor to oover excessive overhead in a particular com
munity, due to duplication of facilities, by increasing interest 
rates. It ie, however, diffioult to arrive at a fine adjustment of 
banking facilities to meet the neede of a oountry situated as is 
Canada, whioh has had in the last twenty years a tremendous 
growth which undoubtedly will be duplicated within the next 
decade, and whioh nevertheless has the prosperity of a large por
tion of its territory subject to the whims of nature. Possibly the 
best solution of the difficulty would be to, have an impartial board 
oomposed of economists, business men and government officiale 
who would have the final decision with regard to the opening or 
olosing of branohes, but who would have no power to force the 
closing of a branch if the bank wished to retain it. This would 
prevent an unreasoned rush into territories wbich offer attractive 
possibilities and yet would assure to certain communities ade
quats banking facilities which might be refused if in the course 
of time an aotual operating monopoly of banking in Canada were 
arrived at. 

THE NOTE ISSUE PRIVILEGES OF THE CHARTERED 
BANKS 

The elasticity of the Canadian bank note, its ability to meat. the 
M8S0Dal requirements of trade, for moving the products oltield 
and forest, has long been the delight and Pride of advocates in 
the United States of the merits of an asset bank-note currency as 
opposed to a bond_ured currency of fixed volume as exempli
fied by those issued under the National Bank Acl'· The latter 

... For ... \her vim __ , or \he upu>sibillt7 of .. -' _. 
_, .. , ............... s...bo ..... c_ s ...... oj C .... (Naticmal 
M_1U7 Cnmm;...;."y, p. .. 
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notoriously failed to fulfill the functions expected of a bank note 
issued as they were on an inelastic base, on Government bonds 
which obviously do not expand and contract in response to the 
seasonal, cyclical and secular requirements of eommerce. And 
to this must be added the further factor that the rapid retirement 
of the Civil War debt gave the bonds a scarcity value that largely 
destroyed profits in circulation. Unless th,e incentive of profit be 
present, whether the circulation be an asset or bond-secured type, 
the element of elasticity tends to be lost. Only a moderate profit 
will induce banks to use their circulation privilege and in a 
banking system such as that possessed by Canada, competition 
for that moderate profit will bring about a prompt redemption of 
notes. Ail a result of very elaborate studies of seasonal variations 
in the supply of money in the United States, Professor Kemmerer 
concluded that any elasticity possessed by national bank notes 
was of a " chewing-gum. variety." At another place in this same 
study 111 he indicates that national bank notes were less elastic 
than some of the other types of money presumably inelastic.1II 

The ·.ohart on the opposite page illustrates graphically the slug
gishness of the bank note of the United States when eompared 
with the responsive nature of the Canadian note. 

It was this characteristic of the Canadian note which eonvinced 
those who would reform the banking system of the United States ' 
during the nineties of the desirability of allowing national banks 
to adopt the same method of note issue. The plan indorsed by the 
American Bankers Association at a convention held in Baltimore 
in 1894, the proposals of Secretary of the Treasury J. G. Carlisle, 
and the elaborate report on eontemporary banking and monetary 
conditions issued by the Indianapolis Monetary Commission, all 
emblidied to a greater or less extent, as the essence of their recom
mendations, the Canadian method of note issue. 

EssENCE or CANADIAN PL.ur. Bank notes in Canada were 
elastic because they were credit issues, highly profitable and eon
venient. Each and every chartered bank was then and is now 
allowed to issue notes to the amount of its paid-up eapital which 
do not have to be secured by any special eollateral held in trust, 

1ft &GIOfIGl Variatiom ;" tile Relative Demand Jor Mane" and CapiUJl 
;" the UniUd 8/4le1, by E. W. Kemmerer, p. 153. 

1ft lOid. p. 1M. 



ORIGIN OF PRIVILli;GES 877 

as in the case of the national bank note, but are based simply on 
the general assets of the issuing bank. Thus .they are related 

\

directlY to commerce, production and agriculture, to the commer
cialoperations of banks rather thlln to their investment operlltions 
or to the fiscal operations lind neede of the government. Simple 
lind effective liS is this plan, its IIdoption in the United States was 
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blorked by the politicians of the older school'" who were quite 
obdurate in their opposition to a .. rubber-band" currenry, as one 
was termed whirb was related to artual business needs. 

ORIGIN OJ' NOTB Issu& l'Iuvn.IIolI. The early banks established 
in Canada were privileged to issue notes under much the same eon
ditions as were the first and _nd Banks of the United States 
whose ebarters served as the model for these institutions. When 
the first Dominion Bank Art was enaeted in 1871, though some 
support had developed for th~ introduction of the bond-secured 

.11 The larp aumber of Natiobal Baab ...... Id Ita .... roquincIoome modi-
& .. Iioa of the eaaadiaa method of aole ..... to Ita .... P""" ou1IieieDt PI<>' 
teetioa to the ....... hoidei'. But aeverd>elos the buic prineipI ... of the 
Canadian pIaa eouId Ita"" """" adopted in the Uaited Stalls aad proYicIocl 
this _\17 with an ........ _. 
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bank note, these proposals were defeated. For as was explained 
in 1923 by the Hon. A. K. Maclean of Halifax, Chairman of the 
House of Commoll1! Committee on Banking and Commerce, it was 
realized that the asset note was all-important in reducing the cost 
of opening and operating branches and in giving the nation better 
banking accommodatiol).s:'" 

I think that originally the right of note issue was given to the 
banks for good reasons. In the early days in Canada it was de
sirable that bank branches should be opened in the interest of the 
development of the whole country. If a bank's capital had to be 
invested in bonds, as is required in the United States, and they 
had. the right of note issue, they could hardly open up agencies. 
And the capital was not in this country at that time to carry on 
business in any other way. There is no doubt in the world that 
the right of note issue is of some advantage to a bank. At the 
same time it is of some advantage to the country, because our 
Canadian banks could not otherwise have had anything like the 
present number of agencies that they have opened throughout 
Can~da. . 

There is no doubt that a generation or more ago the asset 
note currency played a really vital part in furnishing Canada 
with adequate banking accommodation and so in furthering the 
economic development of the Dominion. In fast in his testi
mony in 1913, Sir Edmund Walker declared that "the entire 
western bank system rests upon the note privilege: ... 

. . . It rests also upon the fact that the tills of our western 
offiees are filled with unused notes. For instanCe all banks, if 
they had not this privilege of issuing notes against circulation, 
would have to hold a considerable amount of actual specie in 

... H 0UIlB 0/ Com"""", Debate., June 19, 1923, p. 4092. Sir Frederick 
Williams-Taylor has estimated that the coat of putting ou~ circulation and 
U keeping it alive" waa 1.75% of the average amount outstanding. Pro
cudVIg. of tIuJ Select S14nd#Jq CammiUu "" BDlllkifl/l m&tl Com ......... 
1923, p. 331. 

... Minute& 0/ Proceeding •• BtJidena. etc .• 1913, p. 625. See also Sir 
Edmund Walker's testimony before the Banking and Commenl8 Com
mi~tee of 1923, p. 528, and Sir Frederick Williams-Taylor's testimony, ibid .• 
pp.329-330. 
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theBe western offices, and if they had to live only from the profit 
on deposite it would sweep the entire banking businees of the 
West out of existence. 

Of course it must be remembered that at this time the banks 
were fighting for the retention of a profitable privilege and that 
Sir Edmund's remarks were doubtlees colored with self-interest. 
To the extent that the note privilege increased their profits, the 
banks could devote those funds to the establishment of branches. 
But surely the note privilege was not an-important for the Joint 
Stock Banks of England have been able to open thousands of 
offices without possessing the right to issue currency on any terms. 
Mr. C. E. Neill, Vice-President of The Canadian Bankers' Asso
oiation, made much the same sort of statement 118 did Sir Ed
mund Walker before the Committee on Banking and Commerce 
in 1924: 'H 

If we did not have the oirculation privileges, we would have to 
draw Dominion notes; we would have to pay real money [as do 
the British Joint Stock Banks] and we would have to carry the 
aman branches on real money instead of notes, and to that extent 
the aman branches would become unprofitable. 

By way of summary, then, the faot that the Canadian banks 
have been anowed to issue an asset currency, against which they 
are required to hold no fixed minimum reserve, has been a factor, 
but over-emphasiaed by the banks, in permitting an expansion of 
branches in oommunities where, without this privilege, it might 
have been impossible to maintaia a branch. 

BAslo PaoVIBION8 OP A~ R:scwwINO BANII: NOTII ISSUIIS. Up 
to the amount of its unimpaired paid-up capital, each chartered 
bank (subject to a tax of 1 .... II year) is permitted to issue bank 
notes in denominations of IS and multiples thereof. These, as 
has been stated previously, 11ft not secured by specially pledged 
securities, but 11ft based solely on the general assets of the issu
ing bank on which they oonstitute a first lien in case of insolvency. 

'M P. m A. a oide\iPt. il io in~ 10 DOle thai wlWe the _ 
ItOIe ........ l\,Y bas mode poooible the multilude of bnutd> oIIicoe ill Canode 
Ill ... omaU oIIieoo, by I>ri...ma aboul a prompt ftdemptioD of but _ 
haft Nlieftd 10 oome _I the _ ... , _ .. the _. Sne 
1 ........... 1M a..""" ...., "- 0%,1, .. 01 C ...... Po 1& 
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. Each of the chartered banks must make all necessary arrange
ments for the circulation of its notes at par in any and every part 
of Canada and must establish agencies for the redemption and 
payment of notes wherever the Governor in Council has estab
lished branch offices of the Department of Finance for the re
demption of Dominion notes and at such other localities as are 
from time to time designated by the Treasury Board. Each bank 
must receive its own notes at par at its Canadian branches, 
whether these are or are not designated places of redemption. In 
actual l>ractice the notes are usually "redeemed" through the 
clearing houses.12T 

It is a double-acting force which accounts for the elasticity of 
the Canadian bank note. Each and every chartered bank desires 
to circulate its own notes to the maximum extent and at the same 
time to send to the clearing house for payment such notes of the 
other banks as may have fallen into its possession. The bank 

1 

notes will thus remain in circulation at a given price level only 
80 long as there is an actual need, only so long as they are re
quire4 in facilitating trade and production. Once they ate 
redundant, they will be retired. 

THE BANK CmCULATION REDEMPI'ION FUND. In the event of 
insolvency, the notes of the failed bank constitute a first lien on 
the assets of the institution, but, .,(Is a means of absolutely pro
tecting the note holder, there was established in 1891 the bank 
circulation redemption fund: This was placed under the direc
tion of the Treasury Board, which may make all such rules and 
regulations as it deems expedient respecting, 

1. The time, manner, and place of payment of any monies 
therefrom; 

2. ·The collection of all amounts due the fund; 
3. The general management of the fund and accounts to be 

kept in connection therewith. 

This fund is built up in the following fashion. Upon issuing the 
certificate of authority to a newly incorporated bank to begin 

... Prouedin{1. o/Ilr.e Select 81modifl{/ Committee"" Bankinll """ C ....... 
merce, 1923. p. 672. In his teotimony in 1924 Mr. ROllI mid thu all banb 
operating under the Bank Act were .........ted clearing hoUle privil-. 
Procudifl{/' o/Ilr.e Belect814ndOf1{1 Committee "" Bankifl{/ """ Com ........ 
1924, p. 827. 
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business, the Minister of Finanoe retains, from the monies of this 
bank in his possession,''' the sum of $5000 to be held until the 
next annual adjustment when each bank must remit to the fund 
a sum equal to Ii% of the average amount of its notes in circula
tion during the previous year, less such amount as is secured by 
deposits with the oentral gold reserves. On their contributions to 
the oirculation fund, held solely for the purpose of redeeming the 
notes of failed banks, the ohartered banks receive interest at the 
rate of 3% per annum.... In the event of a failure, the notes of 
the insolvent bank begin to bear interest immediately at the rate 
of Ii% per annum to BUch time as may be Bet for their payment. 
In oase the notes are not paid from the liquidated assets of the 
bank, within two months from failure, the Minister then makes 
arrangements for their payment from the redemption fund plus 
aoorued interest. Interest ceases upon and from the date named 
by the Minister for payment. In case the payments from the 
fund exceed the amount oontributed by the bank suspending, the 
other banks must, on demand, make good to the fund the amount 
of the exoess, proportionately to the amount each has contributed 
to the fund, provided that: 

(a) each bank shall be called upon for payments not to exceed 
in anyone year 1" of the average amount of its notes in 
circulation ; 

(b) such circulation shall be ascertained in such manner as the 
Minister may decide whoee decision is final. 

The bank circulation redemption fund has made the Canadian 
bank nots a mutual guarantee by the banks, has given it absolute 
saiety and protected the note holders agains4loss. 

THill CIIoP-MoVlNo PRovISIONS. In the chart on the next page 
are given the circulation (less deposits of gold and Dominion notes 
in the central gold reserves) of the chartered banks, their paid-up 
capital and their deposits with the Minister of Financ:e as secu
rity ior the note circulation.'" It will be noted that the eireula-

... For uplaDatiola 01 this ... p. :M7 • 

... The CIOIllributiobs made by u.e bub ~ into u.e ('ww>Ijde .... 
Re_ue Fund. which is.....t r .............. , ~_ by u.e Go_' 
but .... which i' bee .. _tory Iiabilil.Y . 

... Soun:e 01 dela: B._ oJ 1M C".",..., B-h. Dala _ p ....... 
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tion has increased at a faster rate and has gradually crept up on 
the amount of the bank's paid-up capital. This has left a smaller 
and smaller amount of slack and made the bank notes less and less 
elastic, proportionately less capable of expanding to meet the 
needs of trade and agriculture and indeed less of an asset currency. 
It was precisely this situation that led to the passage of the act of 
1908 providing for additional circulation during the crop-moving 

',I 

150r-~---,.-----'---,.-------, 

~'r--------+--------+-------~ 
POSIT FORS£CURITYOF NOTES 

o ---------.. ,----------- -----
1900 1910, 1920 I9l0 
N"""" IN CmcuL.\ .... ON <...... 1914 I.E8 DIP081'l'8 IN 

emr ....... Got.D Br.smM:s). eo ........ W1TII nIII 
GROWTH or 'I'HB PAID-UP CAPJ'I"AL _ 

TB& CB ............ BAN"" 

seasons. Mr. D. R. Wilkie, General Manager of the Imperial 
Bank, stated to the members of the National Monetary Commie
sion 1l1 that the authorized limit of circulation was exceeded in 
1906 when the amount permitted by law was insufficient to meet 
the crop-moving demands. In the 1913 hearings, Sir Edmund 

of July 31 of' each year. Mr. H. C. McLeod indicated in one of hill writill@ll 
that when the circulation of the chartered hanks reached an amount equal 
to 75% of their paid-up eapiW. the smooth wm1ring of the banking oyatem 
WB8 impaired. From 1900-1907 there waa CODBtant p......... See Tlu B .. , 
8r!.lem 0/ Btmkifl/l. p. 49. ' 

111 InIenJiew on 1M Ban1cin9 and Ctmmctl 8r!.1emI 0/ CtmIItl4. p. 140. 
Mr. Henry T. Roaa writes that it waa in Nov. 1907 when the authoriled 

limit of circulation waa esoeeded and not in 1906 aa Mr. Wilkie had "",ted. 
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Walker further substantiated Mr. Wilkie's contention that to 
meet the seasonal demands of the West, Dominion notes had been 
paid out and on occasion money had been imported from the 
United States.'" This method of increasing the volume of cur
rency was not always feasible, owing to occasional monetary 
stringencies in the United States. Again in 1907 there was a 
shortage of money in the fa11 111 which was relieved only through 
an overissue on the part of the banks. The economic develop
ment of the West, the increase in population, the growing im
portance of the extractive industries, the increasing production 
of wheat gave rise to the need for an increased circulation,'" and 
the paid-up capital was not sufficiently large to permit of an in
crease of a suffioient sile to meet the oountry's needs. Why then, 
might one quite fairly inquire, did the banks not increase their 
oapital? The bankers explained that an increase in capital would 
be difficult.... The investment funds in Canada were limited 
and little demand existed for their stook in England and the 
United States. Since it seemed difficult to increase the amount 
of the paid-up capital and to provide for elasticity in this fashion, 
two oourses remained, either (1) to proportion circulation to as
sets instead of to capital. or (2) to provide for some sort of .. em
ergency .. currency which would in part be a negation of the asset 
ourrency idea. The former method was supported by Mr. H. C. 
McLeod ... • at one time General Manager of the Bank ot Nova 
Scotia. and by a few others. but received no support from the 
Government. It was the second method which received its favor. 

By the provisions of the act. as it stands now. the banks may, 
from September 1 to February 28, issue additional notes not to 
exoeed 15," of their combined unimpaired paid-up capital and 
surplus.... On the amount of such notes in oireulation the banks 

III M ia_ 0/ rra-dia,., • ..uu-. .Ie., 11113, P. 618. 
III IIHIL, p. 475. 
, .. IIHIL, p. 840 • 
... Ibtd. P. lIS&. 
, .. Ibtd. p. 1411. See aIoo p. 61. where Sir Edm .... d Walter incIiealed &ha& 

it ... m .... eoientific to ...... DO"'" .... __ but lhat public op;mc. ... 
DOl -<11 for lbis ~ 

'" By the 1908 ......... 1ioD the __ ... to be ...... r.-
Ootobot- to J ... uuy wbioh poriod ... ~ r.- s.paem .... to Feb-
ruuy (inel ... .,.) b;p aD ~ ,..... in 11112.. (r .. C .... r_ 
..... 1 ... p. 817.) • 
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are to pay interest to the Minister of Finance at such rate, not to 
exceed 5% per annum, as may be fixed by the Governor in Coun
cil. Thus" emergency" currency was provided, the intent of 
which was to meet a wholly normal, recurrent, seasonal need. 
The manner in which this legislation relieved the seasonal pres
sure was described by Mr. Henderson, vice-President of the Bank 
of Toronto, in his testimony before the Banking and Commerce 
Committee in 1913: 1.8 

The emergency circulation serves a very usefill purpose. There 

! 
are at the present time in our country circumstances that require 
such an enlargement of circulation for a short period of time as 
provided for by the emergency circulation. The members will 
probably all quite understand the reason for that; from Septem
ber up to the end of November, when the movement of the har
vest in the lower provinces as well as the western provinces takes 
place, there is put out over the counters of the bank every day 
very large sums of money for the purpose of paying for the 
amqunt of grain brought in and delivered at the elevators and 
wariiliouses in these places at that time. That money is paid out 
so that the circulation increases from $20,000,000 to $30,000,000. 
The banks are permitted to exceed the limits of their circulation 
upon condition that they redeem it absolutely at the time fixed 
by the Act. The way that works out is that the circulation goes 
up day by day, month by month, until it reaches its maximum, 
about the middle of November, and immediately it commences 
to return as the money finds its way back as payment on )and, 
implements, the interest on mortgages, the settling of store ac
counts and things of that kind, and it goes back again to its 
normal as a rule by the end of the time fixed in the Act. The gold 
reserve wQuld not meet the necessities of that particular case be
cause we would have to put out actual money in order to increase 
our circulation by S30,000,000. I think the gold reserve would 
not so fully meet the requirements of the country as the emergency 
circulation does at that particular season. But the country is 

.. I MinulU 01 Prouedingl, Evidence, ele. 1911, pp. 252-253. In. 
letter addresoed to the writer Mr. B. J. Roberto, Beeretaoy, Departmeot of 
Finance, Canada, stated that there wen! DO published statisti.. on the 
amount of the " emergency" currency illNed or on the revenue derived by 
the Governmeot. 



CENTRAL GOLD RESERVES 885 

growing, with a yearly increase of over 400,000 in our population, 
and we will require an additional amount of circulating medium 
to carry on the business of the country, and it is quite possible 
we may find our requirements growing a'little faster than the Act 
will allow us to expand our circulation against capital, and for 
that reason I approve of the proposal. 

THill CENTRAL GOLD REsERVES. In the 1913 revision of the Bank 
Act, a provision was inserted permitting the chartered banks to 
issue bank notes beyond the amount of their paid-up capital and 
that allowed by the emergency legislation of 1908, provided that 
the excess were secured by current gold coin or Dominion notes 
deposited in the centrlll gold reserves. The gold reserves are ad
ministered by a board of four trustees, three appointed by the 
Bankers' Association, with the approval of the Minister of Fi
nnnce, and the fourth appointed by the Minister directly.lII 

The establishment of this reserve had long been urged on the 
Government by the more thoughtful of the Canadian bankers. 
In his address before the annual meeting of the shareholders of 
tile Bank of Nova Scotia in 1910, Mr. H. C. McLeod indicated 
tllat as early as 1902 his institution had advocated the issuance 
of increased circulation against deposits of gold: .to 

The system of bank note circulation, improved and adopted in 
1890. is the notahle point of excellence in Canadian banking. U 
this excellence is to he maintained, the privileges of circulation 
will need to be enlarged more rapidly than appears feasible 
tbrough probable additions to bank capital. These privileges are 
so nearly exhausted that banks freely c~ulate one another's 
notes. With the reaching of that point, elasticity, the most ad
mirable feature of tile system, ceases to fully exist. Apparently, 
capitalists are not anxious to invest in bank shares, and it there
fore seems to the interest of the country that there should be an 

lit ID 1934. Ihtt ____ doe Royal ,.,... OImJl&llY. doe IIuk 01. 
MOlltreal. doe 0uwIiaD IIuk 01. Comm ...... and doe Royal IIaDk. The 
_ ..... p1.-t ill the vaulla 01. doe Ro,u ,.,... ComJl&llY. MOIlu..l. ""'<0."'''1/0 o/lA. SoIHl S ... ,., C __ "" _ BaUio, ..., Co- .,., 
1&:M. pp. 117S, 3M. and 8M. 

.... &w.t.,Big41A A_"'" R~,...,c. IIuk 01. Nova Soo&ia, p. II. Tbe 
practioa menuooed ~ Mr. MeLeod 01. the bub ~ out -=b oIbs'a 
110"," cloee "0' prevail a' Ihtt ~, "-
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enlargement of the privileges of circulation, either based on a 
portion of the reserve fund or on the deposit with the Govern
ment of gold against notes circulated in excess of the present cir
culation limits. From the outset, we have opposed the emer
gency circulation provisions of the Bank Act, as the provisions 
are of no use to this institution, which has not yet thought it ad
visable to pay 5% interest for the privilege of note circulation. 
Eight years ago we sought an amendment to the Bank Act 
permitting increased circulation against deposits of gold with the 
Government. A provision of that kind would tend towards an· 
increase of specie in the country and would form the basis oC 
operations by conservative institutions. The emergency circu
lation has been but little used by any oC the banks and in the 
future it is more likely to be availed of by the needy, to whom the 
rate of interest is a secondary consideration: it cannot be a stable 
foundation Cor note circulation by conservative banks. 

Later, in the proceedings before the Banking and Commerce 
COlIlmittee in 1913 the need for this legislation was explained in 
considerable detail by Sir Edmund Walker: , .. 

I have personally advocated among bankers for at least seven 
or eight years such legislation a8 this. There are three condi
tions that face us at the present time in Canada in connection 
with the circulation, one is.the necessity almost every year of 
issuing up to the entire amount which we are authorized to issue 
against our paid-up capital The second is the necessity of using 
the emergency circulation as a circulation of exactly the same 
kind as that against the capital, during the period when the crop 
is being moved. But we have another condition here altogether 
different from these. It is the condition where the bank is using 
its full circulation against capital, and is using its emergency 
privilege, (or does not use it because it does not wish to pay 
interest to the Government for using it), and requires still more 
circulation for its customers. It has the money but has not the 
actual counters to do business with. It has gold but it needs bank 
notes. In all other countries in the world, if the bank has circu
lating power such as we have it is not called upon to put out the 

.. , Mi .. ute. 0/ Prouedinga, EviMnu, .Ie., 1913, pp. 611h'i18. 
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notes of any other bank or the notes of the Government or any 
other kind than its own notes, so long as it has actually the specie 
to secure those notes. We have been in the condition I have 
described more than once in connection with the moving of grain 
in the Westj we have been in the condition of having the money 
but not having the actual five- and ten-dollar bills on the countere 
with whioh to do the busine88 i we have had to ask the Govern
ment to provide the counters and keep this gold for us, to ware
house the gold and to a88ume all the responsibility and the ex

. penes which is certainly a very wrong thing, and the Government 
will not be satisfied to do it forever. Therefore I conceived the 
idea of a Central Gold Reserve, the custody of which will be as 
safe as the Bank of England, and that as long as the bank had in 
that reserve a five-dollar gold piece it should be able to i88ue a 
five-dollar bill against it. 

In addition to Sir Edmund Walker, another banker, Mr. Pease, 
General Manager of the Royal Bank, also emphatically in
dorsed'" the proposed change indicating that his instituwon 
would be glad to avail itself of the opportunity of depositing gold 
and taking out additional circulation as it had reached a limit in 
the matter of circulation. The adoption of this provision marked 
a most important change in the Canadian note issue. While 
originally it had been related to bank assets, it was now, in part 
at least, tied to gold. No longer could it be called a pure bank
note-asset currenoy. 

The table on page 388 indioates the extent to which the Cana
dian banks availed themselves of the central gold reserve provi
sions prior to the outbreak of the war.'" Tbe increase in the de
posits between September and October ot 19!3 is reBectlve of the 
rale played by seasonal forces whicb apparently bad spent 
tllemselvtlS by the first of the year. From July, 1914, on the 
amount deposited was goV19'lled almost wholly by considerations 
of war finance. 

THE FtNANCil ACT. The ,events leading to the pasaage of 
the Finan~ Act in Canada are graphiea\ly d-nbed by Sir 

, .. Mu...... 01 Pro, II i' 4 ... ....--....... 1913, .... SItI. Soe .... p. SI1 
wb .... Mr, James B. FIqu. PI&IIideD.' or die Firs NdioDaI Baak. Cbica&o. 
P"" hie ........ for .. ppcII1iDtr Ute ___ 

'ta 1Ioun>e: R_ 01 ... CbrUNoI BaI& 



888 NOTE ISSUE PRIVILEGES 

Date Deposits in Central 
Gold Reserv .. 

1913, July 31, ............. I 0 
August 30, .......... 0 
September 30, •...••.. 3,350,000 
October 31, .......... 7,373,977 
November 29, ....... 8,100,000 
December 31, ........ 7,597,066 

1914, January 31, ......... 3,600,000 
Feburary 28, ........ 3,000,000 
Marchal, ........... 3,500,000 
April 30, . ; .......... 3,250,000 
May 30, ............ 3,550,000 
June 30, ............ 3,050,000 

Thomas White, who was the Minister of Finance during the hec
tic days following the outbreak of the World War, in a work 
entitled" The Story of Canada's War Finance." ,.. As he de
scribes the situation, the closing of the stock exchanges and the 
crises which developed in Europe and the United States during 
the·~tter part of July, 1914, induced a general feeling of uneasi
ness, ~f apprehension, a panicky psychology in the Dominion. 
Heavy withdrawals of gold took place in Toronto and Montreal 
and it seemed not at all improbable' that these might develop into 
runs upon the banks. The situation became.so critical that on 
Monday, August 3, the leading members of The Canadian Bank
ers' ABBociation, headed by its President, Mr. D. R. Wilkie, ar
rived in Ottawa to confer with Sir Thomas White regarding reme
dial measures. It was recognized that the cash reserves of the 
banks were insufficient to meet the drain and that their other 
reserves in the form of call loans in New York and London were 
not available. . To prevent insolvencies occasioned by the ina
bility of the banks to withstand withdrawals in Dominion notes 
or gold, it was agreed that they should be allowed to meet their 
depositors' demands with their own notes. The bank notes were 
in reality given the legal tender power as between a bank and its 
creditors though not as between individuals. In order to insure 
that the banks would have sufficient bank notes, it was provided: 

, .. Published by the Canadian BalIk of Commerce, 1921. Mr. P ..... or 
the Royal Bank had loog been a proponent or • central hank to meet web 
a situation. His plan was opposed by the Bank or Montreal and the olb'" 
chartered banks were lukewano. 
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(1) that the emergency circulation might be issued the entire 
year instead of simply during the orop-moving period. 
This provision lapsed on August 31, 1920, and was not 
renewed. 

(2) that the Government would issue Dominion notes (charg
ing interest on such advances) to the banks against de
posits of securities pledged with the Department of Fi
nance. The intent of this was to permit the chartered 
banks to secure additional amounts of Dominion notes 
which could then be placed with the central gold reserves 
and used as the basis for an increased bank note circu
lation. 

These proposals or measures were embodied in an Order-in
Council of August 3, signed by the Governor-General, and 
issued to the public on the morning of the day England declared 
war on Germany. A week later (August 10) another Order-in
Council suspended the redemption in specie of Dominion notee. 
These had the desired effect of providing sufficient currency to 
meet the needs of the publio and of protecting the gold reserves 
of the Dominion and of checking the panic. At the August ses
sion of Parliament, the Orders-in-Council were legaliaed tbrough 
the passage of the. Finance Act.· .. 

In order to provide for the increased issues of Dominion notes, 
by chapter t, acts of 191f, it was provided that the amount to be 
issued upon a 25% gold reserve was to be inereased from 30 to 50 
millions of dollars. Still later, by chapter t, acts of 1915 (oon
firming Orders-in-Council of.September, 191f) the Government 
was authoriaed to make an extra issue of Dominion notes up to 
126,000,000 with no reserve of gold. Of u.- $16,000,000 were 
to be eeeured by the pledge of specified Canadian rail_y eeeuri
ties, guaranteed by the Government.. This legislation stiI1 __ 
tinues as well as the provision of the Finance Act (l9H) that in 
oase of war. panic, etc., Dominion nntes may be issued to any 
amount against approved eeeurities. 

TaB 'l'uAst'llT Bo.um. The Finance Act is administered by 
... For II run dioouooioD 01. Cuada'a IDODelary Uld twnki.,. _imw 

durillll aDd siD .. the war, _ the ,...., R ...... B .. lldia for July. lIDS, 
pp. 6lM-537. This utide.-.ed ~ .... &be buio far doe _,,, 
eussioa. 
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the Treasury Board which consists of the Minister of Finance, 
five members of His Maiesty's Privy Council (appointed by the 
Governor-General) with the Deputy Minister of Finance as Sec
retary, ex-officio."· This group determines the kind and amount 
of securities to be accepted for advances within the limitations 
of section 2 of the 1923 supplement to the Finance Act of 1914. 
The securities or paper made eligible by law are: ,., 

(a) treasury bills, bonds, debentures, or stocks of the Do
minion of Canada, United Kingdom, any province of 
Canada, and of any British possession; 

. (b) public securities of the Government of the United States; 
(c) Canadian municipal securities; 
(d) promissory notes and bills of exchange secured by docu

mentary title to wheat, oats, rye, barley, corn, buckwheat, 
flax, or other commodity; 

(e) promissory notes and bills of exchange issued or drawn for 
agricultural. industrial, or commercial purposes and which 
have been used or are to be used for such purposes • 

. , 
MATUBlTY OF AnVANCES. Advances on the. basis of securities 

are made for a period not to exceed one year, while all pledged 
promissory notes or bills of exchange must mature within a period 
of six months. No advances may be made on paper which orig
inated for the purpose of carrying or trading in securities or for 
capital expenditures.''' These prohibitions resemble closely those 
to be found in the Federal Reserve Act and in fact in the charter 
of nearly every central bank. 

MABalN REQUIREMENTS. As explained by Mr. Saunders be
fore the Banking and Commerce Committee of 1924,..' advances 
are extended to various proportions of the value of the pledged 
securities. Under the provisions of Section 12 of the Act a 

'48 Proceeding. 01 1M Select Stmoding Committee Oft Banking and Com
_ ... 1924. pp. 344 and 347. The weakn ... of .. board chooen in this 
fashion is that it is likely to be composed of men untrained in the judgment 
of securiu ... or bankable paper. 

"7 Proceeding. 01 the Select Stmoding Committe. Oft BGflking and Com
merce. 1924. p. 343. Select Standing Committe. 011 Banking and Commerce. 
1928. p.l. 
". F.deral R ...... B Bvlktin. July. 1926. p. 535 . 
••• See pp. 344-3411. 



INTEREST CHARGED 891 

Treasury Board Minute of May 30, 1923, authorized the margins 
by which the different classes of securities deposited should exceed 
in value the amount of the loans. The schedule is as follows: 

Against Dominion of Canada Treasury Bills and Bonds
advances to be made dollar for dollar of the par value; 

Against bonds guaranteed as to principal and interest by the 
Government of the Dominion of Canada - a margin of 10 per 
oent on the market value; 

Against British Government Treasury Bills and Bonds - a 
margin of 10 per oent on the market value; 

Against short-term securities, not exceeding one year, of the 
Governments of the Provinces of Canada-a margin of 10 per 
cent on the market value; . 

Against other securities of the Provinces of Canada and securi
ties carrying the guarantee, as to principal and interest, of the 
provinces of Canada-margin of 15 per cent on the market 
value; 

Against bonds of Canadian municipalities - a margin of 20 
per cent on the market value; 

Against assignments secured by documents - covering grain, 
flour, cereals and feed - a margin of 25 per cent; 

• • • 
RATES or INTEREST CHAROEJ). From 1914 to November I, 1924, 

with one exception, the rate charged on advances ruled continu
ously at 5", at which time it was reduced to 4%. ",. This exception 
occurred in 1916 when the banks purchased certificates bearing 
3%% interest from the Imperial Treasury and were allowed to 
borrow on these from the Dominion at the Same rate. The total 
eo borrowed amounted to $S6,t57,OOO. This particular arrange
ment was not repeated as the banks, 80 Mr. Saunders declared, 
WIlre co afraid of it,"'" meaning perhaps that they were afraid 
of the inflationary effects. On November I, 1927, the rate was 
reduced to 4~ and a month iater, OIl December I, to 3*",. On 
June 8. 1928, the rate was raised to 5%. 

MANIPllLATlON or TH1i IN'mIIST RATa. There is no suggesti~ . 

... PrO<HtIi_ 01 1M &l«:t sr ...... <'_MiIIM ... Ben ...... C_ • 
....... 1*. p. 3&8. For fIIIther ~ _ -.r.. 1923, p. 131. . -
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in the Finance Act that the rates charged by the Treasury Board 
should be altered with a view of affecting the business situation, 
of preventing inflation or deflation, of ironing out cyclical sweeps 
in business, of preventing or checking speculation, or of perform
ing the functions expected of the rate of discount of a central 
bank. Nor has the Treasury Board in its administration of the 
Act considered changes in the interest rate in the light of sta
bilizing conditions. In testifying in 1924, Mr. George Edwards, 
chartered accountant, stated quite definitely that the rate charged 
was not'changed to check inflation or deflation, or for the purpose 
of stabilizing economic conditions.1I1 As noted in the previous par
agraph the rate ruled at 5% until in November of 1924. The lack 
of change during this period when interest rates through the world 
soared skyward, when the discount rate at the Federal Reserve 
Bank of New York ruled at 7% for nearly a year, is sufficient 
evidence in itself that the Treasury Board did not look upon the 
rate as a central bank would upon its rate of discount. That this 
was not the case was an error in administration. The rate should 
have lI,uctuated with economic and financial conditions.'" Other-

'" Proceeding. 0/ the SelectStandifll/ CommAU" on Banking and Com
_ce, 1924, p. 46. See also pp. 249 and 375. 
". In reading this paragraph, Mr. Henry T. Rasa, Secretary of The Cana

dian Banke .... A.esociation, took exception to this statement and defended 
the non-fluctuating rediscount rate in the foUowmg terms: 

"After the war had been in progress lor some time, probably early in 
1915, Sir Thomas White, anxious in the public interest to keep financial 
matters as much as possible in .Iot .. quo, having in mind the rate on loana 
which he fOn!ll&w he would have to ask the Canadian public to 8\Ibocrihe, 
requested the bankB not to increase the interest rate to their custom .... 
While there was no distinct promise, the implication was that the rate under 
the War Finance Aet of 6% would not be raiaed by the Treasury Board of 
which Sir ThOlDlUJ"was the Chairman. In CODBequence the banks did not 
raise their ratee during the continuance of the war - 80mething without 
parallel among the AUied natiolll- to the advantage of the whole c0un
try, and the 5% rate under The Finanee Aet remained constant too. In
stead, therefore, of being a matter of criticism, wch as the paragraph im
pli .. , the foresight of Sir Thomas White in this particular, and the relative 
action by the bankB, ahould in my iudgment be eommended." 

The same error was made in the United Statee, where under the in
fluence of the TreB8\lry Department, the rediacount ratee at the Reserve 
Ba.nkB were held to 8ltificiaUy low levels 10 as not to exceed the interest 
borne by the war bonda. This .... bled banks buying or lending on war 
bonda to borrow on th .... at the I8me rate bome by the bonda from the 
R....rve Banke. This policy eontributed much to war inflation in the 
.United Statee. ," 
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wise a low rate, lower than market rates of interest and especially 
lower than thp call loan rate in New York would be an induce
ment towards inflation. When the question was put to Sir Ed
mund Walker whether inflation would not continue under the 
Finance Act, be replied as followe: ... 

Q. Y eaterday, Sir Edmund, speaking of the reserve bank, you 
stated that it had been considered in the States a means of in
lIation? - A. Yea. 

Q. What difference is there between the operations of a Fed
eral Reserve Bank and the issue of notes under the Finance Act? 
What difference is there in principle? - A. There is no difference 
in principle. 

Q. Then why would not inflation continue under the Finance 
Act? - A. In the United States there are 26 or 27 thousand banks 
and each one of them is an individual, and if a member of the 
Federal Reserve Bank, must apply to it for its particular needs. 
In Canada, with 17 banks, an enormous amount of tbe redis
counting that would take place in the United States has been 
managed within the bank iteelf. The instancee of a Canadian 
bank needing aid from the Finance Act have not only been rela
tively rare, but they have been confined to the actual moving of 
the crops and have been paid off during the year. Now in the 
United Statee a vast amount of rediscounts appear in the Federal 
Reserve system which go on, they are not stagnant, but they go 
on from year to year, and I mentioned, if you will remember, that 
thllY bad to finance the war and that they loaned on an enormous 
amount of Government bonds in that connection. If you will 
take a small bank in the country with a capital which enables it 
to I~nd two or three hundred thousand dollars, and you enable 
that bank to go to the Federal Reserve Bank and get one or two 
or three hundred thousand more. 

Q. Tbey have to put up security, don't they?-A. Certainly. 
Q. And rather strong security?-A. No, no, not at all like the 

_urity we put up with the Finance Department at Ottawa, no 
relation at all. Tbeir system enablm them to finance many un
dertakings which could not otherwise have been finan~ at all, 

1" PrOt II J ..... 01 &At &Uc& Sf .... Co itt .. oa Bem, .4 Co.; 
_,l-.p.6K. 
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and that is what I mean by inflation. It is a question of pro
portions entirely. 

In reading this testimony one is puzzled by Sir Edmund's asser
tion that the instances of Canadian banks needing aid have been 
few and confined to seasonal needs. While it is true that their 
largest borrowings have often occurred in the fall, some of the 
Canadian banks, nevertheless, have been fairly constant borrowers 
and were such particularly during the war in order to assist meet
ing the fiscal needs of the Government. 

ADVANCES UNDER THE FINANCE ACT. The first return of the 
chartered banks containing I\ny information relative to the 
amount of advances under the Finance Act was that of October 
31, 1923, the first issued in conformity with section 112, of the 
Bank Act of 1923. The amount of the advances extended to each 
of the chartered banks to November, 1927, are given in the table 
on pages ~95 and 396.100 

From this table it will be noted that the Bank of Montreal, the 
Bank'- ~f Nova Scotia, the Imperial Bank, and the Weyburn Se
curity Bank, at least since the data have been made public, have 

\
not borrowed under the provisions of the Finance Act. Of the 
,borrowing banks Molson's, the Banque Nationale, the Union, the 
~ank of Hamilton, the Sterling Bank and the Standard have all 
,Jeen absorbed by or merged with other institutions. Of the banks 
still in existence, the Dominion and Royal have been the most 
consistent borrowers. The borrowings of the Bank of Toronto 
and of the Canadian Bank of Commerce have been more inter
mittent and were occasioned doubtless to some extent by seasonal 
requirements. During the period covered by this table, the Royal 
Bank has borrowed,.in all, 235 millions of dollars, the Dominion 
126.1 millions and the Stsndard Bank 123 millions. The largest 
borrowed during anyone month by all the banks amounted to 
37.8 millions of dollars during April, 1924. In the monthly ag-

- gregate figures there is apparently little noticeable seasonal fluc
tuation, but this may emerge as data for a longer period become 

• available . 
... Source of data: Ret.",.. 0/ 1M Cloartned Banb. 
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For data regarding the amount of advances prior to October, 
1923, we are forced to rely on the figures presented by Mr. Saun
ders in his testimony before the Banking and Commerce Com
mittee in 1924. There are no others published excepting those to 
be found in the Public Accounts which give the advances as at 
the end of eaoh fiscal year, on March 31. These are of less sig
nificance than the statistics presented by Mr. Saunders,'" which 
give the maximum amount of advances during the year, which 
quite frequently oocurred during the crop moving period. 

Maximum amount of 
Month advan""" in each year 

November, 1914 .•.••......• 12,767,liOO.00 
January, 1915............. 10,720,000.00 
February, 1916............ 2,777,136.00 
October, 1917............. 62,170,000.00 
November, 1918 .•..•.•.••. 116,liOO.000.00 
November, 1919........... 112.951,000.00 
November, 1920........... 12:!.689,oos.00 
January, 1921 •••••.•.••••• 108.707.960.75 
January, 1922............. 60.619.769.74 
October, 1923............. 40,l12li,000.00 

The largest amount of advances took place in November, 1920, 
the reason for which was &lllained by Mr. Saunders as follows: '10 

Q. You mentioned that the Finance Act was being used a great 
deal a few years ago, and today it was being used little, com
paretiv\!ly speaking?-A. Yes. 

Q. Can you teU me when it is used more, when the country is 
pl"O!IpelOus, or when we have adverse conditions? - A. It _uld 
be used more wh~n the country is prosperous. In November, 
1920, as I told you this morning, that was the peak of all the 
years. The banks had loans under the Finance Act amounting 
to $123,000,000. If you wiu ret'all, Mr. Spencer, in 1920 eVI!rY
thing was booming; it was after the war and there was inftation 

, .. Proc •• rIito,. 01 1M &led &.di.., C __ II .. OR BeRan. _ C_ 
......... 19:N. P. 8tO. 

, .. Ibid,. p. n 
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in prices and business was booming a little, which naturally re
quired more money. The dollar was worth less, and it required 
more dollars to carry on business. 

Q.That was my opinion. Then, Mr. Saunders, you would say 
that the banks find it profitable to borrow through the Finance 
Act? - A. I think they find it more useful in being able to meet 
business that is offered to them, when their own resources would 
not permit. They cannot find it very profitable, because they 
are so eager to get it back into our hands to save the five per 
cent interest rate. 

PURPOSE OF ADVANCES. In answer to a series of questions Mr. 
Saunders indicated that the banks usually borrowed to meet ad
verse clearing house balances. For this purpose they would with
draw their borrowings in large Dominion notes, "large lel!:als," 
and would repay as quickly as circumstances would permit. U7 

Of course the banks receiving the large legals through the clearing 
houses or the banks borrowing would be entitled to deposit these 
in the ,central gold reserves and issue an equivalent amount of 
their own bank notes. That this has been the case is demon
strated in the chart on the opposite page which compares the note 
circulation of the chartered banks with their paid-up capital and 
deposits in the central gold reserves. The evolution of the Cana
dian bank note has been quite far-reaching. Originally it was a 

. true asset currency, particularly in the nineties, very elastic and 
responsive to trade and business need. Then as the year-to-year 
growth of the notes crept up on the amount of the paid-up capital, 
their elasticity became impaired and the law of 1908 permitting 
an emergency circulation was the result. In 1913 their issue 
against deposits of gold and Dominion notes was permitted and a 
year later issues of Dominion notes were permitted against certain 
acceptable securities. It was on the basis of the increased issuel 
of Dominion notes based on securities that the war expansion 
in the bank notes occurred. 

AMOUNT OF INTEREST PAID TO GovEsNMENT. In another part 
of his testimony Mr. Saunders declared that tbe Dominion Gov-

11. Proceedifl{l' O/IM Be"'clBtonmfl{l Committe. "" BanJoifl{llJfttl Com
m ...... , 1924, p. 349. Bee also lllatement by Mr. RooI, ibid. p. 321, IIIId by 
.Mr. C. E. Neill, p. 283. 
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ernment had not lost a penny in th_ advances and that ita 
interest return in dollars had been as follows: .10 

Year ""ded lducll3111t Amoun~ 

19UI ...........•.•....... • 211,551.97 
1916 •.•...•....•.•.•....• 62,72iII.49 
1917 •...........•..•....• 106,~.li 
1918 ..................... 754,792.01 
199 ...............•.•... 2,396.643.01 
19"1O •..••.••.••••••••••.. 3,3Zl,9SU8 
IWl. ...•..•.••.••••••••. 3,568,106.74 
11l2lI ..........•.•••....•. 2,39"J,S98.67 
19"J3 •.......•••.••••...•. l,i49,677 .90 
IIt!4 .........•....• ; ....• 775,170.38 

1Qgl •.•••••••••••.•• ''',838,673.98 

• 10 ""'''''''''' 01 1M &led sr-m.., C_i'lae _ BeaH .. eM C _ 
_ 18:H, pp. 3tO UId w.. F..- deWiI of tdmin' 41 AiGI, ... ibioI.. p.1K. 
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The Finance Act provided Canada with rather a rudimentary 
but nevertheless simple and convenient and inexpensive central 
bank mechanism. It provided a means for the banks to enlarge 
their holdings of .. legals" which could be used to meet clear
ing house balances or to increase their own note issues, an 
arrangement which was of the utmost importance during the war 
in enabling the banks to expand to meet fiscal requirements. It 
has made a close relationship between the Government issues, the 
Dominion notes, on whose issue there are practically no legal 
limits, and the bank note circulation. Even since the war it has 
proved useful, as Sir John Aird indicated, and will probably con- " 
tinue as an integral part of Canada's financial alid banking 
machinery: ... 

Introduced as a war measure because of the disorganization'of the 
foreign exchanges during the Great War, and of the obstacles 
thus raised to the usual methods of financing"the requirements of 
the Canadian banks, ' , . the Act has proved a measure of no 
small ,value in meeting the fluctuating seasonal requirements of 
Canada's trade. As the figures of the balance sheet show., we 
avail ourselves of its facilities, and it is our intention to continue 
to do so from time to time for the purpose of providing for the 
peak load of marketing the natilrlll products of Canada ~ . . 

It was this Act, this arrangement, that permitted the war in
flation, that allowed for the issuance of greater amounts of cur
rency and, upon this as a base, for the creation of an inflated 
superstructure of credit. The mechanism was used, as indeed 
were the Federal Reserve Banks in the United States, as a means 
of securing men and supplies on the basis of " manufaetured " pur
chasmg power. As a second result, it bas had the etJeet of taking 
in part the responsibility for the maintenance of the cash reserves 
of the nation from the chartered banks. Enacted by virtue of the 
war emergency, the Finance Act bas been continued as a sort 
of rediscounting or central bank machinery. At the present time, 
it is probably all that Canada needs by way of a central bank. 
If used by the banks, not continuously, but simply as a means 

1 •• Addreai of Sir John Airel, General Manager, in A .... ua1 Report 0/ TM 
Canadi ... Bank 0/ Cummerce, Nov. 30, 1923, p. 30. 
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of financing seasonal requirements, its introduction will probably 
be beneficial. The administration of the Act, however, on the 
part of the Treasury Board could be improved. First, the rate 
for advances should be held above the market and especially 
above the call loan rate in New York City. Otherwise, the char
tered banks in case of need would borrow from the Government 
rather than to call in their call loans. Then in the second place, the 
returns of the chartered banks should give not only the amount of 
the advances outstanding on the last day of the month, as at 
present, but also the maximum amount of advances during the 
oourse of the month. The present arrangement induces a bank, 
which might dislike to be recorded as borrowing from the Gov
ernment, to pay oft' its loans shortly before the end of the month 
and 80 " window-dress" its statement. And finally, the Treasury 
Board should inquire carefully into the reasons for the loans and 
refuse those which would permit a bank to oontinue to participate 
in and give support to speculative markets. 

DIIP08mI- DEMAND AND TIME. By Section 95 of the Bank 
Act, the ohartered banks are given wide latitude in the matter 
of acoepting deposits, for they may receive these from any person 
whomsoever, whatever his age, status or condition in life, and 
whether such person is qualified by law to enter into ordinary 
contracts or not.'" In the returns of the chartered banks, deposits 
are divided into eight classes which gives us rather detailed in
formation regarding this phase of Canadian banking. Commer
cial institutions though they be, it is interesting to note that their 
aavinge deposits, or more exactly those payable after notice or on 
a fixed day, are at present 2Y.. times as large as deposits payable 
on demand. The growth of time and demand deposits in Canada 
since 1900 is represented in the graph shown-at the top of the next 
page.'Ot Up to 1918 demand deposits were increasing at a slightly 
faster rate. Subsequently demand deposits, in consequence of 
the price deflation and the business depression, have fallen by 
about 200 million dollars, while time deposits have actually 
incl'eased. 

The time or aavings aeeounts are, aeeordinc to tba. rules esteh-

,. In .. PIoviDoe of Quebec • married __ .. lPtdet" ~ 
baadhlap .. a ...... depooitar. - • 

lOl Sowoe of cIa&a: R_ oJ 1M C ___ Beab. Ra&io SaoIe.. 
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Jished by each bank, usually subject to a withdrawal Dotice of 
fifteeD days. Ordinarily this right is Dot eXercised by the bank, 
aDd iD practice they are similar to demaDd deposits in that they" 
are checked against rather freely. IDterest OD these slow check
iDg or saviDgs accouDts is allowed at the rate of 3% per annum 
OD the miDimum mODthly balaDce at all of the cbartered baDks 
exceptiDg at the Weybum Security Bank, where the rate is 4% .... 

The law does Dot require a segregatioD of saviDgs accoUDts or 
provide for their iDvestmeDt iD aDY prescribed fashioD. They are 
used customarily to build up the loanable aDd investment pool of 
the banks aDd are utilized in the same fashioD 88 the strictly de-

18. In bis testimony in 1913, Mr. D. R. Wilkie indicated that there .... an 
" understanding" among the mnb regarding the 3% rate but that there 
.... nothing to prevent a bank from prying more and that no penalti .. 
could be imposed for any deviatioDl. Mi,._ 0/ Proeudin4., Eui4nc., 
.Ie., 1913, p. 11M. Some of the banb deviate from the 3% rate in the .... 
of employeee, municipal corporatiODt and pention funda. l~ .... 1M 
BrmIcin(, ....a C........, s,,-0/ CrmIlIIa, p. 88. 
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mand deposits or active checking accounts. Nor is the savings 
depositor given a prior lien on the assets of a failed bank. In 
matter of priority, the notes constitute the first lien; the claims 
of the Dominion Government, the second; of the Provincial Gov
ernments, the third; the depositors' claims, the fourth. In prac
tice, if there is fear of failure, the demand depositor, if he is 
sufficiently alert, wilJ protect himself against loss by withdrawing 
his funds, a course not always open to the time depositor, in 
whose case a withdrawal notice may be required.. Since the 
savinge depositor's lien ranks so far down the list, in law and 
practice, it seems but reasonable that his deposits should be 
invested in securities or in forms generally approved by the Min
ister of Finance which should be segregated and be used in event 
of failure, to satisfy his demands.'" The same idea could well be 
adopted in the National Banking System of the United States 
where time deposits have grown so rapidly in the past decade that 
proper safeguards might be thrown around the present tendency 
toward departmentalilation. 

DBP08lT8. GOVERNMENT. The Dominion Government places 
some of its funds with each of the chartered banks, but the bulk 
(excepting during the war) with the Bank of Montreal, which 
has been generally regarded as the Government's bank and the 
principal fiscal agent of the Dominion.'" The total amount of 
the deposits of the Dominion and the amount with. the Bank of 
Montreal and the other chartered hanks are shown in the chart 
on page 4Of. During the war period the Dominion deposits 
roee sharply and attained in 1920 a maximum of 170 millions of 

, .. s.e remub or B. C. McLeod, .v ... _ o/l'l-o • .,iio "" B~ 

" •• 1813, P. 175. 
~11Ui"" to Ihia propooai, Mr. BflI1'7 T. R __ .. folio ... : • n u... 

d"""';111 ""'''' _' ... looc1 and • in"""""" in ..... ritiee .... in forme approm 
by the Minister.' \he bulb would ha ... relauvely tilde fuIldl f .... _ 
cia! baDkinc. To PTe elf... to \he .,..uOD would ••• iIoaIIo7 doe 
_, Canadian butkill(l _ .... and _der doe _tinued •• " ee or 
\he C'anadian bulb and \he .-rice \hey PTe to \he OeDodian pubIie im
pcIIIISibl... In doe pa8& ,_~ yeaN \he 1_ to depoeitora ia Oe·dia_ 
bulb ha ... boeD '- tbaa ODe balf of ODe pol' .... , or &he _, depoeilll, 
.. \ha, i' .... uld hudIy _ worth while .... ppina\he _ and oll 
tha' \ha, ",tailo to insure opm.& a poosiblit .... or thio ..... u ... iDoipi6-
CUll amOUll\. .. 

, .. Soe I ........... .. eM .... ... C--~ at C .... 
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total deposits of the chartered banks.·e• The balances due Pro-
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vincial governments have fluctuated since 1910 between 20 and 35 
millions of dollars and, like the Dominion balances at present, are 
but a small factor in the total deposits of the chartered banks. 

DEPOSITS, FOREIGN. In 1900 the chartered banks had but 16 
millions of dollars of deposits at their foreign officee, of which 
10 millions of dollars were held by the Bank of Montreal. Today 
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their foreign deposits have increased by twenty-fold, to 324 mil
lions of dollars, of which 172 millions are held by the Royal Bank, 
'11 millions by the Bank of Montreal, 42 millions by the Bank of 
Commerce, and 35 millions by the Bank of Nova Scotia. The in
t\I'e88e in the foreign deposits of the Royal Bank in particular has 
been most phenomenal.·.. The growth or these deposits bas ,. 
suited in part from the expansion of the foreign branches of the 
chartere-d banks, and in part from Canada's foreign borrowings. 

I Foreign deposits present a special problem in that they are 
8ubjeet to wider and more violent ftuNuations than domestic. For 
example, the deposits of the Royal Bank slumped fIooIII ISO mil
lion dollars in July, 1920, to 111 millions of dollani \wo yean 

... Sowae of data: R._ o/IM C ___ s-b. 
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later, In one year the foreign deposits of the Bank of Montreal 
dropped from 150 to 70 millions of dollars. Because of these 
wide oscillations, the best banking policy would be to keep the 
funds in a most liquid form.181 

The foreign deposits shown in the previous chart do not include 
the balances due foreign banks whicb appear in the accompany
ing graph. One quite siguificant trend in these is that while 
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before thll war the balances due to agencies or banks in the United 
Kingdom were larger than balances due elsewhere, today the • reverse is decidedly the case ... • . 

TUE LoANS OJ' THE CHARTERED BANKS. The necessity for con
trolling by legislation the type of IO!\DS whicb may be made by 
national and state banks and the amount of credit which may be 

, .. By I'e88On of foreign ""change 8uctuati0D8, the reoerv .. and ClOIIu.. 
""""ts for each country'. deposits must be DOtive to that country to avoid 
pOOllibiliti .. of ·""cbange I....... Of course it iI true that the y ..... 1920-21 
were the y .... of great 8uetuation in banking everywhere and can hardly be 
.. Iected as typical ye&J8. Ordinorily, 8uetuotiono of the foreign deposito of 
Canadian bllDks do not vary greatly from the 8uetuatiODO in domMtic 
depoeits. In the caoe of the Bank of Montreal, as depositary of the Gov
ernment it frequently receiv.. in New York the proceedo of a Government 
loan or eIoe .... umuloteo in New York fundo to retire a Government loan. 

'88 Source of data: Ret ....... 0/ thtJ Ch4rIned BtmM. 
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extended to anyone interest is seldom questioned in the -United 
States. In a unit type of banking organization, where the typical 
institution is small, suoh mechanistio rules are justifiably em
bodied in legislation to guide the inexperienced in banking and to 
bring about a distribution of risk in loans. The ohartered banks 
of Canada as compared with banks in the United States operate 
under few restrictions as to their loans and investments. Their 
very Bile and nation-wide character tend to bring about a desir
ahle distribution of risk and, then again, there have developed 
banking oustoms or traditions which are more effective than legal 
oontrol. Not that we mean to imply that bank management in 
Canada is ideally perfect and free from flaws. On the contrary, 
in some instances bank management has been tragically incom
petent and in cases actually dishonest. On the whole, however, 
Canadian bank management has been competent and the abuses 
which have crept in by reason of the lacli: of strict legal control 
over the development of bank portfolios have been relatively 
few ... • 

LoAN PROVISIONS 01' THill BANI: Aut. A summary of such pro
visions as appear in the Act follows: 

P08ITlVIII PIIOVIIIlONS 

A Canadian chartered bank may: 

GENERAL 
PoWEIIII 

deal in, disoount and lend money and make 
adnnces upon the security of, and take as 
collateral security for any loan made by it, 
bills of exchange, promissory notes and other 
negotiable securities, or the stock, bonds, de
bentures and obligations of municipal and 
other corporations, whether secured by mort-
gage or otherwise, or Dominion, provincial, 
British, foreign, and other public securitiee. 
(Section 75) 

{

engage in and carTY on such bllsiness gener
ally as appertains to the business of bank
ing. (Section 75) 

•• Some CoDOdje. IIUthoritiM ta ..... limiliDc the _, ....... to any 
..... in_ .... the I"I'JIlCI tho, _ failww in the pIIIIl haft ........ to 
--...,q Iorp Ioua to II ...... in_ 
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{

engage in and carry on business as a dealer in 
gold and silver coin and bullion. (Sec
tion 75) 

lend money upon the security of standing 
timher or the rights or licenses held by per
sons to cut or remove such timber; provided 
that if the provincial law permits, the instru
ment evidencing such security is registered 
against the land upon which such timber 
stands or in the offices in which are recorded 
such rights or licenses. (Section 83) 

lend money to a receiver, to a receiver and 
. manager, to a liquidator appointed under any 
Winding--up Act, or to a custodian, interim 
receiver, or trustee under The Bankruptcy 
Act, provided such receiver, receiver and 
manager, liquidator, custodian, interim re
ceiver, or trustee, has been duly authorized 
or empowered to borrow, and, in respect of 
any money so lent, the bank may take secur
ity, with or without personal liability, from 
such receiver, receiver and manager, liquid
ator, custodian, interim receiver or trustee to 
such an amount, and upon such property and 
assets, as may be directed or authorized by 
any courfl of competent jurisdiction. (Sec
tion 84) 

lend money to any wholesale purchaser or 
shipper of or dealer in products of agricul
ture, the forest, quarry and mine, or the sea, 
lakes and rivers, or to any wholesale pur
chaser or shipper of or dealer in live stock 
or dead stock or the products thereof, upon 
the security of such products, or of such live 
stock or dead stock or the products thereof. 
(Section 88) 
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{

lend money to a farmer upon the security 
of his threshed grain grown upon the farm. 
(Section 88) 

lend money to any person engaged in busi
ness as a wholesale manufacturer of any 
goods, wares and merchandise, upon the ee
ourity of the goods, wares and merchandise 
mllnl,lfaotured by him, or procured for such 
manufllcture. (Section 88) 

{

lend money to the owner, tenant or ocoupier 
of land for the purchase of seed grain upon 
the security of any orop to be grown from 
such seed grain. (Section 88) 

lend money to a farmer and to any person 
engllged in stock raising upon the security of 
his live stock j provided however that such 
security shall not include and shall be 
deemed not to include any live stock which 
at the date of the coming into force of this 
Act is by any statutory enactment exempt 
from seilure under writs of execution. The 
provisions of subsection , of this section 
making live stock substituted for live stock 
removed subject to the security, shall apply 
to the live stork substituted by the farmer or 
other person engaged in stock raising. "Live 
Stock" for the purposes.of this section means 
horses and mares, bulls, cows, oxen, bullocks, 
steers, heifers and calves, sheep and swine 
and the offspring of any of such animals. 
(Section 88) 

NIIOATIVII PBOVIBlONII 

A charterfd bank may not, enep~ as authoriaed by the Act, 
direetly or indireetly: 
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{

deal in the buying or selling, or bartering of 
goods, wares and merchandise, or engage or 
be engaged in any trade or business whatso
ever. (Section 75) 

{

purchase, or deal in, or lend money, or make 
advances upon the security or pledge of any 
share of its own capital stock, or of the capi
tal stock of any bank. (Section 75) 

lend money or make advances upon the se
curity, mortgage or hypothecation of any 
lands, tenements or immovable property, or 
of any ships or other vessels, or upon the 
security of any goods, wares and merchan-
dise. (Section 75) 

lend to or on the security of the general man
ager, assistant general manager, branch man
ager, or any officer, clerk or servant of the 
bank without the approval of the directors 
any amount or amounts exceeding in the ag
gregate one thousand dollars. (Section 75) 

lend to or on the security of the general man
ager, assistant general manager, branch man
ager, or any officer, clerk or servant of the 
bank any amount or· amounts exceeding in 
the aggregate ten thousand dollars. (Sec
tion 75) 

lend money or make advances in excess of 
ten per cent of its paid-Up capital to a direc
tor of the bank or to any company or /lOr-
poration in which the president, general 
manager or a director of the bank is a part
ner or shareholder, as the case may be, with
out the approval of two-thirds of the direc-
tors present at a regular meeting, or meeting 
specially called for the purpose, of the 
board.'" 

110 The Canadian Ia", d""" Dot limit the amount which may be IC>IUII!d 
to 1lIIY one inten!8t. Mr. H. C. McLeod in 1913 ouqeoted &II a limit 26~ 
01 """ital. MiA_ oj Procudinga, BvidnDe, ele., 1913, p. Ill. 
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LoAN DEPoslT RATIo. The monthly returns list under ten 
categories the loans of the chartered banks. The most im~ 
portant and the one whioh includes the bulk of the commeroial 
loans in Canada is that headed, II Other oUlTent loans and dis
counts in Canada." On July 31, 1926, this amounted to 'nearly 
942 millions of dollars whioh was equal to less than half of the de
mand and time deposits of the banks. Even total loans were 
oonsiderably less. Twenty-five years ago the reverse was true, 
total loans were then larger than deposits. The difference was 
contributed from the capital funds of the banks. But in the 
meantime, as indicated in the following chart, deposits have 
grown and, especially since 1913, much more rapidly than loans. ... 
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Though for the entire banking system, deposits are greater thaD 
loans, in many ~tions the opposite is true. n is one of the 
marked advantages of a nation-wide system of bnulebee tha~ a 
llhiftina of funds may take place from those puts where there ill 

.n Sounle of dala: B.- 0/ aM CMrcerwoI .... 
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an excess of deposits, where deposits are not absorbed entirely 
by local credit needs, to rapidly developing sections, standing in 
great need ·of credit and unable to be self-financing. This is one 
of the admirable qualities of the Canadian banking system and 
has meant much as a factor in the development of the grain Prov
inces. To some extent funds are shifted about in the United 
States and yet in a relatively crude cumbersome fashion when 
compared with the ease in the mobility of funds in Canada. Com
mercial paper houses m and note brokers help to bring about a 
sectional mobility of funds in the United States and have been 
an important factor in making the unit banlting system work. 
Then, again, interior banks borrow from their correspondents in 
the East or in large centers or from the Federal Reserve Banks to 
meet seasonal and on occasion cyclic needs. But the borrowing 
unit banks can not be financed continuously to meet the con
stantly growing needs of a developing community, as may the 
branches of the banks in Western Canada whose loans may for 
a long period exceed deposits. Branch banking then serves best 
new sections and would be a real benefit, if properly controlled 
and ~hpervised, to many parts of the United States. To an old, 
relatively wealthy, and long-established community as is the 
State of Massachusetts, it would be of little value. The local 
loan demand is small and not sufficient to absorb the funds of the 
banks which place their excess resources in bonds'" or commer
cial paper, thus making for a diversification of risk. With a 
nation-wide system of branches. these excess funds could be 
shifted West.. . 

The financing of less developed regions in Canada through a 
shifting about of banking resources was touched on by Mr. C. E. 
Neill in his testimony before the Committee on Banking and Com
merce in 1924 in which he indicated that the excess resources of 
British Columbia and the Maritime Provinces are utilized by the 
Prairie Provinces: ~" 

Ifl Only ocCasionally do the note brokers operate in Canada. in the main 
a busin .... man relies for his funds entirely on one bank. Minula 0/ P
ceedinfP, Eviden«, ele., 1913, pp. 171 and 311 . 

• TI In the past in corporate and municipal aeeuriti .. of which there baa 
been an abundance eoincident with America'. rapid development. In the 
future these exCelll funds will be inveoted probably to a I ....... extent in 
foreign oecuriti... 1fO p. 266. 
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Q. Would you say whether there is any comparison liS to de
positors in any given district - say my own province of British 
Columbia-as to the difference between the loans and deposits? 

A. 1 should 8ay that in British Columbia the deposits are 
higher than the loans. 

• • • 
Q. 1 cited British Columbia not because I lived there but 

merQly as a unit. How about the other three western provinces? 
How will the loans and deposits compare? - A.' 1 think in the 
Middle West the people have a larger proportion of loans than any 
other district. 

Q. As oompared with their deposits? - Yes, 1 think they have 
received much the most liberal treatment. 

By Mr. Hanson: 
Q. How about the Maritime Provinces?-A. Of course, the 

Maritime Provinces are really more of a depositing centre than 
a loan center. 

In his testimony in 1913 Sir Edmund Walker revealed that at the 
122 western branohes of the Canadian Bank of Commerce, in the 
Prairie Provinres, farmers' deposits amounted to $2,869,926 and 
loans to farmers amounted to $13,035,784, or nearly five times as 
much.'" At the same hearings Mr. H. O. Powell, as the result of 
banking eJ.'Jl8l'ience in both the Dakotas and Canada, declared 
that farmer borrowers got practically twice as much credit from 
the banks in the Dominion.'" By way of summary, the deVelop
ment of the Canadian West has been made possible through the 
bank deposits of other sections. Funds have been shifted to 
points of greatest need and incidentally the resourees of the banks 
have been greatly diversified. The risk has been distributed.'" 

LoANs TO DlI'ECI'ORS. For some yeare the returns of the char
tered banks have given data regarding the amount of loans made 
to directurs and to firms in which they were partners. Such data 
IU'II important since banks are prone to succumb to the temptation 

... Ala.... o/Pr" I , ... ,... B_1' F, ... 181S, Po 48l. See .... Po m . 

... Ibid., Po aa.. 
In See Pro", j' r 01 CAe &*' &..fitIt Ca '11 .... B.dis, .... 

Co_ 111:13, Po "t. 
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of lending an undue amount in this fashion. The amount of such 
loans and the per cent they bear to the total of call and other cur
rent loans and discounts in Canada are given in the following 
table. The per cent of such loans is not as large today as in 
1900.118 
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Sir Edmund Walker made the following rather pertinent obser
vations relative to directors' loans: ... 

The matter of loans to directors has always been a difficult ques
tion, for which no more satisfactory solution has been found than 
to permit comparative freedom, except that in the monthly return 
the aggregats of loans to directors must be shown. ••• Two 
points in this connection are clear. If a bank has a board con
sisting entirely of directors who do not borrow, it runs great risk 

ITO Source of data: R.w"" 01 !he C1uJrteTed Bcmh . 
... Canadian Bartkmv. by Sir Edmund Walker, pp. 1~18. 
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of not being in touch with the active business community; be
oause until Canada is a much richer country, the business men still 
in the prime of life are likely to be borrowers. On the other hand, 
as long as direotors are allowed to borrow from the bank at whose 
board they have a seat, there will be losses, and, occasionally, 
losses not justifiable. 

SHA1IE8 01' AND LoANS TO CoNTROLLED COMPANIES. Since 
Ootober, 1923, the ownership of the shares of, and the loans to, 
oontrolled oompanies have been included in the returns. The 
totals for the three largest banke and for all are shown in the 

. following ohart. 110 At the present time, the only banke which 
have suoh loans or shares are Montreal, Commerce, and Royal.'11 
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CALL AND SHORT LouIs. While the chartered banks make 
wha~ are termed oall loans in Canada, there is in fact. no trua 
call market. in the Dominion. As the accompanying chart indi
cates, there are now but UO millions of dollars on call in Canada 
which makes for a restricted, inelastic and non-resilient market.. 

•• Sour... of cia .. : R._ 0/1A. CINrInN Bna. 
... ~ the danpr of alritia\Jed w.ituli .... _ Mr. H. C. McLeod .. 

-'m...., ill 1811. p. l*). 
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Should any single hank call its loans, the market woulcl~ ~~. fD 
into. a panic and for that reason some of the barlkt do notlow 
such loans in the call column. From 1920, the peak of the' m' 
p~ri?d, to 1923, the total of these loans decijneq, i~ ,)DIy tw,t:nty 
mllhon dollars.'·' '\, t~. . 
. The totals of the call loans elsewhere ani ~o'w. ~~out 100 mil

lion dollars greater than call loans in Canada. I Tll~ are fo~ ,the 
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most part placed on the New York market and can readily be 
called owing to the breadth of the market and its ability to rely 
indirectiy on the credit elasticity of the Reserve System. All but 
a small percentage of these loaDS are placed by the " big four" and 
at that, the bulk by the Bank of Montreal, as reserve against 
the Dominion deposits. The Canadian banks have been criticized 
for placing their funds on call in New York and so, claim the 
critics, of depriving legitimate industry, agriculture, and commerce 
of needed funds. But as the Canadian banks point out the New 
York market, in the absence of a call loan or discount market in 
Canadl4 is used as a depository of surplus funds, of a portion 

182 Sourne of data: 'Ret..,... 0/ 1M Cloartered Bank.. On oevera! ....... 
mODS, of CO""",, Canadien banks could Dot call their 1011IIII iD the New York 
call 10IU1 market. . 
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of the reserves of the chartered banks which are withdrawn with
out hesitation in case of need. lOa Sir Edmund Walker traced the 
origin and historical development of this practice in testifying 
in 1923."' 

Q. I have just a few questiollll I would like to ask. The stat&o 
ment I am referring to is dated February, which is oharacteristio 
I think of most of the bank statements. I wish to ask you, Sir 

Ui~----------r---------~----------~ 

• 
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Tu. c.u. AND SaaRI" LoANS I'LA<a ~ "BAN IN Cut .... 
• " Ca..- B.ula 

Edmund, to give • clear, frank expression, as you ba\"e so kindly 
done, in most instances, to the necessity for loaning on call loan, 
elsewhere than in Canada the 8um of $181,000,000, and other 
loans, $165,000,000 or a total of $M7,OOO,OOO; the necessity for 
that and also at the same time would you not consider ibat. 

... ~ the ...u loaDS .m-d which IQhl be lIDIIIIidetecl .. put 
of \beir n..t'YM, the bonks fn-queIltlv have 1_ ~ .posita dwl 
Iaaaa. See JI __ oj Pro ,. ............ .-- wk~ 1913, pp. leo. 161 ud 
5311. ODe _ for the iDtnuiD(r UDOUIl' of foreip ...u Ioeao of ..... 
CUadiua bub baa tao.... .... fa ......... baIaDce of 1be ..... of .... 
Domiaiaa. 

... "",,uri' flO 0/ cAe &Iod 81 t'" C ...... , ..... Bad';'-. _ C _ 
_ • 1933, P. 5D. 
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the withdrawal of part of that call loan for instance and its use in 
Canada at this time might have a beneficial effect on Canadian 
business? - A. I think you did not quote the deposits in foreign 
countries. 

<Q. I did not. The deposits I might say are $325,000,000. The 
foans are $347,000,000. - A. So.that there is $20,000,000 we have 
to deal with. A very small reserve surely for the Canadian 
business. 

Q. The reason I asked that question is this. Frankly it haa 
been a criticism in my mind, and I know it is in the minds of a 
great many others that perhaps the Canadian bankers might 
bring, for the present rather stringent period, some of this money 
back to Canada, and I think it would be well for the bankers to 
make a frank statement on the subject. - A. In the first place 
it is not a stringent period in that sense. The banks of Canada 
have plenty of money to lend; it is the quality of the security and 
the condition of business, and the volume of it that is the diffi
culty. Money is not stringent. So far as the question of carry
ing our reserves in New York is concerned, the practice is older 
than 'Confederation, it goes back to the sixties, when there used 
to be bitter complaints in Ontario that the Bank of Montreal 
would lend its money in New York but would not lend to the On
tario farmers and merchants. It has come up regularly and been 
answered just as regularly over and over again. Canada has been 
saved almost every time when there has been a serious panic in 
the United States by our ability to withdraw from New Yark our 
balances there to serve our people at home. Saved in '93, saved in 
'97, saved many, many times. The amount in New York must be 
added to the cash reserves in Canada, and then you must consider 
whether those reserves as a whole are too much for the volume 
of business. But when we have times like the present, it is not 
that the banks have money to lend, it is that the people have not 
the transactions to offer to the bank that are suitable for good 
loans. 

LoANs TO GOVERNMENTAL AUTHORITIES. The loans to govern
mental authorities have on the whole constituted a small propor
tion of the total loans of the chartered banks, as the next chari 
shows. It is interesting that loans to cities, towns, municipalities, 
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and school districts have constituted the hulk of the loans and 
that loans to the Dominioll have been few and far between. lSI 
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OVUDUIl DEBTS. The retume of the chartered banks have for 
many years carried all item known as .. overdue debts" the 
meaning of which Ulltil the revision of 1923 was left to the judg
ment of each bankl'l'. At that time the phrase .. non-current 
loans, estimated lose provided for" was 8UbetitUteci (section 113) 
and this was carefully and minutely defined in the Bank Act. 
From the chart on p. f20 it is interesting to obeeml the re
lation of overdue debts to fluctuations in busineee conditions. 
This item was largest in the depreesion years of 1908 and 1923 
and smallest in the boom times of 1906 and 11119.'· 

SBcTroN 88. One of the most interesting featuree in the Cana
dian Bank Art is the 8pet'ial protection acoorded banks in the 
making of oortain typell of loans by the quite famous section 88, 
of the Bank Aet, as eupplemented and enlarged by Section 89. 
A bank in making loans to -wholesalers, purebasers or shippers .. 
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of or dealers in the products of " agriculture, the forest, quarry 
and mine, or the sea, lakes and rivers, or to any wholesale pur
chaser or shipper of or dealer in live stock or dead stock or the 
products thereof," or to a farmer upon the security of his threshed 
grain, or to any person engaged in busipess as a wholes~le manu
facturer of any goods, wares and merchandise may acquire special 
protection'" or security by virtue of which the same legal rights 
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are acquired as would have been obtained by a warehouse re
ceipt. In other words, a bank acquires by reason of these pro
visions a first and preferential lien , .. upon products handled by 
wholesale pu,rchasers, shippers, dealers or manufacturers through 
the various processes of trade and manufacture. The banker 
becomes for all practical purposes sort of a silent partner in busi-

'87 See Schedule C of Act. 
, .. Secondary, however, 10 """'" and oa/ari ... owiDg for a period not 

exceeding three months. 
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ness and agriculture."· The borrower is in no way embarrassed 
for he has the same right to bllY and sell as he would were he 
under no ohligation to the bank. If he should adopt a policy of 
whioh the lending bank disapproved, the banker might take imme
diate possession of his stock of goods. A bank's lien upon property 
acoepted as seourity for a loan, under section 88, is superior to 
that of any unpaid vender unless the vender-'s claim was known 
to the bank when it accepted the goods as security. Further, in 
case goods, upon the security of which ~oney has been loaned, are 
removed and other products substituted, the bank shall acquire 
the same rights in respeot to these as it had in respect to the 
original commodities. These provisions have oontributed greatly 
te the strength of the assets of the Canadian banks, for banks 
which advance funds in this fashion have a prior claim upon the 
goods loaned upon as they are fahrioated or as they come and 
go in the oourse of trade. 

The reason for section 88, a provision peouliar, with the excep
tion of Newfoundland, to the Canadian Bank Act, was explained 
at Bome length by Sir Edmund Walker in the 1923 hearings: .10 

Referring to 88, in the early days in this country where the 
lumbennan and the mover of any kind of our early products 
needed help from the bank, he had capital very small indeed in 
proportion to his requirements. He could himself be a bailee. 
He could issue a warehouse receipt himself. There were several 
different things on whit'h you could take a lien for a bank, but it 
was illogical, and did not go- far enough. We framed section 88 
in order that the manufat'turer in Canada or the man who was 
taking out a raw product of any kind or was moving wheat to 
the market, partioularly wheat to a flour mill. could borrow from 
the bank without endorsers or anything of that kind, by pledg
ing the material to the bank. It was based upon the idea that in 
the overwhelming bulk of the _ cash is paid for the raw ma
terial, and ca..qb is paid for the labour, and no injustice eould be 
done to an.yone in cases of that sort. 

"0 s... B ....... 01 Carom ..... Dt-ba_ 1913. pp. ZIS7. :1191 :N98, and )lift
", .. 01 ,.,.,. •• di-. E • .., ....... • 'r .. 1913. pp. to'I. 01 aDd 571 . 

.. 0 """.odia .. 01 lit. &Ifti & ...... C.....,;, ....... ~.." C ...... 
....... 1933, pp. ~ Soe .... )liA-. 1'1, 118_ Jr ....... -ee.. 
1913, p. lISO. 
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Mr. Beaudry Leman, General-Manager of the Banque d'Hoche
laga, warmly defended this section in the same hearings as having 
rendered oonsiderable and valuable service to the country: 181 

As far as we are concerned the operations of section 88 are 
concerned mostly with lumbering operations, with the lumber, 
paper, pulp industries, where the large advances which are neces
sary almost every year for the lumbering operations are covered 
by a security tinder section 88: aside from that we have had 
some experience in the shoe industry, making advances on the 
raw materials used in the manufacture of shoes. Personally, I 
believe the great majority of all manufacturers and all the busi
ness community are honest men, and they have used section 88 
as it was intended by Parliament; when they have obtained from 
the banks money on the security of those raw materials, they 
have paid both their labour to secure the raw materials or other 
manufacturers who were producers of those raw materials. . . • 
We must realize that the accumulated wealth in this country is 
not ~~ large as it is in other communities, and that a great many 
of our concerns, particularly of the smaller sort, start out in busi
ness, in a very legitimate business, with a small or relatively ilmall 
margin of working capital and this has enabled the banks to go 
and help them along the line of developing production, particu
larly our great natural resources. 

And to quote one more witness, Sir Frederick Williams-Taylor 
declared flatly that Canada's development was due to a consid
erable extent to this provision: , .. 

Section 88 of the Bank Act, which is the section you refer to, 
was enacted a great many years ago; it was conceived not in the 
interests of the banks, but in the interests of a community where 
the amount of accumulated wealth was naturally small, this be
ing a new country, and it was a very ingenious and excellent oon
ception, and the benefits that have accrued to this country in 
consequence of it are in my opinion and the opinion of all the 

,., Procudi1tf1. 0/ 1M BelBc& BImtdirag Camilli/tee 011 Banking <md C_ 
merce, 1923, p. G36. 

10' Ibid., pp. 328-329. 
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bankers in Canada, and I think the ·great bulk of the com
munity who have to do with section 88, quite incalculable. 
It would be quite impossible for Canada to have developed in 
the way that Canada has developed without section 88. May 
I give you an illustration, Mr. Woodsworth, because this is 
an important matter and I would like to say a word or two 
about it. 

An individual or group of individuals have a capital of, say, a 
million dollars, and they desire to go into a manufacturing busi
ness of some nature or other. It is necessary for the conduct of 
that business that they should have premises. They put $750,000 
of their oapital into their plant, leaving them with $250,000 of 
working capital. Now the amount of money that could be bor
rowed from a bank, without section 88, would be in strict keeping 
with their working capital, a bank might loan a similar amount, 
say $250,000 more i so that with their own $250,000 and the 
$250,000 provided by the bank, the company would have $500,000 
of working capital at its disposal with which to operate a plant 
that cost $750,000. Now under the wise provision of section 88, 
which gives a bank a lirst lien on this security, provided the 
money is advanced at the time - and that is a very important 
feature, a bank cannot take a security receipt exeept against a 
loan made conourrently. Now as I say under this wise section 
88, a bank can take a first lien on the goods of the manufacturer, 
and it enables the bank to lend the manufacturer, not $250,000 
but poesibly three times that amount, and thus enables the manu
facturer with a limited amount of working t'apital, to treble hie 
turnover and earn dividends in keeping with the amount of 
money invested in his plant. 

In the 1923 revision it was provided (secti~ 88a) that borrow
ings under section 88 should be registered to give due warning to 

\

all other creditors of the bank's prior liea. It was pointed out 
by witnesses appearing before the Banking and Commerte Com
mittee that the creditors of an insolvent individual or firm were 
not given sufficient protection in view of the preferential lien of a 
bank and that ach'aDtage was taken of this seetion by unscrupu-
lous traders who would pUft'hase goods on credit and then borrow 
on the security of th_ from banks under this section. One of the 
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witnesses who laid particular stress on the necessity of registra
tion was Mr. H. T. Tulloch, representing various Chambers of 
Commerce in England. He cited several cases as illustrative of 
the hardships imposed on British firms by reason of this pro

. vision. One of the cases which he cited follows: lOa 

This is a shipment of goods that was made in November, the 
order was placed in November, 1919, and the goods were shipped 
over various periods; the total amount of the goods was £2,807; 
no payments were ever received, nor any complaints, but the cus
tomer wrote in September, 1920, stating that the goods were im
perfect, and he consequently refused to accept them, and they 
were left in his premises at the English firm's disposal, and would 
they please give forwarding instructions. Owing to some mis
chance that letter went astray and it was returned to the Cana
dian firm. The agent of the English firm got in touch with the 
Canadian firm and agreed to the return of these goods, stating 
that he would give an address in Montreal to which the goods 
could be delivered on their account. On calling the next day to 
give this address, our agent learned that after his departure the 
previous day the bank had foreclosed, and refused to part with 
the goods. Our agent immediately interviewed his lawyers, who 
advised him that as the goods were only transiently in possession 
of the holder they would undoubtedly be handed over as soon 
as the bank had ascerta1ned which goods in the premises belonged 
to the estate, and which did not; and he need have no misgivings. 
After the inventory was taken the bank claimed that the goods, 
of which fifty pieces were in the customer's warehouse and 
twenty-five pieces still remained in bond, were part of the estate, 
and refused to release them. Eventually the matter went to court 
and judgment was given in January, 1921, against us; so that the 
goods were entirely lost to us, and in addition we had to pay the 
legal expense. The estate is bankrupt, and there is no dividend 
for any creditor excepting the bank. We believed we had a clear 
case. Under the Canadian law we lost it; and this experience 
naturally had an adverse influence on our later settlement with 
the Canadian customers. 

10. Proceedifll/' of lhe &lect Standifll/ Committee Oft Banlcifll/ ond Com
merce, 1923, pp. 189-190. 
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The witness then explained that as Canadian firma were not 
strong enough to pay for imports in cash against documents and 
that as at least 60 days credit had to be given,'·' the registration 
of suoh loans should be required to protect British firms against 
unscrupulous traders. Much the same opinion was held by Mr. 
Fielding, the Minister of Finance, who explained to the Com
mittee the need for the registration of the $200,000,000 of loane 
outstanding under this section: ... 

The purpose was to give a warning; any man who wants to make 
use of that can do so. It will be no mark of discredit to be regis
tered under that act; the biggest concerns in Canada will do it. 
This is not only a Bradford matter; there are Canadiane who have 
complained bitterly of this priority given to the banks. Many 
Canadian citilens have complained bitterly over the bank having 
that priority. Now, what we do is simply to say that anybody 
trading under that shall register, and the world shall know it. 
If, in the face of that, they want to lend money, they can go on 
and do it, but they get the warning. 

In the Act as adopted it was provided that any person in
tending to give a bank security under the provisions of section 88 
must register notice of such intent (which shall be deemed notice 
in respect of all securities taken by the bank from such person 
during the period of three years after date of registration) in the 
office of the Assistant Receiver General in the province in which 
the place of business, nr prinripai place of business nr residence 
of the person is situated. Anyone, upon the payment of certain 
fees, is given the right of ins~ting the registration boOks. 

ACCEPTAI«'IIS. The lllJ'ger chartered banks have fnr many years 

\

been actively engaged in the financing of foreign trade and have 
been active participants in the foreign exchange market. At one 
time they were among the heaviest traders in sterling in Nnrth 
AmeriC6. In fact it is stated that prior to the Civil War, the 
&g1!'uey of the Bank of Montreal in New York along with Brown 

'M I'ro<~ oj 1M 8eled SI.."... Co ',e.. .. Bel;h, .... c _ 
_ ...... 19:13, P. 194. 

... lINd, pp. 813 and 101. See .... J __ 0/ Cr &. ""'" ~ A_ 
cia""", M.,. ... d October, 18M, ..,d rile M...,. ra- cr-to). Vol. 
"p.D. 
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Brothers was the dominating factor in the sterling market. To
day, as indicated elsewhere, the Canadian banks have established 
branches or agencies in many parts of the world, their interna
tional connections are most extensive and their foreign operations 
are of considerable prominence. In the volume of transactions, 
the Royal Bank occupies the premier position, followed by Com
merce, Montreal, and Nova Scotia.1OO The extent to which the 
Canadian banks engage in the financing of foreign trade is re
flected in the accompanying chart which gives as of the last bank
ing day in December of each year since 1913 (the first year this 
item was included in the returns) the amount of acceptances out
standing issued under letters of credit. Since the amount of bills 
of exchange which a member bank in the United States may ac
cept is directly proportionate to capital and surplus, the relation 
of these items is also shown. Though no definite ratio is stipu
lated. by Canadian law, but as will be noted, the ratio of accept
ances to paid-up capital and sUlJ>lus has fluctuated from 7% to 
as high as 49% fO' ' 
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INVESTMENTS. Though the chartered banks are primarily com
mercial institutions, a considerable, and a steadily increasing 
amount of their funds is being placed in bond investments, which 

10 The Jette1'\l of credit are now customarily iBIed in doIIans rather &ban 
in sterling by ......,n of changed trade conditions. 

101 Bouroe of data: Bd"",, o/1Ae CIImWred BanJo.. 
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amount at the present time to about one-fifth of their total re
suurces. This is about equal to tbe ratio of the investmente to tbe 
assete of National Banks. The returns of the banks divide their 
security holdings into three categories: (1) Dominion and Provin
cial Government securities, (2) Canadian municipal securities and 
British or Colonial public securities (other than Canadian), and 
(3) railway and other bonds, debentures and stocks.tII Fluctua
tions in these are shown in the accompanying chart: 101 
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INVll8TNZNT-LoAN RATIO. In the next chart total loans and 
investments are l'ODlpared, ae well ae the ratio between these two 
seriee. From 1900 to 1913 loans were increasing at a more rapid 
rate than investments, but eoinddent witli, war financing the 
latter grew rapidly, attaining the relative highest point in 1917. 
FollowiDl this there wae • decline in the ratio continuing until 
1922 with a subsequent increase which is probably due to changes 
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publioh • list or it.a in_MlIa, ....... ti<e whioll bad t-.. followed by \he 
Bu>k or Nova Sootit.. (Aliouot .. 01 "'_odl

o

_ -..we-. etC; 1813, 
P. nOo) 

... Tho ..... hoIdiDp in 1810 __ due to ... IoaDa. Semritiel __ 
padually puood OIl to tho inYMon. Souree of doD.: R.- oJ 1M C ..... 
....... Baa. Data .. of a. Muki ... cIo.Y in July or ...,., 7"U. 



428 ASSET ITEMS 

which have taken place in methods of domestic financing. The 
larger businesses, by reason of the current practice of " hand-to
mouth" buying have been less dependent on bank loans. This 
lessened demand for credit released a portion of the banks' re
sources which have been placed in investments or on the call loan 
market of,New York.··o 
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• 
BANK PREMISES. Considerable criticism has been directed at 

the chartered banks for their very heavy investments in their 
premises. Statements to this effect were made in the 1913 hear
ings and de.hates on the Bank Act and again in 1923. That a 
larger per cent of the resources of the hanks is now invested in 
bank premises than at the beginning of the century is clearly 
shown in the accompanying chart. In 1900 bank premises repre-

- Bee article by J. Courtland Elliott in The Annali." January 14, 1927, 
pp. 57~. Source of data: Ret ...... 0/ tM CharleTed Banb. 
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sented 1.2% of total assets, whereas in 1925 they represented 2.6 
per cent. 

In his testimony in 1923 Sir Edmund Walker explained the 
growth of this item in terms of the Western expansion of his in
stitution. Before 1900, he said, the policy of his bank was to rent 
offices in all moderately-sized towns and to own only in large 
cities. However, when the bank expanded to the West, it was 
found that there were no landlords, that offices had to be built. 
Some were even constructed in British Columbia in sections and 
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earri!'d on trains to the prairies. 10. In its annual report for 
1924 ... the Royal Bank defend!'d as quite net'eSSlU'y the invest-: 
ments in buildings in order to have eom'elliently located buildings 
of adequate Bie. Be that as it may, the investments in bank 
premises seem unduly high. As. pereentsge of paid-up eapital 
and surplus, bank premises amount to almost 30 per eent.'" In 

... Pm< ... .,. o/IAe Soled S/aRdUot C __ cc .. .. Ba ....... c_ 
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1890. bank premises amounted to but 5.11 % of paid-up capital 
and surplus; in 1900, to 6.39%; in 1910, to 13.72%; in 1920, to 
23.13%. The growth is an unfortunate and unhealthy tendency. 
Not alone is it questionable to have about one-third of capital 
and surplus represented in bank premises, but in some cases these 
have not been written down as rapidly as desirable. Bank prem
ises should, according to an eminent Canadian banker, be written 
down by at least one sixth each year ... • 

REsERVES. To the banker in the United States the term reserve 
has a strictly legal connotation, the size of the deposit which he, if 
his institution is a member of the Federal Reserve System, must 
maintain with the Reserve Bank. The chartered banks, on the 
other hand, are not required by law to maintain fixed or definite 
reserves against deposits. The legal concept of reserve is for
eign to bankers in the Dominion. Nevertheless, they do have a 
most clear economic concept of the necessity of holding reserves 
and of the most liquid or realizable constituents. Jhe Canadian 
banker thinks of his reserve as being composed of: 

(1) Cash on hand. This amounts usually to 10% or more of 
net liabilities, but as the chart on p. 434 indicates has 
fluctuated all the wal from 7.9 to 15.4 per cent. 

(2) Deposits with banks in foreign countries. 
(3) Call loans iIi New York and London. 
(4) Securities and commercial paper. 

CASH ON IIAND. The cash holdings are not concentrated in one 
location, but are distributed by the banks among those branches 
where the need will be greatest and particularly where clearing 
hOuse settlements are apt to be largest. In testifying before repre
sentatives of the National Monetary Commission, Mr. Coulson, a 
Canadian banker, declared that there was an understanding 
among members of the Bankers' Association that they were to 
maintsin in' cash an amount equal to 15% - he probably meant 
of deposits, though this was not 'made clear ... • While the amount 
of cash reserve required to be held is not stipulated, by section 60 
of the Bank Act it is provided that each chartered bank must hold 

IO. H. C. McLeod. 
IO. Interview 1m the.Banking and Cvrr_ s".tem. 0/ CtIII4d4, pp. 41-44. 
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Dominion notes to the extent of 40ro of such cash reserves as are 
maintained in Canada. The reason for this provision was ex
plained by Sir Edmund Walker in testifying in 1913 as follows: ••• 

English and Amerioan bankers often ask why the Act contains 
this 40 per cent provision. It is a thing that was put into the 
Act at the time of Confederation because Nova Scotia and Old 
Canada had issued legal tender notes. They amounted to less 
than 15,000,000, but the new Dominion of Canada was so poor 
that it could not afford to pay them off. So it also began the 
issue of legal tender money - not secured, or only partially 
secured, by gold - and in order to force the banks to carry these 
legal tenders, they put into the Bank Act a provision that what
ever reserves the bank carried 40 per cent must be in legal ten
der notes. That provision ought to come out of the Act because 
it has no longer any significance. lOY 

Q. Does the provision serve any purpose today?-A. It does 
not serve any good purpose • 

. Ona interesting feature of the chart at the top of the next page, 
&howing the constituent parts of the cash holdings of the chartered 
banks, is the increase in recent years of holdings of United States 
and foreign currencies: 

DBPOSl'I18 AS REsEaVll:9. The volume of deposits due the ebllJ'
tared banks from foreign banks are represented in the chart at 
the bottom of the next page. The amount on deposits now with 
banks in the United Kingdom amounts to only 15')(, of the total. 
The remainder is held mainly in banks in the United States. The 
close et'OIIomic ties between the two countries would be one factor 
aocounting for the greater proportion of deposits in New York. 
Another is that from 1914 until April of 1925 England was on the 
paper basis while the United States maintained a free gold mllJ'
kat. - The bulk of the deposits held in England by the chartered 
banks are those of the Bank of Montreal.-
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CALL LOANS. Since there is no money market in Canada 21. the 
banks there rely on the money markets in London and New York, 
but principally upon the latter's call loan and acceptance mar
kets. The fact that rates in the New York call loan market 

.. 
~ 

.! 
"0 a ... 
0 .. c 
0 

~. 

125 

100 

15 

50 

25 -------
0 
1900 1910 1920 I9:lO 

VOLUME or THE FUNDS or 'nR CRARI'E8PJ) BAND P1Acm ON' 

DEPOIIrr Wlra FOIIBJON aur"" 

110. See inUnMlDII .... !he Btmkifll/ tmd Curr_ Bl/lle_ 0/ Corwul6, 
p. 127. See p. 291 of thia chapter. 



INVESTMENTS 488 

usually rule above rates on call in London and that gold ship
ments may be made more quickly and easily from there to 
Canada are among the reasons accounting for the practice of 
holding the bulk of such loans in New York.'" As would be ex
pected the call loans of the Canadian banks exhibit seasonal 
fluctuations corresponding roughly to the seasonal credit require
ments of agriculture. The following index of seasonal variation 
was based on monthly data from 1913 to 1926: 

AdjWlted Index of SellllOnal Variation of Call and Short Laona Elsewhere 
than in Canada 

Month Index Month Index 
Jan ............ 94.8 July .......... 99.' 
Feb. .. ........ 100.8 Aug. .. ........ 88.3 
Moh ........... 101.8 Sept ........... 91.4 
Apr. .. ........ 103.0 Oct. .. ........ 95.4 
Moy .......... 104.2 Nov ........... 103.3 
Juno .......... 103.8 Doo ........... 97.8 

INVESTMENTS. The fourth earning asset considered as a re
serve is Investments in bonds and commercial paper. The prac
tice of the chartered banks of considering bonds as reeerve bll8 
been critici.ed on the score that these could not be readily sold in 
case of nero. For at a time when they most urgently require 
funds, the bond market might be depressed at home and abroad. 
Particularly 11'118 such tile case in the United Statee prior to the 
Reserve System when that country was visited periodically by 
panics rendering the sale of American bonds virtually impos
sible."" This condition has been remedied through the stabiliaing 
inftucnce of the Reserve System which has given greater security 
to the bond market and made bonds more readily salable or shift
able. As shown in the chart on p. 427 the bond holdings of the 
chartered banks dE't'lined only slightly in the years of depn!SSion 
between 1907 and 1908. On the other hand, from 1919-1920, there 
WIIS a greater dE't'line consi$ting largely of sales of Dominion and 
Pro\incial Go'l't'rnment _urities and Canadian municipals and 
repayments of short-term Treasury Bills. By way of summary, 
bonds do not constitute a particularly good s«'ondary ~'e, 
they are apt to be purchased when bond prices are hlgb, i.e., whea 
interest rates are low, when there is a limited commercial demand 

III lIIiII. P. IlL 
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for funds, and sold when bond prices are low, when interest rates 
are high, and when there is an intense demand for funds on the 
part oftrade and business.2" 

The following chart gives the per cent fluctuations in the vari
ous "reserves" held by the chartered banks. The amount due 
from foreign banks is not as large relatively as in the nineties, 
securities are much larger, casb somewhat larger, and call and 
short loans about the same.'" 

RlIsERVE POLICY. The reserve policy followed by the chartered 
banks was outlined by Sir John Aird, General Manager of the 
Canadian Bank of Commeree, in his testimony in 1923, which is 
inserted as .typifying more or less the official attitude of the 
banks: no 

"" In this connection Bee p. IY1 of Interview .... 1M Bankintl and Cur
_ 81/''''''' 01 Ctmoda. 

016 Source of data: Th. CtmtJd4 y ..... Book, 19'U, p. 8M. 
011 PToceeding. oj 1M Belut 81<mding CommiUH .... Bonking and C~ _ca. 1923, p. 348. 
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Q. In that oonnection what peroentage of your deposits does 
the bank keep on hand for present emergencies?-A. We have 
fifty per oent, - we think fifty per oent is a safe percentage and 
then we have our liquid reserves. In liquid reserves the first line 
of defense is your gold and legal tender; your second line of de
fense is your security in the way of Government bonds, provincial 
and municipal that you can sell on the market; your third which 
might possibly be made the seoond and the one which I have made 
second may be made third, are call loans in Toronto, Montreal, 
New York and London. A bank that is on a &afe basis should 
have anywhere from 40 to 60 per cent of this class of securities 
and cash. We think 50 per cent is fair. The Bank of Montreal 
have a little larger, being the Government bank; they have that 
percentage. 

With regard to the eame problem Sir Edmund Walker testified: ne 

Q. Can you tell me if any proportion of a bank's reserves are 
idle during the year? What proportion of reserves must you keep 
immediately availablet-A. WeU, we keep about from ten per 
cent to twelve per cent in actual cash; twenty to thirty per cent 
in quick loans, and forty to fifty per cent reasonably quickly got 
at. Not more than forty or fifty per cent of our money is lent 
out on time. 

In times of crises several methods are open to the Canadian 
banks desirous of improving their cash position. They may 
withdraw their call loans or deposits from abroad, may sell or 
borrow on their securities. and since 1914 have been able to borrow 
from the Government. Another method followed is that of selling 
commercial paper to nota brokers, which was d~ribed by Mr. H. 
O. Powell. General Manager of the Weyburn Security Bank in the 
1923 hearings.Il' Another policy the banks follow during crises 
to improve their cash position is that of instructing the managere 
in the larger centers to keep their loans well in hand and not to 
make further commitments. The loans in smaller plaCES are 
leli pretty much undisturbed."" Through adopting one or more 

... """. 1033. P. $74-

.n """. 1033. P. 406. 

.. I , ............... 1M ....... , ..... c.n- s,.c.-., c.a.M, p.17L 
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of these methods, the chartered banks have been able to weather 
successfully the crises through which the Dominion has passed. 
The record of her neighbor to the South is not nearly so satisfac
tory, for the United States prior to 1914 regularly suspended cash 
payments at times of crises though her per capita gold holdings 
were among the largest of any nation.'" 

AUDITS, EXAMINATIONS, AND RETURNS. One of the distinguish-

~
ing characteristics of banking in the United States is the periodic 
governmental examinations and inspections. These, in the case 
of National Banks, are expected to be made at least twice a year. 
n the case of many states, examinatioll6 are made as frequently 

and standards are quite as high if not superior. Even so it must 
be admitted, that in many states the examination staff is under
manned and poorly paid, and the character of the work poor. Nat 
only do the Comptroller of the Currency and state banking de
partments have the duty of examining banks under their control, 
but the Federal Reserve Banks may examine member banks and 
many clearing houses, since 1907 when ihe panic of that year 
reve8lled glaring weaknesses in bank policies, have also assumed 
this obligation. As a matter of interest, a national bank in New 
York City, assuming it is a member of the clearing house, would be 
examined by representatives of the Comptroller of the Currency, 
of the Federal Reserve Bank of New York, of the clearing house, 
and if it happened to have a trust department, that could also be 
examined by the state banking department of New York. As has 
been so frequently stated in this chapter, the reason accounting 
for the many examinations and the mechanistic standards of 
technique to which bankers in the United States must adjust their 
operations is the unit type of banking system, banks operated by 
persons, who have gained a monetary success in other lines, who 
are not bankers by tradition, and who often have little concept of 
the public nature of their profession. 

Until 1924, Government examination or inspection of banks 
did not exist in Canada though it had been advocated from time 

21. In one of his studies Prof. J. CourtJaad Elliott indicateo that the 
ratio of cash """,rvea will be determined by: 

(a) Structure of the banking 8)'8Iem. 
(b) Character of the liabilities. 
(c) Availability of aecondar)' ...... rv .... 
(d) The general e ..... omi. oituation. 
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to time. In oonsequence, however, of the failure of the Home 
Bank and of the Bcandalous nature of its operations, provisions 
were then inserted in the Aot providing for the appointment of an 
Inspector-General of Banks. 

Prior to the establishment of Government inspection, the Act 
required and in f aot still does require an audit under the direc
tion of the shareholders. The section requiring this had been 
inserted in the Act at the time of the 1913 revision as the result 
of the arousing of publio opinion by several prior bank failures 
and of the orystalliling of this sentiment by Mr. McLeod. It 
was hoped by some that the shareholders' audit would detect mis
management at the head office and so cut down the number of 
failures. But the provision did' not measure up to the anticipa
tions of the publio, and in consequence of the debacle of the Mer
chants Bank, it was rewritten and greatly strengthened in the 
1923 revision. 

In addition to the examinations conducted by the Inspector
General and by the shareholders' auditors, the branches are exam
ined by a stair of inspectors, sent out by the head office, who unan
nounced visit each branoh at least once a year. Upon their arrival 
the inspectors immediately count the cash on hand, balance the 
books, and verify every item appearing on the balance sheet .... 
A detailed report on every loan is made which is transmitted to the 
bead office along with the chief inspector's impressions of the man
agement of the hraneh. In bis testimony before the Banking and 
Commerce Committee in 1923, Sir Edmund Walker declared that 
it took the entire time of fifty highly trained and competent men 
to make the internal inspection of the Canadian Bank of Com
meree.tl:l 

THB BTRUOOLII POll THB SHAREHOLDERS', AUDIT. Before and 
during the hearings on the revision of the Bank Act in 1913, the 
chartered banks, aside from the Bank of No\ .. Scotia, vigorously 
op~ any form of external inspection and in fact rather re-:.\ 
luctantly accepted the audit provisions more as an escape from 
outside examinations than by.reason of any faith held. The Bank 

... For ............. , of this 1\)'8Iem. _.v~ 0/ ProCl,I· .... ..."...., 
.Ie., 1813, p. lMO. 

III See p. aul. In 1912 the Bank of Cammer.. _t 1102,'161. for the G

amma"OIl of iIB............ I'M A...n- Be_.1ie R ....... 1l1l3, Po 8M. 
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of Nova Scotia, itself, under the farsighted leadership of its 
General-Manager, Mr. H. C. McLeod, was a pioneer in advocacy 
of bank examination. In an address before the shareholders in 
1910, he,.indicated he was not satisfied with the then existing bank. 
ing conditions, that external inspection was needed, but would 
probably not be adopted in as much as all members of The Cana
diatf BaDkers' Association were most emphatically opposed. .. • 
The attitude of the bankers at that time was expressed in the 
testimony of Sir Edmund Walker in 1913, who declared that 
every nook and cranny of the bank was inspected by its own 
staff and that he did not believe in Government inspection, that 
it would not be useful, and he indicated that it had not been 
effective in the United States ... • 

This lethargic attitude was confined mainly to the banking 
community for the ideas advanced in favor 'Of external inspection 
bad found some acceptance among the public and by their parlia
mentary representatives. In response to this widely prevailing 
feeling the Government cabled Mr. McLeod, who, in the mean
time, .~ad retired from the Bank of Nova Scotia and was in Italy, 
to return and to present his views before the Committee on Bank. 
ing and Commerce to assist it with the drafting of the 1913 
revision. Upon returning he testified that the Finance Depart
ment had failed" to exercise effective control over the banks" and 
that the Government was extremely reluctant to assume any re
sponsibility lest this should be interpreted a8 an assumption of 
liabilities in the event of insolvency.... He suggested that the 
Finance Department might establish a bureau or Board of Bank 
Inspectors selected by the General Managers. ft. He criticized the 
proposals for a shareholders' audit contained in preliminary drafts 
of the Bank Act for not carefully stipulating the qualifications 
of the auditors, and for opening the way for the appointment of 

.. I Bee p.23. Sev ... t""Eighth ,A .... val Report, Bank of Nova &otis. In 
1913, Mr. McLeod declared he had been an advocate of be.Dk in8pection for 
nearly twenty ye&I8, that The Bankers' Association had been unanimcnWY 
oppoaed to such proposals and that at 10m. meetinga h. could Dot get • 
hearing. Minulea 01 l'Toceeding., EvidnIce, ole., 1913, pp. 144-145. Mr. 
McLeod, • to praetioe what h. preached," had had the Bank of Nova 
Scotia audited by chartered aeeountenlll from &otJand. 

o I .. Minulea oll'Toceoding., EvidnIce, .Ie. 1913, p. 500. 
II. Ibid., 1913, p. lOB . 
... Ibid. 1913, p. 110, 
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auditors who would be II dummies" of the General Manager. The 
inspectors should, he declared, examine each bank at least once a 
year, which inspection might possibly be confined simply to the 
head office. II. While he admitted that external inspectifjn could 
not by itself prevent all bank failures, yet it would have pre
vented such a bank as the Ontario from oontinuing in an ioDsol,vent 
oondition for 25 years and the Farmers' Bank from being estab
lished when everyone knew that, from its very inception, the 
bank was unsound and would ultimately fai!.D' 

The provisions as drafted did not provide for external inspec
tion but required instead a shareholders' audit without taking 
sufficient care to guarantee the proper qualification of the 
auditors. 

RmVISION 01' A vorr PROVISIONS IN 1923. The circumstances 
surrounding the debaole of the Merchants Bank led to a thorough
going revision of the shareholders' audit provisions in 1923. It 
had developed that the auditors had not made a careful valuation 
of the securities, loans, mortgages and hypothecs,'" and the only 
explanation of the auditors' failure (the auditors were two part
ners in the same firm) was that through long associations with the 
hank they had lost a proper perspective.- The feeling was gen
eral that thoroughgoing changes were necessary to prevent a 
~petition of such conditions. In the redrafting of the audit pro
visions, the proposals and amendments suggested by Mr. George 
Edwards were largely followed .... 

The rather obviously necessary provision wae added to the Act 
stipulating that the auditors &elected must be experienced and 
belong to an incorporated association of accountants. The wis
dom of this provision WlI8 borne out later when.it was revealed 
that the Home Bank had not heeD audited by a man who Wall 

either an accountant or who had had experience. At 

Then. in the eeeond place, it Wall providt'd that the audit should 
be made by two persons, not members of the same firm, one of .. ... M iroMIN 01 1"0 ......... BWW-. ale., 1913, p. 142. 

1ft Ibid.. 1913, p. 142. 
- ,..",..._.,. 01 dI. &led SIoadiIIf C_.uu.. .... Baa.., ..... c_ 
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whom should be replaced by another auditor after two years of 
service. The advantages from such an arrangement were de
scribed by Mr. George Edwards, a chartered accountant, in the 
following terms: ... 

A.further consideration of much value would be that an auditor 
might be replaced without exciting public alarm. Even under 
the proposal in the Bill that there shall be two auditors for a 
bank, each independent of the other, a proposal to refuse to one of 
them tJie reappointment he looks for might be a very dangerous 
thing. The periodical retirement of an auditor, under the statute, 
would obviate all these risks and afford corroborative evidence 
to the shareholders that their investment was sound. 

Another important change consisted in making more definite 
and inclusive the certificate which the auditors must sign upon 
completing their examination. So definite and precise was this 
that the auditors could not possibly plead any excuse for neglect~ 
to understand the full and true position of a bank ... • 

A provision which occasioned a considerable amount of 
comment and discussion was that prohibiting an auditor from 
accepting any retainer or undertaking. any employment on 
behalf of or at the instance of the bank whose accounts 
and operations were being scrutinized. Sir Edmund Walker 
had opposed this provision on the grOund that the usefulness 
of the auditors would be largely defeated and to know inti
mately tbe condition of the bank that they should be allowed 
to audit subsidiary realty companies or the affairs of large 
customers.... A chartered accountant, Mr. G. T. Clarkson, 
asserted that the adoption of this clause would compel 
his firm to withdraw from the field of bank auditing ... • 
It required, he said, a staff of twenty-five competent and 

l
highlY trained men a considerable amount of time to undertake a 
bank audit, which was a heavy piece of work and the direct re
muneration was so small that unless his firm were permitted to 

... Proceedifl/l' 0/ t1t.e Select SlmIdifl/l Committe. "" B""kifI/I aM C ...... 
_. 1923. p. 760. 

III Ibid .• 1924, pp. 7 and £I. 
ou Ibid .• 1923. p. 619 . 
... Ibid. 1923. pp. 726-728. 
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engage in other work on behalf of the bank that it would be com
pelled to take this aotion. Mr. George Edwards defended the 
provision on grounds of professional ethics, and explained that 
while an auditor oould not carry on special work for the particular 
bank whose affairs he was auditing this disability did not of course 
apply to the other chartered banks.'·o 

I 
Another change required the auditors to report to the General

Manager and to the direotors of the bank, whose business was 
being scrutinized, each loan in excess of 1 % of the paid-up 
capital of the bank which seemed inadequately secured and in 
general upon any transactions which appeared unsatisfactory. 
As explained by Mr. Edwards, the advantage of this was that it 
obliged the auditors to follow olosely and continuously the affairs 
of the bank: ,., 

. Subseotion 10 is a clause which is a very great advance upon 
the previous Act, in8Sllluch as it obligates the auditors to follow 
the oourse of business from time to time throughout the year. 
The previous audit clause permitted an auditor to attend twice 
a year for certain purposes, and if he satisfied himself once a year 
under the terms of the Act as it Illen stood, he had performed his 
duty; but under the present Act, an auditor has not performed his 
duty when he gees that far; he must go farther, and must examine 
the credits and the securities and report to the directors from time 
to time. Each auditor is responsible for doing that, and each 
auditor is responsible for informing each of the directors in writ
ing in the way prescribed by the Act as to the condition of those 
credits and anything respecting them with which he is not fully 
eetisfied. 

GoVDNNEN'l'INSPECTION. The suspension of the Home Bank 
on August 17, 1923, which followed closely upon the 1923 re
vision. was the immediate cause of the amendment assented to on 
July 19, 192 •• which provided for the examination of the char
tered banks by the Govermnent. Govermnent inspection bad re
ceived wide publicity through its advocacy on the part of Mr. H. 

- """"dUo,. 01 CAe SoIed.sc..m., c.....au.. ...... ...., c_ 
--. 1933, Po 765. 

II, Ibid., 19:H, Po T. 



442 BANK SUPERVISION 

C. McLeod in the first decade of the century. As stated above, he 
vigorously argued in favor of this before meetings of the Bankers' 
Association and before the House of Commons Committee in 
1913. The bankers were unalterably opposed then and again in 
1923 when the question was once more discussed. Thus Sir John 
Aird stated before the Committee that the Government did not 
have the ability, the efficiency, or the means to examine banks and 
that it would assume a responsibility in so doing of protecting 
the depositors against loss.288 As an illustration of the hostility 
of the bankers, in a pamphlet entitled "Banks and Banking" 
issued by the Canadian Bankers' Association in 1923, several 
pages were devoted in an effort to convince the public of the 
impossibility of Government inspection.··· In its annual report 
for November 30, 1923 ... • the Canadian Bank of Commerce 
stated that government inspection in other countries did not 
impress it fljovorably and that in the United States it had become 
a" factor imperilling the successful future of the National bank
ing system." In this whole question the bankers took a purely 
negati.ve attitude and in the opinion of The Monetary Timu'" 
lost a great opportunity to "suggest a workable scheme of 
government inspection, which would really inspect, and at 
the same time not interfere with the· free working of bank
ing operations." The government of the day was itself 
opposed, feeling that adequate protection was given the 
public by the redrafted audit provisions and that it was not 
wise to go further .. •• 

The opposition to Govenlment inspection vanished in thin air 
following the failure of the Home Bank. From that time on 
there was no argument over the merits of inspection. The dis
cussion centered around the methods to be followed and the pro
visions to be drafted. Upon the convening of Parliament, the 
Select Standing Oommittee on Banking and Commerce was 
directed by a resolution passed on March 31, 1924, to make 

... l'ToceetJi1l{l' 0/ !h. Seleel 8tmul>n!1 Committe. "" Banking and Com-
marce, 1923. pp. 37S-3'19. 

sa. See pp. &-13. 

"" See pp. 34-35 • 
... 1924, p. 3 . 
... See speech of the Hon. Mr. Fielding, H OVMI 0/ CommDAB D.balu, 

J\IIlO 19, 1923, pp. ~090. 
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reoommendations which would prevent such occurrences as the 
Home Bank episode in the future: ... 

" That in the opinion of this House, in view of the failure of the 
Home Bank and of the fact that official prosecutions and inquiries 
have been instituted, including the Royal Commission which has 
been appointed to investigate the facte alleged in the petitioD 
represented by the depositors of the Bank and the affairs of the 
Bank generally; and considering that the evidence received and 
to be taken before the several tribunals will be available for COD
sideration, the Select Standing Committee on Banking and Com
merce should be instructed to consider the provisions of the Bank 
Act with a view to recommending such amendmente to the Act 
as will better protect the intereste of depositors generally and 
will prevent similar occurrences in the future; and also to con
sider the report of the Royal Commission in ite bearing upon 
these matters and with respect to the possibility of saving the 
Home Bank depositors from loss," be referred to the Select Stand
ing Committee on Banking and Commerce for such action as the 
Committee may deem advieable. 

The Committee held hearings from May 13 to June 12 in the 
course of which acme ten witnesses testified, including among 
others Mr. George Edwards, chartered accountant; Mr. George 
D. Finlayson, Superintendent of Insurance at Ottawa who had 
charge of the examinations of loan and trust companies incor
porated under the Ian of the Dominion; Mr. C. E. Neill, then 
acting-President, Canadian Bankers' Association; Mr. Henry T. 
Rosa, Secrstary, Canadian Bankers' Association; Mr. J. C. 
Saunders, Deputy Minister of Finance; Dr.B. 1\.1. Tory, President 
of Alberta University; Mr. Jobn W. Pole, Chief National Bank 
examiner, Washington, D. C.; and Mr. J. Skelton Wllliams, a 
former Comptroller of the Cuneney of the United States. 

A question which arose immediately was wheh the Govern
men' examiner could conceivably become sufficiently and th0r
oughly acquainted with an institution having hundreds of branches 
widely eeparated. Mr. George Edwards feh confiden\ tha' a 

... "'- " ..... oJ 1M Soled SI ,'. C __ II .... BeLin, .... c_ 
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person by inspecting the head office and principal branches and 
by examining the reports sent in by the branch managers, the 
bank's own inspectors and the shareholders' auditors could read
ily form an opinion regarding the management and position of a 
bank.'" 

A strong argument in favor of Government inspection, 
largely of a psychological nature, and one which had much 
weight, arose from the fact that the Minister of Finance under 
the old provisions would not order a special examination excepting 
under the most extreme circumstances for to do so would cast 
grave suspicion upon the bank and, in order to eliminate the spec
tacular, the examinations should be made periodic and a matter 
of routine."· 

On June 5, Mr. Robb, then the Acting Minister of Finance, out. 
lined the main features of the system of inspection sponsored by 
the Government.'" These formed the basis of a new Section, 
56, of the Bank Act which was assented to on the 19th. It was 
provided that the Governor-in-Council, upon the recommendation 
of the,Minister of Finance and Receiver General, was to appoint 
the Inspector General of Banks who was to hold office during 
good behavior. The Inspector, not less than once a year, was to 
make or cause to be made such examination or inquiry into the 
affairs of each bank as he deemed necessary or expedient, to 
ascertain whether the provisions of the Bank Act were being ob
served and whether the bank was in a sound financial condition. 
Should the inspector be convinced that a bank is insolvent he is 
to report such information to the Minister of Finance and Re
ceiver General who might, without waiting for the bank to sus
pend, request The Canadian Bankers' Association or the President 
theroof to appoint a curator to supervise its affairs. The expenses 
incwTed were to be paid from the Consolidated Revenue Fund and 
recouped after the end of each calendar year by an assessment 
upon the banks based upon their average assets through the year. 
In October, 1924, Mr. C. S. Tompkins, formerly associated with 
the Royal Bank, was appointed as Inspector General. 

... Pro"".di1lfl10/ lAB Hekel slGttding C"",mitlee 011 Bonki1lfl and Com
merce, 1924, pp. 19, 26, 31 and 49 • 

... l&id., p. 251. 

... l&id., p. 299. 
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RIiITUlIN8 OF THID CHARTERED BANKS. By seotion 54 of the 
Bank Aot the chartered banks must transmit monthly to the 
Minister of Finanoe, in a form prescrihed by the Act, their finan
oial statements. Amendments to this section were adopted in 
1923 which oalled for more precise and oomplete information. 
The assets are grouped into some 30 categories and the liabilities 
into 17. Such pertinent information is given as the aggregate 
amount of loans to direotors and firms of which they are partners 
and loans for which they are guarantors; the amount of non
ourrent loans; of shares of, and loans to, controlled companies; 
of the greatest amount of bank notes in circulation during the 
month; eto. These returns are among the most complete and 
detailed required by any government and are a mine of informa
tion. The United States could well take a leaf from Canadian 
experience and require monthly returns from aU natione.i banks 
whioh information could be used to supplement that given in 
the weekly returns of the reporting member banks of the Federe.i 
Reserve System. 

CoNTl\OLLJl1l) CoNPANIID8. By a provision ineerted at the time 
of tbe 1923 revision, the chartered banks must report the aseets 

I and liabilities and the interest of the Bank therein of each con
. trolled company through which it oonducts any of its operations. 
i Several of the banks have subsidiary ree.ity companies which 
build, borrow thereon, control and operate the property in which 
the bank has its offices. Such a company may be formed to take 
over the real estata acquired by a bank in the eettlement of an 
obligation and which it must dispose of by the provisions of the 
Aot. The Royal Bank owns the Globe Realty Co., Ltd., and the 
Royal Bank of Canada, France. The Bank of Montreal has four 
subsidiary companies and the Canadian -Bank of Commeml 
has five.'" 

THIl BANURS' :AssooaTlON. By section 124 of the Bank Act, 
tbere have been delegated powers and administrative duties to The 
Canadian Bankers' A~iation, an incorporated organisation, 
unknown to any similar association in the world. The origin of 
this unique body has been sketched by Sir Edmund Walker in a 
booklft entitled .. Canadian Banking ..... which reveals that some 

lO' The w.by 1IOIIl_ idea .... iatrocl.....t iIlto Canada by .. IIaaIt 01 
Comm .... ill 1907. ... See pp. 31-31. 
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of the bankers following the revision of 1891 felt it would be to 
their mutual interest to organize an association similar to the 
ones existfng in England and the United States. The announced 
purposes of the new organization were those of watching legisla
tion, court decisions and of guarding the intereste of the chartered 
banks. In the next revision an incorporated body (at the re
quest, so it is asserted, of the Government) was created by the 
Act to replace this voluntary organization and was granted quite 
definite powers; 

(1) To establish sub-sections of the Association. One, for ex
ample, has been organized at Winnipeg and another in 
Vancouver. 

(2) To appoint a curator for a bank which suspends payment 
and to supervise its affairs until the resumption of its 
business or until a liquidator is appointed. 

(3) To establish clearing houses whose by-laws must be ap
proved by the Treasury Board. 

(*l To supervise the printing, delivery and destruction of 
bank notes and to inspect the circulation accounts of the 
individual banks ... • 

(5) To supervise the custody and management of the Central 
Gold Reserves.· .. 

(6) To impose penalties for the breach or non-observance of 
any by-law, rule, or regulation (adopted by approval of 
two-thirds in number of the banks, provided that such 
banks have at least two-thirds in par value of the paid-Up 
capital) made by virtue of this Section of the act, all 
such by-laws, rules or regulations being subject to the ap
proval of the Treasury Board. 

The Bankers' Association, whose establishment was largely the 
work of Sir Edmund Walker, naturally takes a most active 
interest in the revisions of the Bank Act. During the discussions 
leading to the revision of 1923, several pamphlets were issued 
designed to enlighten public opinion regarding banks IIDd banking 

... For a detailed """"unt of t.bio, Bee the -noony of Mr. Henry T. 
R_ before the Committee OD Bonk;ng and Commeroe in 1924, pp. 317-318. 

no See pp. 385-387. 
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problems, but whlch were chiefly concerned in arguing the main
r tenance of the ,taM quo in legislation. Like many a~ociations 

of bankers its stand on legislation is ordinarily not constructive 

\ 
hut rather negative in an advocacy of II letting well enough, alone." 
For example, the aBBociation opposed vigorously the introduction 
of the audit and inspection provisions in the Bank Act. Indeed 
it is noteworthy that the various changes strengthening and im
proving the act have had their initiation outside of, rathel' than 
from within, The Canadian Bankers' Association, dominated as it 
has heen by the larger banks.11l It is true that in its supervisory 
functions it has rendered worth while services and that its Journal 
is a distinot contribution to banking literature. 

CANADIAN BANKS AND THE ECONOMIC DEVELOP
MENT OF THE DOMINION 

The responsibility of II banking system for a nation's economic 
development and ascendancy is impOBBible to measure exaotly or to 
express in really eatisfying quantitative terms, and partioularly is 
this true in evaluating the contributions of one type of banking 
system al contrasted with another. That the modern state needs 

\ 
efficient credit institutions is but axiomatio, just as it needs good 
railroads, harborl, etc., for the furtherance of trade and produo

III See pp. 138-1311 of .v ..... 1ea of I'roeee~ B~, .Ie., 1913. 
Relati.,. to thia lllalem~"" Mr. H....." T. R_ wrote .. folio .... : • The 

further lllalemea' tha' the A.ocia.tiOll baa eoalribu,"" virtually aolhillc 
to ....... the -..hellinl anel improvilla of the A<l aIao requireo modi-
6 .. tiOll. Sir Edmunel Walker, ., nMaioae of The But A", linoo 1881 
(after 1890 appeariDc OIl each """';0Il .. OIle of the ....,....."'tivee of the 
A.ocia.tiOll) ... ~oecI by lOlOCIJIIIi,e parlialHlltary eommi_ .. 
_lribuw., ill • material way, by _ of hia blowledp of the prae\ioo 
aDel ",,",II" of Makia" to improvem~tlI ill the Aet. Senn.l of the im
provemeatll ill the ameIlclmeIltll of 1933, anel the impeotiOll pro'l'ioiou of 
19M emalle."..r...m ... _ ... ti .... oftheA.ocia.tiOll.Aatothe&OlOelt.iOll 
u.., ib (the AaIociatiOll .. ) aclvi .. to the Go' ...... mea' boa al_ withou' 
ezoepliOll ...... of a _Ii ... cbaraeler. ill acidiliOll to the OOIIIIIruclift-': 
elODO ill the ......,.) ... visiou of The But A'" by the Aaoociatioll .. __ 
_ "'tiOIl. .......,; .. you-. of FiDaDoe ha .. aebow\edpclthe Yaluable 
aclvioe ucl ........ (liveD by the Aaoociatioll OIl nriauo • '-, pel'-

1i""larIy ill .......t to the IiIwIc>W lecisIatioII iIlciclem to the Gnu War, 
anel the III!OiaIaIloe which the , ..... t;.", r.dencl ill nriauo clinaiOIle ., u.., time," 
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tion. That is all assumed. Our problem -rather is that of esti
mating the contributions 01 the particular type of banking sys
tem existing in <4nada to the economic growth and stability of 
the couptry, especially ad contrasted with the services which might 
have been rendered by a unit independent type of banking system 
if such existed. 

CANADA'S ASCENDENCY. To the opponents of branch banking in 
aD¥ ftlrm in the United States, and especially to the" die-hards," 
Canada is pictured as a part of the Arctic wilderness whose peo
ple are subservient to the all-powerful and grasping branch banks. 
The statistical data available belie all statements as to the 

[
economic serfdom of the Canadians and reveal them as having 
enjoyed unexampled prosperity. Thus in Ii recent study by Drs. 
Thorp and Mitchell, Canada leads seventeen countries in the 
number of years of prosperity per year of depression. For the 
period from 1888-1924 Canada has had 1.86 years of prosperity 
for each year of depression while the United States has enjoyed I 
but 1.79 years and the average for the seventeen countries is but 
1.14 ,:years.'" Canada's remarkable and phenomenal growth in 
economic power is also portrayed in the ratio chart on page 449 
which compares annual bank clearings in the United States, 
Canada, and England. The percentage growth in the case of 
Canada (in spite of the effect of mergers and amalgamations on 
clearings) far exceeds that of the other two countries. 
• RELATION OF CANADIAN PRosPERITY :ro BRANCH BANKING. Sta
tistical analyses establish beyond any reasonable doubt the ell
tent and degree of Canada's economic development, growth and 
prosperity, the nation which leads all others in the number of years 
of prosperity. Either b~cause or in spite of her banking system, 
she has achieved this, and the evidence indicates that her banking 
system has played an important part. Not the only part, for the 
railroads, the land and immigration policy of the Government 
have all had a share. 

The statement just made that her banking system is in part 
responsible and has accomplished more than could an independ
ent unit-type was corroborated by replies received to a question
naire sent by the writer to a number of Canadian economists . 

••• Thorp, Willard Loug and Mitchell, WeAley C., Bulino. A" ..... 
New York: National Bureau of Economic ReItearch,lnc., 19211. p.66. 
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One answered that there is little doubt. that branch banking 
haa helped materially and is still do~g so in the progreB8 of the 
country and especially in the rapidly expanding sections. The 
branches frequently do not pay for at least three years. With a 
system of local baDks the newly settled territories would not get 
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the banking fa~mties, which tMy Med. so quickly or so effu'ielltly. 
Another replied in much the same fashion emphasiaiDC tM banks' 
eontributions to the Middle and Western Pro~ However. 
he added that there might be some justification for claiming that 
funda have been drawn off from the Maritime ProvinMl, these 
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.. dead ends" of the Dominion, to reap tll"e larger profits of the 
newer and more progressive sections. The third doubted, and he 
was the only one taking this position, whether branch banking had 
contributed directly to economic progress in Qanada. Economic 
progress, he asserted, would have been quite as pronounced under 
a unit system and, furthermore, the system of branches had made 
possible, he declared, a centralization in banking, banking facili
ties, and business organization, to a greater degree in Canada 
than elsewhere. The reply of the fourth economist, which was 
somewhat more comprehensive than the others, follows: 

.. The branch banking system has decidedly been a contributing 
factor in the economic development of Canada. In the first place, 
because of the large amount of capital at the command of the 
banks, owing to the requirements under the Bank Act; secondly, 
owing to the fact that the manager of even a small branch can 
look.forward to a professional career of distinction, as the larger 
opportunities are open to men who have proved their eligibility, 
and this brings a superior type of man into the banking field; in 
th~ \t!llrd place, because the head office is advised promptly of 
local opportunities for economic expansion; and in the fourth 
place, because ample funds are usually available to meet that 
need and opportunity. Moreover, the large capital makes possi
ble a certain amount of .. financial" banking, in which aid has 
been extended to the promotion of railroads, pulp and paper in
dustries, the fisheries, etc • 

.. Before the establishment of the Federal Reserve System, in my 
opinion, it was impossible lor the average local bank in the United 
States to give the same support, or direction, to business expan
siojl as was possible in Canada. The local bank was affected by 
local conditions, and had limited local capital. Under the branch 
banking system capital can be quickly mobilized and applied to 
aid communities' on the frontier of business' where opportunity 
as well as. needs are often greatest . 

.. I find that local deposits in the West are exceeded by local 
loans. I have personally examined bank ledgers, and found in
stances of loans to larmers for three, lour and even six thousand 
dollars, extending over a period of years. No one can say that 
this is desirable in the case of commercial hanks; but at the same 
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time I believe it to be 'I fact that under the Canadian system no 
such pressure was placed upon farmers to compel liquidation as 
was experienoed in the United States in 1920-1921." .. 

Those qualities (not without their shortcomings) of the Cana
dian system, which are in fact the teste of any good banking 
system, and which have had their part in the nation's material 
advanoe are: 

(1) Reasonableness of oharges. 
(2) Availability of credit. 
(3) Safety. 
(4) Control of credit. 

REASONABLENESS OF CHARGES 

REAsoNAJlLENIIlIIII OF CHARGIIII. It is rather a difficult matter 
to obtain aocurate data regarding the charges exacted for credit 
advances in Canada, There are no open money marketls as in 
the United States or England. Foreign trade is financed either by 
way of New York or London and as busineea men oustomarily 
deal with only one bank there are no quoted rates on commercial 
paper. Factls regarding interest rates have to be gleaned from the 
proceedings of Parliamentary Committees and from the published 
reports of special investigators. From these, it would appear that 
there is a smaller spread between interest rates in the relatively 
developed and undeveloped _tions of Canada than in correspond
ing sections in the United States. In the large centers, industrial 
districts and developed parte of Canada, the rates charged range 
from Ii% to 7%, where in the comparatively reeently settled _ 
tions, the Prairie Provinces, the rates range from 7% to 10% with 
8')1, very commonly charged. Thus Sir John Aird testified that 
in Manitoba for the .. gilt-edged " farmer the rates charged varied 
from 6% to 8%, with 89(, as the prevailing ratls for 95% of his 
bank's loans.... Mr. Beaudry Leman, in charge of one of the 
.. French banks," declared that farmers in the East. could borrow 
at from 6% to 7% and that loans in the W~ were extended at 

... """., ..... 0/ eM Soled SCm.". C_';" • .. BaM, .-4 C
..... 1933, p. 361.. 
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8% or 9%.... Professor McGibbon, in his carefully prepared 
report 'on banking conditions in Alberta, stated that current rates 
of interest on farmers' loans throughout the Province ruled at 8%, 
9% and lO~V" His data were substantiated by replies received 
by a Mr. Spencer, a member of the House, to a questionnaire ad
dressed by him to a large number of farmers, which indicated 
that the average rate ranged from 8% to 9% and that the usual 
length of agricultural loans was 3~ months, rather a short time 
for an industry having a turnover of only once a year ... • In most 
instances he found the interest to be deducted in advance. Pro
fessor McGibbon indicated that this was a practice severely con
demned by farmers in Alberta in that they liked to borrow round 
sums and that their rate of interest was increased through this 
practice.201 

Still another point on which the farmers complained quite 
bitterly, and which we might introduce in this part ~f the 
chapter, while we are discussing the general subiect of the tech
nique involved in making loans, is the practice of some of the 
bral\~hes in lending funds for a period altogether too short for the 
purpose of the loan and then of eompounding the interest on 
maturity.. Thus a bank might grant a short-time loan due in 
midsummer which oj· necessity must be renewed until the har
vest.··· In compounding the interest the farmers feel the banks 
are guilty of sharp and usurious practices and when complaint is 
made, the bankers, so it is alleged, retort that farmers and other 
borrowers" are not forced " to borrow and when doing so must 
abide by the policy of the bank. 

Returning onCe again to the subject of rates of interest, Mr. H. 
O. Powell, of the Weyburn Security Bank, whose bank operates 
only in Saskatehewan, declared that the majority of their loans 
bore 8% and that even 10% was cbarged to those who only bor
rowed and were not extensive depositors ... • At another point he 

... Proceeding. oJ /.he Be"'ct 8tmuA1I(J Committee "" Banki1l(J and Com
merce, 1923. p. 639 . 

... See p.13. Mr. HeDrYT. ROBS writee that two ofthe.largeet banks bave 
for ye ..... charged no more than 8% in the Prairie Provinces . 

... HOWIB of Com"""" Debotu, June 18, 1923, pp. 4Im-4063. 
lar See pp. 18 and 19 . 
... ProfelllOJ' McGibbon'. report, pp. 4 and 22 . 
... M ;nutu of Proceeding., Evidenu, etc., 1913, pp. 424-425. See Ibid. 
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stated, and with authority, for he had been engaged in banking 
in the States, that fllrmers in the Dakotas, directly across the 
Canadian border would be glad to obtain loans at 12% inter
est ... • While the quantity of data available are not as complete 
as would be desirable, all evidence seems to bear out the view 
that interest rates are lower in Western Canada than in similar 
seotions of the United States and that the borrower secures his 
aocommodation at a reasonable cost. 

REAsON FOR LoWER INTEREST RATES IN CANADA. The lower 
oredit charges of tile chartered banks, a real factor in the de
velopment of the West, arise from the ability of the banks to 
shift funds rapidly from East to West through the network of 
branches. A nation-wide mobility of funds is most vital in a 

(
country whose chief industries for some time to come will be those 
aSBociated with the explcitation of natural resources. The farmer 
requires borrowed money principally over the growing Beason, 
and repays his banker in the fall. That money can be used to 
finance the lumber operator, who equips his camps in the fall and 
repays his blinker later when his cut is driven down the rivers 
and sawn. The woolen goods manufacturer produces throughout 
the spring and summer months, but does not obtain the proceeds 
of his sales until the following winter. His financing dovetails 

I with tllat of the cotton goods factory owner. The branch system 
administered by a central office furnishes the delicate mechanism 
"'hich makes for the greatest economy in the available supply of 
funds. And the larger the bank (within limits of prudence and 
assuming the maintenanl'tl of an adequate ratio of net worth to 
liabilities), the more widespread its branches, the truer this is. 
The Bank of Nova Scotia, representing a conservative and sound 
institution, with bMDches in every Province lIlay and can accom
plish more for their customers than local banks or even one
Province banks. For if the one-Provinl'tl banks operate simply 
in the West, they would not be as able to meet the borrowing 
n~s of the community as would those institutions which shift 
the excess deposits of their Eastern branches West.'" Then on 

p. Sd. The "'''' of cIiooount io 6:ftd II!IalIy at tile bead o8ic:e, _ IwJer-
, ........... 1M Baa... ..... c-. s.,.- 0/ C .... p.176. 

- M ... ..,... 0/ "' ... ...ti .... •• __ .... 1913. p. Gl. 
lOt See ~ of Mr. B. C. Nc:LeGd. 1913 ~ p. 119. 
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the other hand, if the one-Province bank should operate exclu
sively in the developed and richer Provinc~s it would, of course, 
offer a safe depository for savings and could finance local needs 
but would, necessarily, play a minor role in the development of 
the West. 

Then, again, as conditions change in a locality branch banks 
with nation-wide ramifications may rapidly readjust their policies. 
For example, in the 1913 hearings,'·· the case of a branch is cited 
which had been established in a particular locality for the pur
pose of -making loans. After it had been in existence for about 
four years its loans amounted to $600,000 and its deposits to 
$150,000. As time went on and as the section became quite 
prosperous, deposits grew to $600,000, and loans fell to $150,000. 
In the early years of the life of this branch the community was 
financed, to an amount equal to four times its deposits by funds 
shifted from other parts of Canada. As the deposits of this 
branch increased m time, the head-office was enabled to use these 
elsewhere in lesser developed regions. In order to make data 
avai\'1ble on these points it is suggested that the Canadian 
banks should be required to publilk their deposits and loans 
by Provincea. 

THE QUESTION OF UNIT BANKS. The question of permitting 
the establishment of small banks was raised in 1913 and again 
in 1923 and received considerable support. However ineffective 
or inefficieDt they are as compared with the branch banks they do 
have a strong psychological appeal. The borrower may speak 
directly to the head of the institution, whereas the branch man
agers must refer any question of moment to the district superin
tendent or head office. The proponents of unit banking not 
only emphasized this argument but also its implication, namely, 
that local banks take a real interest in the local community and 
become identified with its life more completely than a branch. 
And some of the proponents of local banks even declared that the 
large banks were octopus-like creatures sucking the earnings from 
local communities to speculate with these in Toronto and Mon-

••• See p. 231. In thia .. me ooDDeCtion it ill interestiug 10 Dote that 40 
yeano ago the Bank of Nova Scotia bad to seek an outlet for aurpl ... funda in 
.....tern grain and pmduoe loaDS after the navigation _ bad c100ed in 
the Maritime Provinceo. When the American banb ........ omaJJ three 
Canadian banks .. "'" importaD& lenden in ~. 
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treal. .. • Some of the representatives in the House from the Mari
time Provinces were most outspoken in favor of local banks 
though not neoessarily unit banks. Twenty years ago, one speaker 
deolared there had been fourteen banks with their head offioes in 
those Provinces, the hoards of which were composed of men who 
had lived there, who understood and sympathized with their diffi
oulties and ambitions.··· To-day not one chartered bank had its 
chief offioe in the Maritime Provinces. All large loans must be 
referred by local managers to the head offioe, where, a thousand 
miles away, persons pass on the loans who are unacquainted with 
the borrowers and even the country itself. Local enterprise is 
unable to seoure sufficient funds and is stifled. But as Mr. 
Maclsan, chairman of the Banking and Commerce Committee of 
1923, pointed out, ema\1 banks could not compete in service and in 
reasonableness of oharges with the larger institutions. If a eman 
or local hank 'I1V8re assured of suooess it would have no difficulty 
in raising the necessary oapital in the Maritime Provinces, in 
Halifax, or St. John. But local banks there could scaroe\y com~ 
pete against nation-wide institutions. . They could not offer the 
same rate of interest on savings accounts, since their own earnings 
would be low owing to the low local demand for loanable funds. 
The bOJT01Dera in the Maritime Provinces, it is true, would benefit 
from the establishment of local banks as their interest ratee would 
be lower than that they would pay a national institution, for in 
the latter cass they compete against borrowers in the undeveloped 
esctions. But even eo it would surely not be in the interest of the 
whole of Canada if interest ratee were abnormally low in the 
Maritime Provinces and abnorma\1y high in the west. - Better a 
leveling-up which would promote the development of the Western 
Provinces and eo the general prosperity of OanadL The decline 
of the Maritime Pnwinces can not be ascribed entirely, as the 
proponents of 11K'&! banks assert, to the branch banking system. 
It is due in the main to the better material opportunities in the 
West. These Provinces have not been able to compete againA 

- No .... 01 c __ DebaIAoi, 1915, II- 11138. Spoech of Mr. Samuel 
Sharpe of North ODIoIrio. . 

- See opoeeh of Mr. Lopn. B_ 01 c_ DE' '-' ..... 1D, 1111S, 
pp. 407S-40U • 

... See wtimG117 of Sir EdmIlDd WaIker,.va.- 01 r.."'iIo·_ ..... 
--. lie., 1915, II- m. 
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this' Western lure, any·more than parts of New England have been 
able to hold their population or industries (even with a unit bank
ing system) against the oall of the South and West. A banking 
system could not by itself and would not, if it could, ruin one par
ticular section. Its decline, if such occurred, would be due to far 
more fundamental factors. Of course, in developing the West as 
a competitor and in the fact that rates of interest rule higher 
in the Maritime Provinces than would be true under a system of 
local banks, the banking system is in part responsible, but its 
culpability has consisted simply in the development and strength
ening of the entire nation. 

The argument that local banks or unit banks are more identi
fied with and give greater support to local business than a branch 
system is double-edged. Local banks in the grain sections of the 
United States were so involved with local industry, with the land 
boom during the war and post-war inflation, all eggs had been so 
tightly packed in one basket, that these failed by the hundreds 
and thousands during the depression. In consequence many state 
ba~pg superintendents are convinced, a feeling which is usually 
expressed mildly and hesitatingly, of branch banking as a solu
tion. The Canadian branch banks not only can diversify the 
risk which local banks seem incapable of in heavy borrowing sec
tions, but of even more importance they can and do stand behind 
their farmer customers. In this connection Sir John Aird de
clared that his bank had staked the farmers especially in South
ern Alberta and Saskatchewan for one, two, three, and four years 
and had advanced. them millions of dollars with the confident 
expectation that they would" come back."'" 

For a country such as Canada with a population scattered ove~ 
vast stretches of territory, branch banks with their lessened over
head and costs of,,operation are par-excelleDce the best adapted 
to the needs of the country.'" This fact was attested to by Mr. 
H. C. McLeod in 1913,'" who asserted that the experience with 
local banks had heen disastrous: 

The experience of the country with such banks has been rather 
di8l\strous, they cannot compete with the branch banking system. 

I .. ProcudiTl{/S 0/ Uae Select 81<mdiTl{/ Committee on Banking and C.,.. 
moree, 1923, p. 361. 

10' Howe 0/ Commona Debates, June 19, 1923, pp. 4IJ7S.408l, 
lOa Minulu 0/ ProceediTl{/" EuidenaI, 01<:. 1913, p. 112. 
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A branch of a bank will serve a oommunity far better than any 
looal bank can. In your local bank you have local directors, 
there are jealousies in every oommunity, and borrowers will 
usually select the branch bank that bas come in from outside in 
preferenoe to going to tbe looal bank, unless, of oourse, they have 
personal interests in the looal bank. The local bank cannot oom
pete in the matter of profit, and with the way banking is run 
to-day I do not think the local bank would exist at all. 

Unit banks could not so adequately serve the interests of the 
country nor could they hope to compete suocessfully with the 
branch banks, no more indeed than the private bankers in Canada 
of a generation or more ago. Though only a one-Province bank, the 
Weyburn Security Bank survives and might seem an exception 
to our statement. But its shares are held by two or three persons 
who have to oome to the assistance of the institution from time to 
time. The experienoe of the General-Manager peouliarly fits 
him for the territory in which the bank operates, but even so 
and in spite of a oI088ly aIIiliated mortgage subsidiary it has had 
difficulty in earning its dividends. ••• 

In concluding the discussion of unit v. branch banks, it migM 
add strength to our argument to quote the opinions of two persons, 
impartial in their attitude and wholly conversant with th" bank
ing situation in Canada. The first is that of Professor Swanson, 
an economist in the Dominion.'" 

The 10caI independent bank in the United States bas done 
something for the community, because those who have their 
money in the bank and the direetors are local men; but I do no\ 
believe that we are going to get the same results in Canada by 
esta bUshing ind~pendent and local banks with small capital; we 
will only get those results when we have men, bankers, who id~ 
tify themselves with the local community, who have some knowl
edge of agricultural conditions, whose main interest is in agri
rulture, who have a rural point of view as well as a financial point 

- s... "I-.b of Mr. Ma ....... H_ 01 ('0 __ lNIleI.., ....... II, 
1\1:13, pp. ~ • ... """0 •• ". o/lAe &led &..diat C __ II .. .. Bum, ....r C_ 
-... 111:13, p- 778. 
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of view, remembering that it is not money that is going to save 
the West, it is money harnessed to labor power. What we require 
is to encourage the people who ire laboring on the land to-day, 
and give them again that moral courage, the morale that was so 
important during the. war for our men, and to restore that morale 
in the West, and you cannot do it with people that are discour
aged, that are carrying a burden of debt too serious to support. 

The second statement was that made by Mr. J. B. Forgan, who 
had been engaged in banking in Canada and at the time of the 
statement was a leading banker in Chicago. He was thoroughly. 
acquainted with branch and unit banking and gave the following 
reasons for explaining his opposition to the establishment of unit 
banks in Canada: 171 

1. Because I believe experience in Canada as in England and 
elsewhere, has shown that small local banks cannot successfully 
compete where the more economical system of branch banking 
has been established. 

2. Because competition among the large banks with branches 
afford's the legitimate business of all localities better service than 
can be had from email local institutions. 

3. Because small local banks are usually organized and con
trolled by local borrowing interests which leads to borrowers lend
ing the bank's money to themselves and becoming the judges of 
the limits of their own credit, than which there is nothing more 
dangerous in the banking business. 

4. Because small local banks, unless they are affiliated with 
large central banks, are at a disadvantage in the matter of carry
ing adequate cash reserves against their current liabilities. 

Unit banks are not adapted tQ Canada's needs. She is fortunats 
in having a type of banking system that adequately serves her 
interests while on the contrary the United States struggles along 
with unit banks, lIDable to finance new sections adequately and 
apt to become dangerously involved with local life and industries. 
We do not mean to recommend for the United States the huge 
super-branch banks of Canada with their hundreds of branches, 

In Mi.ndBi 01 ~I. BIJidena • • Ie., 1913, p. aUI. See aIoo pp. 
230 ODd 323. 
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with their low ratio of net worth and which might have a prefer
ence for the loans of large interests to those of small. ITO A golden 
mean must be struck between th'ose on the one hand and the unit 
or even the one-Province banks on the other. This golden mean 
could be realized by allowing national banks with a specified 
capital and surplus to establish branches throughout the same 
Federal Reserve district as that in which the bead office is located. 
This would prove of particular benefit to farmers in the Federal 
Reserve districts of Chicago, Kansas City and St. Louis, which 
possess a great diversity ofeconomio interests and have ample 
funds for agricultural development. 

... Regardina tIWo .tatement Mr. Henry T. Roes wrote: Th. implication 
from th .. , of couno, ill that if 1_ dooirabl. 1Q1D8 "'" olrering, the omaII 
borrower muat .utrer. In th.. connection I.t m. quote Sir Frederiolt 
William .. Taylor, General Manager of th. Bank of Montreal, at the Annual 
Meatiq of that Bank in December, 1921: 

.. I 1II0uid like to take thill opportunity of etating that we .... onm. omaU 
aocounta at all of our om ..... • 

Three yean later, in 192', h. uoured the omaII borrower in th. following 
terma: 

.. 1 mould like to .mphaai •• tbat tIWo Bank .. eervi ... "'" at th. diBpooa.I 
of every ..... of the populatiOll.· 

In addition, Mr. O. Eo Neill, General Manager of The Royal Bank of 
Canada, in his .dd .... to the lIIarohold ... on January 10. 1~, stated: 

• The fundi which Canadian banb have available for agricultural and 
eommp~ IQUIII are diotributed to tha boo& poasibl. advantace in the __ 
eral interNt. To indicete how widely th. loanmc fundi of tIWo bank are 
diatributed, I may lay that we have no _ than 115,000 direct horro ..... 
in th. Dominion of Canada. and that th. a_ loan is IIDIy IU80.-

To ilia". further, that th. etatement in tha .... tence quoted is quite at 
variance with tha 1 .. 18, I have uamined an ~ Iiahilit)' report of 
a luge city branch of The Royal Bank of Can.d., and th.... we ... as 
horrowiq aocounta for IUmo under 11,0110. I .... one for II 10 .. II P. and 
\h..., ........ vera( __ lor IUIIII he_ that IUIIl and l1so. I ha"" ..... 
been .. own th. I_ton NpOrIa of _by branchee, two of which ~ 
iIluatrate .. veraI hundred of that Bank .. branches in Canada. I Ii"" .. 
iII_liona: 

(a) Number of borrowing aooounla, . 
Total laaned, 
A",-Ioan, 

(b) Number of borro.rina a_Ia, 
Total loanPd, 
A",-Ioan. 

too; 
1122.000; 
1610. 
252; 
1300.000; 
11,1110. 

'J'!>e lormor ,.... in a eountr:nide in Subtchewaa; the Iat .... ill • ..m.... 
... tIl , ___ ehieI\y, ill No ... SoaIia. 
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THE INTEREST CLAUSE OF THE BANK ACT. To revert to our dis
cussion of interest rates in Canada, it will be remembered that 
interest rates in Western Canada are lower than in similar parts 
of the United States though higher than in Eastern Canada. This 
differential, a perfectly natural one, roused the ire of the West
ern representatives in the House of Commons along with the fact 
that the banks were charging rates higher than 7% which accord
ing to some was a violation of Clause I, Section 91 of the Bank 
Act. This clause reads as follows: 

The bank may stipulate for, take, reserve or exact any rate of 
interest or discount not exceeding seven per Cent per annum and 
may receive and take in advance any such rate, but no higher 
rate of interest shall be recoverable by the bank. 

As several witnesses appearing before the Banking and Com
merce Committee pointed out, the Privy Council has ruled that 
this imposes no restriction on the rate charged, nor does it pro
hibit the rate from being collected in advance. Its only signifi
cance, is in preventing a higher rate from being recoverable!" In 
the House of Commons at least two members 114 sought to intro
duce substitutes which would make effective the provision regard
ing the stipulated legal rate of interest, the one retaining the 7"/0 
rate and the other substituting 8%. Both proposals were nega
tived and the old clause remained. In his report, Professor 
McGibbon suggested that the maximullliegal rate be fixed at 8% 
and that the law be made enforceable. It is not sufficient, he 
explained, to rely on competition alone to keep down rates of inter
est when it is realized that witH branches of five or the chartered 
banks at Grande Prairie and of three at Peace River Crossing, 
interest rates continue to rule at 10 per cent. The only protection 
for the public is regulation. Eight per cent, as a maximum, he 
felt, would be fair to the banks and borrowers, It might prevent 
some loans from being made but if a loan is so risky that nothing 
but a 9% or 10% rate will warrant a bank engaging in such busi
ness, then, he concluded, the loans should not be granted. And 

ITI Proce.difll/.ol IA. &lect Stondifll/ Committee"" Bankifll/ and Com
merce, 1923, pp. 531 and 971. 

Zf4 M ....... Shaw and Coale. Howe 01 Comm<ml Debateo, June 10, 
1923, pp. 41116 and 4125. 



BANK ACT 461 

in case the argument is raised that such a rate would deter a bank 
from entering a district, Professor McGibbon believed that this 
might not be an unfortunate result. In his Province, 117 branches 
of the chartered banks had been closed in the paet ten years and 
it might not be undesirable if the banks were to make a more 
careful survey before establishing branches. The different dis
cuslions lead to no constructive action regarding this clause. 
One banker maintained that if interest rates were reduced to 7%, 
dividends would have to be cut to 3%. representing a lOBS of four 
or five hundred thousand dollars a year.... Moreover. he asserted. 
his institution would have to withdraw from a great many centers. 
Costs were high and profits so narrow that the branches could 
not be maintained. 

Without exception the bankers who testified lay great emphasis 
on the higher costs in the West as the justification for the higher 
ratcs of interest. Thus Mr. Beaudry Leman. before the 1923 
Committee ... • indicated that salaries and living allowances were 
considerably higher in the West. Sir Edmund Walker cited the 
larger losses as justifying higher rates.... Mr. Garland, a mem
ber of the 1923 Committee. expressed the opinion vigorously that 
the higher costs resulted from the elaborate, ornate buildings 
erected by the banks on the Prairies. which saddled the com
munity and shareholders with a heavy burden."o Professor 
Swanson. while not mentioning this argument did substantiate the 
bankers' statements that they would be forced to withdraw from 
the West if they were limited to 7% in their interest charges: ItO 

In the West. of course, it would be a wonderful thing for the 
0 .. Pnxe.diw". 0/1A. &led SIaadioot ('_ail,.. "" BaUUo, """ C _ 

_ • 11123. pp. 361'-• 
... p.037. s.e also IGI8 hMriDp, P. 431. ODd ror ClOSt of lin ... in Da_ 

du""" th. IlOld rush ODd j .. stifi ... tiODll r.,.. eh....m. 1I~ • mooth int .... _ 
IGI8 h ..... _ P. 6'/1. &foro the ..me Committee Mr. Edooa 1.. ....... 
oIaimed li"iDa ___ lI6~ ~ in the W"", thOD in the EuL jp; 
6t3). s.e also p. 382. -

ITT '·rou.m..". 01 lAo Soled SloAd .... C_.i_ "" BaaD,.. """ c _ 
_ • 111:18. P. 630. For _ • .....,... m~ eredi& _ hiIdler In the 
Weirt, _ 1'rocftdi .... 01 S,....C_aiUeo .... A,n'aoIh ... 1 ('o.,,~ ........ 
p.1I86. 

... I'roc •• m..". oJ lAo &led Slediw, C_ ... ,,.. _ Ba ..... """ C_ 
....... 111:18. p. 9tiIl. s.e also p. 3!111. Ia Pro .. , r ... 01 Spoet.I C_aillM 
_ ~""" Cooodw- OM p. 1188. 

... ,.",..."i,,.. oJ lAo 8eIod & +-, C ....... II .. 001 Be" ..... C_ 



462 REASONABLENESS OF CHARGES 

farming community if they could get their money at seven per 
cent. They are not getting it. They are paying eight, nine, and 
ten. It would be a wonderful thing, but the point is, what would 
be the effect, and that is a very good question, your third ques
tion. Can the banks afford to do it? What would be the effect 
on banking in Western Canada? From the computations made 
by the banks in Western Canada, taking into account the risk of 
crop failures, of the loss of market, of the collapse of the market, 
and the like, we know perfectly well that seven per cent under 
present. conditions would not pay the bank. I believe that some 
banks would withdraw; they would close their branches at vari
ous points. There is more to be said for a rate of eight per cent. 
But I think it is always a dangerous thing to state by law what 
shalI be the price of anything; of the price of money; or even the 
price of what the farmer has to sell. We know that during the 
war, the price of what the farmer had to sell, namely, his wheat, 
was fixed, and undoubtedly the farmer could have got a higher 
price if the Government had not stepped in and set the price, 
which was the maximum price to the farmer. We ought to bear 
that'ih mind. I believe that when we can get competition among 
lenders as against competition among borrowers, such as obtains 
right now, when we can get more competition among lenders we 
wilI reduce the interest rate; and that can come only when we 
bave done something else for agriculture; not only gone into this 
banking business, but gone into the question of the tariff, and of 
freight rates, and of widening the markets. 

Even granting his point as regards the inadvisability of price
fixing, it would have been good psychology for the banks to have 
acceded to such a proposal as the 8% inforceable clause advo
cated by ProfessOl: McGibbon.-

While we are on the subject of bank costs, it may be of inter
est to insert at this point a table which appeared in Professor 
McGibbon's report of the profit and los8 account of a country 
~ranch having the bare minimum of loans and deposits necessary 

meres, 1923, p. 786. Mr. H. C. McLeod made much the .. me otalemeot .. 
regards withdrawals in 1913, see p. 168 of the proceedingo. 

". Eveo 80 U81Jry laws are difficult of eo(oreemeot with the boouoetl, 
commiaoions of one eoft and another and the neoeaoity of maintaining 
proportionate free haIan .... 
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to be on a paying basis. The deposits amounted to $100,000 and 
the loans to 1140,000 and the interesting feature of this state
ment is that the branch is expeoted to transmit to the head office 
an amount equal to 5% per annum of the amount by whioh loans 
exceed deposits: 

PROFIT AND LOSS ACOOUNT-COUNTRY BRANCR 

Havins Avoro.p Bavinso Depaoila of 150.000 and Average Free Balan .. of 
150.000 ill Current Aocount. 

Balari .. 
MlLII&I!"f ....... 12.000 
T.n .... Aot. ..... 1,300 
Ledgerkoepor •.• 800 
Junior .•..•.... &00 

Stationery ..•••......... 
ROIIt and lllluranoe •••••• 
Ta.... (Provincial and 

Municipal) .......... . 
Fuel and Light ........ .. 
Poatage and Exp~ .... . 
Talegraph and Telephone 
Bundri .. 

Advertising. trevoling 
and "'lievills _ 
subocriptiOllJl, Jaw ooato, 
eta. ................ .. 

Executive supervioiOll •••• 
Annual ch.,... for interest 

on ... pitaJ outlay for 
Iixt ...... equipmollt, d .... 
preciation. inotaIlation 
and fre;aM .......... .. 

Paid 110 Head Olli .. 
6% on 140.000, beina 
amoun' by ... hich I ...... 
U1IOOdocI the dopooila 01 
the branch •••••••••••• 

Interest paid OIl .,·inas 
dopooilo.' 3% ..•••.•• 

Pro/i, ................. . 

14.700'n 
IlOO 
UOO 

275 
226 
SOO 
100 

soo 
600 

a.ooo 
uoo 

100 

111,Il00 

Intereat derived from 
10&118 of 1140.000 at 8% 111,300 

In1and and Foreign Ez
change and cIiBcount ... 700 

IU,IIOO 

(l\ ehould be oboorved tha, m ... bmiUiIll u.- '- u ... m_tioa 
eoverina operatiDa ........ DO profioioA wbaIevv for I ..... 0Il_ milo the 
eompulation.) 

... The oaIarioe do _ IoIaI ".'100. This is copied uadI7 u i\ _ 
peared m Prof ........ M.oibbon'a repor\. I\ will be IlOIod tha, DO 1*0''''' 
baa beOIl made for ...... -. 
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BANK PROFITS. To an American the average interest rates 
charged by the Canadian banks in the West, though they rule 
above the rate stipulated in Section 91, do not seem excessive. 
In a newly settled, rapidly developing territory, interest rates 
would naturally rule high, so. intense the demand for present 
goods or the present uses of goods and so large the profits involved 
if circumstances are 'favorable. If the high interest rates were 

. excessive or extortionate, this would normally be manifested in 
large profits and high rates of dividends. But as indicated by Mr. 
H. C. McLeod in 1913, bank profits are not excessive, and if in
deed, bank profits were large, the banks would have no difficulty 
in increasing their capital to the heights demanded by prudence, 
a real problem facing them at the time.·8• The same opinion was 
expressed by Sir Edmund Walker, who indicated that few Western 
offices ever" pay" until the third year, that these initial losses 
are not usually offset until the branch has been in operation for 
six or seven years ... a In fact he presented some statistics which 
showed that the profits of 100 industrial businesses in Canada 
were twice as large as those of the 19 chartered banks. In the 
follo1wiing tabie a comparison is presented on a weighted average 
basis of the per cent of dividends to paid-up capital and surplus 
of the chartered banks and of national banks in the United 
States: lB. 

Chartered 
Year Banks 
1890 •.........•...•.... 5.65% 
1895 •.•.....••..•....••• 6.l8 
1900 ..•.......•••.••.•.• 5.01 
1905 .................... 4.76 
1910 ...........•..•••.•• 5.10 
1915 ..•..•..••........•• 5.20 
1920 ••••••.•••••.•.••••• 5.90 

National 
Banks 
6.1% 
5.0 
5.6 
6.1 
6.7 
6.3 
6.7 

'0. Mi1lul. .. 01 P-roceedifll/" BtJidenI;e, .to., 1913, p. lOS • 
... Ibid., p. 522 • 
... Ibid., p: 521. See aleo p. 554. It has been ....,rted that the dividends 

in reeent y ..... have been Iarser than warraDted aa haDk premises have Dot 
been written down 88 quickly 88 desirable nor have contingent ..... rv .. been 
huilt up. 
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With the exception of but one of these years the per cent divi
dends of national banks exceeded those of the chartered banks, 
and the average excess in the seven years amounted to .81 per cent. 
The interest rates in Western Canada, then, have not been the 
means of swelling the dividende of the banks. They are to be ex
plained on the ground of the higher costs and larger losses. Of 
course, some assert, and probably with conlliderable justification, 
that these higher costs are due to competition between the banke 
in buildings altogether too fine for the community. 

AVAILABILITY OF CREDITS 

Another test of a good banking system, i.e., of one serving best 
the investment, commercial, and consumptive credit needs of a 

l
nation, is the availability of eredit to those who are "deserving of 
credit," who have the requisite capital, capacity, and character. 
Thus a banking system which serves the industrialist to the exclu
sion of the agriculturist, or which makes it easier for a farmer to 
secure long-term eredit than a city dweller is not efficient or play-
ing the proper 1"6le in furthering capital needs, production and 
trade. Does the Canadian system make credit available on equal 
terms to producers and traders in all parts .of the Dominion and 
does the credit system possess sufficient elasticity to expand and 
meet seasonal, cyclio and secular' fluctuations, the dynamio 
changes in a nation's economio life? The Canadian system meets 
the dynamic fluotuations - in so far lIB these consist of seaaonal 
or 8e('ular movements-quite adequately. And now that the 
banks dlay borrow from the Government under the Finance Act, 
the ryclio needs should be fully met. But it is when we speak of 
the statio credit needs of industry, in so far &s these may ronceiv
ably be separated from the dynamic, that we meet criticisms of 
the banking system. For example, borrowers in the Maritime 
Provinces have complained that they have not obtained the 
amount of credit neeessary for their neede.. Probably if Canada 
had a unit-type of banking system, those sections such as the 
Maritime Provi_ whirh have normally an _ of deposits 
over loans, would be able to obtain larger amounts of credit at 
lower rates. But with branches seattered over the Dominion, the 
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borrowers in these surplus fund areas must compete witb those in 
the "deficit" sections, where profits are larger and economic 
possibilities greater, so naturally they must pay higher rates. 
But even granting this, the banking system must not be held ac
countabl,!l for the economic decline of the Ma~itime Provinces any 
more than the British banking system could be held accountable 
for the decline of agriculture in England following the opening up 
and winning of the West in the United States. People have left 
the Maritime Provinces for a better living in the West and though 
interest,rates may be slightly higher in the Maritime than they 
would be if there were a unit-type of banking system, rates are 
lower in the w.est, which is of more importance as a factor in 
Canada's· development. 

Another point involving this same issue of the availability of 
credit is that the large banks prefer large loans (which may be 
granted at a smaller relative cost), which has led to a concen
tration of industry in the larger centers of Canada. This it is 
alleged would not have occurred with a unit-type of banking or· 
ganization. As measured by the value of products, the large 
manufacturing centers are Montreal, Toronto, Hamilton, Winni
peg, and Vancouver.'" While industries i.n the United States are 
perhaps somewhat more widely scattered, the concentration in 
Canada (which is not as great as some would allege) is due not 
to the banking system, but rather to other factors such 88 accessi.
bility to markets, labor, and raw materials. Each of these cities 
is on main railway routes and three have the benefits of water 
transportation. Montreal, the , city of greatest manufacturing, is 
not far from the coal fields of Pennsylvania. Each has an ample 
supply of cheap labor which does not exist in the West. The 
momentum of an early start, the accessibility to markets, cheap 
labo~, sources of raw materials, and transportation facilities have 
been the determining factors in the location of Canadian industry. 
Banks in this instance (even granting tbat large banks prefer 
large loans). have followed economic development rather than 
initiated it. 

BRANCH MANAGERS. A frequent criticism of the Canadian sys
tem which involves again the problem of the availability of credit 
and a ,comparison of the branch system with the unit type of 

... T"" Canada Y __ Book. 1926, p. 432. 
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banking, is that branch managers are unsympathetic with local 
needs, that they are shifted about too frequently, often just as 
they are becoming acquainted with a particular section, and 
finally, that they are given little authority and must refer all ques. 
tions to the head office. Such criticisms would almost il\variably 
arise in a system where, for administrative purposes, authority 
must be more or less centralized. But as we shall endeavor to 
point out, these are errors of administration and not defects neces
sarily inherent in branch banking. 

The first charge is that the branch managers, directed by 
policies formulated at the head office, are unsympathetic with 
the local needs and in fact withdraw support fl'Qm a local com
munity should it be in financial distress as, for instance, by reason 
of a crop failure when assistance is most urgently required. While. 
instances undoubtedly might be cited of a lack of sympathy on the 
part of branch managers and of withdrawals of support, these are 

t 
probably exceptional. The policy of the banks is to encourage 
the managers to take an interest in the community's social and 
economio life. The officials in the head offices know that any 
other polioy would be suicidal. Where cases of .. unsympa-
thetic II managers are investigated, these are in most instances the 
outcome of the rapid expansion of branches through the West, IN 

the necessity of training bankers quickly and of shifting managers 
about from r1aces of lesser to thoes of greater importance. The 
expansion 0 banking offices in the West has been so rapid tha' 
problems of personnel could not have been properly met by any 
system. During the past several yeara when the banks have been 
reefing their Bails, the personnel problem is no longer acute, and 
managers consequently remain long enough in one place to know 
and fully appreciate its needs. Not that a manager ebould remain 
permanently fixed, for that would be but to narrow his point of 
view and dampen his ambition. Some shifting is essential UI!IJ'O
mote the managers as their ability is demonstrated and to give 
them a truly national point of view. It is a really serious defect in 
the country banker in the United States that he ptlss ems a strictly 
local point of view. UDap~iative of national economic prob
lems, and is really less able to advise his patrons than one who 

-lnoidOlllally ... adn.D~ DOt ~c cd lIT uDit ............ __ 
aidaable WIle iI nquinod fw &heir _bti+_ 
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has served in the grain, lumber, fishing, and manufacturing sec
tions of a nation and is thus able to correlate his patrons' needs 
and business with those of the whole country. A questionnaire 
was sent Canadian economists regarding this point and the con
sensus of opinion was that it is the policy of the bank to fully 
meet local needs, understand local conditions, and where this is 
not the case, it is due to defects of administration or the ex
igencies of a situation. The same thought was expressed in the 
bankers' testin:iony given in the 1923 hearings. Mr. Beaudry 
Leman asserted that a manager of a Western branch would be ex
pected to know Western conditions and to serve as teller, ac
countant, and assistant manager before rising to the post of 
managership. It would be unusual to send a clerk from the East to 
assume charge of a Western office.2

•
' 

To summarize, some of this" managerial" criticism grew out 
of the rapid expansion of the banks in the West and the personnel 
problems arising from the war. These as causes no longer exist. 
But included in Professor McGibbon's report 288 are certain criti
cisms which do not arise from temporary causes. One is that in 
inst&njles where a branch manager has become too " liberal" in 
the granting of credits, he·is shifted and the one who takes his 
place is instructed to " dean up " the district, a remedy which is 
disastrous for many borrowers misled, perhaps, by the too 
liberal policies of the previous manager. Another point is that 
little effort is made by the banks to fulfill the promises made by 
one manager to his clients when another takes his place. Thus a 
farmer may have been promised credit but, due to a change in 
management, he finds it is not forthcoming, leaving him to feel 
that the bank has broken faith. Professor McGibbon's careful 
study merits quoting on these various points, though their solution 
is by.no means an easy one: 

. " There have been an extraordinary Dumber of changes of man
agers in the branches of the chartered banks of this province in 
the last few years. According to information supplied me by the 
banks there are at the present date (August 10, 1922) three hun
dred and sixty-five branches in Alberta, five of which are sub-

.. , Proceeding. 0/ the Bekel Standing C_mitte. on Banking and Com
_. 1923, p. 633. See Sir Jolm Ain!'. testimony. p. 393 . 

... See pp. 2&-31. 
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branches. Of the three hundred and sixty branch managers 
handling the business, sixty-two have been appointed to their 
present posts within the present year (1922). Seventy-nine were 
appointed in 1921, eighty-seven in 1920, sixty-four in 1919 and 
twenty-three in 1918. If we neglect 1918, over eighty per cent 
of the Alberta branch managers were post-war appointments. If 
we omit the figures for 1919 as adjustments particularly due to 
the war and oonsider only 1920, 1921, and part of the present 
year, two hundred and twenty-eight appointments or sixty-three 
per oent have been made within this period - of the total num
ber of branch managers in Alberta, eighty-five or twenty-three 
per cent, and are in their first managerial position. The great 
bulk of these chllDges have taken place during the years of de
pression. It is clear that the farmer's feeling that the rate of 
managerial turnover is extremely high is fully warranted by 
the facts. 

II The loss of personnel during the war has undoubtedly accel
erated promotions, and each change usually causes others. An
other oause of change has been the opening up of new branches in 
the West. In the five years between 1916 and 1921 over two 
hundred new branrhes were established in this Province, the 
majority of these in 1919. During the same period over fifty 
branches were closed. In 1919 it was stated that the banks had 
opened something like nine hundred new branches in the Western 
Provinres in a period of comparatively few years, « which means 
nine bundred green mllDagers to be tested - in some cases weeded 
out -and carefully trained. And it takes nearly as many years 
to make a good bank manager as it does to make a good 
fahner.'-

e< 'Considera ble evidence was presented to show that misunder
atandings were frequently ronnected with a change in. branch 
managers. It is quita obvious, I think, that di_tisfaction, 
arising from these misunderatandings, is increased when:the 
change coincides "'ith a period of depn!SSion. The new mIlD 
is identified with the more .careful poliry of loaning that the 
ohange of conditions demands. The bank and its new managerial 
representative appear to be fon-ing credit restrictions on the c0m

munity instead of changed conditions forcing a change of policy 

- Mr. Vore 810 .... of &be BalIk of c..mm-. 
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upon the bank. Morever, I believe, there is a genuine loss in 
banking efficiency as well. A sound banker who knows a district 
of twelve or of fifteen hundred square miles is surely in a better 
position for a considerable time to carry on business than an 
equally sound banker who enters upon the field a stranger.··· 
In so far as excessive changes in managers have arisen out of con. 
ditions that the banks themselves could not control-loss of 
personnel in the war and the exceptionally rapid expansion of the 
Western banking field-those causes have passed, and we may 
expect iIllprovement. 

" .•. My impressions are that branch bank managers are being 
changed oftener than in the long run is good business. Moreover, 
I am inclined to think that the rapid expansion of the banks in 
western Canada has led to the appointment of a certain number 
of inefficient managers. For a while the results of such an ap
pointment do not appear but ultimately the man is removed 
and the district lulled by easy credit into bad financial habits, 
endures a drastic clean-up with great irritation and in a certain' 
number of cases with real hardship. 

" Secondly, I think the banks are pushing the idea of changing 
managers to give young bankers varied experience to too great an 
extent. It should be possible largely to secure this varied ex
perience before the status of manager is achieved. The effect 
upon the young bank manager tends to be bad. It leads him to 
take less interest in the permanent development of his districfl 
along sound lines, even though it may give him facility in the 
more mechanical aspects of estimating what is sound loan. He 
is part of a procession. As such there is a 1088 of efficiency during 
the period he is becoming acquainted with his district. More
over, with his eye on the next post, he sometimes, I fancy, fails 
to know it at all. When his efficiency should be at its highest 
point he moves on and the experience has to be repeated. I con
sider it only too likely that the peripatetic country branch bank I 
manager will have ultimately only a ready facility in rule-of
thumb banking. He will lack the higher kind of skiIl and sense 
of public service that in some countries have made country bank
ers the architects of their nation's progress. 

- The new brand> JDlIIl8Ser may be greatly aided by adequate credit 
fiJeo. 
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" In the third place, if a bond of confidence tbat should exist be
tween a banker and his client has been formed, it is broken and 
must be re-oreated. This necessarily takes time. Reading the 
reoord of a olient's transaotions with the branch may give a new 
manager some clue to the nature of his cuetomer, but it is a poor 
substitute for personal knowledge. Moreover, the bond to be 
true and of value to eaoh must be reciprocal. The customer bas 
not the advantage of a study of the new manager's reoord. In 
uncertainty and doubt he muet wait and learn by experience. 
When farmers think that young city bankers sent to be managers 
at rural points in order to gain experience look upon farmers as 
, animals that have to be put into a corral at night and fed oat 
sheaves,' it takes time to remove suoh impressions. Moreover, 
with regard to complaints that verbal promises made by one bank 
manager have failed to be honored by the next, it is certainly true 
that ohanges lead to misunderstandings. This embitters the 
client of the bank who does not realile that the verbal promises 
of a branoh banker alford him no oertainty in a pinch." 

Powus 01' BRANCH MANAGERS. Still another complaint lodged 
against the administrative policy of the banks, which really has a 
twofold aspect mutually inconsistent, ia that the branch man
ager possesses little discretionary power and on the other hand 
that he aots the clar in his locality. 

Regarding the first point, the banks are now and have for eome 
time followed a poliey of deeentraliling their operations as much 
as possible. Thus the Canadian Bank of Commerce has divided 
the oountry into several districts, Newfoundland (of course not 
a part of Canada I, the Maritime Provinces, Quebec, Ontario, 
Alberta, British Columbia, and finally Manitoba and Saskatehe
wan which are each under one jurisdiction. In each of th_ divi-

lsiona there is a Superintendent with power to pass.QD loans (in 
the _ of Manitoba and Alberta I up to 175,000. For larger 
amounts the General Manager must be consulted, but his decision 
may be known in from 2. to.tIl hours. The discretionary power 
of loeal managers would vary perhaps from 11,000 to 115,000 de
pending on his e:tperienee, ability and ~ importanee of the 
branch. Then, too, a greater degree of decentralisation and a 
better knowledgs of local conditions ia secured by the practice of 
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appointing local advisory boards.'·' With this system properly 
administered and with a proper selection of personnel, according to 
Professor Swanson, the branches should have that intimacy 

I 
of knowledge and contact possessed by unit banks in the 
United States and with infinitely greater ability to assist 
their clients.'·' 
, Regarding the second part of this complaint that the man
agers act the czar, Professor McGibbon makes the point that 
they are really the courts of first and last resort. For they possess 
unquaIi!ied power in rejecting loans and the borrowers can not 
appeal to a higher authority,'·· and especially is this important in 
districts, some as large as 1800 square miles, where tl:\ere is no 
competition. Little local money is available and if a borrower 
is refused, he is really .. up against it." Furthermore, being the 
dispenser of credit, the manager may influence farming methods 
against the better judgment of the farmers themselves, might re
quire them to engage in stock raising, and to diversify their crops, 
and the farmers, dependent on his good graces, would be afraid 
to cross his will even when the managers as in 1918 and 1919 
"loaded" him with credit. These criticisms can be directed 
against any banking system, branch or unit, and really in the 
last analysis come down again to questions of personnel and ad
ministration which are capable of solution. To curb the czar-like 
proclivities of branch managers, Professor McGibbon suggests 
that a credit commissioner be appointed, before whom the farm
ers might lay their complaints, and who could report to the Pro
vinciallegislatures and banks. Another suggestion, made by Mr. 
Brown of the Bank of Commerce in his address to the United 

'1 Farmers at Edmonton in 1919, was that local committees be ap
pointed before whom farmers could lay their complaints and who 
would submit their reports to the banks: ... 

" But I can offer you a suggestion as to how the difficulty ca~ 
be met. Supposing, when you go back to your homes, you ap
point in your association a local Committee of Reference, 80 that 

.., Proceerling. oJ the Select Stmoding Committee on Btmking and CUI'-
1"mCII. 1923. pp. 392 and 4.';1 . 

••• Ibid. pp. 7115-796. 
10. Report, pp. 44-48. 
... Quoted in ProC ....... McGibbon's report, p. D. 
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complaints of farmers in your own district might be put before 
It? Then if a complaint were made against a bank, that com
mittee could sit down with the bank manager, sort out the state
ment of facts on both sides, and decide whether the bank was at 
fault. If the bank was found at fault and the manager was disin
clined to recognize it, the local committee could pass their find
ings on to the Central Committee at Winnipeg, by whom the 
matter could be taken up with the chief representative of the 
bank there . 

.. Now, if as a result of such procedure, it were found that any 
one bank was not fulfilling its duty toward the farmers, the rem
edy would lie in your hands. On the other hand, if the fault was 
the fault of a loral manager, here and there, no one would be more 
anxious to know it than his head office. And with a local com
mittee in the country and a central committee in Winnipeg, or 
Calgary, or Regina, we might hope to get somewhere." 

By way of summary, if the personnel can be and is carefully _ 
lected and if administrative policies are such as to decentralize 
authority and delegate it to local managers, local advisory boards 
and district superintendents, the managers and their banks can 
take as much interest and be as cogniaant of local needs as unit 
banks. Above all, they oan extend larger amounts of oredit, at 
lower ratee. and stand behind their oustomers in a way impossible 
for local banks. 

RURAL CREDrrs. During the past few years there has been con
siderable discussion in Canada on the subject of long-term agri
oultural credits. The feeling is that the chartered banks ade
quat~ly finance the seasonal or temporary needs of the farmers 
but that the 8IUIle ean not be said as to the availability of long
term or intermediate credit. As Professor Swanson testifies, the 
chartered banks have been most lillE-ral. but they can not, and as 
commercial banks, should not give the type of ereditiio urgenUy 
needed in the West.- The type of credit urgenUy needed is that 
supplied by tJle Federal Land Banks and the Federal Intermedi
ate Credit Banks in the United States. The Canadian farmer bas 

- I'ro<Hditt". ollAe Sol .... 8Imodirt, C_MiUu .... Baa.., ..... c _ 
_ • 19:13, P. SOl. As atahd by Sir F1'ederiek William&-~IOI'. ia ..,.,...l 
_ ........ of lbe I .... M'''' III ........ --.Ie ..... oaloa& oa lift ~ 
bill this .... quite _ptioDa1. Ibid.. p. HI. . 
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been securing his mortgage credit from loan or insurance com
panies or in some Provinces from provincial mortgage banks but 
either the amounts have been inadequate, or the interest rates 
high or the duration. altogether too short. Everyone whJ) has 
studied the subject realizes that Governmental mortgage banks 
are desperately needed. . Through a federal farm loan bank the 
farmers might secure adequate investment credit, amortized over 
a long period of years and at low rates of interest. Secured by 
farm mortgages the bonds would olier a most attractive invest
ment and the farmers would have access to the investment money 
markets. A plan for such an institution was recommended by 
Dr; H. M. Tory, President of the University of Alberta., who had 
been selected by the then Acting Minister of Finance to investigate 
land banks abroad and the need for these in Canada. His recom
mendations were to the eliect that the Dominion Government 
should raise funds through bond issues which would then be loaned 
to those Provinces in which provincial machinery for the making 
of mortgage loans existed and through which the monies in tum 
could be loaned the farmers. A bill (No. 237) embodying his plan 
was 'ihtroduced in the House of Commons in June, 1925,but 
failed of passage in the Senate. A much more elaborate measure 
(No. 148) creating a Canadian Farm Loan Board, with powers 
and responsibilities quite similar to those possessed by the Fed
eral Farm Loan Board in the United States, was introduced 8 

year later and passed the House of Commons on June 1, 1926, but 
failed of final enactment. The absence of any such system is a 
real defect in the Canadian banking structure, in the availability 
of credit.··· 

THE QuEgTION or A MONOPOLY. Bearing further on the avail
ability of credit, is the question of a banking monopoly in Can-

... For a further discussion read Prof ..... r McGibbon'. report, pp. 43-44; 
Prof ..... r Swanson'. testimony before the SpecWl Ctnnm&ttee on .Agricul. 
tunJl Condition., 1923, pp. 1~1460; aIBo pp. XXll-XXill; Report of the 
Special Committee on Agricultural, Induatrial and Trade DevelopmeM, 
The Senole of Canada, 17; Report on Agricultural Credit by H. M. Tory, 
Printed by Order of Parliament, 11m, aleo Supplementary Report, 1926; 
Prof ...... W. T. Jackman, Report of Committee on RU11I1 Credits, Ontario 
Department of Agriculture; and Agricultural Loans, a pamphlet i2eued by 
Department of the Interior, Ottawa. Bvi<knee 0/ Wit ....... tm Bill 148. 
Select Standing Committee on Ranking and CoIlllOel"ee, The Senate of 
Canada, Seeaion of 1926. 
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ada. The existence of this is frequently asserted and good folks 
are supposed to shudder without having much idea what is meant. 
A monopoly might manifest itself in extortionate interest rates, 
in discriminating between borrowers of equally good credit stand
ing and in favoring one interest instead of the other. Those who 
make this charge, as is typical of like-minded persons in the 
United States, do not often indicate concisely or exactly why 
they feel this to be true. Of course, some say that the fact that 
a uniform rate of interest, 3%, is paid by all banks (exoept the 
Weyburn Security Bank) on time deposits is proof positive. But 
uniformity need not be an indioation of a monopoly. If this were 
BO, then the clearing house banks in New York City constitute a 
monopoly as many of their practices are made uniform through 
clearing-house agreement. Others allege that the uniformity of 
interest rates through a particular district is indicative of a 
monopoly. Yet this is not necessarily true for in a highly competi
tive market such as in wheat, there is only one price at a given 
time. And furtller, this argument fails when we remember that 
interest rates in Western Canada, where most of the monopoly 
proponents live, are lower than in similar parts of the United 
States. Or again people allege that the difficulties in the way of 
forming a new bank are almost insuperable if The Bankers' Ass0-
ciation be opposed but on the oUler hand the bankers helped in 
the organilation of the Weyburn Security Bank and did not op
pose in any formal way the organilation of the Bank of Vancouver 
though they felt it to be ill-fated. 

Professor McGibbon reported lot that In his opinion there is a 
monopoly, if we define monopoly as an orgeniaation with a sub
stantial control over price, which was evidenced by the sudden 
change in the practice of the banks in the West from making 
straight loans to farmers to discounting their notes thereby in
creasing their interest charges.. The possible existence of a mo
nopoly was a question much discussed before the HoUse Banking 
aIld Commerce Committee in 1923. Professor Swansoo expressed 
the thought that competition did exist which took tbe form of 
competition in service rather than in eharges..- Mr. H. O. Powell 

.. , s.e p. 21. 
M ,...,. •• ~R" 0/ tAa &led ~ C_.ou. ... BaS ,...., C_ 

..... lau, pp. '197 ... d 807. 
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of the Weyburn Security Bank declared competition was keener in 
Canada than in the United States.'·· 

In reply to a letter addressed by the writer to a group of 
Canadian economists whose opinions ought to be entirely objec
tive, respecting the existence of a money trust, the following six 
replies were received. Only two of these state .quite definitely 
that there is a monopoly. A third states that if there is, it is of 
the loosest sori. These are quoted in full for their value in throw
ing light on this much-mooted point: 

Source A.: The criticism that the Canadian banks constitute 
a banking monopoly is well founded. They all pay the same rate 
of interest on deposits and charge the same rate on loans. The 
loaning provisions are virtually identical. Moreover, if a new 
bank were seeking incorporation, The Canadian Bankers' Associa
tion reports upon the fitness of the incorporators to undertake 
the work of a bank and if their report to the Minister of 
Finance is not favorable the charter will. be refused, Is not this 
monopoly? 

SO:qRCE B.: We hear a lot in certain quarters about a "money 
trust." I do not deny the possibility of such a development but 
with the keenest competition between the chartered banks, it 
seems to me there is no practical danger of it. 

SotmCE C: I think that this criticism (that the Canadian 
Banks do constitute a mondpoly) is well founded. Through The 
Canadian Bankers' Association the Canadian Banks are, in many 
respects, one bank. In a great many respects uniformity is in
sisted upon and a bank that protests had better look out. It is 
almost'inconceivable that any capitalists would seek a charter 
for a new bank and yet on the face of it there is nothing to pre
vent them. 

SOURCE D: There is no monopoly. Any group of reasonable 
men - and no others should be considered, can obtain a charter 
on providing $250,000 in cash, and meeting the provisions of the 
Bank Act. I have only to refer to the unhappy experience of the 
defuilct Farmers Bank to make it clear that the stringent scrutiny 
of any application of a group of men for a charter is justified. 
On the other hand, among the banks themselves there is the keen-. 

no Ibid., p. 414. 
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est kind of competition, except in the item of interest paid on time 
deposits - which is determined by agreement at 3%. :aut 
when the Trust Companies provide checking accounts on which 
4% is paid, so that there is no great hardship here; althougb 
some may say that such an agreement among the banks them
selves to pay no more than 3% on time deposits may savour of 
monopoly. 

SOVIICIII E: I do not believe that there is a banking monopoly 
in Canada. Of oourse there is considerable concentration of 
banking power. We have only 17 banks at the present time; ••• 
live of these bave 75% and seven 85% of the total banking as
sets of the oountry. It is true also that under our Bank Act The 
Canadian Bankere' Association exercises important powers, that 
there is very olose touch between the leading Canadian bankers, 
and that there is a oommon bankers' opinion in this country. It 
is true also that the rate paid on deposits is the same and that 
all through there are very slight differences in charges for serv
icss made by the banks. The oompetition shows itself in a 
oompetition of service, however. As already hinted, the spread
ing branches might be regarded as an instanoe of excessive 
oompetition. 

We have a free banking system and any new bank may be 
started in tllis country at any time, provided that the minimum 
oapital OlIn be raised, and that the backers of the project can sat
isfy the Committee of the House in regard to their honesty, com
petency and financial backing. It is true, however, that the most 
recent project for a Canadian bank, the Great West Bank, has 
fallen through. I think,myseif, that the personality of the pro
moters had a good doal to do with this. One might also admit 
that a new bank would find it somewhat difficult to develop new 
husiness, especially in the first few years of its existence because 
the service rendered by the other banks is, on the whole, efficient.. 

SoUllClll F: There is some foundation, I think, for the criticism 
that the Canadian banks constitute a banking monopoly, but it 
is a monopoly of the loosest SQrt. involving at most, I think, ~ 
tain bank agreements as to praetires.. Between the local branch 
managers there is a very keen oompetition. There is also very 
keen rompetition with regard to the locating of branches. 

-Ill lllD. 
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If there be i monopoly in banking in Canada ft does not seem 
to rebound to the pecuniary advantage of the banks. Interest 
charges, all thiflgs considered, are reasonable and dividends paid 
are lower than those of the National Banks in the United States. 
Its effect, if such exists, on the price of credit (excepting Professor 
McGibbon's example) is negligible. As regards the uniformity 
of rules respecting interest paid on deposits, ete., these are to be 
found over the entire world and, if indicative of monopoly, then 
such exists in banking everywhere, in New York City as in 
Canad~. This agreement or arrangement is for the protection of 
the banks and the 3% rate is probably all that they can afford to 
pay at the present time .. It is true that the attitude of the bank
ers toward legislation has been more or less shaped by the larger 
banks in The Bankers' Association but if this be a sign. of a 
monopoly, it is true in bankers' associations everywhere and is 
not peculiar to Canada alone. There is undoubted competition in 
getting business, establishing branches and in securing deposits 
through better service and convenience of location.-

SAFETY 

In the previous sections we have looked upon the Canadian 
banking system from the point of view of the borrower, from the 
point of view of the availability of credit to the business man or 
farmer. On the whole we found that the branch type of banking 
system in Canada meets the needs of most economic classes in the 
community satisfactorily, better in fact than a unit independent 
type of banking system could. Now we plan to shift our em
phasis and view the Canadian system from the point of view of 
the safety of die depositors which is another of our tests of the 
excellence of any banking structure. 

From a statistical point of view, bank failures as the measure 
of the safety of a banking system present many difficulties. 
In addition to the lack of adequate data, particularly as 
regards the results of receivership, the first and immediate prob-

801 Por further statements on this problem oee 1913 hearifll!ll, p. 2OC; 
Debates of Houae of CommoDl, 1913, pp. 1877, 1928, 106n-10673, 2422; 
1. F. JoImson. The CantJditm Banlri"ll S~mm, p. 86; 1923 bearinp. p. 948 
and 916; and Debates of Houae of CommODll, 1923, p. 4Of7. 
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lem encountered is the definition to be given a fail.re. Of course 
there are cases which admit of no doubt Buch as the Home Bank 
episode which represented the case of an institutron closing with 
heavy losses to the depositors. But in addition to such a clear
out oase there are many of a border-line variety. For example, 
would one oonsider a bank to have failed if the shareholders lost 
all their investment even if the institution were reorganized over
night or merged with another bank with no loss to the depositors? 
Certainly from the point of view of the stockholders, the bank 
has II failed II though the depositors' funds be intact. Finally if we 
wish to make international comparisons, the many variations and 
imperfeotions in the raw data make these most difficult if not 
altogether useless. 

The table shown on pages 48!land 481, kindly prepared by Mr. 
H. T. Ross, Seoretary of The Canadian Bankers' Association, 
purports to give the statistics of bank failures in Canada since 
oonfederation. There are listed in all 26 liquidations. With the 
exoeption of two the note holders were paid in full and in the case 
of 13 of the banks, or one half, the depositors were paid in full and, 
in the case of two, received more than 96 cents on the dollar. The 
payments to depositors in the other cases ranged from nothing 
to 751A"' ... • 

Failures in Canada have for the most part resulted from mis-r 
management and dishonesty on the part of officials at the head.! 
offioes and have not been due to mismanagement or dishonesty on 
the part of branch managers. The internal inspection or audit 
system of the banks, as Sir Thomas White, at one ~e Min
ister of Finanra, pointed out in 1913, has worked fairly well. 
The fraud and dishonesty whi~h have wrecked the banks have 
~nerally taken place at the head office which has been con
raaled from the inspectors and honest offi~rs of the banks.
This point of view was also substantiated by Mr. George Ed
wards, in the 1924 hearings,- that in the main bank failures 
in Canada were due to causes which could be ascertainable 
by an eumination of the head office aocounts. Head office loans 

- Mr. R ..... table. with ........ YU'iaUou, is oimiIar 110 ... ap~ ia 
the 1913 beariDp. p. I3S. . 

... H_ 0/ Co_ De6aN.t, Vol cvu. p. 1817. 
-Seep.1t. 



RETURN SHOWING THE NUMBER OF CHARTERED BANKS THAT HAVE GONE INTO LIQIDDATION SINCE 1867 

Numbttr 01 Capital Siock at DoU 0/ Su,tpenft'on n .. .,.,. 
NOfM 0/ Bonk ct CAfe/Office • Dat_o/Cb,.,. Dale of Bmndlu Fund 

8~ion ,,"""0/ AtdhorUed 8ub1<ri1Hd Paid up 
8~n , • , • 

1. Commercial Bank of N. B .• St. John, H. B .••........ In'~'d 1834 1868 ........ 600,000 600,000 . ..... 
in .B. 

2. BlLnk or Aeadla. Llver~ool. N. 8 .................... June 14, 1872 AprU. 1873 i,ooo,ooo 600,000 100,000 .. " .. a. Metropolitan Bank 01 tontrea1 ••••.••••..•.....•.• Apr. ltc!871 Oct. 1876 1.000,000 800,170 ...... 
f. MoobaWCI' Bank of MonLreal ••••••..•••..••••.... : B..,roro n-

federation May, 1879 1,000,000 243,374 194.794 ...... 
6. Bank of LlVflrc Liverpool. N. S .................. Apr. 14, 1871 Oct.. 1879 500,000 500,000 370,648 ...... 
O. Conlolidated of Canada. City Dk. & Royal Can'n. 

Sept. 18, 1875 A .... 1879 2,400,000 2,091.900 2,080,920 ama!. 1879 .......••..••••••••••................ . ..... 
1. 8tadacona Bank. Quehfta ..•••........•.....•...... June If, 1872 July, 18791 1,000.000 1.000,000 991,800 

'45.000 8. Bk. of Prince fAiward laland'!\Charlottetown. P. E. I ..•. Local Nov.a. 1881 . '000,000 . '500,000 120,000 
a. Eltohnnp Hlulk or C&.naU~ont.renl.: .. , .•......... Apr. 14. 1871 Sept. 1883 Il00,000 3()(),OOO 

10. Ml1I'iume Bk, of Dom. of '. St. Jolm. N. D .... , ... June 14, 1872 AIar. 1387 2,000,000 321,9()() 321.900 60,000 
11. Pictou Blmk. Pioto~N. S ... , ....... , .............. May 23, 1873 Be .. 18871 Il00,000 Il00,000 200,000 Nil. 
12. Bank of London In amula. London. Ont ••.......... Mny25. 18!:l3 Aua, 18871 1.000,000 1,000,000 241,101 60,000 
13. Centrlll Bank of Canada, Toronto. Ont .............. May 26, 1883 Nov. 1887 1.000,000 Il00,000 Il00,000 ... 000 
If. Ferler"l Bank. Toronto. Onto (Chanpd from .. SUperior 

Bk.") •.........•................•.............. May28, 1874 Jan. 1888' 1.250.000 1,250.000 1,260,000 150,000 
18. Commercial Rnnk of Manitoba. WlnniPIC, Man .•..... Apr. 19. 1884 June SO, 1893 2,000.000 740,700 M2.6l'JO ,,",000 
16. Banque du Peur..~' MontrNJ ........•.............. June27, ISH July 15, 1895 1,200,000 1.200,000 1.200,000 600.000 
17. Banque ViUe l\ arie. Montreal ...................... Nov'r& 1872 July 25, 1899 Il00,000 Il00,000 479,620 10,000 
18. Bank of Yarmouth, Yarmouth, N. 8 ................. tr,::.1 , .... Mar. 6. 1906 300,000 300,000 300,000 ".000 
la. Onlario Bank, Toronto ........•.............•••... ay 27, 1857 Oot. 13. 1006 29 1,500,000 1,500,000 1.500,000 700,000 
20. BoverelitD nank of Canada

b 
Toronto. •.......•••.••.. May 23, 1001 Jan. 18, 1008 38 3.000.000 3,000,000 3,000,000 Nil. 

21. Jianque de St. Jean. St. Jo DII, Que .................. May 3. 1873 Apr. 28, 1008 1 1.000,000 Il00,000 316.386 10,000 
22. Banque de St. "t8('int.he, St. Hyaointhe. Que ........ May 23. 1873 June 24. 1908 1 1,000,000 604,600 331,236 16,000 
23. St. 8tephena Ban ,St. Stel>hena. N. B ............... AbOut 1836 Mar.IO. 1910 1 200,000 200,000 200,000 65,000 
~. Farman' Hank. Toronto .........................•. Nov. 1. 1900a Dec. 19. 1910 31 1,000,000 684,500 667,6i9 Nil. 
25. Bk. of Vancouver, Vancouver .....•.............•.• Mar. 1910 Dec. 1914 11 2.000.000 687,400 445,188 Nil. 
»G. Homo Bank of Canada. Toronto .................... Jan. 8.1906 AUI.17, 1923 63< 5,000,000 2,000,000 1,960,691 1i5O,000 

... 
00 
<> 



BETURJf IIIIOWrwO TB1I J(CMBEB OF CIIAJlTEBED BANKS THAT HAVE OONB nno LIQUIDATION BlNCB l8II7 

I lMMJiIW A_ .. A ...... P.id .. Tl4U ., c_ 
"...... ..... / .......... ,,_., _ ~ CltI4 0#4 0._ • - at ""*./ NoWAoItkr, --'" • - ... '" '" S 

I. c.m-............ '" N. B ..... Job-. N. B ......... .. ........ ......... 171.420 1,.222.454 '00 100 
J. Baftk 01 ~ .. Uyerpooi. N. So. ••.• ". " ........ .. .' 40,,"7 17,9.W 106.914 213.34fS • a. W.rnpolUaD J~ J W .......................... .. .. 129.731 293.37' 779.225 '00 ioo" . 
.. __ ...... "'W ............................. .. 168.132 253M' .. 7.238 721.156 571 .71 
6. Beok'" U:r.t.:'k U.-IIll'JIOfJI. H. fl.. ................ .. a_ 

so.aoa 
136_ 

""'.877 100 ..,., 
t. ConooI....... '" <-. CUr Ilk." _ Coa· .. 

423.810 1.01 ..... .".... OOIf ............................ " ....... .. 1.794,240 81117= 100 100 

i~~~*:s~ch&r~·P:E·.·i.:: .. 152,481 188.312 ........ 1,355.675 100 100 

8 ""- ... - 1.108,000 058.244 "I ..I 
t. 1<"' ....... , ..... '" Coaad.c.;;;. ....... ' ................ 487 .... 2.206.377 .......... 3.7i9.493 '00 rot 10. M.,It;rne 81L of Dom. aI , "" . .Joba. N. B ••.....• e 314,.288 l,OIn'&70 IAOD .... "2 1.825,993 100 

fl. PI .......... k. Y~. H .......................... Na. 49,511 17 .... 74 7 ...... m.0I7 100 100 
'2. Bank '" Loadno In ~ Lond~ On&. ........... 7 -..... 88O.9M l,o:n.2HO 1,310,675 100 100 
I'. OJmlr.l Dank of c.~onto. . .... , ........ • ....... 2.12b,(HO 2,631.378 3,231,518 100 00' ... ' ..... aI ....... T........ (1.."-1" ...... _ Nil. 

Uk,") ..•.•. '" .•..••.•.•.•.......••••...•••.•• • G10AD2 1,(105.«8 3.«8.499 4.869.113 100 100 
U. earn",.,,, ... Rank of M anttolM. WJIIDlpec, Maa. ...... e ... - 771A66 1.341,2.51 1,951,151 100 100 
18. Jkot,ue du p~ )fmlt ............................ 7 818,64A 8,874.217 7,761,209 0.533,587 100 m 11. JJ.nr,ue Ville , )foou ......................... • 261,870 1,1",fM,066 1.766.841 2.267.516 100 
II. IMnk'" Y.,mouth, Y.,JDQUlJa. N ................... • 00,400 276,505 388._ 723.660 100 100 
18. Ontario Bank, Toronto ............................ 7 1,3.')1,402 12,6lj6,634 15,272,271 16.020.307 100 100 
20. "' ......... .en Hank of Ca~orObto •................ 8 1,9M.586 11,216.006 16,174,408 18.218,746 100 100 
21. Banr,UII d. til. I ... n, tk.. 10 , QUII .................. 4 219,334 "'.001 560,781 326,118 100 30.271 
". '1&", .... de Nt. IIt .. .-Io, ... MI.. Hruin'''. Que ....... , • ............ 918,770 1.172.630 1,576.443 100 100 
23. 1ft. Hc.ep ...... Ban ,Itt. *-PbeDI, N, D ...... , , •...... e 148.936 386,160 ... - 818.271 100 100 
24. V ... ,..,.' lfank, Torrmto •... ". ..•. ................. • 42V,470 1.,314,016 1.997,041 2,616.683 100 Nil. 
26, Ifk. of Vannuu,,". V.noou ......................... , NU. 2M.762 ....... 912.137 1,532.786 100 N;L ".0.- _ .. eo-. T ............................ 7 1.724,166 16.236.000 18._.78 NomlDaIIy 100 25% iD"'~ !leo. 

in neeae of 22. 19.. 85~ 
UabiliLiei to de,c ..... 0 

I.. $500, 
SePt •• 1926. 

'VnluntMJ', • 
'1'bi8 bank ... oaJ, In nlatance thr. mont" and tweDty .... cia,.. It.-..opened far a few da,.. aod redeemed • few thoW.aade of ita botee. This 

onl, luted • da, or two, and ,ha remalnlnl notebolder. with the .~OD 01 t.be Government got notbinl. The DominioD Government received 25 cent. 
GO iJy dol ..... on ..... oaI '~nd dolJan worth 01 not. which it held. • Date of Treuury Board Oirtificate. • Plus U; llUb-qenciee. 

N, B, "0 8u.k IhM laM laiW .. lJIU6 flu pUd aDJ1.biaa to abanhoId--. There ia DO reliable iDfonnatioa .. to earliar dat.-. ... 
QD ... 
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were cited by Mr. J. C. Saunders also as the chief reason for bank 
failures. 8

•
8 If this point of view be correct, that the head oflice~ 

are responsible for the majority of bank failures, then the present 
system of sharehol.ders' audits and of Government inspection 
should cut down if not eliminate bank failures in Canada. In ad
dition to this present greater degree of supervision, it must also be 
remembered that the provisions regarding the organization and 
incorporation of banks have been strengthened and that "many 
of the banks which failed in the past could not be incorporated 
under the present act. 

DOUBLE LIABILITY. Canadian bank stock, as does the stQck of 
National Banks and of banks organized in most states,. bears 
double liability. While the banks would probably like to see this 
feature eliminated,·o. for they feel it is a deterrent to the sale of 
their stock, it has been of real protection to the depositors 8S the 
following table indicates: .or 

Amount of Amount Collected 
Name of Bank Subscribed from Double 

. , Capital Liability 

Banque de St. Jean ................ S 500,000 S 161,000 
Banque de St. Hyacinthe .......•.•• 504,000 156,000 
Farm .... Bank .................... 564,000 314,000 

(To March 12, 1924) 
Bank of Vancouver ..••.••....•..•. 587,000 149,000 

(To April 13, 1923) 
The Ontario Bank ................. l,5(X),OOO 1,202,510 
Bank of Yarmouth ................ 300,000 264,667 

• 
Unfortunately these seem to be the only figures made public re
specting the effectiveness of the double liability. In passing it 
might be suggested 88 a possible reform that the curators and 
liquidators of Canadian banks should make periodic, full and de
tailed reports respecting the results of the receivership which 
should be made public. 

It is frequently alleged at bankers' conventions in the United 
... Prouedi?09. o/IM 8elecl SUmdifl// CommitUe OR Bonking OM CO'Iftooo 

t'IIBrCf!, 192f, p. 363 . 
... See teetimoDY of Mr. C. E. Neill, Proceeding. a/1M 8elecl S/mIdifIII 

CtnMOiUee "" Bonking and CommerCfl, 1924, pp. 257-258 . 
. • 0' Ibid, p. 11m. See also 1913 heariDp, p. 222. 
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States that bank failures in Canada have been more frequent and 
have involved larger liabilities than those in the United States. 
Since such statements are frequently and loosely thrown about, 
an attempt is made in the following table to compare bank fail. 
ures in Canada and the United States. on the basis of the per 
oapita liabilities of failed banks in each country. The table 
olearly shows that the liabilities involved have been proportion-
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ately less in Canada where deposits are safer than in the United 
States. In the period covered the arithmetic mean of the per 
capita liabilities of failed banks in Canada has been .2829, while 
in the United States it has amounted to .6925 or more than three 
times as much. 

From the point of view of· safety the Canadian system seems 
superior to that existing in the States and this superiority should 
become more marked as time goes on with the closer scrutiny of 
banks. Of course, in comparison with the British or Australian 
banking system, especially since 1900, the Canadian system suf
fers. It has not been as safe as those. But with the "house 
cleaning" which has occurred since the war, it is to be expected 
that the Canadian record in future years will be materially bet
ter. But even as it is the past record has been superior to that of 
the United States where drastic measures are needed to reduce 
the number of failures. 

CREDIT CONTROL 

Still another and final test we shall seek to apply of the 
adequacy of a banking system is the extent to which it stabilizes 

I business, prevents panics, and mitigates the amplitude of cyclic 
fluctuations. Perhaps, all in all, this is one of the most important 
services a banking system, usually under the guidance of a cen
tral bank, can render. Prior to the Federal Reserve System, the 
American banking system was particularly deficient in this re
spect. The thousands of banks were unable to cope with inflation 
and speculation and as a matter of fact their influence was ex
erted largely in the direction of intensifying business fluctuations 
and· conseqllently of increasing .business failures and disasters. 
United or concerted action among the thousands of unit banks in 
the matter of credit control was impossible. Each followed its 
own policies which were calculated for the most part to push out 
loans and resources to the maximum making it impossible to cope 
with the critical period accompanying and following II crisis. 
Panics invariably ensued as the banking system broke under the 
strain. The inherent weaknesses in the American banking sys
tem were brought out in bold relief in the panic of 1907. There 
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were ominous signs portentous of a coming storm as early as 1906, 
which were quite unheeded in the United States although made 
the basis for the oredit polioies of the Bank of England which was 
fully prepared when the time came. 

The United States now has 12 regional banks which are ex
pected to follow businees developments closely and to modify 
their disoount and open market operations accordingly. Not 
that they always have been able to do this, for in 1915 and 1916 
they were too weak to affect the economic situation, and in 1917, 
1918, and 1919 they were forced to subordinate their policies to 
the mistaken ideas of the Treasury Department and even on 
occasion since then their policies have been such as to intensify 
the cycle. However mistaken their policies might have been, it 
is generally recogniled by students that one of their real func
tions, as that of any central bank, is to stabilile prices, in so far 
as is possible, and the general economic situation. 

In Canada there is no central bank which leads the other banks 
or whose policies of credit oontrel may be studied in the variations 
in its rate of discount or holdings of purchased bills and securities. 
Eaoh bank in itself is in a sense a central bank on whose policies 
of credit oontrel little has been written and little known. 

In faot there is probably little attempt to formulate a oon
scious policy of credit contrel on the part of the ohartered 
banks.- Such is rarely done by commercial bank&. The char
tered banks. it is true. do have certain more or less mechanical 
rules to guide them in preventing undue extensions of credit, as 
would be the ease with well managed banks everywhere. Thus 
they feel that their cash holdings should equal about 10", of 
their liabilities, certainly no less. In case these fall below. they 
would probably curtail their loans. Then again some of the banks 
follow the statements of the others to ace if theirs are out of line or 
if perchance any of the othere have expanded or eontracted un
duly. And to a certain extent the chartered banks are guided by 
the credit policies of the Bank of England - and the Federal Re
serve Banks as one might expect from the closeness of the eco
nomio relations bet_ the countries. 

- For a cIioNoaioa of .....tit ..... trol ill Cu.oda ... utiole by A.. W. fta. 
ill the Y'" R ........ Vol. >..-vn. p. tIS; and abo ODe ill the J __ oJ 1M 
C......,.." .......... A ........... Vol. II. 

- AI ... ., ""'",d,_ .lIid ........ 18l&" p.'" 
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The policies followed by the chartered banks in certl\in crises 
have heen fairly well developed. Thus Sir Edmund Walker, in 
testifying in 1913,810 indicated that the chartered banks in 1907 
drew in their call loans from the United States and England, dis
posed of securities, and pressed those of their larger borrowers, 
who were able to do so, to fund their bank loans into bonds. Their 
policy has been to support their customers, in so far as they require 
such support, and to withdraw funds from abroad. Of course now 
the banks may borrow from the Government, a method not avail
able in 1907. Mr. H. C. McLeod testified that the Bank of Nova 
Scotia" kept the lid on" in 1907; but endeavored not to press it 
too hard, recognizing that the business man must be supported 
if his patronage is to be retained.811 The crisis financing of the 
chartered banks was such that no acute disturbances were felt in 
1893 and 1907, notwithstanding the suspension of specie pay
ments in the United States. In fact the chartered banks were 
able in both instances to advance funds to move the harvests of 
Minnesota and the Dakotas when American funds were not 
available. . 

At.~imes the banks, or the larger ones and the Government seem 
to agree on a common credit policy. It is probable that such was 
the case during the war when every effort was being made to in
crease production, and when the farmers were urged to produce 
more and more. They responded vigorously to this appeal and 
invested (unfortunately) heavy amounts in lands, machinery, and 
live stock. The banks did all they could to assist the farmers 
feed the armies of the Allies. In 1920 when deflation occurred 
not only in Canada but throughout the world, in Japan, Aus
tralia, South Africa, England, and the United States, in fact in 
all countries not wallowing in increased issues of paper money, 
the bankers in Canada, too, curtailed credits and probably, in
formally, at meetings of Tbe Bankers' Association, discussed 
what should be done. Not that the bankers are to blame for the 
deflation. It was world-wide, the aftermath of the financing of 
the war. Credit had to be curtailed if prices were to fall The 
rapid fall in prices bore with terrible severity on all classes and 

.. 0 Minu/u 0/ Proceeding •• Evidence, ."'., 1913. p. 651. See al,., p. 661. 
III InlenMIn on 1M Banking and CU1TImctl BII.""'" 0/ Canoda, pp. 

47-48. . 



CllEDIT CONTllOL 487 

especially on the farmers, whose prices fell furthest, as was true 
in the United Statee, England and elsewhere. But as explained 
before, the Canadian farmer did not suffer to the same extent as 
did the American farmer, for the banks supported and carried 
him along.Il' 

While we know little regarding the policies of the Canadian 
banks and the methods they employ in exercising credit con
trol, in the sense of lending stability to business, we do know that 
they support the business man in periods of recession, which ac
cording to Walter Bagehot III is the correct method of crisis 
financing. We do know that to do this the banks call home their 
foreign loans and deposits and put pressure, if need be, on the 
large business man. We do know that the chartered banks have 
a more or less mechanistio concept of the proportion of cash they 
ought to maintain to liabilities and that this acts as a check on 
over-expansion as effectively as would legal minimum cash re
SIlrVe8. Then we know that each bank follows the balance-sheets 
of the others and so develops what might be termed a .. balance-/ 
sheet" concept of oredit control. Then at times it seems apparent 
that the Government and the banks have reeched a common un
derstanding on loans and investments as during the war period. 
However, all things considered, we know little compared with our 
knowledge of the policies followed by the Feder&! Reeerve Banks. 
But we do know that Canada, whether because or in spite of the 
stabiliaing influence of her banking system, has had more years 
of prosperity per years of depression than any other nation.'" 

III For .. further diaeuosiOll 01 deflation in CuwIa _ Prof ...... McGib
bon .. ",paR. pp. lI6-a. Prof-.r Swauoa .. tes&imoay. 1923 heariap. 
p. m. Of 00Il1"08 the banktn in Canada. .. elaewbere. dodued that """'i' 
OOIlIla.tiOlll folio ....... fall ill pri-. See ~moay 01 Sir Joba Ainl. 1923 
hNl'inp. p. W. Sir Edmund Walker expreooed .... _me thouPt. On .... 
oth ... hand. Sir Iftderidt Williamo-Ta,ylor held anq>pooite poin, 01 'I'iew. 
(IIt13 heuinp. p. 135.) 

11. R __ C /ro .. aM &heC C ..... _ _ BaaI:o 01 1_ (EnaIand) 

1S15, quatiOlll Nae. 8170, 8171 and 8171 
11' Relative \0 the poinla _-moped in this 8PdioD. the author Nelli ..... 

.. INter from Prof. J. Ooultlond ElIioU 01 the Uniwnity of Soobtehewan 
whioh dPpicIa the .&. 01 the bankilll .,.... in Canada .. eoonomie de",
opmen' ill .. ~ ralistio fuhiaoi • 

... 00IISidmna the "'1& ..... of the oho.rterod banb \0 the ...........ue de",
opmen\ of the DominiOll. 1 feel i\ is __ tial that their iIlfIueDae be judpd 
ill ....... of tbe ..... im~ u_ \hem ill .. -117 ...... COWC rapid 
exponPon, Wi!hia the limila of the elIiotiDc .d· ..... ud iIl-twmity 
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with established banking practices, they have had to faee the problems of 
assuring safety to their note holders and depositors on the one hand, to 
supply adequate funds to legitimate borrowers on the other, and attrsctive 
earnings to the shareholders on " any other hand that may be left." 

If you will picture the westward surge of population in the early y .... 
of this century into the wh .. t1ands of this west, into the mining areas of 
Northern Ontario and the K1ondyke, you will reali.e the financial re
quirements imposed upon the banke. The map of the north was rolled 
back and it was essential that the banke be in the vanguard. To me this is 
a thrilling and romantic part of Canadian banking and if you were to trsvel 
through the pioneer settlements out here you would realize, I am sure, how 
grateful we Canadians should be for the initiative of Canadian hankers. 
They may have been over-prudent in certain of their activities, but, sub
ject to my posaible bias of judgment, it .. ems to me that the advantages 
of our system bave outweighed the disadvantages, and I feel that the 
structure of the banking ayBtem was well adapted to the pioneering proc
..... of economic development. The device of branch banking could 
diversify the riaka, render reoerves more efficient, and enable unprofitable 
operation in new territory. The circulation privilege, it seems to me, was 
a atimulus which brought tangible developmental reaults. Moreover, there 
is one point that seema to me to be important which you may bave over
looked. I bave the impression that a unit banking ayBtem can function 
successfully only when there is a eecurity market or an active money 
market nearby. Canada had neither, and it is only within the 1ast ten y .... 
that anything approaching an adequate security market has developed in 
this country. The conaequenoe is that even yet Canadian banks are d&
pendent upon foreign money markets to adjust their internal banking 
position. How much worse it would have been with a system of unit banka 
where there would bave been even a lesser mobility of funds, I will leave 
to your imagination. 



CHAPTER VI 

THE BANKING SYSTEM OF DENMARK 

BY 

PAUL GLINDI:IIANIf 

MONETARY SYSTEM 

EARLy CUlUIENCY. In Denmark, just as in a great many otber 
oountries, the beginning of the eighteenth century witnessed an 
inoreasing use of money - a sign and oauee of the transition from 
primitive to modern economy. The coins in circulation were sil
ver coins in the unit of rigadaler " and from 1713 paper money 
issued by the State oirculated along with silver. This issue of 
paper money was not given the full legal tender power and it was 
not sufficiently backed by physical assets but derived its value 
from the fiat of the government, i.e., the King. Consequently its 
value declined heavily and in 1728 the notes were withdrawn 
from circulation. Eight years later, in 1736, the first Danish 
bank was established under the name of Kjobenhavns Assigna
tions-, Vexe1- og Laanebank, generally known as the Courant
bank, a private joint stock company entitled to issue redeemable 
notes. The rising demand for loans, espeeially' on the part of the 
State, tempted the new bank to issue notes in excess of its powers, 
and suspension of redemption was resorted to at intervals. In 
1757 the suspension took on a more permanent nature and from 
then on the country was for 88 years without redeemable DOtes. 
The Courantbank was taken over by the King in 1773 and from 
that year its DOtes deteriorated into a kind of compulsory legal 
tender and, about 1790, they passed at a discount of from 20 to 30 
per eenl 

In 1807, just prior to the outbreak of war, the entire eircula
tion amounted to 27 million rigsdaler. Attempts to reform the 
eurrenoy situation were thwarted by the prolonged war of 1807-1' 
during which conditions became DOthins short of desperate.. At .. 
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one time the circulation was as high as 142 million rigsdaler and 
the value of the notes had declined as low as 1/14. The govern
ment also was under necessity of having recourse to extensive 
issues of paper money which finally, exceeding the resources of 
the entire State, feIl quite into discredit. 

Then by Royal Ordinance of January 5, 1813, the State reduced 
the value of its notes to about 1/10 and established a new bank, 
the Rigsbank, to take over the note issue and withdraw the old 
notes from circulation. This bank constituted what was called 
a Royal Bank, a State institution, founded on the real estate of 
the Kingdom, the capital stock being procured by placing a first 
mortgage on all real estate for 6 per cent of the assessed value. 
These first mortgage rights on all real estate amounted to a total 
of 42 million rigsdaler, 27 millions of which were intended to be 
applied against redemption of the old note issue, whereas 15 mil
lions were to be loaned to th,e State. Moreover, the bank was 
authorized to issue notes for 4 million rigsdaler in order to 
carry on an ordinary banking business. Obviously it was a very 
imprudent step to start the bank by authorizing it to grant a new 
loan of 15 million rigsdaler to the State. The whole arrange
ment '~as subject to much suspicion on the part of the taxpayers 
and considered by them as a new attack by the State. In order 
to create public confidence the government promised that in time 
the Rigsbank would be transformed into a private bank entirely 
separate from the national finances. In view of the prevailing 
sentiment this promise was of little a vail and conditions did not 
improve until the Napoleonic Wars ceased. 

NEW NATIONAL BANK. Then in 1818, to reorganize the coun
try's monetary system, the new National Bank was created to 
take over the business of the Rigsbank. In the Charter of July 
4, 1818, the King fulfilled the pledge of the government by grant
ing the Dote-issue privilege to the new bank, which was to be a 
privately owned joint-stock institution. As its foremost duty the 
National Bank was charged with the obligation of redeeming the 
old Rigsbank note issue. The bank undertook this very energeti
cally, but the disorder of the monetary system was 80 complete 
that not until 1838 did the bank find itself in a position to bring 
the value of the notes up to par with silver. 

In 1845 silver redemption was resumed, when the entire circu-



CRISIS OF IS67 

lation amounted to 16,500,000 rigsdaler and the bank was hold
ing silver amounting to 8,650,000 rigsdaler. When redemption was 
resumed it was provided that there should always be a silver
backing of 50% and that the remaining 50% should be covered 
by first-class assets in the proportion of 150 rigsdaler value of 
assets to each 100 rigsdaler issued. As early as 1847 the maxi
mum fixed in 1845 had to be raised to 20 million rigsdaler, and 
to provide sufficient capital during the boom-period of the early 
fifties the maximum was again increased in 1854 to 24 millions, 
the last increase of 4 millions to be covered in full by silver in 
ooin or bars or bills of exchange in marks or sterling. 

CB18l8 op 1857. The great oommercial panic of November, 1857; 
had a significant effect on the Danish money market. The rapid 
oommercial expansion during the years from 1854 to 1857, during 
which no less than 15 new banks were formed, brought about the 
usual results in the form of unsound business, speculative prices, 
and an extraordinary sensitiveness. The crisis had its origin in 
the United States, but it was the disastrous revulBions in Hamburg 
that caused the general alarm in Denmark. At that time the 
National Bank maintained intimate relations with sever&! large 
Hamburg bankers, and when at the beginning of the crisis their 
suspension was imminent, the National Bank in Copenhagen had 
to intervene by granting oomparatively large credits. To meet 
these oredits II well II very heavy domestio requirements, the 
National Bank obtained large loans from the Treasury, and a 
special national loan oompany WII formed to supervise the grant
ing of financial help and support to commercial houses from the 
funds that had been received during the same year by the Treas
ury from foreign l'Ountries as compensation for the abolition of 
the Sound duties. During this period the rate of discount did not 
exceed 7% and it WII kept at that height enly for about three 
months, and this, taken in eonnection with the fact that rather 
large amounts were placed at the disposal of the market from 
other SOUffi!S, made it possible to keep down the oireulation to very 
reasonable amounts, Buctuating around 22 million ripialer. The 
entire banking system emerged from tlte crisis without sustaining 
heavy losses, the total loss of the National Bank amounting to 
1,800,000 rigsdaier. The ~ure of fixing an absolute maD
mum limit for the note issue was discontinued in 1859 and from 
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then on notes could be issued up to any amount provided the 
rules as to metallic cover were duly adhered to. 

THE W AB OF 1863-1864. The war between Denmark and Ger
many did not come as a surprise. For that reason the National 
Bank had been able to strengthen its position to a great extent. 
Its silver holdings were increased to 13 millions and a portfolio of 
mark- and sterling-bills amounting to 4 millions was built up. 
The circulation rose as high as 27 million rigsdaler, but fortu
nately the war was of short duration-only about 10 months
and after the end of the year 1864 the National Bank was able 
to bring about a contraction of the note circulation. The next 
ten years were a period of marked prosperity and industrial 
activity which required an increasing use of circulating money, 
and the year 1874 saw a note circulation of more than 32 million 
rigsdaler, all of which except 13% millions was covered by silver. 

THE ADOPTION OF THE GOLD STANDARD. When Germany 
adopted the gold standard in 1872, it was deemed advisable to 
grant the National Bank permission to include gold bullion and 
coin in the metallic reserve and it was provided that the propor
tiona:tf "atio of value should be calculated at 15% to 1 and that 
silver stock should always be at least one half of the totsl reserve. 
Finally, in 1873, the full gold standard was adopted. The moment. 
for the adoption was very prudently chosen. The balance of 
trade was favorable; other neighboring states were deliberating 
whether to make the change which made it easy to sell the main 
part of the silver holdings of the.National Bank and to buy the 
necessary amount of gold; From January 1, 1875, the Currency 
Act came into operation. Besides the gold standard this act also 
provided for a change of the unit of Danish money,..-- namely, 
from the rigsdaler or rigsbankdaler to the krone of 100 oere. The 
intrinsic value of an old rigsdaler was exactly 2 kroner. The 
new gold pieces were coined from gold 9/10 pure, and from one 
kilogramme of pure gold an amount of 2480 kroner was obtained. 
The act also provided new rules regarding metallic cover for the 
note circulation. Particularly it authorized an issue of 27 millioD 
kroner of notes without metallic cover and provided that any 
'issue above that amount should be covered by gold, and that the 
metallic reserve should never fall below 3/8 of the actual circula
tion and that the 27 millions not covered by metal should be 
backed by good and substantial assets, readily available, in a 
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proportion of 100 kroner of notes issued against' 150 kroner 
of assets. 

Some years later the National Bank was allowed to calculate 
as a part of its metallio reserve its demand balances with the 
Norges Bank and the Sveriges ruksbank and later on this permis
sion also included the German Reichsbank. At that time it was 
arranged that all amounts due from the National Bank to these 
banks should be deducted in the oalculation of the metallio 
reserve. 

The Currency Act with later supplementary acts also provided 
lor the Soandinavian Monetary Union into which entered Den
mark, Sweden and Norway. The elJect of the agreement be
tween these three countries was that gold coins as well as silver 
and bronle coins of any of the countries were legal tender in any 
of the others. Some years later this was extended to include alec 
the paper money of these oountries, and when the banks or issue 
inaugurated a system of drawing and protecting drafts on each 
other without exchange, thus obviating gold shipments to a great 
extent, the Scandinavian Monetary Union became an almost 
ideal arrangement. During the last years before the WlIrid War 
quite heavy gold shipments from Denmark to Sweden took place, 
however, for various reasons, and it seemed at one time that the 
Union would have to be abandoned. The World War did finally 
put an end to the Union because of the suspension of gold pay~ 
ments and the rates of exohange fluctuating very differently for 
the tllree countries. 

RECENT ANn l'Iu:sENT C{)lIRENCY. Under the rules of tlle Scan
dinavian Monetary Union the Danish coins were the following: 

Contento of 
Amoun\ Diame ..... Punt Me\al Me\al . 

10 luonor 13 miUime\ore 8.0II4M lJ'UlUDee lOkI 11110 p ..... 
10 • 18 • 4.033:17 • p1d 11110 pure 
I « 31 • 12.0 • sil_ 8110 pure 
I « lIS • &.0 • 1Ii~ 8/10 pure 

lIS """' 17 • 1.4511 • sil_ 11110 pure 
10 • 15 • 0-58 • iii""" 4110 p ..... 
II « 17 a weigh, 8 • .......... (9Ii~ ooppor 4~ 

Un I~ oine) 
I • II • • • • ........ (85~_'~ 

Un I~ oine) 
I • 111 • • I • ........ (9Ii~ _.~ 

Un I~ oine) 
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:Notes were issued in the denominations of 500, 100,50, 10, and 5 
kroner. Gold of course was made unlimited legal tender, and 
notes generally were accepted to be so although the National 
Bank Charter does not clearly state this. 1 and 2 kroner silver 
coins could be refused in amounts of more than 20 kroner, 
smaller coins for more than 5 kroner and bronze for more than 
1 krone, provided, however, that State and Municipal offices 
were bound to accept 1 and 2 kroner silver coins without limit in 
payment of taxes and duties. During the War the National Bank 
was authorized by law to issue notes for 1 and 2 kroner. Actu
ally only 1 krone notes were issued, and they were made legal 
tender for payments up to 20 kroner. These notes were later 
on withdrawn from circulation. During these years the small 
token coins for 5, 2, and 1 oere were made from iron, but in 
accordance with the Act of February IS, 1924, minting now takes 
place as follows: 

alloy of copper, nickel and aluminum, 2 kroner, 1 krone, 
500ere, 

alloy of copper and nickel (with a hole) 25 oere,10 oere, 
anbyof copper, tin and zinc,S oere, 2 oere, 1 oere. 

All minting is in the hands of the Royal Mint. 
CBISIS oJ' 1907. The years preceding 1907 were humming with 

industrial activity and prosperity which, at the time of the war 
between Russia and Japan, was' extended to the mercantile 
marine in which the shipping boom caused a tremendous increase. 
At the same time an enormous building boom set in with a conse
quent real estate specUlation supported by a few Copenhagen 
banks. When the international commercial crisis started in 1907, 
a number of maturing foreign credits were not renewed and this 
caused a rather heavy drain on the gold resources of the National 
Bank whose metallic reserves decreased, and although the rules 
regarding the note-cover were temporarily modified, the bank 
rate had to be raised to 8,..,. Distrust of the banks back of the 
building boom resulted in a run and suspension of payments of 
several banks at the beginning of 1908, but actual panic was 
averted when, without hesitation, the State and the large Copen
hagen banks stepped in and guaranteed all creditors of the closed 



ABANDONMENT OF SPACE PAYMENTS 495 

banks and formed a liquidation offioe to undertake the winding 
up of the affairs over a long period of years. 

ABANDONMENT OF SPIliCIJIi PAYMENTS. Immediately upon the 
outbreak of the World War, by an Act of August 2, 1914, the 
National Bank was released from its duty to redeem notes on 
presentation and on August 6 it was furthermore enacted that 
exportation of precious metals in coins or bars should be pro
hibited. The suspension of gold redemption was intended to be 
effeotive only until Ootober 1, 1914, but the act was extended on 
Beveral oocasions, so that practically it was in force until the end 
of 1926, exoept for a period from April 30, 1917, until the end of 
1918, when Danish paper ourrency had appreciated eo much 
ahove the pre-war par that demand for gold stopped entirely. 

Continuously the National Bank was entitled to refuse to give 
up gold for export purposes, a policy which from July 30, 1919, 
became even stricter so that the National Bank was permitted to 
refuse gold redemption whe!l it had the slightest suspicion that 
the gold would be utili.ed to the damage of the public good. In 
April, 1916, the National Bank was also released from its obliga
tion to buy gold at the par rats of 2480 kroner less * % eeignor
age per kilogramme pure gold and at the same time the Royal 
Mint discontinued its practice of minting gold for the publio (for 
which service it had hitherto made a obarge of * % for 20 kroner 
coins and ~ % for 10 kroner coins). This changed the Danish 
ourrenoy entirely to paper ourrency with the possibility of wide 
fluctuations of the rates of exchange on both sides of par. 

From 1915 to 1920 the National Bank increased its holdings of 
&Old from 107 millions to 227 millions of kroner and during the 
same period the nots circulation rose from 204 millions to 541 
millions. On aorount of a favorable trade balance, enormous 
profits from shipping and in spite of gold imports, repurchases of 
Danish bonds from abroad, foreign capital investments, the 
krone appreciated as against dollars and eterling as bigh as 20% 
above par, but at the &nd of the War this changed entirely. 

During the War Denmark had changed from a debtor to a 
creditor nation, but the 'collapse of the post-war boom and in
flation bad sucb far-flung influenees on the Danish community 
that the situation was &«&in reversed. For the two years of 1919 
and 1920 the unfavorable balance of trade amounted to abou\ 



4.96 MONE'tAR Y SYST.EM 

3000 million kroner. These huge imports were mainly for home 
consumption in satisfaction of the demands left over by the war 
Ileriod, but partly also for reexport to Russia and the Baltic 
States. When hopes for such reexport did not materialize on 
account of political uncertainties and confusion, Danish import
ers experienced years· of exceptional losses, accentuated by the 
rising foreign exchange rates which brought the gold value of the 
Danish krone doWn as low as 50% of par in November, 1920. 
During these years the National Bank seems to have held the 
opinion which was common among continental central banks 
that the bank rate was not an effective weapon to check business 
fluctuations. The bank rate was unchanged at 5% from the !Did
dle of 1915 until January, 1919, when it was increased by %%, 
and this was followed by increases to 6% in October, 1919 and 7% 
in April, 1920, but only by reason of the growing tightness of the 
money market . 
. The discount policy of the National Bank was at that time 

infiuenced enormously by national and political interests. A 
I:eunion with a part of the Duchy of Slesvtc was imminent. Ac
cording, to the Versailles Treaty a referendum was to be held in 
Slesvic in the early part of 1920, and in order to provide funds 
for the expected reunion and to liquidate old war-time accounts 
the government floated 265 million kroner of loans in 1919 on the 
domestic market. In order not to influence these events unfavor
ably the increases of the bank rate which were more than justified 
by the entire situation were postponed as long as possible. The 
next few years saw a very fluctuating rate of the krone, partly 
by reason of unfavorable trade balance and partly on account of 
a general foreign distrust which was the result of the many bank 
suspensions and reconstructions and commercial bankruptcies 
which were the aftermath of the in1Iation period. In the year 
1923 the National Bank exported some 20 million kroner of gold 
and at the end of the year the bank, together with the State and 
the large Copenhagen banks, formed the Stabilization Fund on 
the basis of foreign credits (for 125 million kroner) obtained in 
iondon and New York. So heavy was the demand for foreign 
exchange, however, that by January, 1924., half of this credit was 
used and the bank discontinued effort to keep the krone at a firm 
level Not until the end of 1924. did the tide turn. 
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RETuRN TO GOLD STANDARD. In spite of everything the eco
nomic conditions of the country changed for the better and the 
krone appreciated, but the subsequent events showed the hope
les8 and impossible mixture of State and Bank authority and re
sponsibility - the unsolved question as to whether it is the Bank 
oI-Issue or the Legislature which is in a critieal time to dominate a 
country's monetary credit system. The note circulation fell 
more than 100 million kroner below the top noteh, and a num
ber of legislative measures were added to the avalanche which 
had previously been passed for the betterment of the krone. 

On March 29, 1924, the Central Exchange Office was estab
lished, among the various powers of which was the right to con
trol foreign exchange transactions and to restrict dealings in for
eign exchangs to a small number of banks. The improvement of 
the krone exchange following the establishment of the Central 
Exchange Office was only of brief duration and BOon new depre
ciation set in. The result of a conference called shortly after that 
event by the government was a stabilization act with broader 
principles for the return to normal conditions with a view to 
restoration of the par value of the krone. Increased taxation was 
levied, an exchange credit for $40,000,000 obtained in New York, 
the politieal factions temporerily ceased controversy and in
trusted the obligation of keeping the krone rate within certain 
fixed limits to the National Bank. Denmark thus announced to 
the world her intention to eee a BOund krone. 

SPECULATION IN KBoNII. This as well as an unusually favor
able trade position was eeiaed by the exchange traders of the 
world as the basis for a tremendous specUlation for the rise of the 
krone. The skyrocket appreciation of the krone took place 
largt'ly through the persistent pn!6SUre of influences outside the 
Danish governmental poliey, accentuated and aetelereted as it 
\\'88 by heavy buying by professional groups. Tbi(;.waa-ex
plained by the faet that during the period involved the banish 
and the NOI'Wl'gian exchanges oft'ered almost the only opportun
ity for foreign exchange speculation, as most of the other impor
tant eurreneiee either went· too firmly stabiliaed to permit of 
Buctuations or were so uncertain that the risk in them was c0n

sidered too great. It is estimated that this brought deposits of 
about 100 oiillion kroner into the country and concurrent with 
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this increased interest of foreigners were the sales by Danish 
holders of tfleir portfolios of foreign bills. At one time the hold
ings of the National Bank of foreign bills ran as high as 154 mil
lion kroner and its loans and advances decreased from 262 
millions to 99 millions at the end of August, 1925. 

The rising exchange, of course, brought with it many protests 
on the part of ,business and agricultural interests. The situation 
was aggravated by price adjustments and the country witnessed 
a deflation resembling the first sharp break in prices following the 
world-wide post-war inflation. 
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THE NEW GOLD STANDARD. At tbe end of 1926 the price level 
was such, bowever, that a return to the gold standard was be
lieved to be of little danger. At the time of the writing of this 
cbapter (January, 1927), after an interval of more than 12 years, 
Denmark is then once more anchoring its currency to gold. It is 
no secret that when negotiations started regarding the resumption 
of gold redemption, general opinion favored 8 return to the 
pre-war unrestricted gold standard. The result of the negotia
tions, however, was the adoption of a restrictive policy along the 
lines followed by Great Britain when that country returned to 
gold in 1925: namely, the holding of gold as a reserve in the cen
tral bank while not allowing gold coin to get into circulation. 
Thus the new redemption act states that from January 1, 1927, the 
obligation of the National Bank to redeem its notes in gold again 
becomes operative, but that until the end of 1929 the Minister of 
Industry, Trade and Shipping shall be authorized to decide that 
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the bank shall be bound to effect such redemptiO}l only when 
notes are presented in multiples of 28,000 kroner, and then at 
the discretion of the bank only in Danish gold coin at face value 
or in gold bara or gold in other shape at the rate of value of 2480 
kroner per kilogramme pure gold. The amount of 28,000 kroner 
represents the value of a gold bar of the international standard 
sile whose weight is between 12 and 13 kilogrammes. 

The necessary order has been issued by the Minister for a 
period of one year and is expected in time to be extanded al80 for 
1928 and 1929 at the end of which the question must be taken up 
by the Legislature for new consideration. At the time of resump
tion of gold redemption the National Bank holde a gold reserve of 
209 mi11ion kroner. On November 30, 1926, its outstanding notes 
amounted to 378 mi11ion kroner as compared with 434 millions in 
1925 and 479 mi11ions in 1924. Below is a comparison with the 
position on July 31. 1914: 

December 23,1926 

Gold ................. !Cr. 208~7.193 
December 23,1926 July 31,1914 

209.248.927 
Silver and ot.her coin... 14.820.soo 

Kr. 223,777.693 
N otea in ci",ulatiOll ... 8116.9.10,112 
Ratio ................. 81~ 

13.295.718 
222.M2.643 
al,930,338 

1i2.9'11> 

73,340.674 
156.472.656 

50.7'11> 

New regulations have been i88ued regarding the export of gold 
from Denmark abolishing the restrictions hitherto enforced upon 
the export of silver and nickel coins. The export of gold coin and 
gold bars wi11 accordingly be permitted only to those countries 
"'hieh permit gold exports themselves. Regarding the rules for 
the metallic cover, the regulations contained in the extended 
Charter again apply, vii., metallic cover must amount to not 
less than 50% of the amount of notes outstanding. Under the 
classi6t-ation of metallic cover are included: 

a. I('gal tl'nder coin at fal'S value, 
b. gold bars and foreign gold coin at the rate of 2480 kroner 

per kilogramme pure gold, . 
Co demand balanNIS with the central banks of Norway, Sweden, 

and Germany. • 

'a) must be a\ \east 12~'II> 01 the iota! cireulatioa and (a) ph. (b) __ 
t.han 10'11>. 
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The fiduciary issue is to be covered by easily saleable assets in 
the proportion of 125 to 100. On excess-issues the Charter Act 
imposes a tax of 5% per annum payable to the Treasury. A re
turn given in accordance with these rules is subjoined. 

Return as of January 22, 1927 

Metallic reserve: 
Gold, coin or bars ....................... Kr. 201,640,938 
Other coin .............................. 15,203,434 

Kr. 216,844,372 
Demand balances with Bveriges Riksbaok, 

Norges Bank and Reichsbaok, Berlin.... 2,826,301 
. Kr. 219,670,673 

Notee in actual circulation •........•.•... Kr. 326.222,032 
Ratio ........ .. .. .. .. .. .. .. .. .. .. .. .. .. • 67.3% 

The goal has been reached, but joy mUst still be moderate, 
as grave results of deflation are still at hand. The gold standard 
brings no immediate relief in that respect. It supports an existing 
state of affairs and adds vitality to stability. But working con
ditions for trade, industry, and agriculture will be unchanged, 
except. lor the fact that the most acute and obvious difficulty 
which has hampered the restoration of sound economic conditions 
has been done away with: namely, the fluctuating irredeemable 
paper money with which the country was doing its business. 

The qualification for the last step must be that the full conse
quences of the arrangement be assumed - a sound adjustment of 
the economic state of affairS qf the country. The demands of a 
krone at par have not yet been entirely· met in the Danish ad
ministration and these demands will be stronger and more em
phasized when the krone is finally anchored to gold. The Budget 
for 1925-1926 involved expenditures to a total amount of 382 
million kroner, whereas the Budget proposal for 1927-1928, as 
subl!litted by the late Cabinet, figures with a total expenditure 
of 358 million kroner or a decrease of less than 8%. In the same 
per!od the price index of wholesale prices has fallen from 234 to 145, 
which brings out clearly that no country can go its independent 
way in the matter of commodity prices in a world in which trade 
takes place on' an internationally substantial scale. The expendi-
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ture of the State is thus still comparatively very high, and there 
should be a wide scope for government initiative in" bringing 
down the expenditures to a more appropriate level. The gold 
standard does not oarry in ite wake a fear of loss of gold. Gold 
always flows willingly to oountries which are willing to pay it 
out again. Confidenoe on that point is the whole question. 

CREDIT INSTRUMENTS 

The open book account, of course, in a sense is a credit instru
ment, being a measure of credit of the most elementary type. 
This form of credit extension is used in Denmark, it is believed, 
in the same proportion and to the same extent as in most other 
oountries. 

CHIICII:. The credit instruments ordinarily used in the conduct 
of business are, however, checks and bills of exchange. The law 
relating to these instruments is found in the Check Act o~ 1897 
and the Bills of Exchange Act of 1880. The Check Act is a very 
simple measure which prescribes that a check must have the word 
" check II embodied in its text, and that it must contain mention 
of the amount to be paid, the name of the payee, the name of the 
drawee, the place where payable, the date of issue, and be signed 
by the drawer. A check can only be made payable on demand; it 
may be issued to bearer and the plaoe where issued need not be 
mentioned. If the check gives the amount more than once and 
there happens to be a discrepancy, the smaller amount will be 
paid. A promies for payment of interest written on a check 
has no legal elI'ect. A system of certification of checks with thel 
effect of acceptance is not known in this country, and the accept
ance of a oheck haa no legal elI'ect whatsoever. A check may be 
certified by the drawee, which only implies, however, that the 
amount drawn for has been set aside for payment on Jalez. pte&
entation of the check; but this does Dot preclude the drawee 
from using the amount BO set aside for BOme other purpose and re
turning the check when presented. ~en honoring a cbeclt the 
drawee loess recourse to the drawer and all indorsers unless the 
drawee h .. several branch offices and honor is obtained at an 
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office other than the one on which the check was drawn. A crossed 
check is good only for deposit in a bank and may be paid only 
by the drawee to a bank. According to law the drawee, when 
having paid a check, is prohibited from indorsing or transferring 
it to another party. All checks and indorsements thereon are not 
liable.to stamp duty. To prevent a 1Ioat of checks the law pro
vides that a check issued and payable in the same place must be 
presented for payment within three days. Other· checks are to 
be presented within ten days. Checks drawn abroad must be 
presented within five days after the lapse of the time consumed 
in mailing the check. In case of dishonor, protest should be 
effected within these time limits, or what is of the same effect, 
the drawee should provide the check with an annotation of dis
honor and mention particularly the date of first presentation. 
Limitation of claims takes place at the end of six months from the 
date of issue, or 12 months in case of checks payable outside of 
Europe and in Iceland and the Faroe Islands. Postdated and 
undated checks are subject to stamp duty at the rate applied to 
long bills. Failure to effect such stamping is subject to a fine of 
ten times the amount of stamps required. All check-clearing in 
this country takes place in Copenhagen. Checks on country 
banks are generally made payable with their Copenhagen corre
spondents, and all checks paid throughout the country are re
mitted by the country banks to their Copenhagen connections, 
who in turn clear the checks and settle the accounts with each 
other. No clearing house association exists and no official clear
ing takes place. No clearing figures are available and the ah
sence of these splendid indications as to business conditions and 
activity which the volume of clearings gives is severely felt. Al
though banking facilities are within easy reach, the check hahit
has not been greatly developed for other than strictly business 
purposes. 

BILL OF ExCH.iNGE. The Bill of Exchange can be traced back 
in Denmark as far as 1619 and the first act on bills of exchange 
was adopted io 1681. The act now in force was passed in 1880 and 
includes bills of exchange liS well as promissory notes. The act 
prescribes that a bilI of exchange must embody in its text the 
word .. Veksel" (bilI of exchange), the amount, the name of the 
payee, the name of the drawee, the place where and the time when 
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drawn, the plaoe where payable in oase it is payable at another 
plaoe than the domioile of the drawee, and be provided with the 
signature of the drawer. Otherwise it is not a bill of exchange. 
All bills of exchange are subject to stamp duty, and if not 
,tamped a bill of exchange beoomes liable to a fine though it 
retains its legal effeots. Regarding negotiability, recourse to the 
parties to the bill, indorsements, presentations, eto., the Danish 
Bills of Exchange Act follows the rules which are in foroe in all 
the oountries that have paesed the so-called German Bill of Ex
ohange law, as distinguished from the French and the Britieh
Amerioan groups. They are believed to be too well known to 
require any spaoe here. The bill of exchange in the form of trade
acoeptanoe is used extensively in this country. It is a practice 
of molt· wholesalers to get trade-aooeptances from retailers in
,toad of carrying open aocounts. 

PaoMIBSORY NOTES. Promiesory notes are subject to all rules of 
the Bill of Exchange Act. And the special provision moreover 
applies that promissory notes mult not be issued to the order of 
the maker. They have to give another party's name as the name 
of the payee. 

The oollection draft is an instrument very extensively used in 
general business transactions. It is mainly drawn on demand 
by the sellers on buyers who are not expected to accept but who 
are expected to pay on first presentation or within 8 to 1. days 
after lirst presentation. These drafts are very rarely used 88 

credit instruments and the rules of the Bills of Exchange Act 
do not apply inasmuch as the words .. bill of exchange" are not 
part of their text. Collection drafts are not liable to .tamp duty, 
and they do not create any recourse to the parties thereto as they 
are supposed to be accounted for only after proper payment. 

By general pI'&(ltice presentation of all items takes place be
tween the hours of 10 A.M. and 3 P.M., and when maturity falla 
on a Sunday or a legal holiday, presentation is postponed iintil the 
following working day. It is customary ~ allow the drawee 2t 
hours to accept. The law does not provide for any days of 
grace, but the legal limit f<ll" protest. for _-payment is two 
business days subsequent to the date of maturity. Protest. for 
non-aeceptance may be ~stered after refusal and can legally 
be made up to the day of maturity itself. Protest. is always 
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necessary in case of non-payment if it is desired to retain the 
right of recourse against the drawer and indorsers. Legal action 
following protest must be instituted against the acceptor witbin 
three years from the maturity date and against the drawer and in
dorsers within six months. The latter limit is extended to twelve 
months in case the draft is payable outside of Europe or in Ice
land or the Faroe Islands. As a matter of course a notation on a 
draft not to protest releases from the obligation to protest but 
not from the obligation to present the draft for payment at the 
proper time. 

A special type of promissory note is issued by the National 
Bank by virtue of Section 18 of its Charter. Such promissory 
notes are issued payable at 8 days from date of issue for amounts 
not less than 1000 kroner. They are payable at the Head Office as 
well as at Branch Offices and are accepted by all royal offices in 
payment of taxes and duties to the Treasury. Tbey are also pay
able in cash at such offices provided the cash-position of the office 
concerned warrants the payment. In addition to the commercial· 
check, the bill of exchange, the promissory note, and the Bank 
promissory note, the Danish market knows of travellers' and 
comm'llrcial letters of credit which are issued chie1ly by the big 
Copenhagen banks. The nature of all these documents is 80 

exactly like those used in other countries that definitions and 
theories are thought to be irrelevant to this cbapter. 

Before leaving the subject of credit instruments it may be of 
interest just to turn the attention to the money market in Den
mark, which is greatly influenced by the credit instruments used. 
It must be said at once that the market is very narrow. Purchase 
and sale.of bills of exchange in the British or American way is 
unknown and acceptance- and discount-houses do not exist. 
There is no open market, but the method of rediscounting with 
the National Bank is well developed, and prior to January, 1919, 
the National Bank allowed commercial banks Ih% rebate on the 
bank rate on all rediscounts. 
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BANKING SYSTEM 

At the beginning of this section it may prove beneficial to 
classify and to discuss in turn the banks and institutions related 
thereto as follows: 

1. The National Bank in Copenhagen 
2. Commercial Banks 
3. Sa vinge Banks (the so-called Sparekass6r) . 
4. Land Mortgage Institutions (Credit Associations and Hypo

thek Associations) 

NATIONAL BAN:&. It was mentioned in the course of the dis
cussion of the monetary system that the National Bank in C0-
penhagen received its charter on July 4. 1818. and was established 
to take over the business of tbe Rigebank. especially with a view 
to improve the bad state of the nlltional finances. By the Royal 
Charter which was granted for a period of 90 years and as from 
1908 extended for 30 years, the National Bank was given an 
actual note-issue monopoly. The National Bank, however, was 
not formed as a Government Institution, but as a strictly private 
joint stock comPany endowed with certain rights, privileges, and 
liberties and charged with certain public duties and ohligations. 
The heaviest duty imposed on the bank hy the Charter was the 
establishment of safe national finances and the working towards 
the redemption of the depreciated note-circulation which was ac
complished at the end of 27 yeare. This and other duties of the 
bank ware all fulfilled with the higheet regard to the public good, 
and so it bas come that the bank. though nominally a private 
bank. has been increasingly regarded by the public as well as by 
itself as existing for the good of the Danish community in general. 

Since its establishment the National Bank has fimctioned as a 
dl'pository of government funds and acted as a central institu
tion for the eervice of other private banks; it. has thus obtained a 
kind of semi-official status, but at no time has it been in the hands 
of the government or even subject to the will of the government.. 
As a matter of fact there have been times during ita ezistenee 
when the bank has been party to very heavy loan transactions of 
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the changing governments and the relations between the bank 
and the Treasury have been intimate. But it is only right that i, 
should be so, for a bank of issue that would refuse credits to a 
government when it conclusively appeared that such credits were 
properl1 covered would undoubtedly be neglecting its unwritten 
duties. The central bank, altI!ough independent of a government 
as far as its business and general policy is concerned, would seem 
to be morally bound to support it, not because the bank should in 
any way be subordinate to the government's will, but in the 
interest of orderly progress of business and the promotion of 
trade, agriculture, and industry, which are so closely allied to the 
prosperity and well-being of a country and its people. 

GOVERNANCE OF BANK. To follow the National Bank through 
the history of its 109 years would divert us too far. The aspects of 
its legal status will be found in detail in the Charter of 1818 and 
in subsequent legislative measures, the text of which has been 
translated into English by the writer of this chapter and pub-. 
lished by the Columbia University Press under the title of Scan
dinavian Banking Laws, to which reference should be made. It 
will suffice to mention here that the bank is governed by a board 
of four'or five joint general managers and a board of directors of 
fifteen members. Two of the managers, one of .whom must be 
versed in agriculture, are appointed by the Crown arid the others 
by the directors. Two of the directors are government repre
sentatives, and the others are elected by the stockholders from 
their midst. The Minister of Justice fills the office of Royal 
Bank Commissioner and as such has to see that the duties of the 
bank to the State and the public .finances be properly observed. 
For its note-monopoly the bank pays to the Treasury an annual 
sum of 750,000 kroner, and after allocation from the fiscal profits 
to surplus funds and payment of up to 6% dividend to stock
holders what remains is distributed in the proportion of * to the 
Treasury and %. to the stockholders which may be paid out either 
as an extra-dividend or added to the stockholders' dividend 
equaIbation fund. Payments to the Treasury have run as high 
as 3,059,121 kroner for the fiseal year of 1918-1919. 

FINANCIAL STATEMENT OF THE BANK. As soon as possible 
after the end of each month the National Bank releases the coo
solidated statement of condition of head office and branches; 
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of which seven have been opened in the course of time in the 
most important country towns. For the purpose of analysis the 
statement as of November 3D, 1926, is given here: 

AsBBTI 

LoaM 011 real .. tate ................................... Kr. 
Advanc .. &lid 10aDJ 011 morl«agea ................... .. 
Advanc .. alld 10aDJ 011 .. curiti.. .. ................... .. 
Railway lOaDJ to municipaliti.. according to Act of 

April 10, 189li .................................... . 
Domeotic bill. of exchange ............................ . 
Foreigu billa of exohange .••.•.•................. . -, .. . 
D&Diah (lovernDl ... t bOlIde ••••••••••••..•••.•..••..••• 
Other D&Diah _uriti.. • ............................. . 
ForeQrn (lovernDlellt bOlide ••••••...•.......••..•...••• BaI...... with foreign oo\'reBpOlldellto ................. . 

4,648,904.00 
8,572,500.00 

23.006,083.25 

2,146,892.99 
101,176,929.07 

72,769.65 
1,687,112.112 
8,000.792.15 

45,000.00 
25,402,010.79 

DeDl ... d bal&ll ... with Sverigeo Rikabank, Norgeo Bank 
&lid Reichobank, Berlin ............. :.............. 3,641,880.01 

Oold coin &lid bars .................................... 209,014,266.74 
Silver aoin and other tokell-DlOlley •.•..•....•.....•••• 15,942,430.79 . 
BUIldry debtOlll ........ ......... ............ .......... 102,632,827.62 
Joint Accoullt of tho Bank and tho State .•••..••••••••• 8,907,1126.22 
Bank preDli... ......................................... 5.578.000.00 

Kr. 511,500,406.57 

I.wm.rrIM 
CiJ'aulatiOll ........................................... Xr. 877,'786.592.00 
()uroont aoooUllto ••••••••••••••••••••••••••••.••••••••• 26~~J8S 
Outotandina promiooory 1l0toa ......................... 123,445.12 
De~te .............................................. 161,877.81 
De~te of tho LiquidatiOll Omce of 1910 ••••••••••••••• 37U~.46 
Sundry areditore ...................................... 44,517,766.74 
De~to of \he Treasury in accordance wi\h A'" of 

April 10. 189li .................................... 2.146.982.911 
Su.pha (RMorve Flllld) .. .. .. .. • .. ... .. .. .. .. .. .. .. .. 11 ,3tO,ooo.oo 
Tb. otockbold"",' dividend equaliaot.iOll fUlld •••••••••• lIl.502,~.58 
&oak Capital fully paid up ............................ 27,000.000.00 

Kr. 511,500,406.57 

This statement revule that the stock capital, privately owned. 
stands at 27 million kroner. unchanged sinca the opening of the 
bank. According to law this amount may be increased to 50 
millions at the decision of the management with the approval of 
the King. The ~ fund has reached ita statutory muimum 
and will not be further increased from profita unless depleted. 
The stockholders' dividend equalilation fund has for a number 
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of years paid the 8 % dividend declared. This is due to the faet 
that the National Bank played a very active part in the heavy 
bank reconstructions which will be referred to later on whereby 
the bank undertook obligations which not only claimed a great 
part of its reserves set up against contingencies but also entirely 
swallowed its profits for several years, and furthermore that in 
1924 the bank entered into an agreement with the State in con
nection with a number of legislative measures for the improve
ment of the Danish currency, under which the bank agreed to 
apply the entire profits for four fiscal years to cover losses on the 

. exchange business and the cost of the large foreign exchange 
credits. 'Now that the return to gold is definite, and the country 
is outgrowing the money heresies left from the W sr, such losses 
can be finally calculated, IUld at the end of the past year the 
bank fixed its entire uncovered losses at 9,907,926.22 kroner and 
set up amongst its assets an account called the Joint Account of 
the Bank and the State for that amount. The arrangement has 
still two more years to run and it is expected that current earil
ings during those years will be sufficient ~ eliminate that loss
account. Dividends for those two years will also be paid out of 
the eG!lIalization fund. "Sundry Debtors" include advances to 
government and commercial loans i "Sundry Creditors .. include 
among others government deposits, and " Current Accounts" are 
chiefly the credit balances of other banks. 

THE BANK RATE. In considering the position of the bank as 
a Central Bank, it is important to notice that the bank itself 
has full control of the Bank Rate. The managers of the bank fix 
the rate and are bound to advise the Minister of Finance in ad
vance when a ohange is contemplated. The Minister is entitled 
to participate'in the deliberations regarding a change, but lias no 
vote when a decision is taken. It was previously stated that an 
open market does not exist. The absence of bill brokers and dis
count houses makes the National Bank the only place for redis
counting. The rate of the bank is always the minimum rate 
applied to discounts and loans by other banks. Most often their 
rates range about 1 to 1% per cent above the bank rate and in 
many cases even higher. In view of the fact that the bank is the 
bankers' bank and has absolute control of the note-issue, it has 
a rather forceful central position unless, as was in all essentials 
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the case during the War, there be a glut in the money market 
with its attendant evils and dangers. When that happened the 
bank lost its (lontrol of the market which then indeed witnessed 
strange departures in Danish banking. The weeding-out process 
consequent on deBation, which waa sponsored first of all by 
the National Bank by means of rigid limitation of credit, proved 
to be a tremendously expensive adventure, but the conclusion may 
be confidently drawn, that it waa also a wholesome purgative 
which has shown clearly that favor and benevolence are not the 
attributes of good banking. 

CoMMERCIAL BANltS. In the oourse of the discussion of the 
monetary system, it waa pointed out that the first Danish bank 
was opened aa early aa in 1736. Reference was also made to the 
vioissitudes which led to the formation in 1818 of the National 
Bank, which for 28 years was the only bank in the country. In 
1846 the first oommercial bank was established at Odense and in 
the early fifties the general prosperity waa instrumental in the 
formation of about fifteen banks throughout the country. It waa 
not until 1870, however, that the banks oeased to be the 
oonvenience of a olass and became the necessity of the people. 
Around that time some of the banks were formed which were 
to become the most inBuential institutione fifty years later. 
From the fact that since 1818 the National Bank haa had a note
issue monopoly, it follows that the other banks have never issued 
notes but have been strictly commercial in character. 

Danish commercial banks are now subject to the Companies 
Act of September 29, 1917, aa well aa the Banking Act of October 
U919. Prior to the latter date Denmark had no particular act 
applicable to commercial banks and no regulatione existed aa to 
the terms in which their statements of condition and profit..and
loss accounts ahould be l'8Ddered. For this .. reason the compila
tion of comparative statistics covering the years preeeding the 
Banking Aot becomes almost an impossibility. The line of de
marcation between commercial and savinp banks is rigid aa is 
tllearly brought out by the provisions of the different legislative 
measures which apply to the. two kinds of institutions. The fol
lowilll are the main provisione of the BankiD!! Act of October 
f,1919-

THB CoNYDlClAL :&NDNO ec-. A. company whieh does a 



510 BANKING SYSTEM 

commercial banking business shall be bound to and has the ex
clusive privilege to use the worc1 bank in its name. A bank 
must not do any other business than cbmmercial banking, inter 
alia, receive deposits, grant loans, receive valuables for safe
keeping, purchase and sell gold. and silver coin and bars, money, 
money representatives, credit instruments and securities, and the 
formation of industrial and other enterprises. However, a bank 
may temporarily carry on other business provided this is neces
sary for the liquidation of outstanding debts. The act provides 
for the supervision of banks by a Bank Inspector appointed by 
the King, and states that a bank's consolidation with or absorp
tion of another bank or savings bank cannot take place without 
the consent of the Minister of Commerce and that foreign banks 
are not permitted to open branches without the approval of the 
Minister. Furthermore, no bank may open for business until its 
by-laws have been approved by the Minister and that amend
ments to by-laws also have to be submitted for approval. More
over it was provided that the minimum capital of a bank shall 
be 200,000 kroner, of which at least 25% !Dust be paid in before 
the bank opens and the remainder, with at least 25% annually, 
during' the following three years. It is also prescribed that the 
paid-up stock-capital, with surplus funds added, must amount 
to not less than 10% of the total liabilities. This is the only im
portant ratio called for by the act, and apart from this ratio no 
restrictions on loan operations whether to one or more custom
ers are imposed, and there is practically no limitation upon the 
investments a bank may make. 

Every bank must be governed by a board of directors and one 
or more managers. Directors and managers as well as foreign 
hanks' business managers must be Danish citizens. A director 
cannot simultaneously hold office as manager, and a manager 
cannot hold office as manager of another commercial or sa1ings 
bank. No manager of a bank may obtain loans from such blnk 
or enter into bail for a debt to the bank without the approval in 
each case of the board of directors. 

All banks are required to hold cash to such an amount that 
together with their holdings of readily marketable bills and securi
ties it amounts to at least 15% of the liabilities which are payable 
on dem8Dd. No bank is permitted to buy or advance against ita 
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own shares for more than 10% of the paid-up capital. Only with 
the approval of the Bank Inslil~ctor maya bank buy more than 
30% of the stock capital of another bank or savings bank or 
make advanoes with a VillW of using the voting rights. The state
ments of oondition of the oommercial banks have to be rendered 
uniformly on schedules prescribed by the Minister of Commerce, 
and annual and monthly statements have to be rendered to the 
Bank Inspector on &uch forms. Annual and quarterly statements 
are to be published in oertain newepapers, but generally the banks 
also publish their monthly statements. On the basie of the re
ports, the Bank Inspeotor and the Government Statistical Office 
prepare the banking statiSti08 and these figures are available for 
the short period einoe the act was passed. The aot requires that 
a bank which has lost its eurplus and more than 50% of its capi
tal must, without delay, hold a general meeting during which the 
capital struoture must be reconstituted or the bank must be liqui
dated, unless an exemption is granted by the Minister. Notifica
tion of all &uch losses is to be conveyed to the Bank lnspeotor. 
In oass of negligence on the part of managers, directors, or audi
tors to observe their duties, they incur heavy personal liahility. 
The Banking Act became operative on October 4, 1920, and 
shortly afterwards the Minister of Commerce issued orders as to 
the forms to be used by the banks for their reports to the Bank 
Inspectorate and for publication purposes. 

At the end of 1925 Denmark had 192 commercial banks with a 
paid-up capital and surplus of 477 million kroner. Of this 
amount the capital and surplus of the three large Copenhagen 
banks amounted to 265 millions and out of total resourees of M42 
millions, th_ three banks claimed 1963 millions. To compare 
th_ fi.gures with thoee of previous years does not give a good idea 
of the monetary situation, beeause they have been reached as the 
re8I'" of a period of extremely volcanio exeitemeni within 
banling. 

RELATION OJ' CoNNDCW. BAND 'l'O Dmuun'a brDusnw. 
ExPANSION. The oommercial banking system of Demnark has 
always been a large factor in the industrial expansion of the 
CIOUntry. The v.-ctioDB of the banks were not at all_fined 
to CUJftut trade, but oftilln they have had large liliiii8 inwsted as 
fixed capit.al funds, and their functions in the innstmeDt markM 
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(investment bankers are not known) brought them into bond 
and stock flotations and other. operations. Quite naturally 
this influenced the liquidity of the banks and when the post-war 
boom broke, this bore down very hard on Danish banking. The 
partial control of industry which a number of banks possessed 
and the wave of private speculation which they had been fostering 
brought them into very dangerous tangles which, in many cases, 
proved fatal. The interval has seen bank liquidations and re
constructions in unprecedented volume. It reduced the total 
resources of the banks by more than 1000 million kroner and it 
wiped out entirely some of the largest banks. When, in 1922, the 

. wave reached the largest bank of the country, the Landmands
bank, which through unparalleled expansion had come to c9ntrol 
at that time as much as one-third of the entire banking resources, 
the State had to intervene, first by paying in part of a preference 
capital, and later, when it proved that this did not suffice, by 
giving an unconditional governmental guaranty for all liabilities 
of the bank with binding effect for a number of years. This 
generosity is estimated to cost the State some 170 million kroner. 
The reasons for such a colossal failure may be summed up in a 
few words: over-expansion, mismanagement, the granting of 
credit in an irresponsible manner. That this was permitted to go 
as far as it did, may be due partly to the absence during the War 
and post-war boom of banking legislation as well as to the 
characteristics of the banking eystem itself and the fact that 
price-fluctuations were so extreme in this country - one 
of the participating influences being the geographical position 
of the country, which induced merchants to overstock them
selves with a view of reexporting to Russia and the Baltic 
countries, a hope that did not materialize for reasons only too 
well known. 

THE BANJt STATEMENT. For the purpose of analysis of the 
balance sheet of a Danish bank, rendered on the basis of the form 
prescribed by the Minister of Commerce, the statement of condi
tion as of September 30, 1926, of the Kjobenhavns Handelsbank, 
Copenhagen; one of the .. big" banks, is subjoined. This hal
ance sheet includes the accounts of the head office and nioe 
offices in Copenhagen as well as fifteen branches throughout 
.the country: 
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Ass""s 
Caah ................................................. Kr. 
Banka and 8&vinllll banka in Denmark .................. . 
Corre.p~ndento .abro.d, billo in foreign currency and 

forelgn monles ................................... . 
Bonda and ab ......................................... .. 
Mortg&l!ll bonda .................................... .. 
Daniab billll disoount.ed .............................. .. 
Loona agRinst .. curity ................................ . 
Caah credito ........................................ .. 

11,718,8'13.28 
14,650,927.94 

11,206,312.11 
76.007,809.72 
8,808,936.18 

65,792,658.31 
25,8'10,553.99 

245,788,537.09 
Current aooountl .......•...............•.............. 66,445,750.83 
Sundry d.btora ........................................ 11,500,763.53 
Premi... .............................................. 12,642.465.80 
Exp8lUlel ........ .••...•••..•...•..................... 4,181,680.49 

Kr. 655,595,269.2'1 

Lwm.rrua 
Capital fully paid ..................................... Kr. 150,000,000.00 

80,144.468.31 
18,327.628.72 

155,223,523.98 

Reaerv.rund ........................................ .. 
Cheek lUlOOunto ...................................... . 
Current aooounto ..................................... . 
Depooito at ... 1 ...................................... . l1li,196,603.08 
Fixod depooito and depooito ouhieet to noti.. or with-

drawal ............................................ 135.687,806.111 
BanIao and oavi_ banb in Denmark.................. 38,616,678.51 
eo ..... pond.nto abroad •••••••••••••••••••••••••••••••• ~,036.792.10 
A_planceo .......................................... 613.411.97 
Sundry oreditono ...................................... 31,674,882.34 
M~ ............................................ 8,364.00 
Interest and oommialion .......... ............ ........ 7,547,012.29 
Profit and I ... aoooun\ ................................ 8,523,571.81 

Kr. 655,595,26927 

This statement needs but little explanation. Tbe amount of 
.. Cash " includes the bank's balances with the National Bank. 
Tbe account called Of Cash Credits" .includes all standing loans.. 
advances, and overdrafts. Proportionately this aCl'Ount is very 
higb and it would seem that a much larger amount of cash would 
be nece.ssary to insure the liquidity of the bank. This is not eo, 
bOm!V1lI', because of the fact that demand liabilities of the bank 
are really very small in proportion to the total If a money 
market with possibilities for short investments bad existed in this 
country, quite a percentage of the amoun~ now carried as cash 
credits would instead be earrled as call-loans or short bills, bu~ 
the entire absenee of sueb marke\ makes i~ impossible to draw 
parallels with British or American conditions. "Sundry Debt.-. 
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ors " and II Sundry Creditors" include such accounts as reserves 
against, contingencies, checks outstanding, coupons paid, collec
tion accounts, etc. The majority of fixed deposits are carried on 
savings-book terms. It is rather peculiar that the check account 
has not yet attained great popularity in Denmark. Only a part 
of the accounts called II Deposits at Call" are subject to check, 
and the entire, sum of II Fixed Deposits" may actually be con
sidered as an investment of the surplus funds of the public. It 
has always been striking that the Danish public has had a liking 
for having surplus funds II invested" in savings accounts, and the 
comme~cial and savings banks have thus become intermediaries 
for reinvestment in the security market and in direct capital 
advances to the (loncerns of the country and have, in this way, 
come to hold over tJ:!ese a rather controlling position. The amount 
of II Interest and t::ommission " represents interest and commis
sion earned since the beginning of the fiscal year. The balance 
of the profit-and-Ioss account is the balance carried forward from 
the previous year. 

The above statement is that issued by one of the strongest 
Danish banks, practically the only one of the large banks which 
came 'through the period of deflation with flying colors - a period 
which caused one--fifth of the banks to liquidate or go through 
reconstruction or enter into bankruptcy. The losses of this period 
were borne almost entirely by the stockholders. Bankruptcy was 
resorted to only in a few cases, whereas in some important cases 
where large banks were involved governmental decrees were is
sued prohibiting ordinary bankruptcy proceedings and providing 
for the appointment of boards of administration and liquidation. 
In some isolated cases depositors have sustained losses, but in
vestigation has revealed that the losses of most of the banks orig
inated from before the time of the Bank Inspectorate, which 
actually brought them into the limelight, and it may therefore be 
confidently expected that the strict governmental supervision 
now in force will prove to be an excellent protection of depositors. 

UNSOLVED BANKING PROBLEMS IN DENMABX. The vicissi
tudes of banking in Denmark during the last few years have pro
vided much material for thought and discussion, and as a result 
no doubt a new Banking Act will be passed. Although the wis
dom of statutory control of banks cannot be denied, it seems that 
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the cases whers the prinoiples of good banking have been sinned 
against are so isolated that a new act will not need to be a drastio 
measure or deprive the banks of the freedom which they have so 
far enjoyed. 

Another case which will come up for legislative treatment in the 
near future is the governmental guaranty for the liabilities of the 
Danske Landmandsbank referred to above. The guaranty still 
has a number of years to run, but it has previously been pre
scribed that in the meantime the transition of the bank to an in
dependent bank should be prepared. This provision in its form 
was rather weak, inasmuch as it left it entirely to the discretion 
of the Minister to decide when ,this should start. The opposition 
of the other banka against a privileged State-guaranteed bank as 
well as by the trades and industries against thl unfortunate com
petition of certain conoerns financed by the blbk has, no doubt, 
induced a prompt commencement of the work and resulta may 
be expected before long. ' 

BIIANCH BAN lUNG DIM:LOPMIIN'l" Regarding branch banking, 
it may be said that at one time this movement was developing 
rapidly, the Copenhagen banks baving something like 300 branch 
offices throughout the country. Local patriotism, latent ill-will 
against .. money trust" and .. high finance," and last but not 
least the troubles of the two largest banks engaged in branch 
banking, the Danske Andelsbank with about lUi offices, which 
stopped busineas entirely in 1925, and the Danske Landmands
bank with about 85 offiees which had to go through a number of 
reconstructions and as a result closed many of its branches, have 
been obstaoles to further development. Among the commercia1 
banks there does not eeem to be much coOperation, and apan 
from an association of provincial banks, there does not exist any 
association of banks or bankere in this country, not even a clell'
lng-house association, for a clearing house does not ezist either.' 
Check clearing for the whole country takes place in Copenhagen, 
all country banks and branch offices remitting their checks at 
the end of each day to their Copenhagen correspondents, who in 
turn clear the cheeks over their rounters in the old way by pre
senting the sheeks directly to the drawee bank. Sush preseota-

, sm .. \he wriliDa of w."pIer a ~ lias '- _Njohed ia 
CopeDloapa. a ...... ~ are p"N' t i -1bIJ .....,. 
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tions are effected two or three times every day, and certain rules 
as to return of checks for non-payment are in operation accord
ing to mutual consent among the banks. 

BANKING FUNCTIONS. Tbe banks pay interest on all accounts 
at varying rates, generally ranging at present from 1 % per annum 
on check account to 2, 2%, 3, 3% (on personal accounts subject 
to check on which 2000 kroner is the maximum which may be 
withdrawn within a week) to 4 and 414 % on fixed deposits. 

There are no special underwriting companies or investment 
bankers for the flotation of governmental, municipal, and indus
trial issues, and all such business is handled by the banks. 

The banks are prepared to handle any type of collection busi
ness on the basis of a Joint Tariff of Charges subscribed to by all 
Danish banks. The larger banks have well equipped depart
ments for trading-in foreign exchange, for rendering credit re
ports and other special services. .. . 

Most banks conduct a commercial letter" of credit business, 
which, however, becomes of importance only in the case of the 
big Copenhagen banks. This is for the purpose of financing im
ports. The exports mainly consist ofagrlcurtural products which 
are immediately ready for retail distribution as consumption 
goods and are therefore not conducted to any extent by means of 
credit. Almost all banks maintain a safekeeping service and 
have safe-deposit vaults. 

COOPERATIVE BANKS. Denmark is without doubt the country 
in whichcoiiperation has reached its highest development. 
Profit-sharing organizations, mutual aid socicties, and COopera
tive undertakings have been started in one field after the other, 
whenever the task at.hand has been too large for individual ef
fort. In line with this great movement a cooperative bank was 
started just prior to the outbreak of the World War under the 
name of the Danske Andelsbank. The cooperative movement 
finds its supporters almost exclusively among the farmer element, 
which became the important clientele of the bank. It is a well 
known fact that the limited surface of Denmark is offset to a 
,considerable degree by the scientific fashion in which agriculture 
is carried on, and in spite of the small size of the country, the 
bank therefore, in order to reach its clientele, had to enter upon 
a branch banking system without equal in this country, at one 
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time numbering about 115 offices. Its capital was subscribed by 
cooperative societies and undertakings and to some extent by the 
public. Additional capital had to be provided by a number of 
these societies and tbe National Bank when the boom-period 
brought the bank into troubles, This did not weather the storm, 
and in 1925 this departure in Danish banking closed its doors, 
depositors sustaining a lOBS of about 22 per cent. The total re
sources of the bank at one time exceeded 200 million kroner, but 
fortunately the bank'e businees was spread so widely over the 
country that its customers eucceeded rather promptly in getting 
into connection with local baw which willingly reestablished 
old connections. A few small and unimportant cooperative banks 
still exist, filling a local need and, keeping within their limits, 
they have their mission; but for a cooperative bank of ramifica
tions like the Danske Andelsbank, the Danish banking system has 
no need and apparently no room. 

SAvINOS BAND. The savings banking eystem in Denmark is 
very highly developed; its origin was as early &8 1810. At the 
present time tllera are about 525 savings banke with totel deposits 
&8 of March 31, 1926, of 1,891,000,000 kroner on more than 
1,600,000 accounts (the popUlation of Denmark is only about 
3,200,000). The savings baw of course are subject to very rigid 
supervision and regulation as prescribed originally in the Act of 
1880 and as revieed under date of October " 1919. The savings 
banks are bound to and have a monopoly to uea the word 
8pGJ'8kMH (savings bank) in their name. They are under the 
immediate supervision of a Savings Bank Inspector appointed 
by the Crown. The idea of baving a savings bank account has 
always had such a bold on the mind of the Danish population 
that before the War it had larger per capita savings bank 
balances than any other country of the northern part of Europe. 
For this reason the commercial banke had to maintain savings 
departments and offer special inducements in order to compete 
for tile funds of the public. 

The savings banks invest their funds partly in real estate IOIIDB 
and partly in government and municipal bonds and bonds is
sued by mortgap institutions, and they thus became an important 
intermediary between the small investor and the investment 
market.. Exeept with the approval of the Savings Bank Inspec-
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tor, no funds of a savings bank may be invested in shares of 
stock, save National Bank shares and shares the dividend of 
which is guaranteed by the Danish State. The Savings Banking 
Act prescribes that the Inspector may order the closing of a sav
ings bank when it has sustained Josses amounting to 5% of its 
deposits. The savings banks originally started as philanthropic 
institutions for the working class and they have developed to 
serve principally the working and middle classes, acting as im
portant instructors in teaching such depositors to become personal 
investors. In developing such personal investments, especially 
in the bonds of credit and mortgage associations the savings 
banks fill a great mission. Gradually as the single depositors 
build up their accounts for such investments it is natural and 
reasonable that the securities thus purchased remain under the 
roof under which they came into existence, and for this purpose 
a number of savings banks have recently provided facilities for 
receiving securities for safekeeping and even safe-deposit vaults 
with boxes for rent. 

The savings banks are spread all over. the country into every 
county and every hamlet. Their importance in the monetary 
systeth is tremendous and they are an in1luential factor in be
tween the two olher factors, commercial banks and credit ass0-

ciations, supplementing the activities of the former and supporting 
the growth of the latter . 
. That an institution of the kind of the Hypothckbank is needed 

in this country might convey the idea that what is really needed is 
a broader investment market,and a wider development of public 
interest in Danish securities. It is necessary that all the insti
tutions now described should work together towards II common 
goal and with that end in view instruct the public along easily ac
cessible lines. The settled rules lif banking, the laws of curreney 
issues, the ups and downs of foreign exchange, the rise and fall 
of interest rates, the Buctuations in the prices of even premier 
securities on the Stock Exchange - all these things are not easily 
fathomed, but it is particularly important that Danish banking 
should not be unduly hampered by out-of-date conceptions; for 
the institutions discussed cannot thrive without good will and 
ready cooperation based upon mutual understanding and the com
plstest confidence. 
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CIlEDIT AND H YPOTHEIt ASSOCIATIONS. Among the institutions 
whioh have been formed during the last 75 years and by means 
of which the country has strengthened its position and the popu
lation improved its social and economic standing to a level never 
dreamt of, the land and mortgage banks or Credit and Hypothek 
Associations, the Bo-called Kreditjorenifl{/er and Hypothekjoren
inger, have a high place. The Credit Association Act of June 20, 
1850, is not without reason called one of the pillars of Danish 
economio life, for it brought about the formation of a number of 
credit assooiations which have successfully organized Danish real 
estate credit with the result that it has been able to develop upon 
BOund lines. The credit associations depend for their extended 
business to a great extent upon the system of registration of all 

[

land in the Land Register, in which every plot of land is registered 
with a mB!ltion of all buildings, eto., standing thereon, all deeds, 
mortgages, and encumbrances thereon. The register is publicly 
accessible and it will be readily seen that it is easy on the bssia of 
the register to establish a clear title and to obtain exact knowledge 
of all debts secured by a certain piece of land, and tbis point is of 
great importance inasmuch as all mortgagee duly registered take 
preference as to security over mortgages not duly registered. 

Typm OF Bl181NESS 1'MNSACTED. The associations consist gen
erally of borrowers jointly and severally responsible for the loana 
obtained. The credit associations grant first mortgage loans up 
to 60" of the assessed value, and the mortgage associations 
eeoond mortgage loans for the following 15% on the security of 
the borrowers' real estate. The loans are paid out by the associa
tions in their own bonds, uneallable by the owners, but to be paid 
olf gradually by the associations in the same proportion as the 
borrowers repay their loans. The associations enjoy by law a 
number of privileges. First of all their bonds are not subject to 
stamp duty and may be issued to bearer; they may make dis
tress without judgment or arbitration, and their bonds are legal
i.ed for investment of funds belonging to minora and public 
foundations. Among the duties oL the associations is the one that 
as, and when, amortiaation of loans take place similar amounts of 
bonds are drawn for repayment, and it. is especially presaibed 
that at no time may the amount of outstanding bonds exeeed that 
of loans outstanding. Allother is the bing of the joint liability 
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of the horrowers. In order to limit that joint liability and 
also with a view not to favor new borrowers unjustly at the 
expense of old borrowers (who have made regular repayments and 
payments to surplus account), the associations have deemed it 
correct to divide the borrowers in series, which close either when 
a maximum amount has been reached or when a certain time has 
elapsed and between these several series, as a rule, no joint lia
bility exists. Such series have been formed with varying rates 
of interest payable on the corresponding bonds and also with dif
ferent periods of amortization, the average period being 60 years. 
On Mar~h 31, 1925, the 13 credit associations and 9 mortgage a8-
sociations had outstanding about 317,000 and about 44,000 loans 
respectively with original amounts of 3,312,499,000 and 354,364,-
000 kroner. At the same time the total amount of loans out
standing less repayments amounted to 3,498,851,000 krQner. The 
average size of loans advanced in recent years is shown in the 
table subjoined: 

Credit Associationa 

191&-16 ..•...•.•......•••. Kr. 10.soo 

Mortgage AssociatioDB 

Kr. 7,500 
16-17.. . . . . .. ... . .. .. . .. 11,100 

\ 17-18................... 10,700 
18-19...... .......... .. ... 11,000 
19-20.. ................. 11,200 
20-21................... 17,600 
21-22.... .. .. .... .... .. . 13,600 
~23................... 11,700 
23-24................... 1!,ooo 
24-25.. .. .. .. .. • .. .. .. .. 13.000 

9,500 
7,900 
8,900 
9,200 

11,200 
8,900 
7,400 
7,400 
7,200 

The aggregate amount of outstanding bonds at the end of 
March, 1925, was about 3,440 million kroner or 99.83 per cent of 

. the balance of the indebtedness of the borrowers. The distribu
tion of this amount of bonds bearing various rates of interest is 
shown in the following table: 

3 per ..... t, per annum ........ Kr. 3,1l33.ooo 
3~" " ," ". . . . . . • . 3tJ1 ,350,000 
4- " " ~' ". • • • • • • • 850.337,000 
4'1.0. • • u.. .... .. 1,907,768,000 
a " " " " ....• 0.. 371,624,000 :...--....:.....:.-

Kr. U40,II2.ooo 
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Mention must here be made of a special institution, the Hypo
thekbank, which was founded in accordance with Act of April 
6, 1906, with a view to obtaining loans from abroad and thereby 
procure such advantages for the Danish money market which 
might be obtained through direct connection with foreign mar
kets. It is the business of this institution to negotiate its loans 
in foreign countries, the proceeds of which it uses for the purchase 
in the Danish market of bonds of credit associations and bonds 
which are guaranteed by the State - all this with a view to in
fluencing the market for such bonds in a favorable direction. At 
the end of the fiscal year of 1923-24 this institution had issued 
its own bonds for nearly 90 million kroner in addition to which 
it was working with the capital fund of 20 million kroner sub
scribed by the State as its working capital. 



CHAPTER VII 

THE BANKING SYSTEM OF FRANCE 

BY 

ROBERT J. LEMOINR 1 

INTRODUCTION 

Any description and analysis of the French monetary and 
banking system is extremely difficult to write. Especially is this 
true for a foreigner, since he necessarily lacks a complete under
standing of all the .factors involved. But even so he escapes 
more easily than does a Frenchman from partiality and biased 
tendencies. When one studies the numerous French works deal
ing with financial and banking questions, he cannot repress a 
feeling of surprise at the number which deliberately set out to 
defend or to attack according to preconceived ideas. Even the 
most 'Ilbjective of discussions, such a8 the excellent thesis of A. 
Thery on the establishment of credit, shows only too often an 
obvious sympathy or ~mtipathy. But before -,oing on, we believe 
we should explain to the reader the principal difficulties en
countered in our work. 

(1) Apart from the organic laws of the Bank of France, the 
land credit institution (Credit Foncier), and those organizations 
in the field of popular or .agricultural credit, thye do n~t 

Ian:; laws regnlatin.e: the organizat\QJl. 'If...Il.a.nk~ or requi~ng pub-

;
licity relative to their-'aCtjyjtjes. Certain banks, it l8 true, are 
operating under quite strict regulations, dating back to older 

, legislation, which makes obligatory the monthly publication of a 
I statement of their condition. On the other hand, even if banks 
are required to submit their statements to the commercial court, 
their publication is optional. . 

1 Licencie de I'Eoole des SCien .... Politiqueo et Bodaleo, Univenity of 
Bruaoel.. Translation by G"",viIle MemU (Columbia Univenity), aDd 
the ',.dito ... , 
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The result is that it is impossible to know exactly the total 
number of banks in France, not to speak of having any knowl." 
edge of their assets and liabilities. The absolute abeence of any 
organic or controlling legislation renders the compilation 'of 
statistics impossible. 

(2) This difficulty is not without a certain remedy because it is 
possible to rely on the published statements of the thirty or forty 
most important banks. But these statements themselves are in
exact, purposely so, according to the opponents of the banks, and 
since no uniformity exists in their compilations, any f!A!)er. I sum"" 
mary which one might compile is devoid of real meaning. Those 
vigorous oampaigns, directed with the greatest ability, to force 
the banks to greater olearness in their acoounts, have come into 
conflict with seemingly insurmountable obstacles. 

(3) On account of the individualistic character of the French, 
politics has played a very important rale in the collective life 
of France and has had an important influence on financial or
ganilBtion. This individualism has placed the banks of FranCll 
in the very oenter of political p~. Those who secure profit 
from them give them unreserved praise. Those who believe 
themselves to have suffered through them, or who understand 
too wel\ what an element of social stability sound banks consti
tute, drag them to t8e pillory. Indeed Franch banking literature 
oontain~ some pamphlets which would amale the foreign reader. 

The French Parliament. has reechoed many times with pa&

sionate and unjust attacks on the banks. Oocasionally grave 
oharges have been brought against thelll, without the legislature" 
deeming it necessary to remedy positive abusee. The propoeedl 
remedies of nationalilBtion, of etate supervision of banks, canf 
not be expected, especially since the war. The preE is at. Ule 
lICI'Vioe of th_ campaigns. Under such conditions, it. is ex
tremely difficult. to form an opinion, the III1lnI so since the etate
menta of the banks, such as are published, contribute but little 
to the formation of an independent judgment. 

(') In the fourth place the problem of banking is confused by 
certain political questions which we will summariae forlJlwith: 

a. Wbila French administrative lite is ceutra\iaed in Paris, 
economio f_ do not flow smoothly from Paris to the provinces. 
Thera is ever present a latent con1Iict between Paris, a paat bundle 
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of nerves, that boiling kettle," and Provincial France, which has 
resulted, from the point of view which concerns us, in a struggle' 
between the local bank and the bank centered in Paris with 
branches through the country. 

b. The French government, which even before the war was 
heavily in debt, has assiduously cultivated on the part of the 
citizen an inclination to place his savings in State obligations. 
From this has resulted the extraordinary importance of the rentier 
in French social life. (The banks have found themselves obliged 
to take account of this tendency> 

c. Intelligent, logical and patriotic, the Frenchman too often 
expects from his political negotiations with foreigners advantages 
which he would not demand at all in his economiclI'elations. Not 
that struggle or privation are repugnant to him, but he has the 

I habit of subordinating the economic to the political. The result 
, is that France has tried to bring about a political hegemony, bJr 
means of her investments of capital abroad, investments which 
have been a source of terrible disillusionment for her and which 
are a drag on the activity of the French banks. 

d. With regard to the possession of money, of personal ar 
family capital, the Frenchman seems 110 experience a respect, an 
intense love, which justifies any sacrifice . • . and any decep
tion. The middle-class Frenchman, as the press shows clearly, 
lives in a state of perpetual disquietude concerning the evolution 
of social and fiscal laws. He makes a fetish of the secrecy of 
his business. 

The taste for speculation and enrichment encourages the eff1o
rescence of doubtful businesses which meet with success because 
they promise an increase of patrimony without effort and with
oUt' apparent risk. Hence the unbelievable swindles, the scan
dals, and, in a good many quarters, the lack of a spirit of enter
prise, which is replaced by a spirit of trickery. 

In considering only those peculiarities of the French people 
which have bearing on our researches, we must take account of 

,the fact that we run a heavy risk of not doing them justice. But 
it is not our mission to mete out blame or commendation. Setting 
to one side the great qualities of the French people, we have laid 
stress on those which seem to us to render the problem of banking 
complex. 
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Moreover, the fact that in spite of the number of distinguished 
'intellects in France, one finds so few satisfactory treatises on 
banking, proves that the interest of the economists in this en
grossing phenomenon of contemporary life, does not exist for itself 
but only as it enters incidentally into the pursuit of other pre
ocoupations. 

THE FRENCH MONETARY SYSTEM 

The Frenoh monetary system dates from the revolution of 
USI!. Though from the outset gold and silver were admitted to 
free coinage, i_was on the silver coins alone that the .!!.umber of 
monetary units which they represented was noted. <rhe franc 
was th~n defined 8S beins a certain weight of silv'll) The gold 
pieces bore merely a notation of their weight without reference 
to their value stated in francs. The public was not satisfied with 
this situation, and insisted on having ooins both of gold and silver 
which specifically named the monetary units represented. Thel 
law of March 29, 1804, met this demand, and established the 
bimetallic or double standard. Gold and silver were admitted to 
free ooinage and both metals were given unlimited legal tender 
power. The frano was defined as being a certain weight of silver 
(6 graQlmes 900/1000 fine). A ratio of 1,l2..11P6 was established 
as between gold and silver. From this relation it was to be 
inferred that the gold frano was equal at the time to 0.290327 
grammes of gold, with a fineness of 900/1000. 

In this brief review we cannot treai in detail of the successive 
:variations in the relative velue of gold and silver nor the cir
oumstances which brought about the formation of the Latin 
Monetary Union. They have been set forth in the chapter re
lating to the Belgian monetary and banldng system. n ~e 
abo~at&old alone was finally admitted to free coinage. "':Pure 
bimetallism disappeared, giving way to • system in which gold 
was the base and which differed from pure monometal1ism merely 
by reason of the unlimited legal tender power pnmmd by_ 
taiQ. silver ooiiiS. Beginning'in and subsequent to the month of 
AuguSt; 1914, war conditions t!OIIlpelled the .!illspensioo of the 
redemptiOD of the notes of the Bank of France, produced a 
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moratorium in commercial paper and"bank deposits, and brought 
about the closing of the stock exchanges. At the present moment 
France is, however, no longer under a regime of forced legal 
tender currency circulation. 

MONETARY DEPRECIATION. France financed her war expenses 
by means of loans and inflation and in a rather limited degree 
by increases of taxation. The establishment of a great floating 
debt by the issue of Treasury bonds and the national defense 
bonds were consequences of this policy, and open to criticism, 
but should be judged in the light of the great difliculties with 
which France was obliged to contend. Among these was the fact 
that the richest part of her territory had been invaded. 

Once the war was over France found it necessary to provide for 
the economic restoration of the devastated territories. She also 
had to face the reorganization of her industries, the payment of 
war pensions, and provision for social legislation 'caned for by the 
workingmen's movements which ran parallel to those that de
veloped in all the European countries. Two elements, however, 
tended to aggravate the position of France: the Don-payment of 
repaNItions iD specie up to the time when the Dawes Plan took 
effect' and the failure to cancel the inter-Allied debts. 

For SOJQCl years the French budget presented a defim and this 
deficit was provided for by the creation of a floating debt which 
from and after the first of May, 1926, increased to more than 
92,000,000,000 francs if we include the adV'8nces made by the 
Bank of France to the Government, which alone reached the sum 
of 41,000,000,000 francs. The situation was highly critical in 
1926 when Poincare came to power. It was necessary for him 
to prepare for the legal stabilization of the franc by balancing 
the budget and by creating reserves of exchange; while recourse 
to a foreign loan was out of the question on account of the hos
tility of public opinion toward any further foreign borrowing. 
The situation resulting from non-ratification by the Parliament 
of the Debt Funding Treaty concluded between representatives 
of France ,and of the United States was also a complicating 
factor. 

In the middle of July, 1926, the franc was quoted at 240 to 
the pound sterliDg. Beginning with the establishment of the 
Poincare cabinet the franc, however, began to advance and in-
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creased rapidly to 120 to the pound. This was brought about by 
selling large quantities of mils growing out of the repatriation of 
French capital. and by speculative operations in French currency 
by foreignere. In fact the advance BOon took on II speculative 
nature and had to he repressed by the Bank of France. Upon 
taking power. Poincare obtained the adoption on August 7. 1926. 
of a law authoriling the Bank of France to buy for more than 
their nominal value gold and silver coins hoarded by the public 
and to make direct purchases of bills of exchange on the market. 
On the 22nd of December of the same year the Bank began to 
buy at an established rate all bills presented to it and thus it 
acquired complete control of the market. In this way the Bank 
of France made itself one of the most important holdere of gold 
in the world. 

Notwithstanding the unwillingneBB of the French Government 
to borrow abroad it found itself obliged to do BO in an indirect 
way. Thus the State guaranteed a whole series of loans in 
Switlerland and in Holland. which had been put out by the State 
railroads and by private comparues. Furthermore the French 
match monopoly entered into an agreement with the Interna
tional Match Corporation which rendered it possible to payoff 
the American 8% loan of 1920 without infringing upon the bille 
held by the Bank of France. TheBB methods were at the time 
sharply eriticised by BOme theorists but the outcome appeared to 
vindicate Poincare. In the year 1927 there occurred a long period 
of actualstabiliution and of budget improvement. This stability 
the Bank of France was able to 4I88UI'8 at firet by the ordina!y 
means furnished by its discount policy, but later and more ~ 
ticularly. by the use of the powers which wera granted to it under 
the law of August 7. 1926, which authoriled it to acquire bills 
against payment in notes issued by the Bank. As a matter of 
feet. the disoount policy waa recogniled • being a much less 
effective means than at other periods for use in the regulation of 
the capital market. The portfolio of discounts and loans at the' 
Bank of France has been much reduced sinos the war and bas 
become relatively much smaller than that. held by eommereial 
banking establishments. From the end of Deeember, 1926, the 
portfolio of foreigu and domestio ~ties did not. amount to 
more than '.soo.OOO,OOO franos, 01' in terms of dollar ezcban&e, 
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to less than 900,000,000 gold francs, whereas in December, 1913, 
it amounted to 1,500,000,000. At th~ end of 1926, direct loans 
came to 2,000,000,000 francs (400,000,000 in gold francs) as 
against 772,000,000 in 1913. Thus the role which the Bank could 
perform in this situation was limited. 

In the course of 1927 the rate of discount of the Bank of France 
was lowered three times, from 6%% to 4% (with another %% 
cut on January 19, 1928) ; the charge f1)r loans was reduced in a 
similar way from 8%% to 6%. These reductions, which were 
permitted by the general financial situation, were rendered 
necessary during the first half year by the slowing down of busi
ness and throughout the entire course of the year by the extraor
dinary ease of the capital market as illustrated by the very low 
rates of interest. On certain days the rates of discount outside 
the Bank even fell as low as 2%, thus leaving a margin of more 
than 3% between such rates and the official discount rates. 
Obviously under such conditions a bank of issue could hardly 
hope to direct or maintain its contact with the IIlIIrket; nor could 
it through the discount rate exert its influence to the best effect. 

By the law of August 7, 1926, the Bank of France had been 
authorized to buy gold and silver hoarded by the public above 
their nominal values, and to purchase bills of exchange directly 
on the open market. The purchase of gold coin had a double 
advantage. It enabled the Bank of France to increase its avail
able stock and it also mobilized an unproductive reserve of capi
tal. Notes paid by the Bank to holders of coins which had 
previously been hoarded were used in a very large degree to buy 
State securities. Thus the great body of savings, even if not 
really augmented, nevertheless was much more largely placed at 
the disposition of the capital market and certainly tended to help 
in the process of cutting down the cost of money. Purchases of 
bills Qf exchange with new issues 1)f notes also helped the bank 
of issue to get control of the exchange market. Its action in this 
field was felt up to the end of 1926. Having obtained by reason 
1)f the advance of the franc an adequate supply of bills the Bank 
was able to become both buyer and seller, in any amount, of 
pounds sterling, dollars, fiorins, kroner, etc., at a rate an
nounced every day. The maintenance of the stability of ex
change was rendered possible on the one hand by the return of 
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large quantities of French capital and on the other hand by the 
importation of foreign capItal looking for remunerative employ
ment. It is possible to ascertain only with difficulty the amount 
of bills bought by the Bank in the open market, since they ap
peared in the statement as "Purchases of gold, silver and of 
bills" (law of August 7, 1926) and in part, the greater part, 
under the head of " sundries" on the asset side. The two items 
referred to compare as follows for the close of the years 1926 and 
1927. 

Dea. 80, 19:16 
D.c. 29, 19:11 

Purch .... of 
Gold and Silver 

(Law of Aug. 7, 1926) • Sundri ... 

1,M7 ,314.000 fran.. 5.010,078,000 fran .. 
2,873,235,000 :16,550,593,000 

We may oonsider generally that the increase of the item 
" Sundries" ie the result almost entirely of transactions canied 
on in the exchange market. Supposing that to be true, exchange 
purchases by the bank during the year in question exceeded 
22,000,000,000 franca. 

We have no intention of studying the evolution of the French 
budget. Instead we will turn directly to the monetary reforms 
voted by the French Parliament on June 25, 1928. The monetary 
law of that date, in connection with which were adopted three 
agreementa or conventione, oonetitutes the new basic statute of 
the Bank of France ae the regulator of the money market. Tbe. 
_tial features of this monetary law are: the return to the gold: 
standard, with the temporary authority in -the hank to refuse. 
to redeem ita notes, except in gold ingota up to a certain ~ght 
(namely, 215,000 france or a little more than 12 kilograms of 60e 
gold), ~he establishment of the franc at ita then existing value, . 
the tennination of the limita fixed by law for the issue of notes 
and the establishmen.t of a de60ite relationship between the 
reserve and the demand obligations of the Bank of France, ae well 
as, last of all, the aettlement of ita loans tAl the Government. 

TIm REnnIN '1'0 'l'HII GoLD STANDARD. After terminating, in 
ita first article, the forced circulation of the notes of the Bank of 
France and of the Bank of Algeria, the law of JUDe 25 defined 
the new Fren~h monetary unit in the following terms: • The 
franc. the French monetary unit, consists of 65.5 milligrammee of 
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gold, 900/1000 fine." This parity renders pennanent so far 
as practicable the rate of exchange which for the preceding 18 
months had been maintained by the Bank of France. In other 
words the stabilization was carried through at a rate close to 124 
francs for ~1U!0und sterling; or, exactly, at 124.21. -

By the law of April 17, 1804, the franc represented a certain 
weight of silver. In a roundabout way by the adoption of 
a fixed standard of conversion between the two precious metals 
and later by limitation of the debt paying power of silver coins 
it came about that the French franc in the course of the 19th 
century .approximated in practice the idea of a gold standard. As 
in Belgium, bimetallism and the use of silver as a base were 
abandoned, and the new franc is a gold unit just as is the belga. 
The rate of franc stabilization has been much criticized, France 
herself including a large party of persons who favored revaloriza
tion as well as some advocates of a plan of devaluation similar 
to that which had been tried in Belgium. A revalorization of the 
franc would inevitably have brought about a dangerous reflex 
influence on public finance, entailing a re.duction of tax receipts, 
and would have reacted on the Treasury, inasmuch as the Bank 
of France had accumulated for its account an enonnoUB stock of 
bills. A revalorization of the franc at 2Q% would have entailed 
a loss of 20% on the bills which had been bought, that is to say 
about 10,000,000,000 francs. Nor was this all. The revaloriza
tion of the franc would have compelled a corresponding reduction 
of the nominal value of gold and of foreign bills held by the Bank 
of France. The backing of the note circulation would have been 
reduced in a corresponding amount and since the fiduciary circu
lation had not been and could not he changed it would have heen 
less well protected. The very success of the refonn itself would 
have. been brought into jeopardy. The debt of the Treasury 
would have remained very large and it would have had to pay 
the loss on the bills, all of the purchases of exchange having heen 
made for the account.of the State. 

Those who are able to review the situation objectively and 
impartially can feel no doubt about the matter. They will con
clude that in view of the decision to fix the value of the franc at 
about 125 francs to the pound, and also in view of the enonnoul 
aocumulations of. bills which had been made in consequence 
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thereof, the decision of the Bank that stabilization was iq-
V d~~".I!ble and ~gent represel1~d_notQi"g l);lorl' than go~d ~n§e. 

The great speculative movements of funds which had been caused 
by hesitation on the part of the government furnished a sufficient 
measure of the risk. The rats of stabilization having once been 
selected, it was possible to connect the franc with any gold money 
desired whether dollar or pound; but just as was the case under 
the Belgian law it became plain in France that the national 
monetsry standard had to be defined in terms of a relation not 
to foreign coins but to a fixed weight of gold. 

PBOVIBION8 R&i.ATIVB TO THE CoNVERTIBILITY or THE NOTES 
or THII BANIt or FIlANCII. In section 3 the law provides that: 
II The Bank of France is held responsible for the payment of its 
notes in gold to bearer on demand." 

co In discharging this obligation. the Bank of France has the 
right to redeem its notes in gold coins having the legal tender 
power or in gold bars at the rate per franc of 65.5 milligrammes, 
900/1000 fine." 

II It has the right to make these redemptions at the head office 
alone and in such minimum amounts as agreed upon between the 
Minister of Finance and the Bank of France." . 

By these provisiona.France has adopted. the gold bl!llion stand- . 
.m... The reasons for the adoption of this base for the new mone
tary system were summariaed in the official report as follows: 

II Althol!gh the adoption of the plan of redeeming the notes of 
the bank in gold bullion undoubtedly IlODStitUtes the only way 
of putting an end to monetary instability. the question might be 
raised whether it is desirable and possible to effect a return to the 
pre-war method of redemption." 

II In this conneetion one must not fail to take aecount of the 
faet that the placing of gold l'Oins in circulation too rapidly would 
merely ioduce a fruiUess boarding, also that people accustOmed 
themseh'SB during the war to • strictly peper money ftgime, and 
Ula' this represented progress from the paint of view of pure 
eeonomics and from the point of view of the national welfare. 
At the 8Ime time the IOId i is' es, . wholly impounded in the 
vaults of the Bank of Franee, are utiliaed in the ~ possible 
fashion. Th_ eonsidel'1ltions, weighty as they are, should not 
be considered as the maR impoatant.. Then! is also • peat 



632 FRENCH 'MONETAR Y SY STEM 

psychological value in reestablishing the circulation of gold coins. 
Experience alone will show whether it is or is not wise, econom
ically speaking, to place gold coins in the hands of the public. 
But at any rate it is certain that bank notes will not be redeemed 
in gold coins until definite legal sanction is given. After a time 
there will be demands for the fixing of types and denominations, 
as well as for the IllIinting of the individual coins. Temporarily, 
this will be done only for the account of the Bank of France and 
free coinage will be reestablished only when it will cause no 
inconvenience. II 

" Under these conditions, the note holders will not be able to 
demand anything but gold bullion for some time. The second 
paragraph of article 3 of the law gives to the Bank the right to 
redeem its notes at its own pleasure either in coin or in bullion. 
The third paragraph of the same article provides that the insti
tution of issue shall be authorized to redeem its notes only at the 
head office and in such minimum amounts as determined upon in 
discussions with the Minister of Finance. These provisions show 
the care the Government took to envisage the whole economic 
situation in the return to gold." ' 

These arguments will doubtless appear of small importance to 
many people. Gold coins In fact do lIot circulate within the 
United States no!' within Great Britain, even though gold was in 
circulation there before the war. But it must be remembered 
that France has always been a country with gold coins in circula
tion, that the citizens adhere to that tradition and that a reform 
which does not provide for the redemption of bank notes in gold 
coins or for their circulation, in the minds of the majority of 
Frenchmen, is incom:plete and abortive. Even so it is probable 
that gold coins will not circulate, no more indeed than they will 
be coined. Experience elsewhere would lead us to presume this. 

Of more importance is the fact that France has adopted the 
gold bullion standard, that is, t~tmI'p~i!l~, of bank notesln_ 

- &old llUllion. FQreign bills .C!f exchange are not included in the 
reserve. France thu8liils clearly rejected the gold exchange 
standard which permits the reserve to include credits in gold 
standard nations, as well as actual gold. To a certain extent that 
system permits the erection of a double superstructure of credit 
aD the same gold base. Belgium adopted features of both sye-
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tems, the reserve consisting of 30% gold and 10% foreign credits, 
.which gives a cover of about 35% gold at a smaller cost. 

BANK NOT!) REsERVIII PROVISIONS. The regulation of 1870, 
which fixed a legal maximum to the paper currency, was al
together ioiM1g\1t and Incapabteof "SUflicien-railjustment to the 
requirements of the present day money markets. It has been 
replaced by a plali, inaugurated in Belgium in 1850, for a mini
mum metallic reserve against the note circulation and the de
mand liabilities of the Bank of France. This plan permitted a 
more exact proportioning of the circulation to business and trade 
needs. Experience in the financial crises through which France 
has passed in the last 14 yeare has proved that the fixing of a 
legal maximum provides no guaranty against inflation, in the first 
place because only the volume of bank notes is limited and not. 
the volume of credit represented hy the deposit accounts of the 
Bank i in the second place, because of the ease of raising the limit 
by Parliamentary action whether such action is warranted or not. 

The reserve, eonsisting solely of gold bullion and gold coins, 
must be equal to 35% of the volume of circulating bank notes 
and liabilities on eurrent account. This proportion. is identical 
with that which exists in the Federal Reserve Banks of the United 
States. The reserve in Belgium, as we have seen, is 40%, of which 
30% consists of specie and 10% of gOld credits. Aa a matter of 
fact the National Bank of Belgium has followed, since stabilisa
tion, a policy of maintaining a reserve of more than 35% in the 
yellow metal. 

MINTING OJ' THIl NEW CoINS. The French law provides, in 
articles 5 to 8, for the circulation of gold and silver coins and 
coins of the baser metals. After a brief time, the authorities will 
undertake the minting of silver roins, The coinage of gold will 
be carried on solely for the account of the Bank of France. Free 
coinl\ge will be reestablished only after an Order in Council. By 
suc.h Il\l'I\Sures Franee will avoid those difficulties likely to arise 
from a too rapid return to the free coinage of gold. • 

Silver coins are destined to replaee the S. 10 and 20 franc notes 
of the Bank of France. a The minting of these is rendered es-
8e'ntial." aorording to the official report on the measure," by the 
poor material of which the 5, 10 and 20 franc notes are made. 
Altic\e 7 of the bill provides that these are to be completely 
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retired by the 31st of December, 1932, and that they will be 
exchanged for fractional silver coins of 5 and 10 franc denomina
tions. Thus hard money will be substituted for a paper currency, 
which from all points of view will be slightly superior./I 

" At the end of 1927, the volume of small notes incixcu
lation amounted to 2,775 millions of francs, or about 70 
francs per capita. Article 8 provides that fractional coins to a 
total value of 3 billion francs may be minted. That increase 
over the actual amount is justified if one considers that the new 
coins will circulate not only in France but also within the 
colonies;" 

"The fineness of the coins of 5 and 10 franc denominations 
will be only 680/1000, though before the war it amounted to 
900/1000 for the 5 franc pieces and to 835/1000 for the denomi
nations of .5 franc, 1 and 2 francs. Our silver coins before the 
war also had the earmarks of a bimetallic system, in that they 
had a value almost equal to their legal power of discharging 
debts. At the present time, on the contrary, the silver coins 
appear not only as a survival of the past but as an effort to meet 
the l!~sic nelds of trade. The silver coins wiII definitely take the 
form of a fiduciary money, in which the face value is larger than 
the intrinsic value. It is known, as a matter of fact, and article 
8 of the convention reiterates it, that the silver coins have the 
legal tender power in payments between individuals up to a 
maximum of only 250 francs./I 

" It might be well to point out that almost all the countries 
that have minted fractional silver coins during the past few 
years have adopted a relatively low fineness, in practice eveJi 
lower than that of 680/1000. In two important countries, Eng
land and Germany, since 1920, coins have been minted with a 
fineness of 500/1000. All things considered, it has not seemed 
wise to adopt such a low standard of fineness to the end that 
there might be room for improvement in the quality of t~e new 
pieces./I 
,. During the parliamentary debates, the proposed coinage of 5 
franc silver pieces was abandoned. It is well known that in 
Belgium \ royal decree of the 26th of October, 1926, in order to 
replace the small Treasury notes of 5 and 20 francs in eirculation 
at that time,provided for a circulation of fractional silver coins 
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to be eecured by a gold-credit reeerve of 40 per cent. In order to 
replace the token coins issued in France, during and. after the 
war, by Cham~ers of Commerce, new coins of base metal are to 
be struck by the Government. As in Belgium, the Government 
will henceforth mint token coins of 2 francs, 1 franc and 50 
centimes. 

Tum CONVIINTION8 ANTBlCEDBlNT TO Tllm LAw OJ' JUNE 25, 1928. 
A. of the date of June 23, there are in all three antecedents to the 
monetary law. The first, signed by the Premier and the Gov
ernor of the Bank of France, laid down the manner in which the 
revaluation of the assets of the Bank should take place, which 
up to that time had been carried on the books of the Bank in 
pre-war francs. In France, as in Belgium, it has been decided 
that the profit arising from the revaluation of the specie should 
go to the State and, as in the Belgian reform, that profit has been 
used to repay the remainder of the ordinary advancee granted the 
State by the Bank of France during and since the war -a bal
ance which is almost wholly &monied. 

One obligation of the State to the Bank continues: those 
advances granted to foreign countries, which &meant to 5,930 
millions of franee. A special plan has been devised to 'guarantee 
the payment of this account to the Bank. This is the purpose of 
article 6 of the convention between the Bank and the French 
Government and of the conventions entered into between the 
Government and the Autonomous Fund for Amortilation on the 
one hand and the Fund and the Bank of France on the other 
hand. The obligations representative of the advances granted 
to foreign statee from funds supplied by the Bank of France, 
namely the Russian bonds, are ultimately to be liquidated. This 
will COl)stitute an additional means of bringing about a oontrae
tioD on the money market. It is a wise provision, the great use
fulness of which has been demonstrated by the experience of the 
UDi~ Statee and England. Nevertheless, the significance 'of this 
propoeal will grow progressively less in proportion as the amorti
.. tion of the Russian bonds is brough' abou' through the in
etrumentality of the various, revenues stipulated in article 6 of 
the convention between the Bank and the State. At that time 
the rOle of the ~term Treasury bonds will doubtless be 
I'8IIIlIDed. 
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THE FINANCIAL STATElIlENT OF THE BANK OF FRANCE. Taking 
advantage of the opportunity offered by the monetary reform, the 
Bank made commendable changes in some of the leading items 
in its weekly published financial statement to render it clearer 
and more precise. The gold reserve, which heretofore was 
divided among several headings, is posted now as a single entry, 
which quite naturally made for a very marked increase, not only 
by reason of revaluation but also by reason of including the 
amounts of gold formerly included under the headings: If Pur
chases of gold, silver and foreign exchange" and If Miscellaneous 
assets." At the end of June, 1928, the gold reserves in coin and 
bullion in the new financial statement amounted to 28,935 mil
lion francs and the ratio of gold reserve to demand liabilities 
was 40.45 per cent. 

There had been vigorous complaint, during the last few months 
previous to stabilization, to the effect that it was not possible to 
ascertain from the balance sheet of the Bank of France any 
notion of fluctuations in the foreign exchange holdings which 
were for the most part included among the t. Miscellaneous as
sets.': They have been given a copspicuous place in the new 
financial· statement, and have been. divided according to their 
degree of liquidity between the two entries: .. Funds available 
at sight abroad" and" Negotiable bills (foreign)." Amounts 
of foreign exchange loaned, of which the Bank is not in possession 
for the time being, and which for that reason have not hereto
fore been shown among the assets, will henceforth be included in 
a special account for the sake of a complete record. The same 
amollDt will naturally be included as a contra-item among the 
liabilities under the heading; .. Liabilities arising from foreign 
~xchange loaned." 

The advances of the Bank to the State from 1914 to 1925 
naturally disappear from the balance sheet, as well as the 
.. French Treasury bonds discounted for advances of the )'rench 

"to foreign governments" for the reasons that we have cited 
above. 

Turning to the liabilities it has seemed best to the Bank to 
group those under the same captions, against which a reserve of 
at least 35% gold must be held, namely: notes in circulation, 
current accounts of the public Treasury, current accounts of the 
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autonomous sinking fund, current accounts payable to individu
als, deposits and other demand liabilities such as interest payable 
on deposits, dividends to be paid, demand drafts and checks out
standing. Finally, the sum of the liabilities thus set forth in 
detail on the financial statement is added liS a memorandum item, 
together with the ratio of the gold reserve to this total, so that 
the difference between the actual ratio as computed and the 
legal ratio of 35% can be seen at a glance. 

All these reforms reflect credit on the Bank of France, its 
Governor and i~ officials, who have apparently played a role 
worthy of the finest traditions of central banks in their arduous 
labor of stabilisation. 

A FOREIGN LoAN NOT RlliQUIBED. It must be stated that 
French stabilisation did not require direct recourse to foreign 
credit. When, in July, 1926, the dollar had risen to 49.22 francs 
and the pound to 240.25 francs, it seemed to many that France 
would, like other countries, require foreign credits to work out 
of this very desperate situation. And the eituation in that 
respect was more complicated in the clISe of France, since it 
seemed tllat these credits could be procured only after the 
settlement of the inter-Allied debts. This was one of the im
portant factors which delayed for such a long time French mone
tary reform. The Government did not desire to ratify the 
London and Washington agreements, without at least fixing the 
reparations to be paid by Germany. 

THE CREDIT SYSTEM 

In our chapter on the Banking system of Belgium, we bave 
given a cursory sketch of the instruments of commercial. and 
invtlStment eredit. Belgian legislation is very strongly influenced 

, by French, the Napoleonio Code being introduced in 1830, at the 
time of the declaration of independen~ of the COUDtry. In many • 
...s~ts, the regulations of the two countries resemble each other 
to the extent that the decreee of the court of one eountry fODSti
tute precedents in the other. . In the matter of bankruptcy and 
of limited rompanies, reciprocity &gm!IIIents ~ 

The provisions of French law which difl'er most fIom the Belgian 
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CONDITION STATEMENT OF THE BANK OF FRANCE 
(Amounta in franca) 

ASSETS 

Gold reserve (coin and bullion) ...............•..... 
Silver and copper COlDS . .....•.•...•........•...••• 
Posta.! .urrent accounta ........................... . 
Funds available at sight abroad .•.....•..•.......•. 

. Foreign exchan~ loaned .......................... . 

. Advancca on gold bullion and ooin ................. . 
Bills: . 

Commercial bills discounted in 
c!:'~ .. 'hm;,' .. d;;,OO;';'i,;,d 2,955,lf63,'~1l. 321 

abroad .........•......•••. 

Negotiable bills bought in France. '0.' ':544., 00i~332: 68/ Negotiable bills bought abroad .• , 

~:::'~e"C :',f"~tia~io"n"~;';';" ~g' iu",;ci: : : : 
Loans without in_ to tbe Government ..... . 

(Law of June 9. 1857; oonvention of Mar. 29 
law of June 13, 1878, extended; laws of Nov. 17. 
Dec. 29, 1911, Dec. 20. 1918, and June 25, 1928.) 

Rentee earmarked for special purposes ......•.•..... 
. (Lawof May 17, 1834; decreeoofApr.27andMay2, 

1848; law of June 9, 1857.) 
Bank buildinge and equipment ........... ; ........ . 
Silver coins demonetiZed for reminting ..••..•....•.. 
Miscellaneous .... ta ............................. . 

Total ......................... : .......... .. 

LIABILl'I'IES 

Capital: ....................................... .. 
PrOfita in addition to capital ..................... .. 

(Laws of June 9, 1857 and Nov. 17, 1897.) 
Legal liquid reserves ............................. . 

(Lawof May 17. 1834; decreeoof Apr. 27 and May 2. 
1848; law of June 9, 1857.) 

Nonliquid reserve ................................ . 
Demand liabilities: 
~ "Notee in ciroulation .......................... . 

• Current acoount of the Treaoury 5,~178,68SI,970. ~i5l 
Current acoount of tbe autono-

mous sinking fund" ......... 1.~134,,11:1.11~.241 
Other current acoounta and de-

v OtC~~';'~d' Ji,;j,iIiii;';: : : : : :: 5';n::~~;:U~1 

June 25. 1928 

112.980,750 . 

Liabilities arising from foreign .... ban&e ""' .... ,. 
M;rellaneoua liabilities .. ....................... 'l:si~~~ 

Total ..................................... ·1 
Total demand 1iabi6ti ............ 71,529.709.825. 
Ratio of gold reserve to demand 

liabilitiM ................... .. 
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relate to shares issued by limited liability companies. Therefore, 
let us examine these in some detail, the present exposition giving 
us at the same time indications of the comparative legislation for 
banks. In fact, as in Belgium, these are governed by the laws 
for commercial companies and do not, except for the Bank of 
France and the banks for issue of notes in colonies, rest on any or
ganic etatute. 

French jurisprudence and legal doctrine are divided as to 
regUlations determining the nationality of commercial oompanies. 
However, it appears that, as in Belgium, the country where the 

(prinoipal establishment is located determines the nationality of 
~ the company. 

Foreign companies whioh have not obtained the- authorization 
to exercise their rights and to appear in court in France, can 
neither contraot nor sue at law for the execution of any agree
ments or obligations oontracted abroad. Likewise, they cannot 
establish branohes in Francl.' 

A law of May 30, 1857, granted these rights to Belgian com
panies and authoriaed the government to grant this authorila
tion to companies of certain countries, without the condition of 
reoiprocity, by decree passed by the Council of State. A decree 
of August 6, 1882, granted the above-mentioned authorisation to 
companies established within the United States. 

Foreign companies established in France had not eubmitted, 
before 1907, to any formality preliminary to their establishment. 

Commercial companies in France include, beside general part
lIershipa (soci~tAIs en nom co1lectif) and coOperative societies, the 
limited partnershipa (societ~ en commandite par actions) the 
limited liability company (soci4M anonyme) and the comPBDY 
with variable capital (societe 1 capital variable). These three 
last are the most important. 

The French law, of July 24, 1867, modified by various laws of 
which the latest is that of January 30, 1907, fixes a minimum 
par value for shares. When the eapital is Ie$! than 200,000 francs, 
the shares may not be for an amount less than 25 franc:a, and 
when the eapital ill over 200,000 francs, Shares may not be for 
an amount less than 100 francs. In the first ease, the shares 
mU8t be paid up in full at the fOnDlltion of the company; in the 
_d. they mU8t be paid up fori at least II quarter of their 
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amount. The shares or their subshares are negotiable after this 
payment, but must remain registered until they are entirely paid 
up. The shares remitted in payment of any assets taken over must 
be paid in full at the time of the formation of the company and 
may not be negotiated until two years after the formation. The 
responsibility of the shareholder lasts for two years after trans
fer, with regard to payments not yet called. 

The organization of limited companies may be made by the 
filling out of a document before a notary, made in duplicate. The 
French law requires a minimum of seven associates. The stipu
lations.relating to shares of " societes en commandite" are appli
cable to the shares of limi·ted companies. 

The right of the auditors of French companies is rather limited, 
- they may not have access to the books except during the quar
ter which precedes the time of the meeting of the general assembly 
of stockholders. Every quarter the company must transmit to 
the auditors a summary of its assets and liabilities. The company 
must also communicate to the auditors, fifteen days before the 
general meeting, a balance sheet containing a statement of the 
transferable and fixed assets and of,pll the aesets and liabilities 
of th~ company. Tbis is important in tbe case of banks, since it 
makes known their participations in otber stock companies; 
however, between communication to the auditors and the publica
tion there is a barrier which the banks generally do not overstep. 

Companies with a variable capital include particularly those 
enterprises which are conducted by members of the same family. 
It may be stipulated in the statutes that the company's capital 
will be increased by successive payments made by the members 
of the company or by tbe admission of· new members and to a 
.reduction, by a total or partial recovery of the assets put into 
the .business. In these compaxGes, the capital may not be in
creased by the consecutive statutes of the company beyond 200,-
000 franes. The consecutive resolutions passed at the general 
meeting may not add,to it more than 200,000 franes at one time. 
The sharP.8 or subshares of these companies remain registered 
permanently even after the shares are fully paid up. :r.T egotiation 
can only be made by' means of tranefers on the register of the 
company and the board of direetom or the general meeting may 
always prevent these transffi • 

I 
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It is especially important for us to consider in detail the pro
visions of the French law in regard to the publication of the arti
oles (actes) of a company, the publicity given them affording 
certain guarantees to the shareholders. By the terms of the law 
of July 24, 1867, the constitutive agreemente of companies must 
be deposited in the registries of the justice of the peace and 
the commercial court of the place where the company is estab
lished; they must be published, in abstract form, in the news
papers designated to receive legal announcements. 

But this law, as Desmaisons has remarked" regulates the rela
tions of the stockholders with the founders and directors. It 
does not concern itself with the relations between buyers and 
issuers, that is to say, between the public and the bankers, who, 
whether or not they have taken part in the establishment of the 
company, occupy themselves principally with placing stock 
among their clientele." The law of January 30, 1907, seeks to 
remedy tins situation: 

"The issue, advertising, placing on sale, the introduction on 
the market in France of shares, debentures or securitiee of what
ever nature of French or foreign companies will be, from the 1st of 
March, 1907, subject to the formalities hereafter stated: 

Previous to all publicity, the issuers, vendors and underwriters 
must have inserted in a bulletin appended to the Joumal officiel, 
in a form which will be determined by decree, a notice containing 
the following: 

(1) The name of the company or the finn. 
(2) Indic~tion of the legislation (French or foreign) under 

which the company functions. 
(3) The registered office of the company. 
(4) The object of the company. 
(6) The life of the company. 
(6) The amount of authorised capital, the rate of dividend on 

eaeb category of stock and the capital not paid up. 
(7) Tbe last balance sheet, eert.ified as a true copy, or a state

ment of the fact that it has not as yet been drawn up. 

H The amount of the funded debt already issued by the com
pany with an enumeration of the guarantees, and, if it is a matter 
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of a new issue of debentures, the numher as well as the value of 
the securities issued, the interest to be paid, the time and the 
conditions of repayment and the guarantees on which the new 
issue is based." . 

" It must, moreover, make mention of the profits stipulated for 
the benefit of the promoters and administrators, of the manager 
and of any other person, the assets in kind and the methods pro
vided for the payment for these, the procedure to be followed in 
calling general meetings and their place of meeting. 

"The issuers, promoters and vendors must be in residence in 
France; they will be bound to sign the notice above with name 
and address. 

" The placards, prospectuses and circulars must reproduce the 
statements of the notice and contain mention of the insertion of 
said notice in the bulletin appended to the Journal ojJici£l, with 
reference to the number in which it will have been published." 

Moreover, for foreign companies the law of 1907 introduced 
certain special provisions: " All foreign companies, which under
take in France, a public issue, a placing on sale or introduction of 
stock, debentures or securities, of whatever nature they may be, 
will ',De bound, moreover, to publish fully its articles of associa
tion, in the French language, in the same bulletin appended to the 
JO!Jr7UJ.l ojJici£1 and before any placing of securities. 

It was objected that these provisions, although they remedied 
certain abuses, did not sufficiently protect savings, the notices 
being confusing and misleading. 

The publicity in the bulletin of the JO!Jr7UJ.l offici£Z soon ran 
counter to the purpose sought for by the legislature. A parlia
mentary document shows in a graphic way how dubious fi
nanciers took advantage of it to mislead small savings: "Indeed, 
after having extolled the chances for tbe future of their business, 
the large prospective dividends, the always evident possibilities 
of increase in value, the whole cleverly heightened by the dis
paragement of wholly safe securities, the salesmen, if they per
ceive some hesitation, get out the bulletin appended to the 
Journal offici£l. They point to the proclamation relative to their 
company which is inserted in it and conclude: "See the state itself 
places our notices in the JO!Jr7UJ.l offici£l. There is a guarantee of 
the first order." And the small investor allows himself to be 
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carried away, confident because he bas seen, in very large letters 
at the top of the supplemental Bulletin: "Journal officiel de la 
RepubUque Iran~ai8e." A decree of 1912 changed the title of the 
supplemental bulletin to "Bulletin oI legal announcements re
quired of financial companies II ; and the statement was added: 
" The State in no way guarantees the insertions." 

During the war, the regulation of the issue of foreign securities 
in France was further controlled by the law of May 31, 1916, 
containing in its first article: 

.. Tbe issue, placing on sale, introduction into the French 
market of rente certificates, loans and other public notes of 
foreign governments, debentures or securities of any sort of 
cities, corporation or companies, French or foreign, are pro
hibited from the promulgation of the present law until a date 
fixed by a decree of the council of ministers after the cessation 
of hostilities." The purpose in view was to prevent the French 
money market from being sclicited by foreigners and to reserve 
it for National loans. With the return of peaoe the restrictive 
regulation WIIB cancelled in as far as it concerned French securi
ties; it is still applied to foreign securities.· 

THE BANKING SYSTEM 

TUB CENTRAL BANII:-BANQUII DB FIlANCL France is one oI 
thoes oountries which have granted the monopoly of note issue 
flo a Bingle private bank: The Bank of France was founded the 
28 Niv6-.oe, year VIII oI the Republic (January 18, 1800), by 
Napoleon Bonaparte, then first consul oI the Republio. 

The new bank had to undertake the issue of natee, at a time 
wht'n Frant'8 knew weD the consequences and meaning of in1IatiOll 
with the Banque g&.eraIe de Law (1717-1720), the Caisse d'es
compte (1776-1793) and, finally, the assignats, paper money of 
the revolutionary Stete, which lost 97% oI its value. Which is to 
say that, from its origin, the task oI the bank was delicate and 
had to be direeted with prudence. 

The Bank of Frant'8 had, in the beginning, a capital oI 30 
• A doocfte of the 10th of J ... ....,.. 111:18, boa I ; 7 hi;....... the free 

airouIali"", of capial ill In-
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million francs: a part of the capital was made up of" the assets 
of another bank which went into liquidation, the Treasury sub
scribed is million francs and the rest was subscribed by private 
individuals, among them Napoleon Bonaparte himself and his 
family as private citizens. The capital now reaches 182.5 million 
francs, a sum to which it has attained as a result of four successive 
increases. 

ISSUE OF NOTES. In the beginning, the Bank of France simply 
received the right to issue notes. On the "14th of Aprit," 1803, 
the right was made monopolistic, limited at the moment by the 
capital: At the same time, the government granted the necessary 
preliminary authorization for the establishment of banks in the 
several departments. 

After the fall of the Empire, the Bank of France reduced its 
activity and abolished its branches in Rauen and Lyon, which 
were replaced by autonomous departmental banks, invested with 
the right of issue. In 1840, at the time of the renewal of the 
privilege, it was decided that henceforth departmental banks 
could be established only by law. There were at that time, six 
prov\ncial banks of issue. 

In 1848, during the revolution, forced curreney was established 
in favor of the notes of the Bank of France. The local banks 
demanded that this privilege should be extended to them; it was 
granted but the total of their circulation was limited to 102 mil
lions. But as the legal tender of the local notes was confined to a 
restricted territory, it became necessary to transform the local 
banks of issue into branches of the Bank of France, in order to 
assure to their notes a circulation throughout France. The de
partmental banks disappeared and their securities were exchanged 
for those of the Bank of France whose capital was increased in 
consequence. The forced currency was lifted in 1850 . 
. Forced currency was decreed likewise during the Franco

Prussian war in 1870. The Bank returned to specie payments 
beginning in 1874, but the forced currency was not legally abol
ished until the first of January, 1878: 

On the 5th of August, 1914, forced currency was decreed anew; 
but has recently been abolished hy the stabili"ation acts of 1928. 

From the 90int of view of metallic reserve and the limit of note 
issuance, the Bank of France operates under a rather special 



NOTB ISSUE POWER 645 
, 

stat.ute, which deserves to be examined, because, on the one side, 
the legislature did not consider it necessary to fix a ratio between 
the metallio oover and the oirculation and because, on the other 
side, it has fixed rather arbitrarily the total of the notes in 
circulation. 

The original statutes of the year VllI stipulated on the subject 
of issues: It The notes shall be issued in such proportions by 
means of the specie reserve in the ooffers of the bank and the' 
oommeroial paper in its portfolio, that it should not, at any time 
be foroed to suspend the payment of its obligations." In fact, 
the responsibility for maintaining the metallio reserve at a figure 
guaranteeing the security of the note issue was left to the direo
tors of the Bank of France without prescribing rules which are 
always violated when really pressing oiroumstances justify non
observanoe of the law or of the statutes. The management of 
the Bank, the Bense of duty of its directors, are the safeguard of 
the holders of the notes. 

It does not appear that the legislature had at any time to repent 
of the latitude which it left to the board of the Bank of 
Franoe in regard to the issue power. The reserve was always 
maintained at a high level and on the eve of the war, it exceeded 
62~. If since it has dropped to 6% as a result of the forced 
ourrency and the inflation, the fault is certainly not that of 
the Bank. 

The Revolution of 1848, in leading the government to decree 
the forced ourrency of the hank note, made it likewise take, for 
the first time, a measure which may justify itself in a trouhled 
period, but the maintenance of which afterwards does not justify 
itself in any way economically. The amount of the issue was 
limited and fixed at 350 millions as a muimum. A law Qf 
August 6, 1850, repealed the decree establishing the forced cUl"it 
rency and at the same time abolished the muimum of issue. 

This latter was reestablished the 12th of August, 1870, at the 
~ginning of the Franro-Prussian war. From the time of the 
invasion of the territory by the Prussian armies, the Frencb go ... 
ernment proclaimed a forced ourreney and set the limit of issue 
at 1,800 millions. The BUb..oequent events will show how the 
fixing of a limit is of little value economically and how it is in
stituted simply to calm public opinion: two days after having 
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been placed at 1,800 millions of francs, the limit of issue was 
raised to 2,400 millions, after that in 1871 and 1872 it was raised 
to 2,800 millions and 3,200 millions. 

The incessant development of business and the increase of tbe 
metallic reserve forced the legi.slature to grant the Bank succes
sive increases in the limit of issue. Although the present work is 
descriptive and not critical, one cannot abstain from criticizing 
this principle of the limit of issue left to the direction of the legis
lature, which, in normal times, acknowledges implicitly its in
competence by granting the Bank the increases demanded with
out concerning itself with the monetary situation. During the 
last war and in the sad period which followed it, Parliament 
proved its incompetence in economic affairs, in just as clear a way, 
in voting frequent in.;'reases in the limit of issue in order to be 
able to have recourse to loans from the Bank; 

On the 29th of December, 1911, a law raised the maximum issue 
from 5,800 millions to 6,800 millions. On the 5th of August, 1914, 
forced currency was established and the amount of issue was 
raised to 12 thousand millions. 

At, the same time, it was settled that the limit of issue might 
be exceeded by a simple decree issued by the Council of State, 
on the proposal of the Minister of Finance. On the 17th of July, 
1919, a law reestablished the control of Parliament over the issue 
of notes. In 1926 the reader will remember that a law authorized 
the Bank of France to buy gold and exchanges against the issue 
of notes not before included in the issue in compliance with the 
legal limit. 

II R. G. Levy, whose scant sympathy for the interference of the 
State in the internal life of the central banks makes him rather 
severe toward the French government, expressee himself as fol
lows on this practice of fixing the limit of issue: 

, "The intervention of the State does not contribute to the 
strength4! theestabJishment; it adds nothing to its credit, in as 
much as, 'OJ! the contrliry, every time that a political crisis breaks 
oUt, it is the government which borrows from the Bank, and not 
the opposite. It violates, in a double way, the normal conditions 
of the existence of the Institution of issue, first in decreeing forced 
currency, then in assigning a maximum to the amount of notes. 
This limitation was not contained in the original statutes and is 
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not in aooordanoe with their spirit. It was simply recommended 
by the direotors to maintain always on hand, the quantity of 
specie whioh they consider neoessary ~ !!leet easiij the_deJ!!aqds 
forreaeiiiption.- ,-' - , ,," . ' ' 

11 Por about twenty years, this limit has not oeased, moreover, 
to be extended (reoull!e) by lawe passed prematurely under the 
pressure of events. When after the almost oomplete repayment 
of the Bums which it had borrowed hetween 1870 and 1871, the 
State aholished the forced ourrency, it was bound logically to 
cut down the limit, which it had fixed for the circulation, al
though it allowed legal tender to the notes. • •• Why decree, as 
it did in 1879, a maximum of 3,200 millions, raised after to " 
thousand millions, then to 41 and 6 thousand millions? It was 
helieved then that an amount had been set down, which would 
not be exoeeded for a long time. As early as 1906, it was neces
Bary to carry it to 6,800 millions, and if the gold in the vaults 
oontinues to increase at all, another law will have to increase 
anew the numher of thousand millions authorised. The inter
vention of tbe government, thus, exeroisee itself here in an un
toward fashion. It hIlS neither comprehension, nor significationj 
what is it hut legislation which is not founded on any scientifio 
principles, on any II priori reasoning and which contents iteelf 
with bending to the contingenoiee of events, which it is not able 
to foreaee or to direct? .. 

AvrHOIUIED OPERATION8 01' 'rHB &Nit 01' FB.uICIL The prin
eiplea ruling the Bank of France may not. be studied without. 
taking into account their ephemeral character. A law may trans
form the Btatute of the Bank and render useless an of the ex
planations baaed on the discarded text. For that reason we shall 
examine the statutes of the Bank of France in their broad 
ouUinea only. " • 

The operations of the Bank of France, outside of the issue or 
notes at sight and to bearer, 00IISist. of: 

(1) To discount for all persona having current aCCOWlts (witla 
the right. of discount), bills of exchange, agricultural ..... d 
oommercial warrants and other hills of exchange to order. 
whi~h have a maturity of not. more than three months. 
The Bank admits to discount only bills of exchange to order 

• 
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guaranteed by at least three w~!Lk.!l9.ID!.lI.Il_cLsQtv.ent. signa
tures. The Bank, however, admits bills with two signatures 
if these are accompanied by a deed of transfer of 5% con
solidated government stock or its own shares." 

(2) To undertake for individuals or for public or private estab
lishments, the collection of bills which are remitted to it 
for collection. 

(3) ~o receive on current. account and in deposit account, with
out interest; sums which are paid to it by individuals 
and public or prhra'teest86fisnments. 

(4) To·pay the drafts made on it and the personal en
gagements contracted at its domicile by the accounts 
current, up to the amount of the sums showing to their 
credit. 

-(5) To grant loans on French and colonial securities, and to 
open current loan accounts on the same securities. 

(6) To carry on operations and make advances on ingots and 
foreign gold coinS. 

(7) To deliver, to all persons, in exchange for a payment or a 
previous consideration, demand drafts, circular crossed 

. , checks, or letters of credit payable equally at Paris or at 
the agencies of the Bank • 

... (8) To ef!~J!ij.he_transfer of.J!ums paid in at Paris and in the 
br@ches and subsidiary agencies, to the profit of account. 
holders at one of the offices of the Bank. 

(9) To place at the disposal of the public, in certain branches, 
sections of the safes, for the safe deposit of securities, 
jewels, ete. 

(10) To keep on deposit French and foreign securities, under
taking all the operations which this service requires. 

(11) To undertake to execute on the bourses of Paris, the de
partments, ilr abroad, all stock exchange orders of its 
clients, and, generally, all operations concerning securities. 

(12) To payor discount, for anyone, the coupons to bearer of 
. renfiea or other securities of the French treasury; to pay, at 

the,l>ranches, interest on the securities of the French rail
wai~panies . . . 

• Certain provisions are made on a draft, which pennita the Bank to 
leDd on ita own ahamI or, at least, to accept them .. oecurity. 



AUTHORIZED OPERATIONS 1149 

(13) To compete for the issues of French rentes and Treasury 
securities j to place Treasury bonds. 

(14) To receive from persons having neither accounts current 
or deposit accounts, sums which are returned to them on 
the remittanoe of the reoeipt. 

(lIS) To keep on deposit at Paris, and in some branches, dia
monds and jewels. 

In this long enumeration, it is ohviously expedient to make a 
certain discrimination. The Bank of France was created, at the 
beginning of the 19th oentury, to eatisfy the needs of merchants 
and individuals in the absence of any other bank. The new ineti
tut.'iOlrwall forced, thus, outside of its essential operations of dis
oount and loans on securities, outside of its trade in precious 
metals, corollary to its function of issue to charge itself with a 
series of accessory operations, such as the custody of valuables. 
Moreover, in a country as extended as France, and which suf
fered from a scarcity of credit establishments, as well as from 
difficulties relative to the transfer of funds, the Bank of France 
was forced. to undertake tbe transfer of funds for alfor France. 
For this reason, it established a network of branches and agen
oies of varyin& ~~eatined- not 80 much io-iiSsiuelt 
liuSlDess as to permit the movements between different points in 
France. 

At the end of 1926, the number of agencies of all kinds and con- . 
nected towns reached 661, to wit: _. 

1 central bank. 
18 offices in Paris and its suburbs. 

11S9 branches. .... 
81 auxiliary offices. 

{02 attached towns (villes rattaeht!es). 
(ReporC 0/ tile Balik 01 FraJtc./or lIie6): 

Disoounting takes place only at the central hank and the 
branches. France, like the Latin countries, bas a relatively im-: 
portent circulation of notee and had, before the war, an impor
tant metallio currenc.-y. The system of paymeD~ by check or 
transfer has developed only ftr1 slowly. The Bank of France, 
under this head. is ohliged: 
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(1) To increase its circulation to an extent which would be 
dangerous in the Anglo-Saxon countries, but which is nor
mal in France, in view of the backward development of the 
practices economizing In the use of money; 

(2) To place at the disposition of its clients complete service 
in the transfer of funds; 

1
(3) To follow, in agreement with the government, a_systematic 

campaim in favor of the opo:ations of clearing and 
transfer. --

vThe following table will give an idea of the efforts of the Bank 
of France in this field. 

Number of Total movement of Total of Per Cent of 
exchang .. transactions Year clearing the funda of the for aettled by houaes Bank of France clearing houae cancellationa 

1919 45 886,887 705,806 79 
1920 51 1,954,796 1,344,(l66 86.5 
1921 60 1,376,256 1,199,280 Ifl 
1922 71 1,344,744 1,148,331 85 
!923 96 1,584,956 1,358,649 86 
1924 113 1,994,325 1,723,219 86 
1925 165 2,079,655 1,812,247 Ifl 
1926 !19C 2,766,615 2,455,615 89' 

It seems clear that the system Jl~- the clearing houses bas been 
d~!oPedin part to counteract as much as possible the inflation 
of notel!. nit is evident that the-development of the great French 
banks of deposit and the expansion of their branches throughout 
all France facilitates the diffusion of modern methods of pay
ments by accounts, at the same time that it diminishes the bur
den imposed on the Bank of France by a series of unproductive 
operations, imposed by necessity. 

ADMINISTRATION or THE BANlt or FBANCI!I. The administra
tion of the Bank of France combines management by the share
holders with State control. It includes three phases: 

(1) The administration of the Bank. 
(2) The board of regents (directors). 
j3) The general assembly of the shareholdere. 
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The governor and two deputy governors are appointed by the 
President of the Republio and represent in the board of adminis
tration the executive power, with, according to the words of 
N apoltlon, II the right of censure and opposition." The governor 
direots all of the business of the Bank, and alone signs, in its 
name, all of the oontracts and agreements. He presides at all 
of the meetings, appoints and dismisses the staff, designates the 
administrators of the branches. The governor's place ie taken, 
in 088e of absence, by the deputy-governors; the former must 
prove ownership of a hundred shares, the latter of fifty .. 

The general board or board of regents includes; the governor, 
the deputy governors, 16 regents and 3 auditors chosen among the \ 
shareholders resident in Paris. Five regents, at least, must be 
taken from among manufaoturers and traders. In addition there 
must be representatives of the paying treasurers-general (high 
officials of the treasury department). One of the regents repre
Bents agrioulture. 

T?e general board of directors has for its powers: 

(1) The 8uperintending of all the operations of the bank. 
(2) The examining of the bills of exchange presented for dis

count; the fixing of the rate of diecount and of interest 
on loans. 

(3) The determining of the total of the sums to be thus em
ployed. 

(~) The formulating of contracts and agreements. 
(6) The issuing and withdrawing from circulation and can

celling of bank notes. 
(6) The determining of the method of the investmen~ of the 

reserve funds. 
(7) The enforcing of the laws and ststutA!li-
(8) The appointing of the auditors of the branches _d the 

presenting of the annual report to the meeting of the 
shareholders. \ 

The members of the board.of direetors are elected by the- ..... 
sembly of shareholderspy an absolute ~ority of votes. The 
board meets once a week. A quorum consists of at least ten voters 
plus one auditor. Tbe auditors, who m~ inspect all opera-
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tions, assist at meetings of the board in a consultative capacity 
only. 

The board of directors is divided into 7 committees: discount, 
bank notes, books and portfolios, reserves, relations with the 
Treasury, branches, and deposits. 

Beside the board of directors there exists in a purely advisory 
capacity: the discount committse. It is composed of 12 members 
chosen from among the shareholders carrying on business in 
Paris and appointed by the auditors from a list of candidates 
presented by the board of directors. They are called alternately 
with the committee on discount and have the responsibility of 
examining the paper presented for discount and informing the 
board on the solvency of the signers. The members of the Board 
of discount must furnish 10 shares as security. 

The general assembly of shareholders is composed of the two 

lhundred largest shareholders, registered for at least six months 
and French citizens. It is called each year at the end of January 
and may be called for an extraordinary reason, if the number of 
the auditors is reduced to one, and of the regents to 12, or on 
demand of the auditors, approved by the board. 

TIi~ shareholders choose the regents and auditors and approve 
of the annual report; they must'vote in person and have only one 
vote, whatever their number of shares. The administration of 
the Bank of France is thus aristocratic, the rights of the share
holders are actually very limited; the board of directors (regents) 
settles important questions relative to discount; ,but in the final 
analysis, it is the governor and the two deputy governors who 
exercise the final power and have extensive authority. 

The branches of the Bank of France are administered by 'one 
director appointed by the governor, and by 12 others designated 
by the latter from a list drawn up by the general board and in 

. addition are supervised by three auditors appointed by the gen
eral board of the Bank. 

THE RELATIONS OJ' THE' BANK OJ' FRANCE WITH THE: STATE:. 

From its beginning, the Bank of France was entrusted with 
nunierous duties on behalf of the State, and was induced to grant 
it loans of considerable size. We will not consider here the loans 
made during and after the World War •. They are certainly im
portant, as well from their amount as from the influence which 
they exerted on the monetary policy of France. But we have 
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already set forth in detail the genesis and effect of these loans. 
The legal stabilization of the French currency will bring with 
it a revaluation of the metallic reserve of which the oalculable 
profit will certainly be given to the State, in the amortization of 
its debt. It is impossible to foresee whether the balance of the 
debt will be wiped off by the proceeds of a foreign loan, or by 
methodioal and successive redemptions, or if it will be considered 
in part, at least, among the assete of the Bank as a permanent 
debt of the State to it. 

It would also be too long to relate in detail the operations of 
the loans of the Bank of France to the state from 1800 to 1914. 
The most important loan reaohed about 1,530 million francs 
during the war of 1870, and was repaid in 1879. 

At eaoh renewal of the privilege, the government was obliged, 
by the bank, to consent to a permanent advanoe, which, in cer
tain cases, took the place of a temporary advance which had not 
yet been redeemed. It is in this way that by the treaty of June 
10, 1857, the Bank agreed to make advances to the state up to 
the sum of 80 millions, including the 55 millions which remained 
unpaid from the loan of 1848 i' the agreement made with the 
state confirmed in this way the principle of the permanent loan 
which was to be amplified little by little. 

The permanent loans are as follows: 

110 milliOll f ....... in 18S7 
80· " •• 1878 
40· .« 1896 
30· •• 1911 

'"iii) 

The last two loans were for agrk-ultural credit and for emaH 
commercial undertakings. It is only in the eourse of an evolu
tion comparable to that which took place earlier in Belgium, that 
the prinoiple of the absolute liquidity of the assets of the central 
bank is evolved with parfeet l'learnees. On two different occa
sions, the Frenl'h state belie~-ed that it eould oller the Bank of 
France real property as guarantee for its advances. 

A deeree of the fifth of July, 1848, authoriaed the loan of 150 
millions from the Bank of France, of which one-balf was payable 
in 1849. The government insured the payment of these 75 mil-

• The loaD of 110 milliODll .... lalel' reduced to 110 mmjmp 
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lions by selling 84,729 hectares of forest to the Bank which it had 
the right to sell. To insure the first advances consented to during 
the Franco-German war of 1870, the treaty of January 22, 1871, 
gave the Bank as a bond of security (titre de nantiBBement) the 
woods and forests of the civil list. 

Without wishing to exaggerate the influence of these engage
ments, it is nevertheless interesting from the theoretical point of 
view, to record the creation of an immovable guarantee to main
tain the credit of the bank note, a pledge payable to bearer and 
at sight. 

The Bank of France fulfills the function of banker and c;ashier 
for the administration of the Treasury, denominated under the 
name of .. General movement of the Funds." These operations 
included the opening of a central current account permitted to the 
accountants (comptables) of the Treasury: 

• (1) To carry out, in all the branches and auxiliary offices, the 
payments and appropriations neceBBary for the general 
movement of the funds; . 

(2) To make collection, likewise in the eonnected towne of 
\ the drafts remitted by them. 

(3) To obtain the transportation of specie necessary to supply 
their offices with fractional coins. 

Furthermore, the Bank is bound to weigh and to transport to 
the Mint, at its own expense, the light-weight coins for which 
the minister of finance prescribes recoinage. All these operations 
are made free of charge: The Bank is also burdened with various 
royalties to the profit of the state. 

A law of June 13,. 1878, instituted a tax of 0.50 francs 0/00 on 
the productive circulation and a tax of 0.20 francs 0/00 on the un
productive circulation. In order to calculate this tax, the general 
average of the circulation is divided into two parts: one repre
sents productive operations which include the portfolio, advances 
on securities and on iI)gots or on foreign specie, and promiBBOry 
notes. The balances of these four aceounts are taken each day, 
added for the entire year, and divided by the number of working 
days; in this way the general average of productive circulation ill 
obtained. The law of 1897 imposed upon the Bank of France 
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a tax equal to the product of i of the rate multiplied by the 
figure for the productive circulation, with the provision that 
this tax should not be less than 2 millions. 

The law of December 20, 1918, modified the rate and the basis. 
In order to calculate the royalty, the product obtained by multi
plying the mean balance of the productive circula£ion by the 
rate of disoount is added to the amount of interest oollected on the 
securities extended by the moratorium, decreed at the beginning 
of the World War, and a proportion of 5" is taken of the total 
thus obtained. If during any period the rate of discount exceeds 
3.50, 4. or 4.50", this proportion, for the corresponding period, 
will be raised respectively to 7.50, 10 or 12.50%. 

Furthermore, a supplementary royalty of 2" is taken on the 
produot determined as indicated above, of the productive opera
tions of the Bank, for each fiscal year after deducting the above 
royalty the amount included 'between 0 and 50 millions is only 
oounted at i of ite tote!; between 50 and 75 millions, as I; be
tween 75 and 100 millions, at 4/8, eto. . . • 

Next aooording to the terms of article 12 of the law of 1897; 
.. When the rate of discount exceeds 5%, the resulting prooeeds 
shall be deducted from the dividend; one quarter shall be added 
to tile oapital, tile surplus shall be returned to the state; " finally, 
aocording to the law of December 20, 1918, if the dividend ex
ceeds 240 francs, any dividend higher than this figure obliges the 
Bank to pay to the state a sum equal to the amount of the De~ 
surplus distributed. 

In 1926, the sums paid to the state were drawn up as follows: 

Oe..-l _ and l'oyalti .................... Fr. 188,8()'1,OOO 
Pt.y ...... 111 OIl amorti .. tioo ..... un, ........... 1,342.000 
Paym.n' ~ the state of • sum equal ~ the pan 

of die De' dividend of 330 f ....... -.IinI 
ItO fraIlce per share ........................................ • 14:.,800.000 

• IIDU49,OOO 
To whioh mU8& be addod: V oIunW)' OOllVibu&loG •• a lIO,OOO,OOO 

DISCOUNT PoLICY OF THB CENTRAL Bullt. The disrount policy 
oU.he ,Bank of France is characteriaed by the stabilig..u4. the 
moderation in the rate of discount whieh is shown by the 
table onilie next page: 
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Average Rate Per Cent 

Years France England Germany 

1898 2.20 3.25 427 
1899 3JJ6 3.76 5.04 
1900 324 3.96 5.33 
1901 3.- 3.72 4.10 
1902 3.- 3.33 3.32 
1903 3.- 3.75 3.84 
1904 3.- 329 4.22 
1905 3.- 3.01 382 
1906 3.- 427 5.15 
1907 3.47 4.93 6.03 
1908 3.04 3~ 4.76 
1909 3.- 3.11 3.93 
1910 3.- 3.72 4.35 
1911 3.14 3.47 4.40 
1912 3.38 3.78 4.95 
1913 4.- 4.77 5.88 
1914 4.22 4.04 4.89 
1915 " 5~ 5.- 5.-
1916 5.- '5.47 5.-
1917 5.- 5.15 5~ 

1918 5.- 5.- 5.-
1919 5.- 5.15 5.-. 
1920 5·73 6.71 5~ 

1921' 5.78 6.09 5.-
1922 5.09 3.69 6.32 
1923 5.~ 3.49 3882 
1924 6.02 4.- 10~ 

1925 6.52 4.58 9.15 
1926 6.69 5.- 6.73 
1927 5.23 4.65 5.84 

The rates since 1914 are evidently not indicative of the normal 
policy of the three banks which are cited. 

, THE GOLD REsERVE POLICY, The B.lIn~ of France has for a 
long time been interested in building up a large gold reserve for 
itself Ill! the following table indicates: 

1900 2,334,300,000 Cranes 
1905 2,864,300,000 " 
1910 3,263,100.000 • 
1914 4,158,500,000 " 

The efforts made by the Bank since 1926 to buy gold muet aIsa 
be mentioned: the exact figure of its metallic reserves at the pres-
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ent moment can only be known after the operations of reevalua
tion are complete as the actual reserve includes dissimilar ele
ments. Several years before the war, the Bank began to carry 
out a polioy of acoumulating foreign exchange which it has 
pushed very far since 1926. 

THIll BANK OB' FRANCE AND THm MONmY MAlutET. The Bank~ 
Franoe, according to Deseamps (Le8 Changes Etrang81") , DCCU

PleUi:"!~ry strong position on the French money market. .. This 
II due to the monetary habits of the puhlio and also ••• to the 
faot that it is not obliged to observe a legal or statutory pro
portion between the amount of its reserve and that of its 
circulation. . • • Finally, it mingles more directly than the Bank 
of England or the Bank of Germany wi~ the movement of 
bUsmeBB. . 

'1rJil the course of the last 25 years, the Bank of France has 
developed in very large proportions its clien~le for discount out
side of tlle community Qtbanks, which gives it a more decisive in" 
fluence on the current rate of interest. This situation, it is true, 
obliges it to watch carefully what is going on both at home and 
abroad. Precisely because the absence of narrow limits to its 
iBBuing ability gives it a greater responsibility, because the num
ber of parties apt to call upon its help might induce it to pass the 
limits beyond which the monetary equilibrium would be dis
turbed, it must observe attentively the many changes which 
ooour in the movements of commerce and in international rela
tions, in order to be able to foresee their etrects. 

.. NevertheleBB, and in spite of the fact that its control of the 
market II more extended, the Bank of France must also be 
counted among tile big credit concerns whose deposits increase 
continually and which employ the greater part of their deposits 
for discounting • 

.. The amount of the deposita in the big credit institutions: 
Cftdit Lyonnais, Comptoir d'Esrompte, Societe OSlbale and 
Cftdit Industriel et Commercial, increased from 1,275 millions at 
the end of 1890, \0 6,680 millions at the end of 1913.'" The 
total of the portfolio of discounta and of advanfel of ~ same 
establishments, which was slightly above a thousand millions 
a\ the end of 1890, increased to .,780 millions at the eDd of 

• And to 11.6 u.o-d mill"'" ill 1-' 
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1913. In the same period, the total of the portfolio of discounts 
and of advances of the Bank of France scarcely doubled, increas
ing from 1,132 to 2,300 millions in round numbers. While, at the 
end of 1890, the comparison of the portfolio and of the advances 
of the Bank of France with the portfolio and the advances of the 
four credit concerns, spoken of above, showed a difference of 
nearly 5% leBs for the latter, at the end of 1913, the difference 
was nearly 108% in their favor." 

We voluntarily abstain from all comparisons of the period 
after the war, because it is altogether exceptional and the move
ments of the portfolios of discount of all the banks of the conti
nent have undergone an evolution tending to contract the dis
counts of the central banks and in a lesser degree, the private 
banks, and developing on the other hand, advances on current 
accounts. In those countries where monetary conditions have 
become normal again, it is evident that although the central banks 
may have difficulty in regaining their contact with the market, 
they are succeeding, nevertheless, in increasing the amount of 
their discounts. For the Bank at France, the portfolio of dis
counts. reckoned in gold, increased to 286,443,600 francs up to 
the 19th of January, 1928. 

The Bank of France is above all, like all the central banks, a 
bank for'rediscounting. J. Doumergue, in his book, La Question 

~
es Sociites de Credit points out one practice of the big private 
anks which tends to diminish the regulative role of the Bank 
f France. According to, this author, the big credit establish

ments· consider discounting as an!' advertised article" to attract 
customers and influence them to follow their advice in the matter 
of investments. The discounting operations of the credit estab
lishments give rise to rediscounting. The big banks proceed as 
follows: The entire portfolio collected each day by the pro
vincial agents is sent, that same evening, to the head office in 
Paris. There, without other consideration, it is classified accord
ing to maturity; and it is from this common portfolio that the 
directors in Paris take their shortest term notes in order to sup
ply each agency with the cash resources which it demands. 

The fact that the credit societies can dip into this portfolio, 
collected from all points of French territory, for their shortest 
term notes in order to reali~ on them, assures the big credit 
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establishments of a most favorable situation, in comparison with 
the provinoial banks which, after having been denuded of their 
short term paper, are obliged to encroach upon their reserves of 
long term paper earlier than the big concerns. 

It is undeniable that the oommercial banks redisoount a con
tinually increasing proportion of their small bills of exchange. 
In 1912, the number of bills of exchange under 100 francs reached 
27% of the total bills of exchange entered in the portfolio of the 
Bank of France. 

We have already said that the Bank of France praoticed a 
disoount rate policy of great moderation, and that it forced itselft 
to change the rates as seldom as possible in order to stabilize 
credit oonditions. This doctrine is the opposite of that which 
wishes to make use of the rate of discount and of the oontrol of 
the volume of oredit in order to regulate production and prices. 
But the eoonomic situation of France must be taken into account, 
a situation which was very stable, some say stationary, and also 
the' profound influence of physiocratio and liberal doctrines in 
the oountry, which gained their power from the belief in the 
II natural oourse JJ of events rather than from an attentive oh
servation of eoonomio facts, and which propoeed artificial and 
80metimes ooercive methods of oontrol. 

The Bank of .France could also count on bimetallism to defend 
its reserve. Hartley Withers, in the Meaning 01 MOMV presents 
the situation as follows: II The Bank of France is often presented 
as the ideal model of the international banking system, by those 
who consider the merits of a bank to consist in the stability of its 
official rate of discount. This point of view naturally attraots 
tile chambers of commerce and the group of merchants who wish 
to find money primarily at a low rate, and seeondarily at. a 
stable rate. • 

II But the reason for the stability of the official rate of the Bank 
of France is that the Bank of France does not. have to consider 
the problem of banking affairs, such as we understand them in 
England. that is, the immediate payment in gold of its current. 
liabilities. 

.. France is still consuming the remains of bimetallism and its 
bank may, as a result, decide to pay its notes in gold or silver 
at will. 
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" In fact, if the demands for payment were too numerous, the 
Bank in order to discourage them, could offer as payment five 
franc pieces (ecus), simple tokens, whose value as bullion is less 
tban balf of the price at which the French law allows it to give 
them in payment to its creditors!' 

The Bank benefits in fact from the right given to all debtors, in 
agreement with the monetary regime in use in the Latin Union, to 
pay its notes at will in gold coin, or in silver" ecus." The ecus 
do not risk exportation except to the countries of the Latin 
Union. As was noticed by Professor Ansiaux in 1910, "this 
latter eventuality scarcely ever occurred, as the exchange in Italy, 
Belgium and Switzerland was generally favorable to France." 
This policy was further enforced by the payment, sometimes 
imposed by the Bank of France, of a premium on the gold ingots 
which were remitted in exchange for notes. 

THE GoLD PREMIUM POLICY. Professor Ansiaux, who has 
studied the question closely, describes the operation as follows 
in his Principes de la politique regula trice des changes: 

" Authorized by law to refuse payment of notes in gold, the 
Bank,qf France does not make use systematically of this rigorous 
right. 'It can even be said that it has never absolutely forced pay
ment in .silver on the holders of notes. Only, in moments when the 
gold reserv.e appeared to' be threatened, it placed, tiuring a certain 
number bf years, tIie following alternatives before the bolders of 
notes: either ecus at par or gold bullion 8\lbject to the collection 
of a premium which was. variable. 'The premium was never 
directly collected on French gold coin. . .• Neither were they 
supplied with it at par: only bullion at a premium was offered. 
This premium rose sometimes to 7 and 8 p.m. which would have 
been impossible if, on the other hand, the Bank had given na
tional, gold coin at par without limiting the quantity; these 

, practices have always been quite arbitrary." 
These facts were confirmed by Arnaune. The inconveniences 

of this policy led the Bank to give up collection of the premium 
in 1897, which raised the gold point from the start and the currency 
of foreign exchanges. The collection of the premium on ingots en-

, tailed another unfortunate consequence: the..drainiDg of gold from 
~on. For this drainage, interested persons paid a slight 
ooID!"ission to stockholders, who' addressed themselves to the 
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railroad companies, to the hotels, to the stores. The prices col~ 
lected were weighed and only standard weight coins were fur
nished to exporters; light coins were thrown back into eircula
tion, whioh in the last analysis debased tbe national currency, as 
much from the qualitative as from the quantitative point of view. 
As, at this period, the Bank of France could not print 20 franc 
notes, it was at the same time forced to make up tbe deficiency 
in the oirculation at the expense of the reserve which it had made 
a point of guarding. 

A&SlIITING OrHEB MONEY M.uuu:rs. At the beginning of the 
century, the Bank of France also inaugurated an interesting 
policy of regulating its rats of discount; this consisted in reliev
ing the international money market and especially the market 
01 London. co This method," writes Professor Ansiaux, co does 
not aim directly to defend the par of exchange and still less of 
the reserve. Its aim is to prevent monetary tension abroad. In 
this way, counter attacks, which might have taken place on the 
Paris market were prevented, and French industry and commerce 
was able to profit from a moderate discount rate even in periode 
of crisis." 

This method consists in the sending of gold to the Bank of 
!England in exchange for a portfolio of English commercial eecuri
\tiee endorsed by this bank. As the reserve of the Bank of Eng
land was thus reenforced it could refrain from raising the Bank 
rats and in this way the international struggle for gold was 
lessened. 

In 1890, the Bank of France advanced 75 millions gold to the ' 
BaIIk~t Eiigland;-arter the debacle of the Baring firm. In 1906, .. 
new advanl'8 01 75 millions, guaranteed by English' paper, was 
granted. A similar operation was earried out in 1907, at the 
time of the American crisis. The United StAtes bad appealed to 
England in order to obtain the neeessary funds. All the monetary 
ehortage was making itself felt in London also, the Bank of Franee 
sent gold. All the demands of New Yark 'heeame more pressing, 
the Bank of Franee raised its rate 01 diseount and put at the 
di$posal of the Bank of England, a sum of 80 millions in Amen
tan IOId eoin, whil'b was destined for New York.. 

Let us rel'aIl also the sending of gold to London during the 
war as guarantee for the opening of credit advance&. These 
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" loans "proceeded from the same principle as the operations 
spoken of above: to strengthen the international money market 
in order to obtain, indirectly and directly, a stronger support. 

Acoording to the English authors, the policy of the Bank of 
Franoe in sending gold to London, was less voluntary than was 
claimed by the French. Let us quote here Hartley Withers: 

"During the last quarter of 1907, when the American crisis 
had provoked an exceptional tension in the money markets of the 
world, the Bank of England faced the situation and prepared 
itself to pay alI demands coming from America and to strengthen 
itself by raising its rate of discount and attracting gold from 
other centers. The resolution which it showed ended by forcing 
the Bank of France to take its part of the international burden 
and to send 3 million pounds of its gold, not to America, but to 
London whence it could be certain to see them return. It has 
been commonly claimed that the Bank of England requested the 
Bank of France to do this. But that is quite inexact. The entire 
combination was arranged outside of the Bank of England, which 
approved it, but did not ask for it in any way. The Bank of 
France made an excelIent and profitable investment in pounds 
sterliri~ andbelped to calm a storm which threatened the French 
monetary community with disagreeable consequences." 

THE ,FOREIGN BILL POLICY. Until 1909, the Bank of France 
had not practiced the policy of accumulating foreign exchanges. 
It decided at this time to build up a portfolio of foreign securities, 
especialIy of bills drawn cn England. But, according to Pro
fessor Ansiaux; it is not oertain that it had any other aim in 
acting'in this-way, but that of making use of 81Jperabundant re
sources which, without this, would have remained unproductive. 
It is known that, since 1926, the Bank of Francl! has bought a 
considerable portfolio of foreign bills which will enable it to fulfill 
its monetary function, as France passes to the Gold ezchange 
.tanlard. 

SUMMARY 01' CHEDrr AND MONETARY POLICY OJ' BANE OJ' 

FBANCI!l. It seems that the monetary policy of the Bank of 
France can be characterized in the following manner: 

Operating in a foreign creditor country, whose affairs were not 
as active as in the big industrial countries, th...!.»ank of France 
practiced.a,consistent policy of chea~ money. It was assisted in -- -._ .. " "._-
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this by bimetallism, but only to a slight degree, and it gave up 
these questionable advantages before the twentieth century. It\ 
based its policy, from this time on, on shipments of gold abroad in 
times of international money tension and, towards 1910, it engaged' 
in a policy of acculbulating a portfolio Qf foreign bills of exchange. 
Like all central banks, the Bank of France saw its regulative 
rale interfered with by the independent action of the private 
banks which had large deposits at their disposal. The Bank of 
France was developing in surroundings different from those of 
Germany, England and the United States. Every criticiam of 
the moderate policy of the Bank of France must take this into 
consideration. • 

THII LARoll BAND ANn THII MONIIY MABD:T. There doesJ)ot 
exist in Paris, a money market having an organizati.on compara
blet'Othat of London"andNew York. French banks are not 
aCl1!Ustomed to obtainmo!ley at sight in order to cover their short 
term engagements and they refuse to put bills of exchange bear
ing their signature into circulation., Each bank tries to find for 
itself the necessary remedy in a time of shortness or abun
dance of money. Compensation or clearance between the differ
ent banks has been handled until now by the exchange of short 
term Treasury bonds and bonds for the National Defense. But 
as this system held certein dangers for the finances of the State, 
the policy of the French government tended to suppress short 
term bonds. The supprel!Sion of these bonds will have a certain 
effect on the employment of the liquid capital of the banks. 
Just what this is, will be seen in the rest of this chapter. 

The money transactions are carried on chiefly in the morning, 
in the offices of the bank, and the payment of balancee takes 
place at the Bourse, where with the exception of the big French 
banks and banking houses, all the branchea. of the foreign hanke 
are gathered together. 

The market is divided into \wo parts: the market for money 
at sight, and that for private diseount. 

The formalities required by the French law make loans ~ 
sight against enpaements 01'- remittance of seeurities impossible. 
Usually, the bonowing bank gives to the other a ~hea OD the 
Bank of France. As this proeedure is not absolutely regular, the 
greater part of \he bia banke do not take part in iti furthermore, 
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they avoid having recourse to this method, so as not to alIow it 
to be supposed that they are short of liquid funds. The rate of 
money at sight in Paris is therefore not an absolutely character
istic index of the state of the money market. 

The traffic in priV'ate discount is carried on through the agency 
of "brokers" who, contrary to the London "bill-brokers," re
ceive no del credere commission. Private discount must always 
be based on an operation growing out of a sale of merchandise and 
its duration is from 45 to 90 days. As buyers of private discount 
we find: the big banks, the " haute banque," i.e., large private 
banks, the foreign banks, the railroad companies and some im
portant mdustrial and commercial firms, either directly or through 
the medium of private bankers. The activity of this market is 
rather slight nor has the rate of discount outside of the bank the 
same symptomatic significance in France that it has in other coun
tries. It depends chiefly on the confidel)ce inspired by the signa
tures. French bankers are tempted to consider money rates !IS a 
sort of professional secret and they are always opposed to their 
publication in the French press; however, the London Times pub
lishes each day in the " City Notes," the money rates of the 
Pari~ Inarket. . 

The recent economic crisis resulted in the diminution of the 
number of bills of exchange and restricted greatly the need for 
credit. 

The modification of the policy of the State towards the floating 
debt has thus removed from the banks an easy means of invest
ment for their available holdings. This development is clarified 
by the table following, which consolidates the data given in the 
monthly reports published by the four big banks for deposit 
(Credit Lyonnais, Comptoir National d'Escompte, Societe 
Generale, Credit Commercial et Industriel) : 

These monthly statements give but little information, as the 
banks try to throw the least possible light on their operations. 
Certain headings include things essentially different: thus on the 
one hand Bills of exchange and National Defense Bonds are not 
separated, and on the other the cash holdings in the Treuury. 
in the bank of issue and in the other banks are not separated. 
The preceding picture can therefore indicate only the tendency of 
the development which has taken place. The first striking fact 
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Dat.e Mont.h4' poaitioll of tho fOUl' Mono,ymar-
banIao for deposit ketrateo 

Bold· 
sm. of Privat< 

Inpin Ex~~ Ad"",,: 
Deposit< .w.. Call and Na- ... -De ... COUIIt reoorva tlonal oarry ton and (month moD.-_ in 
arediton ey 

bank Defeue cmn !y.".. 
bonda -) 

(in mil U- of franco) 

192' 81 Doe. 1943 10178 1024 329& 14853 ... . .. 
1926 81 Doe. 8111 13841 928 3704 19948 .,. . .. 
1926 31 Doe. 8616 16406 776 WiG 22469 5t 6 
19:17 31 Jao. 3326 16697 799 4429 22760 5t 6 
1927 28 Fob. 4318 16637 M6 4669 23668 4t 'I 
19:17 81 M ...... 6476 16178 894 4258 26169 • 4t 
19:17 80 April 8681 14698 1062 _2 24837 3t 8t 
1027 80 April. 8661 U8&8 738 2MO 16670 .,. . .. 
1927 81 MayO - TIl77 878 2462 16768 3t 8 
1927 80 Jun. ..... ...... ..... . .... . ..... 2t 3 

• Withont tho Sooi6\6 G6n6r0i. 

whirh it shows is the great diminution of the heading" Bills of ex
change and National Defense Bonda" which took place chiefly 
in the month of May, when the three months' Bonds were due. 
The item" Reserve and holdings in bank " increased by 3 thou
sand millions, that is, about 83%. The account" Deposits and 
Creditors" increased 10%, while the item .. Debtors," that is 
credit advances to private business, deereased. Tbe banks thus 
saw their available capital increase largely, while at the I!IUIlB 

time, they had fewer possibilities of investment. In order to 
remedy this situation, we have seen that they increased their de
posits with the Treasury. But if it makes no great difference to 
the Treasury if the lloating debt take the form of Bonda or 
credits. it is by no means the same thing for the banks, lI'hkh 
suiter from the point of view of the ahility of their funda to 
render adequate income. 

The banks have tried to develop other forms of credi~ such as 
credits OIl the Bourse, as is Jiliown by the increase in the item 
.. Advances and cury overs.· 
R~t1y, the Bank of France ~ the orpniaation of a 

regular money mark~ to take the place of the existing system. 
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The banks did not rally to thisoalL According to information 
taken from the Frankfurter Zeitung they even asked the Minister 
of Finance to use his influence with the Institution of issue to 
block the reform. 

THE CENTRAL BANKS 01' THE FRENCH COLONIES. France has 
an important colonial empire in Africa, in Asia,' even in America, 
and in the Caribbean Sea. She has been obliged to assure a 
money system to her possessions lind to create for this purpose 
seven banks with the power to issue notes, to which must be 
added the Bank of the State of Morocco, an international institu
tion ov~r which French influence predominates because of the 
protectorate of the Republic over the empire of the Charif, and 
the Bank of Syria, which is a territory under a French mandate. 

The chief office of the Bank of the State of Morocco and that 
of the Bank of Syria is at Paris. The Bank of Syria has taken 
over the agencies of the Imperial Ottoman Bank in the terri
tories under the French mandate. 

The Bank of Indo-China is the only one of the banks em
powered to issue notes in the French colonies, which issues notes 
in a currency other thllD francs. 
Wit~ the exception of the Bank of Algeria, which occupies a 

unique position, greatly influenced by that of the Bank of France, 
the different banks of issue of the French colonib! send an account 
of their operations each year to an official at Paris who holds the 
title of .. Central Agent of the banks of the colonies." The cen
tral agent, appointed by the Minister of the Navy, represents the 
banks in the metropolis and acts as their representative, as muoh 
in regard to public powers as to the supervision of the metropoli
tan bank, which is their correspondent, and holds in pledge the 
securities which represe!lt in whole or in part their capital and 
their reserves. 

A board for the supervision of the banks of the colonies is 
established in connection with the Minister of the Colonies. It 
includes members appointed by him, by the Minister of Finance 
and by the general board of the Bank of France. 

These banks possess, in their respective colonies, the exclusive 
privilege of issuing bank notes in denominations which may not 
be less than 5 franca in value, up to, in some cases, three times 
their metallic reserve. The Bank of Algeria, like the Bank of 
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France, is subiect to a limitation of issue, without reference to 
other items of the balance sheet. There is no legal proportion 
between the reserve and the circulation of this bank. In nor
mal times, the, notes are legal tender. The war imposed a forced 
currency. These banks may discount bills of exchange with two 
solvent signatures and for 90 or 120 days, plus the delays of dis
tance. The second signature may be replaced by bills of lading, 
warrants (dock or warehouse) or by liens on standing crops. 
This last guarantee is altogether eharacteristic of the banks of 
the French oolonies, since the colonial banks grant advances 
chiefly Oil colonial products. 

Among these banks of issue are: 

(1) The Bank of Algeria. 
(2) The" Freneh colonial Banks ": Banks of Guadeloupe, of 

Guiana, of Martinique, of Reunion; 
(3) The Bank of Indo-China and the Bank of West Africa. 

The Bank of Algeria was established in 1851 and given the 
privilege of issuing notes which were legal tender only in the ter
ritory of Algeria. In the same way as the .. Colonial Banks," 
properly so called, its reserve at first had to be maintained at 
33i% of circulation; later, its statutes were modeled on those of 
the Bank of France and the rules governing its powers of issue 
were modified as indicated above. 

In reality, the Bank of Algeria resembles the type of a 
European central bank more than that of a colonial bank. Its 
principal office is in Paris. Its oapital amounts to 25 millions 
of which one haU must consist of French securities. It is admin
istered by a Director General and an assistant director general 
appointed by the President of the Fren~h &public, by 9 direct
ore and 3 auditors, chosen and appointed by the general as
sembly of the stoa.holders. The Director General is located in 
Paris and the assistant director general directs the OperatioDB 
of the Bank at Algiers. All the dil'fftors of the bank must be 
French. 

The branches of the Bank of Algeria are administered like those 
of the Bank of Fran~ The authoriaed operations are the IllUDe 

as for the latter, exeep\ tha\ bills of uehange may have but two 
signatures and that the Bank of Algeria is authoriaed .. to open. 
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with the approval of the minister of Finance, all subscriptions 
concerning either pUblic or other loans or the organization of any 

·limited liability companies with the reservation that these sub
scriptions will amount to no more than one third." 

As a consequence of irregular disoounting ·transactions, the 
Bank of Algeria had acquired, from 1880 to 1890, a portfolio of 
agricultural bills which were, in reality, irrecoverable, since the 
bank had, in the period from 1880-1886, opened credits to the col
(mists for the development of their property. After 1886, the 
bank began to redeem its portfolio and gained a very strong posi
tion. During the war, it was induced to grant loans to the State, 
but for relatively unimportant sums if they are compared with the 
advances of the Bank of France. In 1904, the Bey of Tunis 
authorized the Bank of Algeria to establish itself in the territory 
of Tunis and made its notes legal tender. Those which circulate 
in Tunis are given a special stamp and are redeemable in gold, 
while, normally, the notes circulating in Algeria are redeemable 
in either gold or silver, as Algeria has the same monctary regime 
as France. The bank agreed to make a . certain advance to the 
treaS1¥'Y of Tunis and pays it certain royalties. 

It should be noted that, before the war, the monetary situation 
of the Bank of Algeria was precarious: on tiul one hand, it had to 
import large quantities of "·ecus" into Algeria each year, (about 
6 millions a year) in order to meet the demands of African cir
culation. On the other hand, the French established in Algeria 
invested largely in France, because of the abundance of capital in 
Africa. It was, therefore, difficult for the bank to keep the ex
change at par •. It was done in this way: Algerians who had pay
ments to make in France either for the purchase of merchandise 
imported into Africa, or in order that funds might be sent to them, 
addressed themselves to Agents of the Public Treasury who, in 
exchange for their payments in notes or in specie, gave them 
money orders on France minus a commission of % of 1?,>. " To 
sum up," writes R. G. Levy, II the French Treasury fills the posi
tion of banker more than the Bank of Algeria in regard to specie j 
it does this without difficulty because it has at its disposal all its 
reserve in France, from which it takes the counterpart of the 
sums which it reeeives from the other side of the Mediterranean. 
On the other hand, the Bank of Algeria baa Dot ordinarily the 
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same resources at Paris and would not be able to deliver at its 
wickets money orders on France to all those who would ask 
for them." 

The four " Colonial banks," properly so-called, date from the 
abolition of slavery in the colonies in which they operate. Fol
lowing the law of 1849, aocording to Kaufmann, % of the indem
nity allowed to the planters for the abolition of slavery was to be 
retained in the form of rente certificates and was to be used for 
the establishment of a bank for discounting and loaDS. Public 
subscription to the stock was unfruitful because of the indiffer
ence of the public. In this way, the capital consisted not of specie 
but of rente certificates, in exchange for which the holders of the 
indemnity received stock in the Bank. 

Each one of the colonial banks was a distinct limited liability 
company with its headquarters and administration in the colonies 
of Martinique, Guadeloupe, Reunion, and Guiana. 

The capital is three million francs for the first three banks and 
600,000 francs for the fourth. The executive power of the Re
publio and the stockholders united to appoint the directors of 
these banks: the President of the Republio appoints the Direc
tor, the stockholders appoint the board of directors, one of the 
auditors is appointed by the minister of the Colonies and the 
oUler by the stockholders. A Commissioner of the Government 
who Is the paying-Treasurer of the colonies supervises opera
tions. 

The Bank of France prints the notes for these colonial banks 
which possess the l('gal tender power. The amount of notes in 
cireulation may, in no case, exoeed three times the metallio re
serve. The total amount nf notes in circulation, of current &C-

o oounts and other liabilities of the bank may not exceed three times 
the corporate capital and the reserve funds. " 

The Bank of west Africa, established in 1901, absorbed the 
Bank of sen~ established in 1856, on the model of the French 
.. Colonial banks." The Statutes of the 'Bank of West Africa 
differ considerably from those of the .. colonial banks," properly 
_called. Its head olIice is in Paris. It has branches at Konakry, 
Porto-Novo, Grand-Bassam, Dakar and Duala, and two agencies, 
at St. Louis and at Rufisque. The creation of branches and agen
cies in foreign countries is subject to the authorisation nf the Min-
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ister of foreign affairs. In the colonies and the countries under 
a French protectorate, where it has agencies, the Bank of West 
Africa enjoys the exclusive privilege of issuing notes which are 
legal tender. The amount of notes in circulation from each branch 
may not eXceed three times its metallic reserve. The total ,amount 
of notes in circulation, of current accounts and of other liabilities 
of the bank may not exceed three times the corporate capital and 
the reserves. The 5 franc notes issued by the Bank of West 
Africa, are very much sought after by the natives. 

The last issue bank functioning in a French colony, whose opera
tions we shall study, is the most interesting because circumstances 
have forced it to playa very active monetary role. The Bank of 
Indo-China has its head office in Paris and has the exclusive right 
of issue in the French colonies and protectorates in which it has 
been allowed to establish itself. It has a circulation which con
sists, all together, of notes in denomination of francs, rupees and 
piastres. This was given the attributes of a forced currency from 
March 21, 1920, to January 1, 1922, because of the bank's lowered 
reserves. The bank has, at the present time, 20 offices in the 
Orie,llt, in French India, in Siam, in English India, in China, in 
New Caledonia, in Russian Siberia, in Tahiti and in Djibouti; 
these are: Saigon, Naiphong, Pondichery, Noumea, Papeete, 
Djibouti, Hanoi, Pnom Penh, Tourane, Hongkong, Bangkok, 
Shanghai, Hank60u, Canton, Battambang, Pekin, Tien-Tsin, 
Vladivostok, Mogtze, Yunnanfou. 

It was in 1875 that the Bank of Indo-China was established by 
the large French banks: Credit Lyonnais, Societe Generale 
de Paris, Comptoir National d'Escompte, Credit Industriel, 
Banque de Paris et des Pays-Bas. It had, therefore, from the 
beginning, strong capitalistic leanings and the representatives 
of the institutions which founded it still figure on its board. 
Its capital is 12 millions in shares of 500 francs, paid up at 415 
francs only, so that they might not be transformed into bearer 
shares. 

Its statutes were promulgated by decree and every modifica
tion must be made in the same way, so that the French govern
ment is able to exercise real control over it. 

The general assembly has a plutocratic type organilation; con
sisting of the 100 principal French stockholders. As in the case 
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of the other banks operating in the colonies, its notes are legal 
tender, but only within the region oontrolled by the branch which 
issu~s them. The reserve is established by the branch though the 
oirculation may not exoeed three times the metallio reserve. The 
amount of the notes, current accounts and other liabilitres may not 
exceed three times the capital and the reserves. 

The prinoipal activity of the Bank of Indo-China consists in 
disoounting bills of exchange which originate in maritime and 
local oommerce to the interior of the colonies and between the dif
ferent countries of Oriental Asia under French influence, and to 
China. At. tile same time, it undertakes the collection of bills of 
exchange of every kind from Europe on Oriental Asia and vice
versa, and carries on operations with preoious metals. It makes 
advanoes on raw native products and on merchandise imported 
from Europe, commission business, ete. 

Natives and French oolonists may obtain loans from this in
stitution on standing crops, estimated according to the extent and 
nature of the growth, the condition of the plantations, eta. .. This 
part of the activity of the bank," writes R. O. Levy, .. is carried 
on through the YOW of the administration which receives instruc
tions from the Governor on tile subject. Loans agreed to under 
tile guarantee of tile administration for native affairs were gen
erally at tile rate of 12% a year, which was a relief for the Asi
atios, who were aocustomed to paying 30 and to% to the Chinese. 
They oII'ered the guarantor only a rislt of " certain delay; for 
there were metilods of making the farmers pay. The rata, in 
1899, was brought. down to 8%; tile Bank of Indo-China cedes 
back 2" to the administration." 

The activity of tile bank is as vigorous as that of the German 
and English overseas banks; it is able to compete with them be
cause of its policy of accepting overdraft deposits and of par
ticipating in the founding of financial, oommercial and industrial 
enterprisee abroad. 

Aecording to Kaufmann, besides its Freneh elienWe, II the 
Bank has Belgian, Italian and even German (from Hamburg) 
eustomers. " 

.. Not only does the Bank take pari in the founding and launeb
ing of t.ransportstion enterprises in the sphere of French influence 
and participate in the ~ of c:olonial loana and loans for the 
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protectorate of Indo-China, which it realizes with the help of 
the syndicate of the big banks, but it is interested also in Chinese 
financial affairs. 

" It is at the head of the French group which forms part of the 
International syndicate to finance the railroads of Hankow
Canton and Hankow-Sketschouan." 

The Bank of Indo-China before the war, borrowed funds 
directly in France at a very low rate and made use ot them in 
Oriental Asia at a very higlr rate. 

An important problem which faced the Bank, before the war, 
was that of the decline in the price of silver. The capital had 
been in gold in France, but the Bank had been bbliged to trans
fer a part of it to its branches and change it there into" silver, 
the only metal used in transactions in the Far-East. In 1892, the 
depreciation of silver forced the Bank to a considerable amortiza
tion. The value of the piastre fell in 1875 from 5.50 to 2.23. In 
one year, the difference between the highest rate and the lowest 
had been 17%. The Bank of Indo-China wished, at this moment, 
to introduce the gold exchange standard into Indo-China, 88 in 
Briti,sh India; but the trade of this eountry is largely tributary 
to Hong Kong and Singapore lind depends on their money sys
tem. Furthermore, Indo-ChilJl!o owes considerable sums to 
France, which are on the current account of the Treasury in the 
branch of the Bank of Indo-China at Saigon; a situation which 
injures econOmic conditions in the country and in1luences ex
change. 

, 
THE GREAT CREDIT ESTABLISHMENTS. 

The order adopted here, a classification of the French banks ac
cording to their importance, is in conformity with the tradition 
followed by all who have studied the banking question in France; 
it is imposed by self-evident economic reasons: the term " grandl 
etablwements de CTedit" includes, according to the periods 
studied, three, four, or five banks of deposit, organized in the 
form of joint stock companies, with many branches extremely 
centralized, which, by their own resources and the deposits which 
they attract, by the influence which they exert on commerce and 
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credit in France, hold a position comparable, in certain respects, 
to that of the II Big Five" in England. 

The II large credit establishments," considered as such, accord· 
ing to different authors, are as follows: 

1. Kaufmann 
(1910) 

2. Lysis 
(1007) 

8. Andr6 Th&y 
(1921) 

t, J.an Loriot 
(1927) 

{

credit Lyonnaia 
SocietAl Generale (to encourage the developmellt of 

oommeroe and indllltry in France) . 
Comptoir Natioll&! d'Eacompte de Paria 

{

Credit Lyonnaia 
Societ6 Gen6rale 
Comptoir National d'Eacompte de Paria 
credit induotriel at commercial 

{ 
~j~ tg::'~a 
Comptoir N atioll&! d'Eacompte 
Credit indU8triei et oommercial 
Banqu. National. d. aridit (eetahliahed in 1913) 

{

' Credit Lyollllaia 
Societ6 Gellm.lo 
Comptoir National d'Eooompte 
credit induotriel at commercial 

In general, the last olassification is adopted, although that of 
Th&y is justified by the importan~e of the Banque Nationale 
de Credit. 

As we have shown, there is no specific banking law in France; 
the gt'neral laws for commercial companies are applicable to 
joint-stock banks i the profession of banker is absolutely free. 
The result is that they may be organiaed with perfect freedom, 
establish as many branches as they desire, receive deposits with
out limit and without guarantee and deal in all operations rela
ti\'e to the commerce of capital and money. euept the issue of 
notes payable to bearer on demand. Legal projects aiming to 
regulate the activity of banks and the profession of banker ha\'e 

never been lacking, but the proponents ha\"e never pushed any 
reform Ulrougb to completion. 

In France, there is not the division of function among the dif
ferent banks that there is in England. On the other hand, the 
Fre.nch banks, especially the most powerful ones, are not like 
similar institutions in Germany, institutions which U do e~ 
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thing" nor have they as great a multiplicity of departments. The 
relation between banks and industries in France is far less close 
than in Germany. 

It is difficult to define the precise limits of the activity of the 
big deposit banks or "establishments of credit." No law de
termines these, and sources of information are few and insuffi
cient. The liquidators of the first Comptoir d'Escompte de Paris, 
in their report to the stockholders, wrote as follows on this sub
ject: "the reports of the great limited banking or credit com
panies contain only such information as it is absolutely impossible 
to leave out or to leave uncalculated. Tbose things which it would 
be most interesting to know and which must influence the future 
of the company and of its stockholders, remain the secret of the 
board of directors and of the management." The balance sheets 
are obscure, as each bank prepares them on a different plan 
which it modifies at will. In the balance sheet the most dissimi
lar items are united. It is in this way, according to Kaufmann, 
~at the Credit Lyonnais mixes carry overs and advances, and 
conceals the syndical participations in the account" advances on 
sec1lfities." In general, the item " demand and sundry accounts " 
contains the most disparate elements. At times, certain banks 
suppress it altogether. Before the war, lively discussion8 were . 
held on the subject of the systematic mystery with which the big 
French banks surrounded their balance sheets. LyBis, a very well
informed controversialist, who led a sensational campaign against 
the" financial oligarchy," studied this reticence of the" credit 
establishments" at length, and after studying the incriminating 
balance sheets, and allowing for exaggerations of his style, one is 
obliged to give weight to his criticisms. He says on this point: 

... We are ignorant of the most essential things, we do not know 
what part of the assets is realizable, what part is not, what the 
portfolio of one thousand million contains (if it be question of the 
Credit Lyonnais), if it is exclusively commercial paper, or if it 
does not also contain stocks and bonds, wbether this commercial 
paper is discountable; in what proportion it is or is not, if the 
stocks and bonds are negotiable, of what kind they are and what 
is their value. We know nothing about all these things." And 
Lysis quotes a statement of one of the directors general of the 
Credit Lyonnais, in which he refuses to indicate the mortgages 
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placed in 1920. "... • all the credit establishments are subject 
to very heavy taxes, and it would not be wise to make their figures 
public." And Lysis adds, not without reason: "It is evident that 
In order to escape supervision, our credit establishments make use 
of whatever means come to their hands. Do they not even dare 
to use as an argument their intention to defraud the fiscal laws, 
and to a void the payment of taxes? " 

ACTIVlTY 01' GlUIAT CIlEDIT INSTITUTIONS. These details 
are necessary to enahle the reader to realize the difficulty of ob
taining Information of a scientific order and to reach a conclu
Bion based on precise facts and not on impressions. We shall. 
now examine haetily the operations of the great credit institu
tions. 

In oonsidering the activity of these Institutions, WI! must dis
tinguish between credit operations, in the narrow senee of the 
term where the banks are either lenders or horrowers, aqd op~a
tions made on the baBis of commissions which Include financing 
and investments. 

The circulation of notes 11'118 very extensive In France before 
the war, because the publio preferred banknotes to coinage, and 
the oheck and the olearing system were not well developed. Since 
then the growth of deposits in the banke has been at a slower rate 
than in England or Germany. The Interest on money placed on 
deposit was very low Bnd 11'118 not lnBuenced by the market rete. I 

Kaufmann gives the following explanation of this condition: II The 
French financial establishments do not follow closely the varia
tions of the rete on the financial market; they differ In this 
respect from Bimilar English and German establishments. In 
any _, thfY cannot give their customers less than %%, other
wise a considerable part of the deposits would be transferred to 

,the Bank of France. The rat§ of interest is never direetly 1nBu
anced by a hardness in the finaneial market, as Wa _DUt 1ISIlally 
o1lllllg duration. Moreover, eome of the great banks Invariably 
and with _ eame to agreements to kefp it at the same level. 
On the eve of the great war, the big banks handled up to 88% of 
the money 00 deposit. II . 

CoMMERCIAL PoIrmlLIo. DisrountiD& held an imp!:lrtant place 
In the active business of the ~t Frent'h banks before the W&i:bi-
1909, itabeorbed S3.9~ of the productive capital.·- -
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With all the reservations made above, we present below the com
mercial portfolio of tbe five big French banks in December, 1913. 

(In millions of francs) 
Credit LyOllD&is .......................... 1,518 
Societe Generale ............... ~ .. .. .. .. . 971 
Comptoir National d'Escompte ...•.....•.• 1,(104 
Credit indUBtriel &0 commercial............ 142 
Banque Nationale de Credit ............... 75 

Total ................................ 3,710 

It is impossible to distinguish in these totals between the bills 
disco\!Dted, and those in the process of collection. 

The average French commercial portfolio for the years 1908 to 
1912 is as follows: 

Iboik. of Franee •••••••••....••••..•.. 1 biUion 
4 great credit eatabJishmenta .......... 3 billions 
Other portfolios ...................... 4 billions 

8 billions 

It is known that the Bank of France is bound to adhere to a 
single rate of discount and does not have the right to discount 
bills with two signatures except in those cases when the third 
sign'ature has been replaced by a hypothecation. This arrange
ment allows the large credit establishments to obtain a sufficient 
volume of discounts at a rate permitting an appreciable profit, 
as most of the bills of exchange have only two signatures. 

The rate of disCount varies according to the credit and im
portance of the customer, and the size of the paper. The big 
banks also fill their portfolios by buying bills of exchange on the 
market which have only a very restricted movement, and are 
not subject to official quotations. 

The best paper is that accepted by the great banks and the 
private banks; these are bougbt in Paris, in the provinces and 
abroad. They. are presented to the big credit establishments 
either directly or through brokers. 

Before and after the war, the portfolios of the big establish
ments also included sl.lort.term French treasury bonda. Money 
not in use wall lent on call, to first class brokerage houses. This 
traffic was quite new in 1914. The technique was that the lender 
gave the borrower a draft dated the following day, without 
guarantee. 
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Foreign bills of exchange held an important place in the port
folios of the big credit estahlishments hefore 1914. Kaufmann 
makes the following ohservations on this subject: "They origi
nated partly from the regular operation of internal and external 
agencies, for the rest the central office buys foreign paper on the 
market, and also directly from the chief foreign banking houses 
or from their Paris representatives. London paper, easily nego
tiable, is the most sought after. The second place is held by the 
paper of German and American hanks during periods, of course, 
when the rate of exchange and the rate of discount offer a suf
ficient margin for profit. Nevertheless, these investments, espe
cially those made in American paper, remain within rather narrow 
limits. In order to eliminate speculation on the rate of exchange, 
the investment of availahle funds in foreign bille of exchange, 
if the difference between the respective rates of discount is suf
ficient, is made generally at *-* % above the market rate of 
discount in Paris. 

The big oredit establishments resort to rediscounting, especially 
on the eve of great loan issues. As we have already indicated, 
they present only the smallest bills of 8lIOhange for the short
est duration. Authors, even those who are most hostile to the 
great credit establishments, recognise th.t they have a beneficial 
effect on the money market and the stability of the rate of 
discount. 

STOCK ExCHANIlII LcwnJ. The big Parisian banks also prac
tice financing the carrying of securities on the Bourse in Paris, 
partly to facilitate speculation in those securities in which they 
are interested. They have also agreed to .. eontangoes" made 
on fcmlign bourses in case there was a considerable difference be
tween fcmlign and Paris rates. As far as can be ascertained, the 
pea' credit establishments and especially the Credit Lyonnais, 
"lent a eonsiderable amount of capital on the Berlin Bourse. 

0THu TTPm op LcwnJ. The guaranteed loans were chiefly 
advant'e8 made on stocks and sharee and were 'Vel')' important 
operations. The advanClell on current acoount and without secur
ity were lees important. In this resped credit establishments 
were 'Vel')' prudent, eometimes ~uttinl in their credits brutally. for 
whirh they were often bitterly reproached. Among the debit 
aceounts current were the advances to foreign banks, cranted ill 
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order to find outside of France an advant~geous use for available 
funds. These funds were invested in contango, discounts, loans 
on s8<lurities and also accounts current at sight or at maturity. 
As a rule guarantees were asked from the banks of the United 
States for loans made by the French establishments. 

ACCEPTANCE CREDITS. The granting of acceptance credits was 
practiced in France only to a limited extent before the war. At 
the end of 1909, the acceptances of the three largest banks repre
sented but 50.6% of the paid up capital, and 8.32% of the total 
investments. Acceptance credits were granted to facilitate for
eign commerce. These took the form of financial credits to for
eign banks and loans secured or unsecured to large commercial 
or industrial enterprises. The granting of acceptance credits was 
praeticed in competition with the great Parisian private banks. 

INVESTMENT OPERATIONS. 0,,- the other hand, the great F~ch 
banksof deposit rarely derived any in~iiie by means of particj,. 
jiatioiliii-iiidustrial ente..prlses:-it should be noticed that all the 
attempts-made in tliiSilirecuon were rather discouraging. 

The investment operations raised the most violent contro
versies in France before the war. The great credit establish
ments were accused of directing savings toward foreign securi
ties to the detriment of French enterprise!! which could not 
succeed in finding locally the capital necessary for their develop
ment. Opinion is uniform on this point, and the figures give it 
eloquent support. In the course of the year 1911, according to 
Professcr Germain Martin, 82.6% of the total issues made in 
France consisted of foreign securities and 17.4% of French securi
ties. French savings endeavored to obtain both foreign state 
securities and foreign industrial securities. We shall examine the 

. reasons for these preferences and the attitude of the large French 
credit establishments in regard to them. 

Given the tendency of the French people in regard to their 
savings the big credit establishments were obliged to devot:e a 
great part of their activity, before the war, to the investment of 
funds in transferable securities, especially in foreign government 
stocks. For the investment in these issues they enjoyed special 
advantages; a fine network of agencies, a large clientele consist
ing of capitalists of varying degrees of importance, whose con
fidence they had, and a highly centralized organization. 
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It is impossible to disoover from the balance sheete if the 
banks took part in the iaaues (emissions) by aotual purchase of 
securities or as oommissioners. "On reading over tm, greater 
part of the reports," writes Hoffmann, " it would seem that the 
aotivity ie limited to the operations of an English joint stock 
bank." 

Small iaaues were rare because of the amount of adminietrative 
machinery neosssary. Sometimes, however, stock issues of see
ondary French enterprises, oommercial or industrial, were floated 
in the provinoss. 

Thanke to the development of their skill in investment, the big 
credit establishments had become accustomed to offer securi
ties directly to the public, and only subsequently on the Bourse, 
80 as to obtain higher rates and avoid publMlity in their opera
tions. They were even 8ucoessful in placing the stock of com
panies whose statu8 had not yet been made public, and whose 
ohartars, as in the case of Russian corporations, was not definitive. 
In thess casee the banks obtained signatures to application blanks, 
distributed several weeks before the issue (example taken from 
Doumergue) : 

" Director general of the Credit Lyonnais, 
I have heard that you are about to offer at 435 frallCS, bonds 

of 500 france, nominal capital, of a loan of.the city of St. Peters
burg, of the 5')1, type, Bubject to Russian taxes and compelled to 
IUbscribe to French fiscal chargee. Sines th_ bonds suit me, 
will you please write me down for • • • • •• shares, the moment the 
sale begins. 

Signed ............................................. II 

Each \arge issue occasioned ective maneuvers among oustom
ere, who were urged on by oanvUsee, visits and advice; and they 
were frequently induoed to sell eeeurities which they held in order 
to subscribe to the new loan; It On the eve of the issuee, the Credit 
Lyonnais went BO far as to urge the customer to sell securities 
which it had eo\d to him earlier. As a result, it frequently a~ 
oumulated oonsiderable quantities of shares which were of pre
vious issues. These __ urities tended to lower prices and they 
were absorbed very slowly the second time. It 
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The policy of placing foreign securities through -the great 
French credit establishments has been the object of numerous 
scathing and well-documented criticisms. The most remarkable 
work in this field was written by Lysis to which the big credit 
establishments attempted an answer which was triumphantly re

. futed by Lysis. It should be noticed that the arguments of his 
opponent Testia almost always avoided the accusations formu
lated by Lysis. 

We shall however, borrow from Lysis only a few examples of 
those deeds for which the great credit establishments are re
approached, and we shall, rather, refer to the moderate and objec
tivecriticism of Professor Germain Martin. 

FRENCH PREFERENCE FOB FOREIGN INVESTMENTS. French sav-. 
ings have been directed towards foreign investments only since 
the end of the 19th 'century. From 1900 on, these sought foreign 
employment, especially in Russia, Austria-Hungary, Turkey, the 
Balkans, and South America. The prudent temperament of the 
French explains their fondness for state bonds since as investors 
they are always impervious to the appeals of industry. 

"Our ancestors," writes Professor Germain Martin, "were for 
many years the faithful customers of borrowers who were always 
unfaithful . . . it is true that the rate of interest promised varied 
inversely with the regularity of the payment of interest in the 
years preceding the isS!les. • . ." 

In the course of the 19th century, under the influence of the 
Saint Simonian doctrines, business and banking enterprises met 
with a certain success among the big merchants and industrial 
leaders. The launching of loans for the liberation of the terri
tory, after the Franco-German war of 1870, renewed the taste for 
investments in state funds whose issue was necessary in order 
to create the network of railroads (organized into companies but 
guaranteed by the state,) of telephones, telegraph, ete .... 

Since 1890, the French state, having educated the masses to 
the value of sure investments, rarely had recourse to loans. 

" This explains the sudden development, after 1895, of frequent 
public issues of foreign state funds which could be launched in 
the Paris market with the greatest success. While in 1890, of a 
total liquid wealth estimated at 94 billions, we had 74 billions of 
French securities and 20 billions of foreign securities, in 1913, of 
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a total wealth of from 110 to 116 billions, we have 70 billions 
of French securitiee and 40 billions of foreign securities." (Ger
main Martin.) 

The following table, taken from Edmund Thtlry, shows the 
probable value of the portfolio of securitiee of the French people 
·at different periods: 

French Foreign Total IIecuritiea eeouritiea 
Year 

(In millione of franca) 

1850 8.627 2,1iOO 9,127 
1869 20.8611 10.000 30,8611 
18!!O 40.914 15,000 55,914 
1800 63,677 20,000 73,677 
18112 56,2811 21,000 77,288 
18911 69,882 rr.ooo 88,882 
1\108 86,446 38,000 104,446 
1113' 70,000 40,000 110,000 

To the taste of the French publio for foreign loans must be 
added as a determining faotor the policy of the great credit estab
lishments and of the big banks. The profits realised by the banks 
on these muee persuaded even the provincial banks to take part . 
in the placing of theee securities. Certain of theee credit estsb- . 
lishments eommitted the serious error of issuing prospectuses set
ting forth the situation of the borrowing etatee in much too 
favorable a light. 

.. The Paris market ~ame the land of Canaan for those states 
in search of eapital. To be able to place securities on the Paris 
market meant, for the nation whose securities were admitted to 
quotation that considerable 8UIll8 would be Wanted it at a better 
rate than eould be hoped for elsewhere. Turkey was convinced 
of this truth wben she was refused admission to quotation for the 
loan, launched in 1910, which was to have been issued at a net 
rate of 87 franrs, when the consortium of German and Austrian
Hungarian banks under the' direction of the Deutsche Bank, 
offered to Iloat it in Germany at a rate of issue of only 811 net. .. 

• &\ima_ of M.-... GeImoiD M..w., BuI(", UId Lucb7. 
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The great credit establishments of France were often re
proached with this low rate on French capital loaned abroad. 
They plead the safeness of the investments, notably in Russia, 
Bulgaria and Turkey. Events demonstrated the emptiness of 
these assurances. Signs had not been wanting, however, both as 
to the policy of the Balkan states and as to the future of Russia, 
already undermined by the revolution of 1905. Lysis wrote in 
1910: "Our big banks have introduced 16 billions worth of Rus
sian securities into France. Whatever may be the ultimate out
come of these investments, no one can deny that they have been 
made imder the most risky conditions. • •. For 22 years in 
succession, Russia has had a deficit. • .. In the space of 15 
years, Russia has borrowed 15 billions abroad. Of this enormous 
sum, she has spent only 3 milliards on productive enterprises, 
while she has used the rest for military and naval expenditures, 
famine relief, etc ...• It should be noted also that in or4er to pay 
hllr foreign coupons, Russia must export each year a quantity of 
gold estimated at 700 millions, that she cannot obtain this pre
cious metal except by selling her wheat, and, consequently, if 
ther~ is a bad harvest several years in succession, she can no 
longer pay her debt. It should be noted furthermore, that the 
Russian government is in the throes of revolution. • " Our big 
banks have committed the crime of fabricating a false credit for 
Russia. When we began to loan money to Russia, she was practi
cally bankrupt, the English and German markets were closed to 
her; she could borrow nowhere. Her credit was consequently 
wretched. Under such conditions - they still existed in 1896 - our 
establishments had the audacity to issue 3 % Russians loans at 
92.30, that is they decreed that Russian credit was worth 31% 
and that it was equal to and even higher than that of rich indlJ800 
trial Germany. 

" As long as we furnish money to the Tsar, he will pay our 
coupons. This formula is general, and is not applied to Russia 
alone '.' . in order to maintain the credit of her debtors, France 
is continually obliged to grant them new loans." 

According to several authors, the French government was re
sponsible in directing the investment of savings: it obliged the 
credit concerns to yield to Russian demands. "Each time that 
the sentiments of political alliance weakened. it was well known 
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in the highest circles, that this coldness would be followed by a 
proposal for a new loan. French savings were the stimulating 
fuel of a necessary alliance." In June 1918, on the occasion 
of a discussion of banking reform, the mi1lister of finance de
clared i " But I say to-day that the state has assumed in the past 
a much more real responsibility than the banks. I maintain that 
it is the State, and oonsequently the government which carries 
the responsibility under the circumstances." 

The lata president of the Credit Lyonnais maintained, in 1903, 
the thesis that the credit establishments are a group of individu
als who have put their capital in a common fund, and who have 
delegated certain of their number to handle it. The administra
tors have the right and the duty to loan these funds abroad rather 
than to national industries, if they find it more profitable to do 
so. But this argument was specious since foreign securities did 
not remain in the portfolio of the bank but passed to the cus
tomers. It was the public which paid the cost of these invest
ments, which were the object of great commissions for the banks. 

Professor Germain Martin has clearly shown, in the case of 
Russia, that the foreign commerce of France was not responsible 
for the existing financial relations. 

&porta from 1mporta from 
Fran.. to Russia Rlllllia to Fn.nco 

Year (In milliODB of f ....... l 

1911 Ii3 443 
1911 113 432 
1813 85 461 

The states which borrowed the most from,France: Russia and 
Turkey, bought the most from Germany. 

The French liking for foreign securities in general arose also 
from eertain internal political confticts 80 that foreign industries 
obtained capital which Frencb industries needed. 

lasue or industrial securities in France (in millions of francs). 

1910 
'Fmloh industrial ....... tieo •••••• '1'19 
hNip incI ...... -.'itiee ...... I,IQI 

1911 
fIR 

1,8111 

111lJ 
1.&18 
USI 
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The president of the Credit Lyonnais whose opinion we have 
already referred to, openly discouraged the endeavors of French 
industrials. In-I903, before the general assembly of stockhold
ers he made a statement justifying his lack of interest in French 
business affairs by citing the mediocrity of the French .manufac
turers. This statement raised a great clamor in France, and has 
since been frequently quoted: "We shall not enter this path for 
several reasons. First because a business, in order to be success
ful, must be directed by capable men, and we do not pretend to 
have about us thousands of men capable of directing a busi
ness. • •.• Not having these several hundred thousands capable 
men at our disposal, we hesitate to take part in the very best 
businesses, because one is 80 often mistaken. 

" Perfect direction is necessary to conduct a business success
fully; and capable directors are very rare: a tenth, and that is 
already an exaggerated proportion." 
It can readily be understood that such theories, even if they 

were only whims, discouraged French initiative. 
CBITlCIBMS OJ" INVESTMENT POLICIES OP GREAT CsEnIT ESTAB

LISHMENTS. "'The great credit establishments were reproached 
also w:i'th having loaned 125 rilillion Crancs to Brazil to finance the 
coffee producers of the state of Sao-Paulo, while those of the 
French colonies could not obtsin capital. They were also re
proaehed with their refusal to participate in the committee for 
the study of cotton culture in the French colonies, with having 
fooilitated the issue of an Argentine loan in France in 1909, while 
orders for cannon to the amount of 150 million Crancs were given 
to Germany by Argentina. The case oC a French industrialist was 
also cited, to whom the banks of his country refused the capital 
necessary Cor the bnilding of a factory, and who obtained the 
capital in Germany. SinIilarly the case oC a· sugar central 
in Porto-Rico which, because of lack of capital passed from 
French to American control. When the plant was in foreign 
hands, the big French banks gave it a credit for 10 years' duration, 
whereas a credit for one year had been refused to the French 
directors. 

The great credit establishments 'were also reproached with hav
ing subscribed to the issues of German enterprises and with 
having loaned capital on contango to the German banks, which in 
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this way could promote the German economy. For one who knows 
how antagonistio the two nations were to each other before '1914 
and how they eaoh lived in the oertainty of an approaohing war, 
this oriticism waa the most serious which the French could have 
made of their banks. r 

,/ Frencb sayings Buffered be~es in inyest.menta ;n foreign 
induflkiAJ "OIloities. To quote one author: 

If Now, all the French oolonies taken together, including Mo
rooco, had absorbed only a total of- 4 thousand millions (mil
liards). 

If If. after 4 years of war. an investigation should be made as 
to whioh investments among those made outside of France had 
best resisted oataclysm. it would be found that the sums entrusted 
to our colonial enterpriBeB showed a oontinued stability of which 
the stockholders in Balkan. Russian. Turkish. Austrian. German 
and South-American funds wers oompletely ignorant. 

to The financial help of our foreign portfolio would have been 
effective beyond meaaUrB if our thousand millions (milliards) had 
been loaned to colonial enterprises and had helped to promote the 
riches of especially North Africa. 

n French savings were disappointed. to be sure. in their search 
for lure investments. The great hopes based on the facilities 
which our available funda invested abroad should have given us. 
were brought face to face in reality with very pitiful results." 

BIIANCHII8 01' GREA.T CREDrr BUllts. The OperatiOIlB of the 
great credit establishments made themselves felt, aa we have al
ready said. because ,!If a very wide spread network of branch 
offices. in France and abroad. It wa!esUmateQ,OOCoie t'he' war. 
th~pproximately 1,000 banks and credit concerns in France 
had 6.000 offices, that is one office for every 6.700 inhahitants or 
one for every 300 merchants or manufact\p'ers. The five 1arge 
banks studied by Thery had 2.000 branches, agencies or ofIicee, 
tbat is i of the total mentioned above. 

The great credit estahlishments preferred the direct establish-, 
ment of branches to amalgamation which was customary in Eng- -
land and in Germany and which conaista in absorbing an ezistin& 

r At the time of the Apdir iDaideD\, the wilhcbaftl of fUDds. __ 
rily placed in GermaDy by the Fmlcl> bonb. .. lad IOD!IiderabIe di8icul17 
tIO the iIldlldrioe OIl the 0Ib0r ... of the RbiDe. (Germam MartiDJ 
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enterprise. Some banks of secondary importance did employ 
amalgamation as a means of concentration, so as to enable the 
parent house to benefit from a secured position. The internalf 
orgallization of the agencies of the big credit establishments rested 
on the extreme subordination of the manager to the central ad
ministration. They did not have a fixed fund at their disposal 
and the use of capital from the head office gave to the agency 
an extremely low return on its deposits. This led the agency to 
offer its liquid capital at a particularly low rate, always higher 
bowever than the infinitesimal interest paid by the central office 
on its d~posits. It therefore happened, at certain times, that they 
offered loans at a lower rate than the parent bank. Inversely, in 
the textile regions, for instance, when the season for country (de 
campagne) credits approached, the agencies offered a higher rate 
on deposits so as to procure liquid capital on the spot for which 
the parent house demanded a heavy rate. 

Before the war, the big credit establishments had agencies in 
the following countries: 

England: London, Liverpool, Manchester; 
. I Spain.' Barcelona, Madrid, Seville, Valencia, San-
Sebastian; . . 

Russia: Petrograd, Moscow, Odessa; 
Turkey and the Levant: Constantinople, Smyrna, Jaffa, 

JerusaJem; 
Egypt: Alexandria, Cairo, Port Said; 
Belgium: Brussels; 
Switzerland: Geneva; 
Monaco: Monte Carlo; 
Australu.: Sydney, Melbourne; 
India: Bombay; 
Tunis: Tunis, Bizerte, Sfax, Sousse; 
Madagaaoor: JagenC8. 

The Comptoir d'Escompte had the most marked expansion. 
The agencies had a double purpose: to facilitate commerce over
seas, and to find investments at a more remunerative rate on the 
liquid assets which it was difficult to place in France where they 
had originated. The overseas agencies were useful for discount,. 
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ing and for the collection of the documentary bills representing 
the exchange value of merchandise imported into France; they 
also enabled European commercial hOUBe8 to draw on them for 
cash, on the guarantee of shipments of industrial or manufactured 
products. 

The agencies abroad did not try to attract deposits on which 
they would have to pay a higher rate than that paid in France 
by the parent house. Considering their firet-class standing, they 
received a considerable volume of deposits. Tbe utilization of 
these deposits in countries with a depreciated currency wae not 
without its dangers. 

The operations of agencies abroad were adapted to local CUB

toma. "But," writes Kaufmann, ct. with a few exceptions, the com
meroial principles of the parent house had penetrated the policy 
of 1Iheir foreign agencies. This resulted in a certain inferiority 
for the latter in their competition with the foreign banks of the 
lIIIIIIe locality, especially with the German and English institu
tions. Being far more ready to extend credit, the latter made 
themselves masters of the market. Nevertheless, the French 
banks had a certain advantage:. they could grant loans at a lower 
rate than their rivals, because of the cheapnees of deposits in 
France." 

Thees advances at higher rates enabled them to give a more 
lucrative employment to deposits, which were continually in
anasing in the metropolis, by making use of the dif[erence be
tween the rates in the money markets of the two countries. 

There were also, in the interDatinnal financial markets (Lan
don, Brussels, Petrograd, Madrid,) agenciee created to promote 
etock exchange operations, financial deals and to facilitate the 
investment of foreign aeroritiee in France, and the investmen~ 
abroad of the remainder of loana which hali DOt been plaoed ia 
Franl'e. 

In LondOll, the French agenaiee carried out, 011 the spot, the 
monetary and credit operations of the registered ofIiee.. Tbey 
made a profit from the difference between the rates of interest ia 
London and ia Paris and 'also from arbitraginc ia biIIa 01 
exchange. 

The agenciee ia the ooIoniee and ia the new COIIDtriee helped to 
finance the export of raw products from u- territories. In 
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Spain, the situation of the agencies of the great French credit 
establishments was prosperous, in spite of the difficulty of using 
deposits on which no interest was paid, and which were used as 
loans to equal the difference between the cash and settlement 
prices on the Bourse. The Russian agencies benefited from the 
constant high rate of interest in Russia and from a considerable 
afHux of local deposits. Kaufmann advanced the opinion that the 
French agencies in Russia showed themselves to be " particularly 
liberal when it was a matter of granting credits to commerce and 
agriculture, in order to gain the sympathy of public opinion and 
of the government." The agencies of the Levant: benefited from 
the propaganda and political iDfluence of the French Republic and 
from the distrust which the population felt for Great Britain. 
They facilitated the importation of raw silk from the near East 
to Lyons. . 

The Brussels agencies sought investments for French capital, 
and served as a stage in the lending of these liquid assets on con
tango in Germany. 

The great French credit establishments had, moreover, frequent 
relat!~ns with foreign banlss, nqtebly the German banks. 
. Because of the placing of the loans of foreign countries, because 

of their agencies and subsidiaries, which we will study late;, tge 
great credit establishments played an important role. But the 
active role abroad, in the international syndicates (consortiums) 
was played by the "big private banks" and the "business 
banks" which transacted business on behalf of the big establish
ments. 

CANVAS8ERS. Before summing up our rapid review of the great 
French credit estl\blishments we must speak of a certain group 
of intermediaries whose exclusive role is to bring business to the 
banks: the canvassers (demarcheurs). These bring in discoUJit 
customers, place titles, collect stock exchange orders, and attract 
deposits; they are given great liberty, the directors reserving the 
right to disavow them in case too great pressure·is brought to 
bear against their customers. 

"The canvassers visit a great number of manufacturers and 
merchants, the medium, the small and the very small capitalists 
of the town and also of the neighborhood. In this way, it often 
happens that the arne small place, situated between two or 
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three agencies of one .bank, is oovered successively in the same 
day by canvassers from the various agencies of the same bank. 
The'llanvassers are a very important part of the organization of 
the big banks. It is oertain that without their help the eviotion 
of the looal banks by the big banks oould not have been accom
plished in many cases with such great speed." (Kaufmann.) 

DlVIIlIISIl'lCATION 01' Risu 01' GREAT CmmiT BANxs. The big 
centraliled bank with a network of agencies, has for this reason, 
a more profitable use for its oapital and its deposits than the local 
bank. The former hardly suffers from the withdrawal of its de
posits in ihe'ciise-of ii-loCal monetari'iightening:'""'It'Cinoom
bine the hranches situated irireglOiis'whlch have always a 'sur
plus of oapital with those which suffer from a oonstant shortage; 
in the same way, it can use its capital for campaigns which take 
place at different times. The existence of agencies abroad enables 
it to invest there whatever capital may be availahle. 

It is known, from the example of the small local banks of the 
United States, how closel~ these small credit concerns are boun\} 
to the indl!stty pF their P riicyIMregio!!: The large centrali';d 
bank tan, ..on the other hand, iiYidp Us tim jp I' falrAy igular 
mRnner: a crisis in a particular industrial domain wi a.;ern 
lJ:s ilIan a local hank: a local crisis is generally favorable to it, 
because it either takes advantage of it to establish itself in the 
region, or to stifle local oompetitors. That is why the great French 
credit establishment haa 80 often created an entirely new agency 
when it could have taken over the loeal bank wbose place thie new 
agency fills. 

Ie Agencies are rarely established without. c.eful forethoughL 
The big banks usually choose a propitious moment: a local 
crisis, bankruptey, the failure, the cessation of payment of a local 
bank, the death of a banker. Thus, the agency at Calais of the 
Cridit Lyonnais," Kaufmann points out, Ie was established at 
the time of a regional crisis, those of Muamet, of Tourcoing and 
of Rouhaix ato a time when the. places were suffering from the 
Australian l'J'isis of 1893. At Mans, it. was following the failure 
of a local hank. In a few places, the establishment of an agency 
was promoted by a wish expressed by the local merchants. .. 

Discounting at redul'ed rates was the offensive weapon of the 
bis banks. The C&nTaSSenl worbd over the territory to recruit. 
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discount customers who later became customers for the invest
ment of securities. 

THE DEPOSIT BANKS AND THE BANK 01' FRANCE. The big 
French deposit banks became dangerous rivals of the Bank of 
France, whose discount portfolio fell ,relative to that of the big 
private establishments which are not subject to the rules governing 
the central bank. The average duration of the hills discounted by 
the Bank of France has decreased also, as well as their average 
size; the big deposit banks, as we have already stated when study
ing the discount policy of the Bank of France, send only their 
shortest term notes to be rediscounted. In spite of all this, the big 
deposit hanks continue to rediscount a considerable amount regu
larly at the Bank of France, in order to have sufficient liquid re
serves on hand. 

THE DEPOSIT BANKS AND THIl MONEY M.ui1tET. KaufmslUl 
believes that banking centralization has inaugurated a prudem 
mone~ry poli~whlcliressens and tends to eliminate crises. ThiS 
stabilityhir.s-iDcreasedilie-liiijiortance of Paris as an intema
tional financial markct. 

ThSbig Cl1"edit concem~'pa~~veloped the field for the p~cing 
of transferable securities but have weakened the official markct 
by placing securities directly: If, in France, the centrali;;uOu 
of "the four or five big banks has lowered the rate of discount, if 
it has facilitated business abroad and 1I!Is contributed to the sta
bility of the official rate of discount, on the other h~ndJ, before 
ihe-waf;'it stifled initiative. One must take into account ob
viballiy t1ie liking i>ribe people for investments giving s definite 
return. "But," says Kaufmann, with considerable objectivity, " it 
is a gross exaggeration, if not contrary to the truth, to attribute 
the exodus of national savings to foreign countries to the cen
tralisation of the banks, and to claim that French capital' tom" 
from national industry, is employed directly or indirectly for the 
bel!efit of its foreign competitors. In the firet place, it is inexact 
to state that savings always found employment in national in
dustry as long 88 the representatives of the big private banks and 
of the local banks were in power: s great part of the national 
savings were formerly simply hoarded." 
lFrom the point of view of the stockholders, the great credit 

establishnlents have shown brilliant results. From the national 
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point of view, they have ~~i~uted greatly to the stability ~ 
oredit oonditions but have tended to direct savings towards in-
vestments which have proved ~ -bi bad.) . 

THm DmpOBIT BANKS AND THm WAB. The deolaration of war 
plaoed the big credit ooncems in a different situation and changed 
entirely the orientation of their policy. The French government 
proclaimed a moratorium of deposits and of bills of exchange. 
The great oredit establishments were obliged to have recourse to 
rediscounting on a huge scale at the Bank of France j but even 
~~~en~~to~Q.~~~_~~ 
fore December 31, 1914, and they have been reproached with not 
having enough liquid assets. On December 18, 1914, Minister 
Ribot expressed himself as follows on the subjeot of the big 
banks: .. The great oredit establishments would not have needed 
these measures of protection if they had oonfined themselves to 
utililing the greater part of their deposits for discounting bills of 
exchange, negotiable at the Bank of France, and if they had only 
used their capital and their reserves, as prudence should have 
dictated, for advances on securities or for operations whioh could 
not be liquidated in a crisis on short maturities, they would no~ 
need these proteotive measures: Andre Thery, whose sympathy 
for the great credit establishments is evident, admits that there 
were imprudent immohiliaatione in securities, due chiefly to lack 
of foresight on the part of the directors. 

« During the war, the productive capacity of France was re
duced because of the calling of the reserves to the army and be
cause of the invasion of her territory I all efforts were concen
trated in hE'half of national defense and the economic !Ole of 
the Stats was considerebly enlarged. In order to meet. ita 
many obligations, the government had noollllle to grants of 
credit, and, by becoming the largest borrower, produced a Dew ae~ 
of economic conditions, inftation among the rest.. Tb.e oondi
tions exercised an inlluence on the life of the big centralised bank&. 
The liquid capital of the banks for depoeit remained low, de
poeits increased very slightly: Th6ry eaw in this a sign of pru
dence; to this must be added the rival demands of the National 
Defense bonds, and the neoesaity of increasing the working capi. 
tal of industrial enterprises. Discounting acaraely developed, 
because of the effect of the moratorium sranted to hiI;Is of ex-
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change on public opinion which brought about the habit of con
eluding transactions in cash. 

"The criticism of the policy of the big credit concerns before 
the war in regard to the placing of securities must be called to 
mind, in which the war brought about radical changes. Savings 
.stayed in the country, primarily because relations with foreign 
countries had been destroy~, because it was forbidden to export 
gold, because France could only balance her accounts by means of 
credits and loans and finally because when the State resorted to 
credit, it absorbed all available capital. Furthermore, the State 
endeavored to turn the movement of capital to its profit." 

CONTROL OF INVESTMENT OPERATIONS DURING THE W AB. A 
law of May 31, 1916, forbade until a date fixed by decree, after 
the cessation of hostilities, " the issue, the exhibition, the putting 
up for sale, the introduction on the French market of rente cer
tificates, loans and other public securities of foreign governments, 
of bonds of whatever nature, of towns, corporations or societies, 
whether French or foreign." Concessions in favor of French in
dustries were granted during the war. Later prohibitions relative 
to movements of capital with foreign countries were enaeted, with 
the corollary that no securities of whatever kind should be brought 
into France. 

After 1916, a decree of the minister of finance invited the hold
ers of neutral or American securities" to give them up provision
ally for the benefit of the State 80 as to give it supplementary 
means of exchange." In the first instance the arrangement was 
that of renewable loans for a period of one year; as a matter of 
fact, the French government bought securities which were loaned 
to it, to the amount of one and one-half thousand million francs, 
of a total of about fifteen thousand million of Spanish, British 
and North American securities. 

The result was that the great credit establishments were no 
longer able to devote themselves to one of their most important 
and lucrative operations. They occupied themselves with State 
issues, with the financing of national industry and very little with 
foreign funds. The two tables on page 593 show the evolution 
which took place during the war: 
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Issue. and introductioll of securitie. from 1900 to 1913. 

Frellch .. curities Foreign .. curiti .. Total 
Year 

(III milliolll of franos) 

1900 1,268 1,340 2,608 
1901 641 2,051 2,692 
1902 287 1,429 1,716 
1908 777 2,356 8,133 
190' 440 2,885 3,325 
19011 885 3,000 8,885 
1906 870 4,206 6,076 
1907 968 1,878 2,346 
1908 731 2,749 3,480 
1909 1,786 2,1i08 4.294 
1910 885 4,726 6,611 
1911 81' 3,881 4,695 
1912 1,959 3,OBI 6,040 
1913 2,169 2,767 4.926 

leu .. and introdUCtiOll of IIOOUl'iti .. 011 the French mark.ta during the war. 
French Foreign Total 

eeauriufS aeouritiea 
1915 (In milliOlll of francs) 

Bonds of the .tate, cities and d ... 
partmOlltl ............ .. .. .. .. .... 15~ 

SUDdJy ObliptiOlll .................. 329 
Iasu .. of Stock ...................... 86 

Ts;5iii 
1910 

Bonds of the .tate, citi.. and de-
partmeDta ......................... 11,511 

SundJy ObIiptiODll •••••• •• ••••••• ••• 413 
Iasuee of Stock ...................... 145 

-mm 
181' 

Bonds of the eta"', citiee' and ..... 
partmPDta ........................ 15,435 

SundJy ObliptiODll ........ ,......... 1,587 
Iasuee of Stock ...................... 475 

if.i9i 
1913 

Bonde of the etale, Gig", ancl. ..... 
plll'tmHlta .. .. .. .. .. .... .. .. .. .... 10.890 

SuDdJy ObIiptiODll .................. 1.121 
Iasuee of Stock ...................... G:!9 

12,~ 

I 
'2 

8 
Il9 

107 

151 
lsi' 

11,513 
421 
lH4 

1mi 

311.890 
1,121 

701 
D;5ii 
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The .big French government loans have evidently played a 
dominating role; since the market for capihal in France has not 
been influence by issues of bonds of foreign States. The issue of 
bonds was more frequently resorted to by private enterprises than 
was the issue of stock. War industries, on the other hand, were 
fortunate to be able to borrow for a fairly short ,length of time, 
by having recourse to the credit of the banks. This is what has 
brought about an evolution in the commercial methods of the 
great credit establishments which, according to Thery, have de
veloped personal credit to a certain extent. During the war, 

. exports .of capital suffered an almost total eclipse, while imports 
developed strongly. . 

ATTEMPT TO ENCOURAGE USE OF CHECKS. In France, as in all 
the belligerent countries, the public authorities and the central 
bank developed an intensive propaganda to make the public 
fa_miliar~with methodiiof b~nktI:a~l.and clearings. The re
port of the Bank of France for 1918 says as follows: .. A greater 
part of the available capital could be temporarily invested in 
bonds or obligations for the national defense; the Treasury 
could dispense with having recourse to advances from the Bank 
for covering State expenditures, up to the limit of this supple
mentary fund; unproductive savings would then take part in the 
enormous movement of capital necessitated by the war, the activ
ity of the fiduciary circulation would be increased, and conse
quently its volume could be reduced." The legislature passed 1 
laws favorable to the spread J>f the.:use of checks, especially of 
the crossed -check-:- The big dePosit bankS sec·onded the movement. 

EFF'ECl' OF WAR ON BRANCHES. Expansion by means of the 
agencies of the deposit banks suffered a serious check during 
the war: the invasion of part of France caused 21 agencies of the 
Credit Lyonnais to pass out of the control of the parent house; 
and 135 offices of this important institution were closed because 
of personnel called to the armies. All of the hig banks suffered 
the same fate. However, the Banque Nationale de Credit suc
ceeded, on the other hand, in extending its network of agencies hy 
the system of amalgamation and by purchasing the shares of 
secondary banks, transformed into branches. 

POST-WAR ExPANSION OF BRANCHES. Immediately after the 
cessation· of hostilities, the great credit establishments pro-
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. . 
oeeded to increase their capital and took up again their policy 
of extension by means of agencies. The closed branches were 
reopened, and new ones were established in the . liberated re
gions (Alsaoe-Lorraine), abroad, and in the colonies. The 
density of the network of national branches was increased. 
In 1919, the Socil\te Generale opened offices in Constantinople, 
Bona, Mostaganem, Barcelona; the Banque Nationale de Credit 
opened 30 branohes and 30 offices in one year. All the big banks 
do not give information as to the expansion of their agencies 
in their annual reports; those which do, present it with a cer
tain irregularity. In any case, the following indicationa 
will make sufficiently olear the tendency not only of the big 
oredit establishments, but also of the local and regional banks, 
to extend their field of action 80 as to drain deposits from 
the amall towns and the oountry districts. This action reveals 
one phase of the competition between the big centralised banks 
and the local and regional banks for which, as we shall see, 
the war was the oause of a veritable renaissanoe due chiefty 
to the necessity of financing the industrialilation of certain 
regions. 

In 1922, the Comptoir d'Escompte created six agencies and 
lubagencies and M part-time offices. The Credit Lyonnais 
opened 8 and 54 respectively; the Banque N ationale de Credit 
increased the number of its houses from 437 to 442. For the big 
French regional banks the movement was similar; the Credit du 
Nord opened 22 agencies in 1922. From 1914 to 1922 the number 
of houB88 of the Societe Nanemenne increased from 36 to 148. 

In 1923 the movement was accelerated: thus the Credit Lyon
naia eatablished 100 new offices and agencies and 51 part-time 
offi~ in 1923. The Comptoir d'Escompte opened 10 sub
agenoies and 42 pert time agencies. We have bu\ approximate 
information for the pert-time offices of the Banque Nationale de 
Credit; we know it opened 8 agencies. The Banque Pririe es
tablished 12 &gl!n~ies; the Credit du Nord, 34; the Societe Mar
l!eillaise, 5; the Societe Nanem8llll8, 18. In Algeria, the C0m
pagnie Alg6rienne opened 12 new agencies and several foreign 
offi~ 

.. It is an established fact that there is an aceeDtuation of the 
tendency for the regional banks to spread out IJ¥lrII and more 
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towards regions which are far from th~ir origin~l sphere of 
acmon." 

In 1924, the banks continued to carry out their program of 
extension, viz.: 

Agencies and 
llUbagencies 

Credit Lyonnais ................... 39 
Comptoir d'Escompte ............. 5 
Banque N ationale de Credit ....•.. 7 
llanque Privee ...... .. .. .. .. .. .. . 5 
Societe Marseillaise ............... 3 
Societe NancOienne de Credit...... 2 

Part time 
offi ... 

62 
42 
23 

For the years 1925 and 1926, precise information is lacking. 
But it is evident from the reading of the reports that the banks 
have continued their movement of expansion through agencies, 
with a double aim: first, ~~liin deposits, especially in the parts 
of the country where, as a resWt of monetary fluctuations, it was 
necessary to fight against the propensity of the peasants to hoard 
bank notes; in this way, the banks were able to profit from the 
beneficent results of agriculture and vine-culture; Secondly, by . 
extending .their netWQI:iulLbranches, they divided their activi
ties hltf,ween different regions and different industries and, in this 
way; stab~d the credit situation. 

A SUMMABY'Oi'THE EFFEC'l'S or THE W AB ON THE CREDIT 

BAND. The economic reorganization of France brought with it 
certain consequenoes for the banks in general and for the great 
credit establishments in particular. (By 1920, 77% of the dev
astated industrial establishments had been reopened; the inter
ventionism of the State relaxed in part, though its need of credit 
had not ceased to increase) The depreciation of the currency had 
heen translated into falling rates of exchange and rising prioes, 
which increased credit needs. (The commercial portfolios of the 
great credit establishments have grown considerabl1, but since 
these include National Defense bonds, any scientific conclusion 
is impossible. .Issues of foreign securities have picked up since 
1919, but they are of small importance in proportion to the 
issues of French securities; in 1920, French bonds and shares 
amounted to 13 thousand Inillions; foreign bonds and shares to 
124 millions, which is insignificant when one thinks of the pro
portion before the war. On the other hand, the issues of French 
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securities, not including State funds, have become very large, 
and testify to the reawakening of French industry as well as to 
the depreciation of the currency. 

The deposits of the great credit establishments have not in- .. 
creased in proportion to the depreciu.tion of the currency. The 
following table, prepared acoording to a graph in the Rewe 
d'Economie politique, for the four great credit establishments, 
illustrates olearly this tsrdiness of deposits to adapt themselves 
to the depreciation of the ourrency, a tsrcJiness which is'found to. 
exist in almost all oountries. 

B ... : ~oo in 1913. 
1919 1920 1921 1922 1923 1924 1925 1926 

Noteo ................... 650 8M 650 650 8M 725 900 900 
Depooita ................ 225 2&l 2&l 2S6 275 270 375 410 
Doll... exah""", rata ..•• 225 325 2&l 300 400 350 525 500 

In ........ of the pledll"ll OIl 

demand of the Bank of 
Fran .................. 505 517 488 432 IIO'J 531 879 73& 

LOCAL AND REGIONAL BANKS 

Alongside of the large credit establishments which we consid
ered in the previous chapter and the .. credit mobilier " banks or 
business banks (banques d'affaires) which we shall consider sub
sequently, there is a number of local banks for deposit and 
credit situated in Paris and in the provinces. According to Kauf
mann, only 13 of them, in 1913, had a capital of 10 million or more 
among the entire number. There were several hundred whose 
exact return8 were almost impossible to obtain. 

In the minds of the authors interested in the question of these 
local banks, they existed because the large _qeWt establishments 
could not specialise in business credits and the local banks as
sumed this task.. Professor Germain Martin thought them well 
fitted for this purpose. .. First, because of the amount of their 
personal capital. It was estimated that in 1913 six hundred local 
banks, having 1,000 counters,. had a total capital of about 1,700 
millions, The paid-up capital and the reserves of the four crea\ 
credit establishments amounted to cmIy 1,079 million fl'lUlcs on 
December 31, 1913." 
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But the mission of the local banks could not be fulfi.Iled except 
with great difficulty and, in many cases, they were obliged to 
retire before the great credit establishments which, starting from 
Paris, branched out over the entire country and had the benefits 
of superior equipment, of wide distribution of risk and ability to 
extend credit more cheaply due to the possession of large deposits. 

A considerable number of banks, however, were able to with
stand the great credit establishments. The reasons for this are 
not without interest. Qne cause lies in the methods of expansion 
employed by the big Paris banks. It It is, indeed," writes Albin 
Huart, It that instead of carrying out a policy of amalgamating 
the principal local banks covering a given district, and converting 
them into branches, our big banks have endeavored to enlarge 
their field alongside of the local banks, showing a great activity. 
This method of expansion is open to criticism, for it can be shown 
that amalgamation would have resulted in a considerable saving 
for the big bank after it had taken over the local banks, in an 
estimate based on its latest balance sheet and furthermore such 
a policy would have brought to it a tried" clientele as well as the 
experience of well-known and trusted directors. . 

It While it is demonstrable that the policy adopted by these 
credit establishments has not been disastrous for them, since 
they have covered the country with a network of branches ... 
nevertheless they have done so at great expense, from the neces
sity of keeping up a veritable army of canvassers, who by seek
ing out small savings on all sides, have obtained from the savers 
considerable deposits and have succeeded in forcing them to ac
cept foreign investments. The work of establishing this clientele 
had taken thirty years, which could have been considerably short
ened if the local banks had been absorbed, pure and simple." 

Only a few cases can be cited where local banks had been ab
sorbed before the war: the Comptoir d'Escompte absorbed eight 
local banks, the Credit Lyonnais, only one. On the other hand, 
many provincial houseS have fallen victims in the bitter struggle, 
in consequence usually of extending an undue amount of eredit 
to doubtful debtors, in a vain effort to preserve a clientele. 

It is undeniable that the extended network of the agencies of 
the great credit establishments has greatly injured the local 
banks: It Instesd of replenishing their treasury, for the needs of 
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the oommercial transactions which they have in hand,. by re
oourse to rediscount of their portfolio at the bank of issue," writes 
M. Georges Charpenay, oensor of the Bank of France, .. the large 
oredit establishments prefer to seek deposits in specie by paying 
interest, whioh, though low, suffices to attract a olientele oom
posed of theee who wish to be able to withdraw their funda at any 
moment. The difference hetween this expense and the disoount 
charges left the credit establishments a considerable margin of 
profit. The looal bank, on the other hand, had to be satisfied 
with smaller profits, for between the rate of discount which is 
oharged and that at which it had to negotiate its own paper at 
the bank of issue there was but a small margin of profit, and this 
was reduoed still further by the keen competition which reeulted 
In the lOBS of many olients attraoted by the advantagee of the 
great rival houses. Furthermore, the local bank found itself in a 
very halArdous situation. It had to give up specialiling in the 
discounting of oommercial paper with abort due dates and to be 
satisfied with the finanoing of new enterprises either by accepting 
issues of stock, by assuring the plaoement. of loans or simply by 
the opening of relatively long term credits. 

It must also be reali.ed that. the credit establishments and the 
local benks had two different objects in view. 

The first tended to undertake transactions of vast acope, the 
second were satisfied to develop local industries. 

This development necessitated credit operations of medium to 
long terms, which the big establishments did not. willingly under
take; 8ueh operations require considerable individual capital, 
and a thorough knowledge of the clientele which justifies the ad
vancing of funds partly on acrount of the bigh character of the 
borrower: a thing which the director of an agency. a technician 
merely. rould not consider. The local banks, lending their capital 
to those firms, to which they would furnish credits for several 
months or for several years. naturally followed the businese very 
closely. They gave long term loans, placed the honda of com
panies, especially debentures. This situation was very favorable 
for industry. but. was not WIthout. danger for the local bank 
during prolonged 10l'&! crises. 

• This support given by the local banks to their clients, D writes 
Professor Germain Martin, .. be WOIl ~, _ the danpr is 
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passed, the devotion of a group which is held together by obliga
tions and business bonds which are not lightly broken. This ex
plains how the local banks can continue in spite of the competi
tion of the credit societies." 

In order to hold their own against the competition of the big 
credit establishments, local banks have developed in other re
spects. They have been obliged to extend their field of action; 
in other words, they have imitated on a small scale their rivals; 
from local they have become regional, they have created a net
work of agencies, and frequently a house in Paris. 

It should be noticed that contrary to the policy of the great 
credit establishments, the local banks have often made use of 
amalgamations: the Bank of Bordeaux, with a capital of 16 
millions, has absorbed eight local banks. 

CENTRAL SOCIETY OF PROVINCIAL BANXS. Furthermore, the 
local banks have created a central organ of mutual protection at 
Paris, the Syndicate of provincial bank, which in turn has 
established the Central Society of provincial bank ••. 

The chief function of the provincial bank, as we have seen, is 
to eJ$nd relatively long-term credits, often in the form of ad
vances on current account. The capital of these banks, ·relatively 
high in proportion to their obligations, enables theJll to carry on 
these operations on current account to which the great credit 
establishments arq averse in their anxiety to maintain liquidity. 

The second function of the local banks consists in the assist
. ance they' can give to the flotation of national and especially 
of regional securities. The provincial bank is plainly the one 
which shouldunderlake the issue of the securities of the com
panies which it patronizes. Before the war great difficulties lay 
in the way of the accomplishment of this task because of the 
competition of high interest bearing paper thrown on the market 

· by the great credit establishments. The provincial banks were 
· also greatly tempted to invest in or offer for investment foreign 
paper responding thus 1.0 an almost basic need of the French 
investor. Nor did they wholly escape. 

In 1904-05, the Central Society of Provincial Banks, was 
established with four hundred members. Its aim was, primarily. 

· to occupy itseU with industrial and financial affairs. Until 1911, . 
· in accordance with the views of its founders, it was occupied with 
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the establishment of various industries, small and large. Realiz
ing, however, thu.t ite profite were not comparu.ble to those of tbe 
great oredit establishments the society changed, and becu.me more 
like its rivu.ls. Albin Hum reprou.ohes both the sooiety u.nd the 
provinciu.l bu.nks with the fu.ct: "These bu.nks," he su.ys, " fu.vor 
foreign lou.ns more u.nd more, u.s if their u.ttru.ction were so strong 
thu.t these very bu.nks whioh were founded to counteru.ot the ten
denoy of capitel to emigru.te, themselves sucoumbed to the u.t.. 
tru.otion." In fu.ct the concentru.tion of provinciu.1 banks should 
have enu.bled them to teke u. Iu.rger pu.rt in preventing loss in the 
amount of stete wealth. "Nevertheless," continues Albin Hum, 
"such Cu.ses hu.ve been very ru.re, u.nd we, who hu.ve u.lwu.ys 
supported the local bu.nks to the best of our u.bility, mu.y surely 
be u.llowed to exprellS a oritioism of this policy which we believe 
to be only too true: The Centru.1 Society has too often teken an 
importent part in syndicates for the illSue of foreign seourities? " 

The attempt of 10ou.1 bu.nkers, made before the war. to resist 
conoentration and to fu.vor investments of regional assets, hu.s 
therefore not produced the desired results. In certu.in regions, 
nevertheless, powerful local bu.nke hu.ve survived, ohiefly in the 
north and the east. But we are oonsidering, ru.ther, regional 
groupe. In Su.voy and in Dauphin6. the capitu.l invested in the 
electrical industry from 1898 to 1914, amounted to 400 million 
gold franos. most of which was raised by the loeal banks. 

The regioftal concentration of the French banke ie undeniable, 
and alongside of the four credit establishments the banks of 
N&lICY, Lille &lid Marseille have branched widely in their 
regions. We shall 888 presently that their expansion since the 
'War has not been negligible. 

THB LoaiwNIii GROUP. An interesting type of before-the-war 
local banke ie that of the Lorraine group: Soci6te Nanet!ienne de 
Banque at de D6ptlts, Banque Renauld, Comptoir d'Escompte 
de Nancy, Banque de Nancy. They operate in the mining region 
of the Meuse, the Meurtlle and Moeelle, the Vosges and especially 
in the Briey basin. ThIs region, inBuenred by the financial m~ 
ket of Nancy, GOUld put at its'disposal, it was estimated, capital 
up to 1.789 millions. The local banke of the region ruled indus
'tryi they orpniaed companies whoee ~urities they plued 
among their e1iats, chiefly by the method of • instel"'llllt eelling •• 



602 LOCAL AND REGIONAL BANKS 

SoCIETE MARSEITJ.4TSE. Also worthy of mention is the activity 
of the Societe M arBeillaise de Credit indUBtrjel et commercial et 
de depot which Kaufmann and Huart agreed should be considered 
separately: at was established at Marseille in 1865, but as early as 
1880, created an agency in Paris. The head house in Marseille 
was a bank chiefly of deposit and credit; the Paris agency, which 
was very important, was chiefly a financial bank and developed 
rapidly after 1900. 

The business of making advances on merchandise (Egyptian 
cotton) was of great importance to the house at Marseille, and it 
had a hu'ge portfolio of foreign bills of exchange. 

The ,bank took part in Turkish and Greek financial affairs, 
thanks to a community of interest with two Greek banks. It also 
undertook independent issues of securities although belonging to 
the consortium of "the big credit establishments. It had estab
lished single-handed several large industrial enterprises, and 
transformed private enterprises into limited liability compenies. 

THE ALsATIAN BANKS. We should not prolong this mono
graph on the regional banks of France. However, before study
ing their development since 1914, we believe that we should 
call attention to the fact that the IAlsatian banks" established 
before 1870, which became German after the conquest of Alsace
Lorraine by the Empire, had kept their French organization 
right up the year' 1914, belonged to the French syndicate of 
provincial banks, and pursued the placement of French securi
ties. Furthermore, they had kept their old relation with the cot
ton and wool industries of the East of France and had extended 
these relations by developing their network of agencies. The 
Bank fur ElsasB-Lothringen of Strasburg, had thirteen agencies; 
of which eight were in France, the Banque de MulhoUBe had aeven 
of which five were in France. The ComptW d'EBcompte de Mul
hOUBe with a capital of 15 millions (established in 1848) had 
forty agencies of which thirty-nine were in France and of these, 
one was at Lyon, one at Marseille, one at Havre, to facilitate the 
operation of its clientele of cotton exporters. The Comptoir and 
Banque de Mulhouse had also a foothold in Paris. In 1913, a 
French company with a capital of 100 million fl'BJlcs, a branch of 
the Comptoir de Mulhouse, took over the network of agencies 
belonging to the latter. Thie branch, Banque Nat1onal. de Credit 



REGIONAL BANKS AND WAR 608 

had oreated or acquired, in the course of its first financial year, 
twenty-three offices or agencies. 

WAR AND POST-WAR DBVELOPMENT 01' REGIONAL BANKS. Dur
ing the war, a oertain number of local banks developed consider
ably, due to the partial elimination of the oompetition of the 
great credit establishments. The banks of Dauphine and Savoy 
oontributsd largely to the use of hydro-electric power in these 
regions. The increase of capital brought about during the war 
was often due to banking enterprises of moderate scope. If Dur
ing the war there was, it seems," wrote A. Thery, If a character
istio change in the movement of ooncentration; the temporary 
interruption of the policy of exten,sion on the part of the princi
pal credit societies, on the one hand, on the other hand the de
velopment of the power to increase the field of action of certain 
secondary organilBtions, some of which even became competi
tors of the largest credit establishments." 

In 1923, M. Jean Loriot, in the Revue d'EconomiB Politique, 
thought that certain regional banks such as the Societe Marseil
laise, the Societe N anceienne, the Banque Renauld, the Credit 
du Nord, on account of their rapid growth deserved a place, in a 
study of banking conditions, alongside of the big credit. estab
lishments with which they were competing. 

In 1923, great numbers of the regional banks, made very large 
increases in their capital so that the latter might be in proportion 
to the increase in deposits. Thus, while the deposits of 1922-23 
compared with those of 1913, increased from 223" to 300" for 
the four big credit establishments of Paria, the increase was much 
lreater in the case of certain regional banks: 

~, du !(onl •••••• , ••••••••••• 877" Soai'''' Nanc6i.enn. ................ G73~ 
~ue ~v6e •.••••••••••••••••• ~ 

• Soci#14 Maneil1aioe .............. -11M" 

At the same time, the policy of ereating agencies was system
atically followed by the regional banks, in ~petition with the 
great credit establishments. Thus, the Banque Credit du Nord 
established M agencies in one year. 

The provincial banks, deprived as were the big credit estab
lishments, of the profits of foreign issues, which the Central S0-
ciety of provincial banks DO lancer procured for them, the law 
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forbi<iding'the exportation of capital being in full force, devel
oped vigorously their banking operations. 

It is difficult to judge, at the present moment, an evolution 
which is only outlined, but it seems that the local banks, having 
become regional, and having cemented their relation with pro
vincial industrial enterprises during the war, have consolidated 
their situation so that they have ahead of them great possibilities 
for further development. 

INVESTMENT BANKS (BANQUES,D'AFFAIRES) 
• 

Banks which make use in general of their own resources, or those 
of groups 01 capitalistS-are called "banques d·aft'aire~." " baJiquei 
de creditmobilier" or " sociews financieres." The chief aim 91 
;these institutions is to launch commercial_ or industrial enter~ 
prises. 

Deposits are of secondary importance" and frequently they will 
accept them only from foreign banks, from limited liability com-

, panies which they have established, and with which they keep in 
contact., If, for example, they have placed stock for one of the 
companies which they patronize, a part of the loan realized is 
deposited with them. Often also they serv~ ~ i banks for the 
IIOcieties which they have founded. ' 

." These are Usually," remarks Kaufmann, " the big banks. The 
lesser houses cannot undertake these opetations except occasion
ally, because of the large amount of capital necessary." 

These "banques d'affaires" have partially replaced the pri
vate banks," the' haute banque" which we shaIl consider 
subsequently. - ' 

! l1ldUStrial fulance is the aim 'of all of them, to place among their 
customers the stocks or bonds of big enterprises, Business of 
tbis type being irregular and depending on various circumstances, 
some of the .. banques d'affaires" gave a secondary place to 
credit operations; they opened current accounts for industrial 
enterprises; current accounts which were sometimes settled with 
an increase of the capital or an issue of the bonds of the 
debtor companies. They still carried out stock exchange orders . 
.. But," says Huart, .. that is but a side issue to their fundamental 
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operations which consist in the handling of the shares which 
they place." 

The profits of these Ie banques d'affaires" are necessarily ir
regular and affected by financial crises, the latter preventing 
the issue of stocks and shares. They supplement the irregularity 
of their profits by gnthering together large reserves in prosperous 
years, so as to keep their dividends at the samd level. These 
banks are necessarily few in number. Among the most impor
tant are: the Banque de Paris et des Pays-Bas, the Banque de 
l'Union Parisienne, the Banque Fran~aise pour Ie Commerce et 
l'Industrie, the Credit Mobilier fran~ais. 

The Banque de Paris et des Pays-Bas, is the most important. 
It places issues on the Paris market, and also in Belgium where 
it has a very Important branch. It finances industrial enterprises 
in France and abroad and, before the war, floated numerous loans 
of foreign states and cities. Ie The real clientele of the Banque 
de Paris et des Pays-Bas is composed of French or foreign bank
ing houses, and important friendly capitalists j it does not have 
direct relations with the general public. 

The Banque de l'Union Parisienne was established in 1!KK by 
big private banking houses, which united in order not to be 
entirely eliminated. 

The Banque Fran~ise pour Ie Commerce et I'lndustrie was 
created by the former minister Rouvier j the Banque de Paris et 
dee Pays-Bas and two great eredit establishments: the Comptoir 
National d'Escompte and the Soeiet6 Generale of Paris, the 
WUrttembergische Vereinsbank assisted at its establishment. 
These banks differ from each other, by their choice of issues, by 
the importance of the enterprises established, by their more or 
lees close relations with the large private banks and the great 
c.re(lit establishments to whicb they hand ove. part of the shares 
which they bold and which they circulate through their numerous 
agents. 

Lysis considers the CI banque d'affaires" to be one element of 
the French financial market of which the great eredit establish
ments are another, working in a different direction: CI The Credit 
Lyonnais, the Societe G&eraIe, the C9mptoir d'Escompte baw 
as their most essential task, the tolleeting of capital and 
the gathtrlng together of an immense clientele, which they ae-
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quire by conducting banking operations for them at a reduced 
rate. 

" It is here that the usefulness of the banques d'affaires, the 
Banque de Paris et des Pays-Bas, Union Parisienne, Credit 
Mobilier appears. The functioning of these institutions is totally 
different from that of our credit establishments; they carry on 
no banking or stock exchange operations for small clients. Their 
rOle is only to seek out and conclude transactions abroad. 
Their administrative council is composed of representatives of 
the large private banks, all important men, having large fortunes, 
capable of supplying on demand several tens of millions. It is 
not only their money which constitutes their power. It is also 
their long standing clientele of States and societies, their foreign 
connections, their correspondents and agents who work for them 
and who keep them informed of conditions all over the world ••.• 

" In these circumstances, the division of labor in the consortium 
of the big banks is quite natural. The Banque de Paris, the 
Union Parisienne, etc., occupy themselves chiefly with the solicit
ing of business and especially of loans.. •• The great credit 
establishments, on their part, constituting a formidable bureau
crad·, place these shares through the medium of their innumer
able branches and agencies." 

The issue of a foreign state loan, for instance, necessitated, be
fore the war, the organization of a syndicate of vendors, which 
included the individuals and the" banques d'affaires," which had 
negotiated with the borrower. This syndicate took, according to 
Lysis, up to 5% ·.of the amount of the issue as a commission. 
Besides this syndicate the bank which had charge of the opera
tions constituted a IIl/ndicate of guarantee which insured the 
investment and which was formed by the big banks; their com
mission was also 5% according to the same author. 

During the war, the activity of the banque d'affaires was neces
sarily reduced. Later they undertook to increase the capital for 
French enterprises, as they were no longer allowed to underwrite 
issues of foreign securities. A law of January, 1928, reestablished 
the free circulation of capital in France. Several days later 
it was ascertained that t~e big Parisian banks were offering at 
Brusaels, a large amount of capital on contango: it seems there
fore probable that the French banques d'affaires will gradually 
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seek f~reign operations again, along with the issues of National 
securities. The French financial press openly expresses this hope. 

PRIVATE BANKS (LA" HAUTE BANQUE") 

In France, as in the other countries, bankinJt was, at first, 
carried on by individuals, possessing large capital. Certain of 
these banks maintained their position alongside the joint-stock 
companies. They are called II private bankers" (banquiers 
priv6s) and their aristocracy bears the name of " Haute banque." 
At the head of these latter is the house of the Rothschild brothers, 
which for a number of years has scarcely operated abroad at 
all, and has devoted itself to the management of the family 
fortune and that of great capitalist friends, although deriving 
profits from banking operations with the capital of foreign gov
ernments entrusted to it. 

The true province of the house of Rothschild brothers, of Paris, 
hal always been in financial transactions of a large scale and it 
has played an important rille iII the placing of foreign loans. 
(During numerous years, Messra. Rothschild sustained the credit 
of the kingdom of Belgium until it had eucceeded in firmly 
establishing its finances). ThiS banking firm likewise assisted in 
establishing the French railroad companies. Even before the 
war, the placing of the eeourities representative of the loans 
extended by Rothschild was abandoned to the great credit 
establishments. The firm has large interests in important in
dustrial enterprises, where it servee on the boards. One of the 

• members of the Rothschild family is direetor of the Bank of 
France. 

The management of the portfolio of the Rothschild Bank, con
stitutes an important oceupation from which are realised direet 
and indiree\ profits: direetor'a percentage of profits, dividends 
and appreciation of eeourities, the interest on cash and the 
coupons of the enterprises patroniled. The Rothschild firm 11'&8 

considered, before the war, the largest buyer on the Paris mark6 
of the commercial hills, called .. pensiOll8, II its portfolio reached 
the considerable sum of 500 millions and was compoeed only of 
eommereial bills, provided with the eigneture of a Paris bank.. 



608 LA .. HAUTE BAN QUE .. 

" In conformity with old traditions, a great number of foreign 
states and crowned heads had accounts with the great and dis
creet house on the Rue Laffitte. This is true also of members of 
the old aristocratic families and large capitalists, who had per
sonal relations with the firm and entrusted it, as was the usage 
formerly, with the entire management of their fortune, with the 
most extended 'powers" (Kaufmann). 

Beside the Rothschild firm, there is the Parisian "haute 
banque " composed of 6 or 7 old private firms, which resembled 
tbe English merchant-bankers, carrying on monetary transac
tions abroad, opening commercial credits overseas and participat
ing in financial issues. They have lost much of their importance. 
The large private banking firms have, like the Rotbs
child firms, a clientele of big capitalists and achieved app}"eCiable 
revenue by assigning their heads to the boards of directors of 
large industrial companies and large investment banks. Occa
sionally before the war a distinction was made between the 
Jewish, Protestant or Catholic" haute banques." 

Certain of these firms were important purchasers of .. pen
siops," extended acceptance credits, "Carried on important discount 
operations or accounts current, and established limited liability 
companies. 

The firms of JIottinguer &; Co., Mallet Brothers and Co., 
Neufiize and Co., Demachy and F. Seillere were all represented 
before the war on the board of directors of the Bank of France; 
some of them are still so represented at the present time. 

Beside the Parisian .. haute banque" there exist around 150 
private banking firms of varying importance, some of them very 
powerful. Some of them launch financial issues and occupy 
themselves especially with investment operations; many of them 
specialize in operations with one or more specified countries. 
Others arbitrage in drafts and the foreign exchanges; a good num" 
ber carry on orthodox banking business: discount, accounts cur
rent and the acceptance of deposits. 

Here one finds also a certain specialization, some firms han
dling only that business related to a specified product: wholesale 
trade in hides, pearls, diamonds, etc. Finally almost all of them 
manage private fortunes, make use of the funds of certain states 
and take .. pensions." 
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In the provinces there' is a certain number of rich private 
banking firms which occupy themselves especially with local in
dustrial issues and loans on current account. These private bank
ing firma often have a little network of 8 or 12 agencies. 

Outside of these large private firms, there exists a considerable 
number of little bankers oarrying on a business in current ac
counta and savings and serving lIS intermediaries between the 
merchanta and manufacturers on the one side and the Bank of 
France or the large credit establishmenta on the other. 

THIll ExPANBlON 01' fuNCK BANltS AlIBOAD. We have studied 
briefly the French colonial banks and the foreign agencies of the 
great French credit establishments. The latter have established 
subaidial'l/ companiea abroad such lIS the Credit-franca-portu
gais, Bf!.nque du Nord, established in St. Petersburg in 1901, 
Soci~t6 Fran~aise de Banque et de D~pat (Brussels), Soci~t6 
Swisse de Banque et de Dep6t. 

Before the return of Alsace-Lorraine to France, the Societe 
Generale Alsacienne de Banque, existed as a foreign bank, but 
with the same capacity lIS the Alsatian bank, having retained ita 
French organilation under German rule. It possessed 17 agen
cies; among them are one at Mayenee and one at Frankfort. 

The Societe Fran~aise de Banque at de Depat is the Belgian 
subsidiary of the Societe Generale de Paris. It hIlS agencies in 
Belgium at Antwerp, Ostend and Spa, as well as ita central office 
in Brussels. Before the war, it had opened an agency in the Neth
erlands at Rotterdam, and another in Germany, at Berlin. This 
was the first French bank to establish itself in that city since the 
war of 1870. The agency in Berlin permitted the Societe Gt\
nerale de Paris to participate indi~tly in German financial af
fairs and to profit by the high rate of interest there. The agency 
in B~rlin had the intention, on the eve of the 'e\"eDta of 1914, of 
I'E'p~nting a certain number of Parisian banks in the German 
capital and proposed to have the German firms draw on 
the French banks di~tly and aet as security for the credita 
granted. 

In giving a general view of the French overseas banks before 
the war, Kaufmann writes: 

It Outside of the French colonies, the French overseas banks 
play only II very modest role. That is due to the _k of spirit, 
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of enterprise, and of initiative, which' characterizes the French 
banks in opposition to the German banks; this is explained like
wise by the lack of importance of French maritime commerce as 
compared with that of Germany and of England. All of these 
banks, except that of Algeria, are moreover of recent date. 
Though there exist in the Mediterranean countries, in India and 
in Australia, agencies of the great deposit banks which survive 
with difficulty the competition of the foreign banks, their activi
ties are manifest only in Algeria (which is economically inde
pendent of France), Eastern Asia and South America." To which 
it. must be added that French banking expansion frequently 
expresses itself Iby participation in indigenous ban~s as in 
Roumania where the Bank of Paris and the Netherlands was 
interested in the Bank Marmorosch, Blank & Co. Ltd., with the 
Hungarian Bank of Budapest, the Berlin Handelsgesellschaft, 
and the Darmstadter Bank. 

In Bulgaria, the Banque Generale de Bulgarie, established by 
the Bank of Paris and the Netherlands and the Maygar Com
mercial Bank, was in competition with the Banque de Credit de 
Soli"" subsidiary of the Disconto, of the Norddeuteche and the 
Bleicbroder. 

In the Near East, the Ottoman Bank was established in 1863 
by English and French Banks. 

According to Kaufmann and Diouritch, the following is an 
approximate table of the French banking establishments situated 
outside of the Metropolis. 

Name of the Bank Number of Bnm.h .. 

Banque de I. Guadeloupe ................. 3 
Beque de Guyane ........................ .3 
Beque de Martinique .................... 2 
Beque de 1a Rt!union ..................... 2 
Banque de I' Afrique Occidentale .......... 2 
Banque de l'A1gerie ...................... 6 
Banque de Tunisie ........................ 16 
Beque de I'Indo-Chine .................. 3 
Credit foncier eolonial .................... 13 
Banque Nationale d'Haiti ................. 2 
Beque de l'Afrique du Sud....... ........ 8 
Banque Nationale de St, Domingue ........ 2 
Com_ie A1gerienne .................... 18 
Credit Algerien ........................... 2 
Credit Foncier '" Agricole d' Algerie ........ 21 

Capital otock 

3.000.000 
000,000 

3,000.000 
3,000.000 
3.000.000 
1,500.000 

20,000,000 
4,000.000 

24.000.000 
6.000,000 

10.000.000 
4,000.000 

25.000.000 
·8.000.000 
15.000,000 
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Cnldit Fancier EIIYPt.ien .................. 1 
Cnldil Foncier franco-c&nadien- ............ 3 
Comptoir Nat.ional d'Eecompta de Paris .,. 24 
Cnldil !.yonn.... .......................... 21 
Banoo franoo-al'l.nt.ino .................... 1 
Banque franQaiae du Rio de la Plata •..... 1 
Banque A\'IOntin. el FranQaiae ............ 1 
Sooi't6 llnanciw.. Franoo-br6ailienne ••.•.•. 1 
Boci't6 Commercial. fnm'l&in au Chili ..•. 1 
Banque franoa". ot italienn. pour 

j'Ammque du Bud .................... 1 

80.000.000 
4,784.000 

125.000.000 
80.000.000 
10,000.000 

25,000,000 

1M 453,334.000 

FOREIGN BANKS IN FRANCE 

The problem of foreign banks in France divides itself into 
two periods: before and after the war. The question of the rela
tions of Frenoh banks with the foreign money markets is olosely 
oonnected. 

The criterion of nationality is determined by that of the direc
tora and the ownere of the majority of stock or by the principal 
oenter of exploitation rather than by the location of the principal 
ofIioe or the wording of the etatutes. It is thus that there exists 
in Paris a subsidiary of the Belgian Bank Ie Credit Anversois," 
oalled Credit Anversois, Paris," constituted in the form of a 
Frenoh limited company but which is nothing more than a branch 
of the Belgian Bank to which it is subordinate. 

Here are the statistioa of the foreign banks in France according 
to Desmaisons: 

NatioDali~ A ...... I. 1814 
Amen..... ................ I 
Brilioh .. .. ... .. .. .. .. .. • , 
~UIb .•.••.•.•..•..•••• I 
Italian .................. 1 
Rlllllian .................. 4 
SwIdJy .... .. • .. .. .. .. .. • f. 

II 
FlMoIo ...... paDi.. UDder 
~---""f .... . _ inIIueaao ....... ,.. 0 

1I1 

Deoember 31, 11121 
8 

• I 
I 
II 

10 

311 

I 

• 
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The statistics of the American banks for the dates given below' 
are as follows: 

1914 
American Expre ... Co. 
Equitable Trust Co. 
Farmers Loan &; Trust Co. 

1921 
American Expre ... Co. 
Equitable Trust Co. 
Farmel'B Loan'" Trust Co. 
Bankers Trust Co. 
Guaranty Trust Co. of New York 
International BaDking Corporation 
Mercantile Bank of tbe Ameri ... 
Park Union Foreign Banking Corp.' 

The Mercantile Bank of the Americas and the Park Union For
eign Banking Corporation have, since, abandoned their offices 
in Paris. The National City Bank of New York took over the 
business of the Farmers Loan and Trust Company in 1922. 

Furthernlore, we should take into account the foreign pri
vate bankers established in Paris, such as M~rgan, Harjes and 
Company, Munroe and Company, Hallgarten and Company, etc. 

The American Express Company is considered as a bank in 
the French terminology" though it specializes in exchange opera
tionS! The Bankers,Trust Company, installed in Paris in 1920, 
took part in the refinancing of the Industrial Bank of China. 

Before the war,' foreign banks were attracted to France by 
the abundance of available securities. In addition certain foreign 
firms centralized French indebtednesses in their countries. When 
they had gotten together a sufficient portfolio they installed a 
DJ-anch in Paris, in order to be able to negotiate their paper 
directly on the free market, below the rate of discount of the 
Bank of France. , 

Foreign banks were likewise attracted by the French market 
for long term oapital. But it seems certain that the issue of stocks 
by the foreign banks in France has been very small: in any case, 
they have never been criticized in the very vigorous polemics 
which repr6ached the French banks with exporting the national 
savings. 

Since the' war,_the reasons for the expansion of foreign banks 
in France, which attracted them in 1914, have been changed 

• DiOon, Read and Co. are eatabliahing tbe DillPn Read Corporation 
which will have an oflioe in Parill. 
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somewhat by the restrictions placed on the free circulation 'of 
capital. 

During the war, certain foreign banks were established in 
order to faoilitate the Treasury operations of the national armies 
operating in the territory of the Republic. This movement 
slaokened, beginning in 1920, though without ceasing completely. 
In 1921, the majority of the American banks in Paris had already 
been established. 

The depreciation of the French currency attracted the banks 
of those oountries with a normal exchange. With a relatively 
modest oapital in dollars, American banks could carry on trans
actions to remunerate the expenses of the installation of a 
branch, hoping for large profits as result of the return of the 
frano to its full value. 

The payment of· international debts has become, likewise, 
a source of large profits, in consequence of the irregularities of 

. exrhange, to the banks established on the different markets. 
The French balanoe of payments oould be b&lanced during the 

period of economic and monetary troubles only by international 
credits: long term credits (foreign loans) or short term credits 
(bank eredits). These short term credits, often oalled speculative 
credits, were built up by foreign deposits in France, converting 
foreign moneys into francs. 

Finally, foreign banks, established in France, have contributed 
to the repatriation of a part of the foreign portfolio of the 
French capitalists and have likewise bought the stocks and 
securities of the French state at a depreciated rate, to profit by 
the high yield and the increase in v&lue of these securities, once 
mqnetary reform is re&liaed. 
Vl'he leg&l regulation of foreign banks in Franre is in a special 
oategory: autboriaed eompanies of countries having treaties 
of reciprocity with the Republic in the matter of commercial eom
panies; enjoy the same rights as the Freneb eompanies. Those 
which are not authoriaed are, aceording to Dufourq-LageIouse, 
considered as guaranteed companies and responsible for their 
actions to a third person: web. as the .. SpmUsA BmtIt 0/ Rio ~ fa 
Ploto," beeause there is no agreement of reciprocity between 
France and the Argentine. The law of March 18, 1919, obliged 
the brancbes of foreign ~ to register themselves in the n:gister 
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of Commerce. The branches of a foreign bank in France may 
be placed in bankruptcy or liquidation under legal supervision, 
even when the law of the country of origin allows of a less severe 
treatment: a preventive agreement with the creditors (concordat 
preventif) for example. Such was the case of the Banca 1 talwna 
di &onto. The foreign banks are admitted to the Bourse, to the 
clearing house; their discount negotiations ·and their acceptances 
are received at the Bank of France. ~~ 

ROLE OF FRENCH CAPITAL IN THE WORLD 

It would be a remarkably interesting study to write on the 
role of French capital in the world. It is not permissible for us 
to attempt anything but a very vague outline here. Nevertheless, 
we should like to point out how easily the French banks joined 
with foreign banks, before the war, to exploit certain markets. 
Very early, the Deutsche Bank formed relations on the French 
market; in 1873, it financed the Parisian firm of Weisweiler 
& Goldschmidt; in 1887, this limited partnership came to an 
end.' 

In 1873, likewise, the SchaalJhausen'scher Bank Verein estab
lished a limited partnership in Paris, which it abandoned in 1887. 
In 1905, the German Uberseeische Bank, Speyer and Co. and a 
French bank organized an establishment in Peru. 

From 1895-1902, a block of £22 million of the Chinese loan of 
200 million taeIs was subscribed to in thirds by the French, Ger
man an<l English banks. In 1900, the Bank of Paris and the 
Netherlands participated in increasing the capital of the Banca 
Commerciale Italiana, with the Disconto Gesellschaft and Swillll 
and Austrian banks. 

The repurchase of the Roumanian railroads, in 1879, was ef
fected through the medium of the Bleichriider, the Disconto and 
the Banque de Paris des Pays-Bas. 

Numerous Serbian, RUMian, Portuguese; Swiss, Egyptian and 
Brazilian loans were launched by banking groups including the 
large French, Berlin and London banks. 

This policy of mingling French financial interests with large 
international banking combinations was a necessary consequence 

• 
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of the much oriticized tendency of the French banks to place on 
the market large foreign loane. 

FRENCH BANKS WITH A SOCIAL AS WELL AS AN 
ECONOMIC CHARACTER 

We will group in thie c\tegory a number of heterogeneoue banks 
which, nevertheless, have a common trait: their origin and their 
modus operandi are related, in one way or another, to legislative 
intervention. . 

That is to aey the legislature, at a given moment, voted a par
ticular law, which gave birth to a credit establishment destined 
to fulfill a need of a group, or it gave an impetus to an institution 
already in exietence. It may be &tated in principle, thue, that 
these banks would not have existed without the help of the law, 
though this semi-official character doee not prevent them from 
having an independent and purely capitalistic activity. 

CdDrr FONclEB. We will study first the Credit /oraciefo 0/ 
France. Until 1852, French mortgage credit (Ie credit immo-, 
bilier) was not organised, it was dispensed by notaries who ueed 
thus the funds entrusted to them by their clients. In 1852, a 
decree authorised the creation of companies making loane based 
on real property (eociet~ de cr&Iit foncier) with the privilege of 
issuing bearer bonds. 

In December, 1857, the Credit /oraciefo 0/ F_ was estab
lished, which, on July 6, ISM, was given an organisation in
spired by that of the Bank of France: an aristocratic assembly 
of the 200 prin~ipal shareholders which selecta a board, assisted 
by three auditors. The goVl!'l'llor and deputy-governors, who 
con~trate in their hands the management. of the Bank are 
appointed by the government. 

For many years, the Cridit /orteier granted important 
advanetll to the ~mmunea, in addition to ita mnrt«age opera
tions. 

In 1860 the Cridit A,ncot. was established. with the ~ 
of facilitating peraonal agricultural eredits. From the begiDning 
it eoIiperated with the Cridil/oraciefo and launched into buardoua 
operatioaa in Egypt. In 1877, the CNdit AIIricoIe bad to be 
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mcorporated with the Credit fonder which little by little disen
tangled itself from the Egyptian business. 

In 1877, the Credit fonder lost its privilege. But its semi
official organization caused it to be continued to be thought of 
as a public establishment. In reality it enjoyed an actual 
monopoly, due to the absorption of ariva! establishment by 
the Parisian banks, which bound themselves by contract not 
to create any more establishments capable of competing with the 
Credit fancier. Beside, the lottery issues of tbis latter institu
tion are exempt from preliminary legal authorization and a num
ber of c·ommunalloans are sold by its intermediary. 

The Credit fonder may issue debentures to an amount repre
senting 20 times its capital. Loans are granted only on first 
mortgages. They may not exceed 50% of the value of the prop
erty and 30% if it is a matter of vineyards or forest. Their dura
tion may not exceed 75 years. 

The loans are made prhicipally on urban property. Accord
ing to Kaufmann, it was hoped, in the beginning, that the Credit 
fancier would favor hnptovements of the· soil, but this result has 
not lIeen obtained. The Credit fancier busies itself, moreover, 

I with the issue of 10. ans, advances on securities, on stock exchange 
orders. It accepts deposits at interest, of which the total, ac
cording to the terms of its statutes, may not exceed 100 million 
francs. 

COOPERATIVE AGRICULTURAL B~ 

Cooperation is relatively very little developed in France 
although it was regulated as early as 1867. .. In it must be 
seen the principal cause," says Kaufmann, .. of the relative af
fluence of the middle and lower classes and also of the position 
of the individualistic spirit of France." 

A law or November 5, 1894, modified by later laws, authorized 
the establishment of agricultural credit companies, formed by 
members of syndicates of farmers or mutua! agricultural insur
ance societies. These companies have for their exclusive object 
the facilitating and guaranteeing of operations concerning agri
cultural production effected by these groups or their members. 
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They may grant individual loans for a long term in favor of small 
rural enterprises. 

These companies may receive funds in accounts ourrent, make 
oolleotions, and payments; they may contract loans to establish 
or to inorease their working capital. 

Tbe capital may not be represented by shares; it. must be 
formed by the subscriptions of the membereof the company. 

The law provides fiscal exemptions for theseeompanies and 
prescribes conditions of special publicity. Nevertheless, until a 
law of 1899, cooperative agricultural oredit made little progress, 
on account of the indifference of the farmers and the impossi. 
bility of discounting their bills at the Bank of Franca or the 
¥lrivata banks. 

A law of March 31, 1899, established the Caissel regionolea 
crldit agricola mutuel (Regional banks for mutual agricultural 
ersdit) , at the disposal of which were plaoed: 

(1) A new loan of 40 millions which the Bank of France 
granted to the state without interest for the duration of 
its privilege (Law of November 17, 1897). 

(2) The royalty paid by the Bank of France to the State and 
t'Qual to i of the rata of discount on the total of the 
productive circulation, with a minimum of 2 millions a 
year. From 1897 to 1913, the royalty yielded 82 millions. 

The law of March 31, 1899, decreed that those sums should be 
placed at the disposal of the Caisses regionales de credit agricole 
mutuel. The total of the advances may not exceed fourfold the 
capital; they may not be made for more than S years, but are 
renewable. 

In 1911, the State obtained from the Bank of France modifica
tions in the calculations of the royalty and beside: 

(1) A supplementary free loan of 20 millions; 
(2) A sum of 5 millions resulting from the retirement of aD 

issue of notes. 

These funds have been devoted to ad\'1UlceB to popular and 
agricultural banks. 

The Bank of France disoounts hills of exchanp ciraWII OIl the 
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They may grant individual loans for a JOI "),,m in favor of small 
rural enterprises. 

These companies may receive funds in accounts current, make 
collections, and p~yments; they may contract loans to establish 
or to increase their working capital. 

The capital may not be represented by shares;. it must be 
formed by the subscriptions of the members of the company. 

The law provides fiscal exemptions for these companies and 
prescribes conilitions of special publicity. Nevertheless, until a 
law of 1899, cooperative agricultural credit made little progress, 
on account of the indifference of the farmers and the impossi
bility of iliscounting their bills at the Bank of France or the 
private banks. 

A law of March 31, 1899, established the Cawse8 regionales 
credit a(fricole mutuel (Regional banks for mutual agricultural 
credit), at the disposal of which were placed: 

(1) A new loan of 40 millions which the Bank of France 
granted to the state without interest for the duration of 
its privilege (Law of November 17, 1897), 

(2) The royalty paid by the Bank of France to the State and 
equal to i of the rate of iliscount on the total of the 
productive circulation, with a minimum of 2 millions a 
year, From 1897 to 1913, the royalty yielded 82 millions. 

The law of March 31, 1899, decreed that those sums should be 
placed at the disposal of the Caisses regionales de credit agricole 
mutuel. The total of the advances may not exceed fourfold the 
capital; they may not be made for more than;; years, but are 
renewable. 

In 1911, the State obtained from tbe Bank of France modifica
tions in the calculations of the royalty and beside: 

(1) A supplementary free loan of 20 millions; 
(2) A sum of 5 millions resulting from the retirement of an 

issue of notes. 

These funds have been devoted to advances to popular and 
agricultural banks. 

The Bank of France discounts bills of exchange drawn on the 



618 CREDIT NATIONAL 
• 

local cooperative credit societies, and endorsed by the Caisses 
rBgitmale8 (Regional banks), in the same way as warrants (dock 
or warehouse). .' 

At the end of 1908, there were 94 regional banks (caisse. re
gWna!es) with 2,636 afliliated cooperative societies, including 
116,900 members. The advances amounted to· mo~e than 100 
million francs. The president of the "Federation of the Re
gional banke for agricultural credit," was elected a regent of the 
Bank of France. 

OTHER STATE CREDlT INSTlTUTIONS. During and since the war 
the establishment of credit institutions by the state has developed 
rapidly. Three establishments are particularly to be noticed in 
this field: the Caisse fonciere de Credit for the amelioration of 
housing conditions in industry, the Credit NatWnal to facilitate 
the reparation of damages caused by the war, and the Banque 
Nationale Fran9ais6 du Commerce Exterieur. 

CatDlT NATIONAL. The Credit National to facilitate the 
reparation of the damages of the war was established in October, 
1919, in the form of a limited company with a capital of 100 
million francs. The public was not admitted to participate in 
this capital, which had been subscribed by the great credit 
institutions and the great industrial enterprises. 

As with the governor and the deputy-governors of the Bank 
of France, the director-general and the directors are appointed by 
decree of the President of the Republic. The Credit National 
may not receive deposits. It secures funds by the issue of de
bentures, the prooeeds of which it devotes to advances .on the 
indemnity allowed to victims of the war damages, In other 
words, this institution displaces the State in obtaining for the 
public the funds necessary for reparations. But beyond this, the 
Credit NatWnal may grant loans, of from 3 to 10 years duration, 
" to facilitate the establishment, development or the reestablish
ment of industrial or commercial undertakings." A time will 
probably come when the Credit National will have closed all of 
the advances on the damages of the war; it is probable that then, 
it will serve as an organisation having for its function the advanc-
ing of credits to French industry. . 

SOCIETIES FOB MUTUAL SECURITY. There was likewise a dis
position during the war, in France, as elsewhere, with attempting 
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the branch or agency may be established only in conformity with 
the' judgment of the commissioners of the government." 

Obe recognizes here the desire not to offend the susceptibilities 
of the large credit establishments and not to impede their tranS-

'actions. Moreover of the 200,000 shares, a block of 16,666 shares 
must be reserved for them, which assures them of a large repre
sentation in the meetings, which the small shareholder almost 
never' attends. 

The object of the company is to carry on in the French colo
nies and in the countries under French protectorate or abroad, all 
banking, operations and especially those wbich concern exports 
and imports. The State participates to a certain 'extent in the 
ptofita'. ' 

'THE BUURSE. The Paris Bourse dates back to 1720, but its 
organization has been modified numerous times. It is not possible 
for us to trace its history and we must content ourselves with an, 
eXposition' of its present organization. The organization of tlie,' 
bourses in the provinces is analogous to that of Paris. These 
bourses are, of less importance ,and, we' will not occupy ourselves 
withfuem. 
"The stockbrokers of Paris, who enjoy a monopoly and bave the 

sole right'to carry on negotiations in public securities are 70 in 
number. These negotiations are made on credit or on account. 

They are appointed by a decree countersigned by the Minister 
of Finance. They have the right of handing down their office 
according to set rules; 
, 'The stockbrokers must be French, must be at least 25 years 

old; musti have fulfilled a term of probation and bave taken an 
oath 'before the Commercial Court. 

The stockbroker may take silent partners on the approval of 
the stock exchange committee and the Minister of Commerce. 
The stockbroker and his associates form a company of a special 
type, subject to special regulations as to publicity, and the resig
DatioD of associates. Tlie liability of the partners is unlimited. 

The firm of a stockbroker ' bears tbe name of the bolder. He 
is rarely alone as the funds lire contributed by the silent partners. 
, If In Paris," says DesmaiSons, .. tbe'cost of being a stockbroker 

consists df, a capital of 2,500,000 francs, divided into 100 shares 
of 25,000 francs each; 250;000 fra'nes are deposited as 'security' 
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in the vaults of the Treasury; about 1,000,000 represent the price 
of the charge and the rest is deposited, partly in the Bank of 
France, as a guarantee and security for transfers on cUrrent ac
count, partly with the stock exohange oommittee." 

" The holder of the trust (charge) must be the possessor of at 
least 40 shares, that is to say 18 shares representing the guarantee 

. deposited in the hands of the Treasury and a third of the other 
shares. The remaining shares are divided among the silent part
ners who have the name of 'partners or stock-brokers.' The 
shares carry a right to an annual interest and a dividend if there 
are any profits; hefore the war, a distribution of 10 to 159{> wee 
considered a large dividend, and of 5% as average." 

The company of 70 stockbrokers form the PlU'quet (market) 
administered by the stock exchange committee. The company 
is responsible for its funds and securities and for the market 
operations of each of its members. 

There is a certain sp8cialil8tion of operations. 
Besides the parquet, formed by a corporation invested with a 

legal monopoly, there is established the man:M 8ft banqu4 or 
couliBse and the marchi libre (free market or market hors cote 
[outside tile list]). 

The CouliBse ~ee established by the mUltiplication of the in
termediaries, dealing with oertsin eeeurities excluded from the 
offioiallist of the parquet, and encroaching little by little on the 
prerogatives of the latter, in dealing with aU eecurities and 
especially with national rentes. 

In 1901, an agreement was conduded between the Coulisse and 
the parquet, under the auspiees of the Minister of Finance, regu
lating the privileges of the two organiaations, while perpetuating 
the legal monopoly of the stockbrokers. 

The Coulisse is divided into two syndicates: that of " Babktirs 
in aet'urities on account II and that of " Bankers in seeurities on 
credit. N Their organiaation is similar to that of the parquet. 

Aeeording to the agreement of 1901, the "bankers II are eon:. 
sidered, in as far as the aet'urities admitted to the official list are 
_earned, in the same light.as the rnRsiers (half rommissioa 
men) of the stoekbrobrs. 

Operationa are earried on in faet in a larp number of aet'Uri
ties; thooie which the eommiUee of stockbrokers do Il~ judge 
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opportune to admit to the official list, and, on the other hand, 
those which do not have the right to be admitted since they do not 
fulfill the required legal conditions: foreign state funds, the 
admission of which is opposed by the Minister of Finance, 
shares or coupons for a sum smaller than that prescribed by the 
French laws. 

"The financial market of Paris," writes Desmaisons, "pre
sents thus a juxtaposition of two markets whose interests appear 
different and which, nevertheless, are not strangers to one an
other: the strictly regulated official market which occupies the 
interior ,of the Palais de la Bourse, the market' en Banque,' the 
Coulisse, which does not enjoy any prerogative and which occu
pies the peristyle of the Bourse." 

Beside these two markets there is another market entirely free: 
the market " hOTS cote" (outside of the list). Securities, not 
quoted, are the object here of the transactions of intermediaries, 
who are not subject to any regulation, or of the members of the 
Coulisse. 

Numhers of securities begin on the market" hOT. cote/, pass 
thence to the market "en banqu.e" and finish finally by being 
quoted on the Parquet. 

It is well to dissipate the confusions which exiit on the subject 
of the market" hOTS cote!' The securities which figure there are 
the object of an attentive supervision on the part of the Coulisse. 
Their price is inscribed in the II Statement of the extreme rates 
practiced on the market between members of the Syndicate on 
securities not quoted." This is what is called the quotation out
side of the list (hOTs cote' cote). These securities "are not 
admitted by the committee either because they do not have 
a financial standing sufficient to allow the committee to pass 
on their admission, when they have taken the neeessary steps, 
or more simply because they have not demanded admissions, 
or, finally, because one of the conditions required for their ad

'mission is lacking." 
Beside the II quotation outside of the list" (hors cote cote) 

there is the market" outside of the list, not quoted" (hors cote 
non cote). The rates of these securities offer no guarantee, no 
organization being qualified to receive and publish them. 

Tbe operations in cash permit payment and delivery within a 
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Ihort period of time. The Btockbrokera have a 15 days limit to 
deliver the securities. 

The operations on credit (A terme) are those which are not 
closed \IIltil after a let period. called a settlement date (liquida
tion) • 

Settlement takes place on the Parquet the 15th and the last day 
, of eaoh month. and on the Coulisae. at the last market of each 

month only. 
Admissionl to the otlioiallist. of transferable aecurities are de

olared after examination and study by a committee of the Btock 
exchange. 

Foreign leourities are admitted only on the expreaa authoriza
tion of the Minister of Finance. with the consent of the Minister 
of Foreign AlIairs. 

The otIioiailist iB published each day at. dle clOle of the market 
under the title" Bulletin de 1a Cote .. (Bulletin of quotations) i it 
consists of two parts: the oflici4l _tion includes the _urities 
recognised by the stock exohange committee. The French State 
f\llldl are Included by right. It distinguishes between the _uri
tiea whioh may be negotiated In Il&sh or credit from thOle which 
may be negotiated in Il&sh only. 

The I800Dd part Includea _uritiea not. recogni.ed by the stock 
exohange oommittee. 

The Bulletin indicates at least the opening and closing prieee 
&I well &I the lowest and highest ruling prices. 

In that whioh conC8I'DJI _uritiea Introduced on the market 
o en Banque, N admission to the Coulisse iB dependent on the 
decision of the syndicate of bankera in eecuritiea on credit, or 
the IYndicate of aecuritiea In cash. Each of these syndicates 
publishea a Bulletin. appearinc on market days. 

The government, before the war, abstained from anyinter
ferenl'8 relative to the admission of eecuritiea to negotiation in 
the Coulisse, 110 that foreign eecurities, refueed by the otIiciai 
market for political or diplomatic reasons, managed, thanks to 
the Coulisse, to find a wide market in Franae. 

In view of the interest which the Paris Bourse manifests in 
foreign aeaurities, we wi1l BaY a few words about their introduc
tion. 

Until 1880, the position of the covernment on the eubject of the 
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admission of foreign loaDS was debatable. In 1880, a decree ap
peared reserving expressly to the Minister of Finance authori
zation for the negotiation of foreign securities in France. Never
theless, a letter of the Minister to the stock exchange committee 
stated precisely that this right did not entail any responsibility 
on the part of the State. The stock exchange committee must 
demand the ministerial authorization, after having decided in 
principal the matter of admission to quotation. Thus, the au
thorization of the Minister of Finance is no guarantee for the sub
scriber to foreign securities. 

During the war, under the reservation of the special deroga
tions, the issue, exhihition, placing on sale or introduction on the 
market in France of rente certificates, loaDS, ete., of cities, com
panies, states, etc., . . . foreign or French was forbidden, in 
order to reserve the market for State loaDS. After the war, the 
restrictive regulation was maintained for foreign securities until 
1927. At the end of thi~ year, as we have indicated, liberty of 
circulation was returned to capital and negotiations were rapidly 
made for the introduction on the Paris Bourse of foreign securi-
ties, 110tably those of Belgium. ' 

Sinc~ the return of peace, freedom has been reestablished in all 
issues of securities of French enterprises. 

CONCLUSIONS 

The author does not try to conceal the insufficiencies of a work 
which does not aspire to originality and which has no purpose but 
to describe, depending on French sources, the banking system of 
France. 

Since this study was undertaken, events have progressed and, in 
spite of the enormous difficulties which we have emphasized, the 
French government has been able to stabilize the franc with
out being forced to have -recourse to a foreign'loan. We have 
seen that this condition is of primary importance from the point 
of view of French policy. 
(l'he French banking system would certainly appear to be 8Om

plete and endowed with all the necessary organization! The 
question is whether it will be able to ao8Omplish the mission which 
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ia a88igned to it. But to express a judgment it ia _ntial to 
understand the French mentality and to place in their environ
ment the institutions whioh have been bom of social as well as of 
economio conditions. 

A banking institution, prudently. managed, is always useful. 
But this usefulness may appear insufficient in the eyes of the 
observer who, depending on theoretic conceptiona, will often per
oeive the faults of organization and the mistakes of general policy. 
Nevertheless, aa the banke develop they are liable to yield every
thing to the preocoupations of income and prestige. The theorist 
may do them an injury, in pointing out the conditions of a better 
state. The recipient of credit, moved by interests identical with 
those of the bank, will have some difficulty in formulating im
partial criticisms. 

The lack of studies on pure banking theory ia a great deficiency 
in French economio science. The insufficient scientific prepara
tion of the puhlicists leads them to biased points .of view and to 
exaggerations. The public, ill-informed, confuses effect and 
cause and carries the issue into the political realm. 

This situation appears very clearly when studying the oareer of 
the cr great credit establishments II which certainly dominate 
banking in France. If they tend to reduce the commercial role 
of the central bank, that ia not a specifically French phenomenon: 
an inolusive study will show that in all of the European countries, 
the commercial rOle of central banke tends to be lessened in 
consequence of the concentration of capital in the hands of the 
large private establishments. , 

The multiplication of the limited liahility companies, which 
modifies methods of financing, also exerts an influence in thii 
field. In reality, the limited eompany tends to knit the dose rela
tions existing with the banke whicb grant them credits, which are 
oflt'n liquidated by increases of eapital. 

We are dispoeed to believe that this evolution will lUke its 
way in France likewise; the war divoreed the French bourgeoisie 
from foreign securities for which they had shown an exaggerated 
propensity. Savings not direeted to the formidable 108118 of the 
State, will be tumed to French indu .... trial enterprises the needs 
of which the monetary depreciation ha, accentuated.. . Hen~ the 
important issues of French industrial eecurities, which are, pel'-
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haps, one of the 'Oa11'ses of the renaissance of the regional banks. 
This renaissance j probably less marked than the panegyrists of 
decentralization ~ould wish it; it is nevertheless undoubted and 

\

coincides with the industrialization and electrification of France. 
Will it be permanent? It is hazardous to formulate a prophecy; 
one may however profess some scepticism in this regard, in re
flecting on the development of banking concentration in the other 
countries of Europe. 

Nevertheless, considering it near at hand, this recrudescence of 
regional banking is a consequence of this same law of concentra
tion; perhaps the development of the regional banks paves the 
way for a new movement of centralization in which the busi
ness banks will play a more active· role than the great credit 
establishments. 

On the other hand, these continue to extend their network of 
agencies in the provinces and the return to a free circulation of 
capital will perhaps be the signal for a new development. 
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THE BANKING SYSTEM OF GERMANY V 

BY 
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(Th, JourtOGl of Comm"" •• New York) 

HISTORICAL DEVELOPMENT 

INTRODUCTION. Few old states can boast of a development of 
their currency and banking systems during the last fifty or sixty 
years comparable to that of the German Empire. In the years 
lucoeeding the establishment of the Empire, the banking system 
aesumed definite shape. The war years which followed were 
acoompanied by a aelf-deatructive inflation expressing itself 
finally in figul'8l of astronomical magnitude and in a valueleaa 
money. After the atabililBtion of the mark an industrial revival 
commenced which baa brougbt about (end of 1927) • return of 
normal oonditiona of work. 

Tbe upward movement whicb began with the founding of the 
Empire in 1871 and proceeded almost uninterruptedly until 1914 
oould not bave started at 80 swift a pace if antecedent develop
menta bad not preparad the way. This development eBn be 
observed from about the year 1848-the date that marked t.ht 
revulsion from particularism. Before that time almost no tracee 
of modern industrial orpniaation are to be found in Germany 
due largely to a chain of circumstances resultant from the Thirty 
Years' War. And th_ historical facta must not be ignored ill a 
strictly economic survey of the preeeot time, for they largely 
explain wby German economic development in the I.- fifty or 
amy years bears a eertain ftSeIIlblance to that of Amerip in 
spite of existing diversities. Tbey explain also wby it baa Deeo 
quite different on the other band from the eonservaijve progteaa 
ahara'cteriatic of England or France wbose JI8&t was not 80 com-

'" 
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pletely swept away as, for ,.instance, was that of the German 
Hanseatic towns or the south German trading cities (Augs
burg, etc.). . 

1848-1871- THJil TIME OF PREPARATION. By a purely super
ficial coincidence, the year 1848 witnessed the establishment of 
the first German joint stock bank, the A. Schaaffhausen'scher 
Bankverein in Cologne. It was, however, far more significant 
by reason of various political developments. As a result of the 
contest for supremacy between Prussill and Austria, the German 
Confederation (Bund), remained until 1866 in a state of perpetual 
political ~est. But even though this was true' in the political 
world, a far-reaching inter-state economic assimilation occurred 
during this period. The mUltiplicity of currency standards 
grouped themselves slowly around the Prussian taler on the one 
hand and the Austrian gulden on the other. Even more important 
was the customs union (Zollverein) founded in 1862, and the crea
tion of uniform German codes of commercial law and of bills of 
exchange (1863). After the withdrawal of Austria from the Ger
man Confederation in 1866, unification advanced still more 
rapidly; in+I867 the North Germ:n Confederation was formed 
which \ eventually ended in the founding of the German Empire 
(January 18, 1871). 

FROM THE FOUNDATION OF THE EMPIRE TO 1914. The ~b
lishment of the Empire inevitably led to the creation of certain 
institutions which would to-day be called the results of rational
ization. It brought with it a centralized poetal system, as well 
as an imperial system of finance and of law. It also led to the 

, founding of the Reichsbank by an imperial law of l874 and to a 
~sition to the gold standard, a change which was greatly facil-

. itated by the French war indemnity. From this time until 1914 
Germany was among the few countries which possessed a pure 
gold standard. Until 1900 there remained as part of the system 
an unimportant survival of the previous silver standard regime 
in so far as a limited amount of silver talers were left with full 
legal tender powers. The amendments to the currency law of 
Juno 1, 1900, eliminated this feature.: At DO ti~e prior to 1914 
was the German currency standard threatened. ' Influenced per
haps by the prevailing historical trend of economic thought in 
Gemiany ,(in contrast to the quantity theory of Anglo-Saxon 
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oountries) th~ German standard qJ value was quite generally 
regarded as unshakable, an assumption that goes· far to furnish 
an explaQlltion of the events of the yeare after 1914. 

THill QllDSIIBAJ!!l:IIIN.. In the decades that followed, as is well 
known{the advance of industry and of the Grossbanken pro
oeeded land in hand, t- a development surpassed only in Amer
ica. Overseas banke were estsblished as offshoots of the leading 
Banks, such, for example, as the Deutsch-Suedamerikanische 
Bank, the Deutsch-Asiastische Bank, the Deutsche Orient Bank, 
etc. Favored by a boom periodwhioh lasted from 1893 to 1900, 
the Berlin Grossbanken reached a position so secure-that the 
crisis of 1900 not only did not harm them but they were able, 
through quick intervention, to localile it in part. In the following 
ysar indeed the Deutsche Bank took .t one time 200,000,000 
marks in Reich loans and Prussian oonsols. This marked the 
beginning of a period of supremacy for the German Grossbanken 
whioh continued down to the outbreak of the war. The period 
from 1909 to 1913 witneased negotiations between the Reichsbank 
and the Groaabanken which led to the publication of balance
sheets every two months according to a uniform schedule. The 
efforts of the Reichsbank to increase the responsiveness of the 
German money market by inducing the Grossbanken to add 
to their cash resources also met with BUCCess. On the other hand, 
it was not possible to increase at once the external liquidity of 
the German money system by building up the gold or exchange 
resources of private banks. 

THIll WAIl PllilUon AND THB INITIAL PllilUon 01' INFLATION 01' 

THill PosTwAII EaA.. 1914-1923. Immediately after the out
break of the war (August, 1914) a number of important modifica., 
~on8 of the currency system were announced by imperial decree. 
Only a few of these and of the other ordinances that appeared 
from time to time during the course of the 11'&1' need be mentioned 
here. Tboee that intimately affected the activity of the Reiche
bank will be discussed in connection with that institution. The 
most important of the ordinances appearing in August, 1914, pro
vided for the suspension of the redemption in gold of the notes 
of the ReichSbank, the admission of Treasury obligations as Dote 
CQVV 4by which act-the door was thrown wide opeD to inftation)
a~d ~e creation of war 10&11 organiaations (Kriegsdarle'laeDa-
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kassen). These were intendep to mitigate the unavoidable hard
ships which the war brought to the economic life of the country. 

DISCOUNT POLICY 01" THE REICHSBANIt. The Reichsbank pur
sued a very different oourse from that of the Bank of England in 

. its discount policy. It confined its action to an advance of the 
bank rate from ~ to 6%, which was reduced again to 5% in 
December, 1914{~t toe same time the Ball~tried to strengthen 
its'gold reserve, which at the beginning of August, 1914, stood at 
1,253,000,000 marks, bl'withdrawing coins from circulation., By 
such means, and because of the willingness of the people to make 
the necessary sacrifices (" gold I gave for iron "), the Reichsbank 
succeeded in raising its gold reserve to 2,100,000,000 marks, while 
in the following years the total was slowly brought to approxi
mately 2,500,009,000 marks .. Only a relatively small amount of 
gold was expended! for inIports from neutral eountries. It is esti
mated that the deficit on foreign trade account during the four 
war years amounted to about 15,000,000,000 gold marks, of which 
1,000,000,000 was covered by eD export of gold, 3,000,000,000 
through exports of the securities of neutral countries, and 1,000,-
000,000 by the sale of domestic securities. The remainder of the 
trade"lIeficit, about 10,000,000,000 gold marks, is roughly esti
mated to have been represented to the extent of one-third of the 
total by exchange credits, while the other two-thirds was offset 
by the contraction of debts in marks or liquidated by the sale of 
mark notes abroad. (The withdrawal9f metsllic money and the 
great need for currency for use by the troops offered an oppor
tUnity for issuing private emergency notes (Notgeld)\ Full cover 
for such issues had to be maintained in a closed acCount at the 
teichsbank. During the war these private note issues may not 
have played any very inIportant role; nevertheless they fostered' 
the germs of the unhealthy excesses that occurred in the field of 
private note issues in the inflation years that followed. " 
. INITIAL INJl'LATION CAMOUJ'LAGED. Up to the time of the Ar

mi;ruce Germany ancJ her allies resembled a beleaguered fortress. 
There was for that reason less opportunity cfor individuals to 
appreciate the danger of the initial signs of inlIation, especially 
as certain oircumstances tended to confuse the judgment of the 
expertl! themselves. ThIL scarcity of all eorts of cqnsumable 
~, which soon began to be felt, would naturally have led, even 
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with a stable money volume, to a rise in prices. This rise is 
easily comprehensible, and it was all the more conspicuous because 
of the faot tbat goods for which the demand did not rise (real 
estate, for example) fell at first in price. In the period from 1914 to 
1918 there was no trace of the commodity value theory (" Sub
stanltheorie ") which later came to be 80 generally accepted in 
the Statei suffering from inflation. Ie!llatiollJrom the outside 
world WII8 emphBsiled by the introduction soon after the begin
ning of the war of prohibitions upon dealings in exchange im
posed to protect the stability of the ourrency. (This resulted 
eventually in 1916.. in Il-central administration for ail foreign pay
ments. Since the mark was simultaneously supported in neutral 
centers by the intervention of the Reichsbank, a completely false 
picture of the position WII8 presented to the publio. As a matter 
01 fact, inflation mad,! tremendou8 strides even during the war 
years because Germany, in oontrast to England, did not defray 
its war oosts by tax increases but financeq the{!l exclusively by 
loan8 ... ' By the end of the war these loans amounted to about 
100,000,000,000 marks. 

SoUIIC1:8 01' INFLATION. In addition to the growing direct re
sort to the printing preea by the State (diacounts of Treasury billa 
to the end of the war totalled about 19,000,000,000 marks), there 
existed a number of other SOIll'llSll and means of inflation. The 
" Kriegsdarlehenskll88SD .. named above, whose issues were ad
mitted lIB a cover for bank notes, granted few credits for indus
trial purposes, it is true, perhaps 600,000,000 mark&. However, 
lIB a large pan of the advances against war loans were placed 

, with t:hem they had issued approximately 13,000,000,000 marks 
, of their owo DOtes by the end of the war. 
. . At the lame time the German Empire, like England, being the 

strongest financially among its allies wu 800D forced to make 
advances to its three assoeiates. . 

Another eouree of inflation was created by the fact that the 
war loans of the stats naturally had to be.recogniaed lIB security 
for advances. The CIOIIgequence wu that "each new loan WIIB 

floated upon the basis of 1_ obtained by the pledge of earlier 
issuaa - II circle which ill view of the blockade might have con
tinued to exis\ illdelinite\y. 

OccvPaTroN MONII'l. Ia order to relieve the Reichsbink, it 
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was soon decided to issue occupation money (Okkupationsgeld) 
in occupied territories in place of the local currencies. At the 
end of the war, about 5,000,000,000 marks of this money was in 
circulation. This currency was secured by specific pledges with 
the Reichsbank of mark deposits by the issuing institutions (for 
example in Belgium the Societe G~rale). The regulation of 
these occupation- currencies was largely provided for by the Ar
mistice Oi"in the Peace Treaties, while in South Russia the newly 
created Karbovanietz vanished altogether. Only the question of 
the occupation money issued in Roumania (notes of the Banca 
Generala) still remains unsettled. 

FLUcTuATIONS IN THE ExTERNAL VALUE OF THE MARx. All 
this time, during the vicissitudes of war, the Reichsmark was 
maintained in Zuerich at a quotation of 85 centimes at the end 
of 1916; and of 86 centimes at the end of 1917. Just before the 
colIapse on October 1, 1918, it was stilI being held at about 70 
centimes, but by December 1, 1918, it felI to 66 centimes. In 
May, 1919, it stood at 45 centiines and by December, 1919, at 12 
centimes, compared with a par of 123.5 centimes . 
. THE EFFECT OF THE REPABATION8 CoNTBOVElI8Y ON THE MARX. 

During the peace negotiations it soon became apparent that 
France, especialIy,w8s less bent upon obtaining payments that 
were practicalIy possible than upon throwing Germany into a 
condition of permanent servitude as a debtor. Consequently thQ 
ehief support 9f any currency sys~m,namely, the credit of the 
state, was completely undermined. The sovereignty of the state 
(in customs matters through the .. Hole in the West" and the 
forced grant of most-favored-nation treatment over a five-year 
period) was so restricted that all the efforts of the government 
(payment of customs in gold, seizure of war profits) in the period 
that followed were from the start rendered futile. The Dawes 

. Plan, to which Germany owes its salvation, put an end to this 
situation,) Up to that time the reparations policy of the west
ern states remained. almost the only determinant factor in the 
German currency problem. If the Brussels Conference brought 
about a noticeable relief to the exchange markets, the failure 
of the London conference in March, f921, led, on the contrary, 
toa more pronounced fall in the mark. For the reasons set 
forth, it is evident that it would be useless to try to connect 
the development of the German currency system from 1919 to 
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1923 with any theories of money. While the quantity theory 
aohieved triumphs in all other states during the postwar' years, 
German experience seemingly appeared directly to contradict its· 
validity; 

CLIMAX 01' INI'LATION (1923). ,Inflation :remained within 
bearable limite following the Genoa Conference until after the 
death of Rathenau, on June 24. 1922. Its ,death-blow was re
ceived through the Ruhr invasion and the period oT passive 
resistance. 

The" Hole in the West," already established by the regular 
occupation, was widened by the Ruhr invasion to such an extent 
that from this time on the entire efrorte of the government 
and the Reichsbank were employed to combat the progressive 
demoralilation with only paper measures available. It was but 
characteristio that for a long time after ite appearance the circu
lation of tile rentenmark was forbidden in the occupied regions by 
the occupation authorities. Apart from this purely technical 
question. the immediate consequence of the Ruhr invasion was a 
oomplete demoralisation of th!JState..budgeta-.as... reeult of the 
necessity of appropriating -relief funds together with the loss of 
the taxee paid by this rich district. The great majority of the 
people who had been accustomed by a tradition developed 
through decades to cling to belief in the mark. were overcome by 
a feeling of apathy and of despair. ruled by the thought that 
a bad ending was to be preferred to constant a1arms and ap
prehension. 

To-day. with all these evente past history. informed circles. 
quite generally are of the opinion that many of the suiferinge of' 
tile inflation era migb~ have been avoided. It was a fact of de
cisive importance that until the end of 1922 the Reicbsbanlr. was 
completely subordinate to the state and even later. for reasons 
pereonal to the old management, there WlI8 110 change in policy .... 
Above all. not enough effort was made to contiol the private DO~' 
iSsues whieh finally l'O98 to grotesque ligures. Until the final 
months. nothing was done to preven~ the placing of mark credits' 
abroad; although BUch eurrency. pra~cally speaking. could no' 
longt'l' provide the basis for 'any real transaction with foreign 
countries. Such credits, therefore, only tended to threw addi
tional funds into th,e hands of foreign t!peeulators. 

1 0.. thia point _ the __ OIl ia the ChapWlr .. the Bei++=.k 
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. At the heginning of 1923 the dollar was equivalent to about 
20,000 paper marks,while at the end it was quoted at 4,200,000,-
000,000. As a substitute for a standard now'useless in long-term 
credit operations, there appeared a type of commodity value loan 
(Sachwertanleihe). Its stability was assured after a fashion 
because interest and repayment of principal were fixed in terms 
of a given quality and quantity of a specific commodity. The 
commodity thus selected was often economically important to tbe 
debtor; for example, for 6griculturalloans, rye, and for the Prus
sian state as owner of extensive mines, potash. 

, END OF THE PAPER MARX. Finally, at the end of October,'}923, 
t.be paper mark had to. be abandoned. In the interval preceding 
the issue of the rentenmark, industrial chaos reigned, while people 
tried in various ways to protect themselves against the daily de
preciation of the paper money. In order to bring prices into 
some sort of relation to gold values, a daily coefficient was an
nounced - that is, a multiplier with, which to convert basic 
prices (already fixed to a certain extent in gold) into paper. 
This had as a tragi-comic result that prices quoted in the morning 
immediately before the publication of the" new multiplier often 
amoll~ted to only about one-third of the real price reckoned 

rin gold. 
In additioJ! to the paper mark, private emergency currencies 

were used as means of payment. These latter issues were in some 
cases based upon stable values, especially the so-called dollar 
treasury notes. To cover expenditures and create a provisional 
kind of currency the government Boated a stable value loan (wert
bestaendige AnIeihe) in the form of dollar treasury notes of which 
the smaller denominations, non-interest bearing, were made equiv
alent to $1.00 for 4.20 gold marks, $2.00 for 8.40 gold marks and 
$5.00 for 21 gold marks. Thus the paper money was officially 
repudiated by the State itself. Among the serious private efforts 
to' create provisional means of payment, chief credit should be 
given to the attempt of the Hamburger Bank in 1923. Secured 
by a reserve in foreign exchange, the bank issued notes and 
metallic money and also negotiated credit transactions in gold. 
Various similar attempts, characteristically limited to the neigh
borhood of the Hanseatic cities, are of lesser importance. It is 
estimated that when the rentenmark was introduced, the circuIa-
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tion of paper marks (Reichsbank notes) had a value in exchange 
of perhaps 300,000,000 to 400,000,000 gold marks and that private 
note issuea were about twice that amount. Half of the latter. 
rested upon a steble value basis. • 

THII RicNTENMAIlJ[. The rentenmark may be regarded as a 
hybrid between the resort to goods value and the assignats of the 
French Revolution. Largely the outoome of a plan devised by 
HelfFerich, the rentenmark made its appearance in October, 1923. 
The instrumentality through which it was issued was the German 
Rentenbank. As the rentenmark laid the foundation for the, 
German monetary system,. it ie necessary to describe at thlrI 
point some of the details of its establishment. 

CiumITll 01" THII RmNTENBANJ[. The original capital and re
serve of the German Rentenbank to the amount of 3,200,000,000 
rentenmarks were raised through a general mortgage placed upon 
landed property. The" steble value" rentenmark, valued as the 
equivalent of 1,000,000,000,000 paper marks, was issued in the 
following manner: First the Bank made the mortgage debt in
ourred in its favor the basie for the issuance of interest bearing 
bonda which served as seourity for the rentenmark. The latter 
ourrency was then given. legal tender power along with the paper 
mark. The rentenmark notes were subsequently put into cireu
lation. The Rentenbank granted a credit. of 1,200,000,000 reo
tenmarks to the Reich and advanced to agriculture and industry 
another 1,200,000,000 rentenmarka via the Reicbsbank. The re
maining sum of 800,000,000 rentenmarka was used to build up 
the capital and reeervea of the bank. Simult.aneously with the 
apportionment of credits through the Renteitbank, the Cledit de
m~de of the State upon the Reichsbank bed to cease. Hitherto 
surh loans had taken the form of • dillCOunt. of tnasury notes. 
But. now the printing pres was stopped. .. > 

The gradually awakening eonviction of the victorious States 
that larger payments could only be expected from Germany oa 
the basis of an orderly currency system dorded further suppcri 
for the succeesful elfor\. It was thie _'limon that fina\ly led to 
the adoption of the 0._ Plan, on September I, 1924, over three 
quarters of a year latar. 

The relationship later established, which made _ trillion 
paper marb the equivalent of 1 reDtenmark, 1 aold mark ancI 
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1 reiC'hsmilrk, was not fixed, it should be noted, prior to the 
issuance of the rentenmark. If a fixed relationship had been 
established at the start, the rentenmark would have been sub
jected to all the dangers that beset the paper mark. The even
tual relation established, made easier by the simple proceeding 
of striking off 12 ciphers, is partly explained by the conditions 
which the rentenmark encountered upon. its appearance in 
foreign exchange markets and in the occupied territory. It 
was due in part also to the fact that the dollar treasury bills 
of the Reich were issued at a ratio of '1.00 for each 4.20 gold 
marks. 

BA'l"liE OF THE RENTENMABK. The rentenmark, which after 
all represented an attempt to lift oneself by one's boot straps 
encountered some perils at the start. In neighboring markets 
(Amsterdam, Cologne, etc.) removed from German interven. 
tion, the dollar rose from its accepted parity of 4.20 gold 
marks to over 12 marks during Noyember, 1923, and some 
months later a renewed brief attack upon the new currency was 
made by international speculators. In both instances, however, 
the energy 01 the new management succeeded in restoring it to 
parit:y . 

. It was a matter of great importance that the. rapid establish
ment of the new German currency should have resulted in shat
tering plans already far advanced for founding a Rhenish 
Westphalian Gold Note Bank. Systematic credit restrictions en
forced by the Reichsbank began in April, 1924, and continued un
diminished into July.t,Thls measure was needed to root out all 
the abnormal growths of in1lation and to overcome th assaults 
of both domestic and foreign speculation. During these months 
there were many critical mQDlents when first the economic struc
ture and then the new currency seemed on the point of collapse. 
While the Reichsbank - still the center for all requests for for
eign exchange - was only able to apportion 1 % of the applica
tions received in April, 1924, it finally succeeded in starving 
out the speculators and forcing the domestic producers to 
draw on their stocke and their supplies of foreign exchange, with 
the result that at last, in January, 1925, 100% could be allotted. 
This was aceepted as a sign that the crisis had been successfully 
.survived. 
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From April until July, 1924, the wholesale trade index fell from 
124 to 115 points. 

THm RIBm IN INTEREST RATl!l8. Hand in hand with the eco
nomio crisis, which lasted with ups and downs through the year 
1925 and into the early part of 1926, went a great rise in domes
tic interest rates. In the oritioal months preceding July, 1924, the 
rates for monthly money rose to 30-40% per annum and for day 
money they were twice as high. The climax of this crisis may be 
said to have been reached with the crisis in the affairs of the 
Stinnes conoern, and thel'e\lfter, there ensued a period of exltaus
tion. The chief reason for the collapse of a number of great con
oerns, at least in the West, was the excessive expansion under
taken without the slightest regard for working capital needs. In 
Ule East (Upper Silesia), it is true, the desperate situation cre
ated by the breaking up of industries was partly responsible. It 
is easy to understand why, during the .previous months, these 
giant concerns worked without liquid resources, since their cash 
funds were daily depreciating. With the success of stabilisation, 
Ulere was no drop in interest rates because of the universal credit 
shortage, and because of the temporary reluctance of foreign 
money lenders to enter the German market. Inevitably the ex· 
cessive credits had to lead to a catastrophe sooner or later. A 
period of two years was required before industries were able to 
accumulate out of their own resources and from foreign loans 
enough liquid capital to replace that which had been completely 
destroyed by inflation. . 

In this same period the financial reoonstruction of the German 
industrial structure was completed. Its most important land
marks were the laws establishing gold balanoea and providing for 
revaluation (die Goldgeeetsgebung and die Aufwertungsgesetsge. 
bung). 

REcoNsn!UC'I'lON op GIIBIUN EcoNONIC Lmr. Stabiliaation 
found German industry in a condition of fearful impoverishment 
and this was particularly true in the case.of liquid reaoureee of 
e\'el'Y kind (working capital, cash on hand, etc.) During the in
flation years, replacement of working or, as Adam Smith would 
say, eireulating capital bad not kept pace with eurrency depre
ciation and had, besides, been deliberately negleried (flight to 
material valuee as, for ezample, houses, pods and chattels, etc.). 



688 HISTORICAL DE VELOPMENT 

DISAPPEARANCE OF CmCULATING CAPITAl.. The following table 
shows how circulating capital disappeared.- Funds owned and 

,controlled by German financial institutions at the close of the 
inflation period as compared with 1913: 

. '1913 End of 1923 
(in billions of gold marks) 

Savings Banks . .-......... 19.7 0.1 
Banks .................... 13.4 17 
Cooperatives .............. 4.6 0.40 
Insurance Companiea •..•.. 6.3 -;1:;2...".....,..,...,..,.,. 

Total ................ ~. 4.4 that is 1/10 

RECONSTRUCTION MEASURES. There is not room here for a 
thorough treatment of all the evente and all the various legal 
measures which finally brought the German economic structure 
to ite present promising state of development after the fearful 
ravages produced by the World War, the Peace Treaty, and in
flation. But among the topics which Mil receive more detailed 
treatment are two which rightfully enlist a good deal of general 
interest: first the method of revaluing debts contracted in paper 
marks and, secondly, the conversion of coinpany balance sheets 
from paper marks to gold marks (Goldbilanzen). 

These two measures constitute in fact the main props of the 
reconstruction program. The system of gold balance-sheets was 
more or less followed by a number of other countries likewise in
jured by inflation such as Austria, Hungary, and more recently 
Czechoslovakia. On the other hand, the revaluation measures had 
almost no imitators. There is no doubt that German industry did 
itself: the best possible service by the introduction of systematic 
revaluation undertaken at first Solely in the interest of justice. 
As will be made clearer by subsequent discussion; revaluation 
brought some, if very slight, compensation to completely impov
erished smalJ investors and to the middle class. The question of 

,fevaluation for this reason acquired predominant political im
portance, especially in the elections of 1924, and contributed 
greatly to the consolidation of the domestic situation. 

GoLD BALANCB-SHEETS. Gold balance-sheets became an ines
capable necessity as a result of inflation. Immediately after the 

• Dr. Sebacbt'." StabilisieruJII der Mark.' 
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stabilisation of the mark in December, .1923, the government 
iesued an ordinanoe offioially confirming the oompletion of the 
traneition to gold mark balance-sheete. As a matter of course, all 
well' managed undertakings had long since established internal 
aooounte on some eoit of sta~le value basis (whether in gold marke 
or in a foreign ourrency) in order ~ keep track of their actual con
dition. According to the ordinance establishing gold halance
aheete, all tradesmen required to keep booke of aocounte must from 
January I, 1924, the beginning of their new businesa year, state 
inventories and balances in gold marks. Furthermore, the initial 
atatement was to be set up in the new form independent of the pre
vioue paper mark aooounting. The most important provisions of 
the meaeure of December 28, 1923, and the subsequent enforcement 
ordinanoes relating to gold balances of joint stock oompanies, 
may be eummarised as follows: the capital in gold marke 
(Reicbamarks) ia defined as the excess of aasete over debte and 
other liabilities with exception of the oapital aocount. The oapital 
resources thue defined might be apportioned between capital and 
reserves as desired. The legal maximum reserve fund, however, 
could not exoeed the amount of the capital. The previous reIa
tionahip between oapital and open reserves was therefore of no 
importanoe for the division of property in gold mark&. The ahare 
capital ae thue determined had then to be brought into relation 
to the existing nominal capital and to the amount of paper mark 
ahares outetanding. Almost all companies during the inflation 
yeara had watered their capital atock, although in very unequal 
degreee. Conaequently, the equitable interest in the capital repre
sented by one single paper mark share in the majority of caaee was 
much too email to serve as the basia for future share unite. It. 
was therefore necessary to combine shares. In order to limit the 
necessary pI'OC)e88 as much as possible for the sake of protecting 
email ahareholdera, the legally permitted nominal value of future 
ahare iaeues was much reduced as oompared with pre-war times. 
Wbereaa in the pre-war period the awrage share had a nominal 
value of 1,000 marks, the lIIDalleet nominal value aet. for the pur
pose of the gold balance-Bheet was 20 marks, therefore identical 
with the usual faee value of English shares, £1. It was also pr0-

vided that after two yeara the nominal value of a &bare should 
be raised to a minimum of 100 marks - a provision wbich is at 
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present (1927) the subject of active public discussion. During 
the transition period all nominal values representing a mUltiple 
of 20 or 50 were permissible up to 250 reichsmarks. Above that 
amount conversion had to be made into ainounts divisible by ioo. 
Especial protection was accorded in connection with the arrange
lIlents for uniting overlapping fractions of shares. In practice 
business concerns have made little use of a number of the clauses 
of the gold b,lance legislation such, for instance, as the sections re
lating to capital depreciation accounts, conversion reserves, etc. 
Special regulations were provided for the conversion of prefer
ence shares which did not share equitably in the property of the 
business. In such case the gold value on the day the shares 
were paid up served as the basis of conversion. Still other pro
visions applied to shares :with mUltiple voting rights, such as the 
so-called treasury shares (V orratsaktien), that is, shares at the 
disposal of the company. The lower limit of capital after con
version could not fall below 5,000 gold marks while, in the case 
of new undertakings, 50,000 gold marks was required. For com
panies whose shares were already traded in on the hourses, the 
permissible minimum was 200,000 gold marks, while, for those 
not previously admitted to trading privileges, the original capital 
was fixed at 500,000 gold marks. 

LAW REcroL.6.TING GOLD BALANCE-SHEETS. This brief summary 
will have to suffice. It naturally oliers no complete survey of the 
legal provisions of the gold bala.nce-sheet ordinance, and it ignores 
the conversion difficulties and the accounting problems that have 
arisen in practice. The losses which German industry and eco
nomic life had suffered were revealed by the gold balance-sheets. 
Now, two or three years later, it has become possible to obtain a 
certain perspective on the results of the gold conversion. There 
are, to be sure, eases in which an establishment has overestimated 
its future earning powers, possibly because of the fact that a 
severe business crisis followed the period in which gold accounts 
were reestablished. In isolated cases it has become necessary to 
make revisions involving 8 reduction of the share capital as de
termined by the gold balance procedure. In the overwhelming 
majority of cases, however, the return to gold resulted in estab
lishing a correct or, from motives of prudence sometimes, a too 
small capital value. The German system' of quoting in pel'CeM-
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ages makes it possible to determine at once whether the bourses; 
which offer the beet meaSUfSS of value, estimate the capital of a 
oompany to be higher or lower than the amount of its nominal 
share capital. German company shares quotsd on the bourses 
stand almost without exoeption above parity. The average for 
all shares quoted on the Berlin Bourse in the middle of September, 
1927, was 169.2%. 

Earnings alford another test of the gold balance-sheet conver>
sion scheme. The average returns of about 1,000 companies whose 
shares were quoted on the Bourse was 3.5% in 1926 j after elim
ination of those ooncerns which paid no dividends, the 
return was 5.5%. These results may be considered thoroughly 
eatisfactory in view of the fact that the first months of 1926 fell 
in a crisis period. 

IbIvALUATlON. InlIation led to the complete devaluation of all 
long-term debts contracted in paper marks, especially where the 
creditor was prevented from demanding in time the return of 
his money. In order to make thie clear, it may be recalled 
that in the pre-war period, the gigantic sum of about fO,OOO,-
000,000 marks (about one-slxth of the property of Germany) 
represented debts secured by landed property, private mort
gages, mortgage bonds, etc. After stebiliaation, with the mark 
standing in a relation of one trillion to one to the renten-· 
mark or gold mark, this total corresponded to four pfennigs or 
one American cent. Although elementary conceptions of justice 
dictated rejection of such conditions, the decisions of the GermaJI. 
courts until the middle of 1923 rested upon a principle that had 
become a proverb: II A mark ie always equal to a mark" (Mark 
iet gleich Mark). It did not. matter what was the actual pur
chasing power or what. the real money value at. the time that the 
debt. was eontracted and amortised. Other countries sufl"ering 
from a lesser degree of inBation were able to modify some of the 
most inequitable results of depreciation by special laws so that. 
revaluation in such instanoes acquired a ~ of benevolent. char
aoter. Austria, for example, olung in general to the principle 
that. a • crown is a crown· in spite of its depreciation to 
one fourteen-thousandth of its· original value. However, for all 
aervioes whi~h related to maintenance eosts, such 88 life insur-
an~ legacies, etc., within the family, revaluat.ioll 88 determined 
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by the courts was permitted. More thorough-going measures 
were essential in the case of Germany with an inflation that had 
degenerated into figures of astronomical proportions. After 
other courts had set the example, the Reichsgericht in November, 
1923, in a mortgage dispute, finally declared in favor of revalua
tion, recognizing the right of the creditor to have his claims in 
paper marks revised, with reasonable reference to the ability of 
the debtor to pay. The ordinance of February, 1924, next fol

, lowed, furnishing a much disputed issue in the Reichstag elections 
in 1924, and finally taking shape in the revaluation law of July, 
1925. This law was supplemented by another one relating to the 
revaluation of state loans passed the same day. The main pro
visions of the revaluation measure are as follows: 

As a matter of principle and, in general, revaluation was de
clared to be allowable, with the assumptioD that the good faith 
(Treu und Glaube) upon which the civil code is based would be 
controlling. For the regulation of a number of typical cases of 
debt, of which there were thousands substantially similar, the 

.law fixed valuation rates which superseded the" good faith" 
principle. Finally the law expressly deClared that certain kinds 
of debt relationships were not subject to revaluation. Among 
these are current accounts and bank deposits, exclusive however 
of savings deposits. There are innumerable special provisions 
besides the principal sections covering exceptions, concessions to 
the creditor, favors to the debtor, ete., whose recital would take 
too much space. The most. important of the revaluation rates 
" Aufwertungssaetze " range as follows: For all government debts, 
as well as the debts ot the individual states, the revaluation rate is 
generally 2%%. In case of the loans of the Reich however, the 
redemption right is subordinate.!o reparations obligations; hence, 
it is only a sort of future recovery OOrUficate (Besserungsschein). 
An exception from this rule was made for the old holders 
of the government loans, that is, for those who had acquired 
their securities prior to July 1, 1920, and had held them un
interruptedly since then. For these old holders, revaluation 
at five times the usual rate was permitted, that is, 1214%. This 
" old" loan has taken the form of a redemption loan (Abloeaungs
anIeihe) which, in contrast to the new holdings, carries interest 
at 4% % and is redeemable within thirty years. As the " old" 
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holdings loan is to-day quotsd around 55, its owners have re
oeived on the basis of present sales value approximatsly 7% of 
the amount of their original investment. Especial provision is 
also made for impoverished old holders who may receive an in
oome for maintsnance varying in relation to their holdings, reach
ing an annual maximum of 1200.00. The provisions ooncerning 
provinoial and oommunal loans are in principle similar to those 
governing the Reioh loans. Nevertheless, in the case of the loans 
of the oommunes whose property in many instances greatly in
oreaBed in value through inflation, certain ohanges have heen 
made in favor of the creditors. Industrial ohligations (honds) 
were revalued at the rats of 15%. In addition, old holders (see 
definition in case of the Reich loan) were given a 10% par
ticipation right on which intsrest and amortization varied with 
the dividends paid by the debtor company. Privats mortgages 
were as a rule valued at 25% of their original gold value (with 
certain provisions designed to protect the debtor against special 
hardships). The provisions relating to the revaluation of mort
gage bonds (Pfandbriefe) issued by mortgage banks (Bypothe
kenbanken) are particularly complicated, because in such cases a 
large number of debtors confront a large number of creditors (the 
owners of the Pfandbriefe). The method selected was to estab
Ush a participation pool (Teilungsmasse) to be apportioned by 
the mortgage banks among the holders of the mortgage bonda. 
In similar fashion, revaluation was carried through for sa'llings 
deposits and for insurance funds. Further details of especially 
characteristic proceedings in connection with revaluation will be 
discussed more fully in the chapter dealing with the mortgage 
banks. 

A BRIEF SURVEY OF THE BANKING ORGANIZATION'" 

While all details of the various typee of banks will be eli&
oussed in the following pages, it seems neeem;ary at this point, in 
order to avoid uy misconception, to give a brief BUIIIlIW'J' of the 
characteristio featuree of the Germu bUlking system. 

NO'I'II-IssUING BANES. In consequence of a compromise be
t_ the st.rona imperialistio ideas which prevailed alter 1871 
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and contemporaneous federalistic influences, the German system 
of bank note issue made such progress in the direction of central
ization that finally only four private banks of issue besides the 
Reichsbank rem'iiiilea.-·· - ._. . . .. . 

[!, PUBLIC' CiuIDIT INSTITUTIONS. As an outgrowth of the same 
set of circumstances that developed the specifically German form 
of central bank of issue, with its five hundred branches, Germany 
possesses a large number of public credit institiltions differing 
from one another in organization, clientele, etc. They owe their 
origin in good part to the industrial conditions prevailing in the 

!
patemalistic states of the eighteenth century, and to the initiative 
of their rulers. They are indeed the oldest of the German credit 
institutions. Others arose later as 'various additional tasks were 
imposed upon the State. When, for example, the peasantry were 
freed from their feudal burdens in the middle of the nineteenth 
century, the establishment of the Prussian Rentenbanken fol
lowed as an aftermath. Then ilame the settlement movement at 
the close of the nineteenth century. Finally, some of these public 
institutions - in scope by far the greatest - have arisen in con-

. nection with the reconstruction of German industry after 1923 
(Go14 Discount Bank and the Rentenbank-Kredit-Anstalt): In 
spite of great differences in structure, explicable on historical and 
particularistic grounds, a very few branches of activity are typical 
of these 'institutions, such as handling the monetary affairs of 
individual German states, (the most important of these is the 
IPrussian State Bank or the Seehandlung); provision of land 
mortgage and communal credits for which a large number of in
.,stitutione exist; transactions between the savings banks (Spar-. 
kassen), the so-called Girozentralen, etc. This brief survey is 
only intended to emphasize a factor which is alien to the monetary 
systems of other states. Progress toward unification is as yet far 
from being completed. 

SAVINGS BANKS. Some of these public institutions serve, as 
previously stated, as a final resort for the savings banks and 
cooperative credit SYSteIDS which have reached a very high degree 
of development in Germany. Concerning the savings institutions 
whose organization is about the same everywhere, there is little 
to say. Their number and the size of their deposits played a very 
important role in the German capital market before the war. 
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The individual savings banks are united in associations which 
oommunicate through Girozentralen. 

CO/lPmRATIVII CREDIT ASSOCIATIONS. ~o(jperative credii 
association.la much_ more typical iD Germany. It may be stated 
hera that the majority of the existing KreditgenoBsenschaften, 
about 22,000, belong to one of the three great unions (V erbaende). 
The purely agricultural associations belong to a central union 
named after its founder, the General Verband der deutechen 
RBiffeisen-Genossenschaften. It has a strongly Christian
Socialistio character. Then there is the Deutscher Genossen
ecbaftenverband representing small urban industriaLists, and 
tbe Reiohsverband which is neutral in ite make-up. They 
all rest upon the principle of personal credit confined to nar- i 

row local oircles. In some instances theil' ability is unlimited j 
in other cases there is a limited hut joint liability of all the 
members. 

MORTClAGIII CREDIT INBT1TtlTIONB. The important position oc
cupied by German land mortgage credit resta upon centuries-old ( 
German legal conceptions. This helps to explaiD why, notwith
standing the prevailing and overwhelming universality of the 
German private banking system, this particular branch of credit 
bank activity is rather sharply separated from other lines. Its 
historical basis is the German legal conception of pure material 
liability and in oonnection therewith came the early establish
ment of • realty register, entries iD which determine the legsl 
status of • mortgage. The business of lending on mortgages is 
also conducted by private mortgage banks as well as by publio 
institutions. The number of private mortgage banks haa never . 
been great. In the years before the war there were somewhat over 
thirty, with mortgage bond issues outstanding totaling about 
11,000,000,000 marks. The savings banks and the insurance oom
panies also figure as lenders against mortgage security without, 
however. having the privilege of mohilising their mortgages by the 
issuance of mortgage bonds. 

Tn CIIEDrr BANES. The credit banks, which are discussed 
more fully in banking literature are all characteriaed by a certain 
universality of operations. There is • decided lack of houses of 
• type tba' confine their a~tivity to issuing securities, although 
some of the leading private banking houses, as for eumple Men-
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delssohn and Co., cultivate this branch of activity. The absence 
of any organization to act as an intermediary between the public. 
and the banks also reflects the existence of an undifferentiated sort 
of banking mechanism. Brokers as a class are completely un-

E
~own. . 1.he ba?~ st!,nct.in" d~ec~ r~ations with the p~b!ic 

thout mtermedlarles, and theIr adVIce m regaro to the admlnls
ritlon 'or-property constitutes a pot unimportant part of their 

business activity. Intermediaries whose activity is limited to 
transactions between the banks themselves (or more exactly 
bourse traders) are restricted to the Kursmakler, also called . 
agents, among whom a selected group of sworn brokers (vereidigte 
Makler)· have the duty of fixing the official bourse quotations, in 
~his respect closely resembling the English jobber. Since 1900 the 
concentration movement among the joint stock banks has made 
.such great strides that to-day, besides the seven Berlin Gross
banken, there remain only four larger provincial institutions with 
a total capital of 101,000,000 marks which have been able to 
maintain their independence. Among the GroBBbanken those with 
the biggest capitals, whose names begin with the letter D, are 
known as the D-Banken. , . 

REl.I.TION 6:1' GROBSBANUN TO GERMAN INDUSTRY. Q'_h.e;rela
tion of the GrOBBbanken to GerDJan .industry forms the subject.. 
m!ltter o[s" ~p~cial chapieri" T~~n.nection is much closer than-
i!!.Ang!o,s/IXoncountries or. in. western states in general. As a 
consequence of it, ~ was abk."to effect the industrializa
tion of ~e_ CO!!DEY, from 1848 on, solely with the capital supplied 
by the larg~.Prtvat,ll .!1anks. We _-;therefore, giant industrial 
ciiiiOOiDS" which, through the financing activities of the Gross
banken, have been brought into a certain relationship to the lat
ter. That relationship, however, was by no means so close as in 
the easterD countries such as Hungary where the personal views 
of the head of a controlling bank intIuenced the development of 
many undertakings. This subject will be further discUBBed in the 
section on credit banks. 



THE CURRENCY SYSTEM, MONEY MARKETS AND 
MEDIA OF EXCHANGE 

As a general proposition it can be stated that Germany on the 
one hand Btill makes great uae of the bill (Wechael) as a circulat
ing medium and on the other hand has brought her clearing 
methods (Giroverkehr) to a very high &tate of development. 'l'he. 
check, however, a hybrid_both in kind and in origin, has not as 
yet been abletii eatabliah itaelf. The question 80 long diecueaed 
in theory, of check va. clearing system, has already been 
aettled decisively in favor of the latter. ThiB holds true for 
money tran88ctionB in general. In the small paymente of everyday 
life the modeat rOle played by the almoat unknown check Ie even 
more apparent, and Ie to be explained by the fact that the postal 

rclearing system modeled on that of Auatria, called in Germany 
Postecheckverkehr, was very BUcceaaful at the outeet. 

In the following diBcusaion thie fundamental difference between 
German methodB of payment and thoee of England, for example, 
will be more closely examined. First of all, small paymente in 

I 
everyday tranaactiona are almoat without ezeeption made in cash 
or by postal transfer. The first methOd, tlie most -primitive forin of 
payment, still plays 80 great a rOle, as a matter of fact, that during 
the war and the inflation yeare a perpetual shortage of currency in 
small denominations was the result of the abnormal daily turnover 
due to many causes. This lack of m~ of payment resulted in the 
creation of many unusual types of private emergency issues. That 
the check ahould not have been able to establiah iteelf, practitally 
speaking, aa a means of payment in daily transactions may be 
explained in the first place on pure1y psychological grounds, to 
which muat be added the comparati'V1l ignorance of the public in 
matters relating to monetary tranaactiOD& The basis of all check 
transartiona, the pcssmioa of a bank aCCOUDi;diirilorensu.e
for;-i900 for the German-masses with their low standard of Ii ... 
iD&, In spite of official effort& to populame the WJe of the cbec:k, 
for which purpoee the &tamp tax among other things was mnoftd, 
su_ haa not been attained to this day. It ia evident that 
in8ation was calculated tq bury the cbec:k system still deeper 
lince, with the value of money steadily depreciatmr, the recipient 

.aT 
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of a check was in a worse position than the person taking cash. 
Then, besides, there were other deterrents due to the degenera
tion of public morals and the general poverty accompanying in
flation. Finally another circumstance of importance is found in 
the fact that the spread of banking offices, so far as the German· 
banking system is concerned, has progressed to only a limited 
degree. The largest German banks at present have branches in
cluding deposit offices as follows: 

Deutsche Bank ........................... 200 
Darmstaedter und Nationalbank .......... 209 

as compared with 
Midland Bank ............................ 1,896 
Barclay's Bank ........................... 1,850 
credit Lyonnais .......................... 700 

THE REICHSPOST. A very good substitute for the check in 

I ordinary transactions is furnished by clearing transfers of the 
Reichspost. A minimum deposit of 5 R. M. enables a person to 
open an account into which payments may be made at any post 
office. In practice, transfers occur in the following way. If both 
parties have a " Giro" account, the debtOr puts his postal check 
in the «learest letterbox, whereupon, in course of clearing, the sum 
to be transferfed is credited to ·the payee, with due notice. If 
only the. debtor has an account, the amount is delivered to the 
beneficiary in cash at his home. In dealings between customers 
and tradespeople, however, it is most frequently the case that only 
the latter has a Giro account. Under such circumstances the 
creditor sends the debtor a card (Zahlkarte) with his address and 
account number along with the bill, and the customer can make 
payment in cash at the nearest postoffice to the 4Iredit of the Giro 
account of the tradesman. Even if neither party has an account, 
the transfer of money probably will not be effected through a 
bank (the banks try, if possible, to avoid bothering with small 
sums), but will be paid by a postal money order. So much for 
everyday methods of payment. 

Commercial transactions are carried through in similar fash
ion. Here also there is 8l[cessive reliance upon cash payments, 
moderate use of checks and very highly developed Giro (clear
ing)...Dperations. 
• CLEAJlINO OPERATIONS 01' THB REIcHSBANx.. By far the most 
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important factor in interurban clearing operations is the Reichs
bank. Through its network of nearly five hundred branches, it is 
in a position to control the entire clearing transactions of com
merce and industry. The Reichsbank clearJng system mJces care 
o~transactiolll!-,!hi.le tl}§. postal Clell1'lIll!leS provide 10r 
the sm')] insigpificAnt trADRActi6ns. These two clearing systems 
which serve the public should not be confused with various clear
ing institutions which meet the needs of a restricted circle, espe
ciaIly the Girclentralen belonging to the public credit institu
tions. The chief economic differences between the latter and the 
Reichsbank or Reichspost lie in the fact that they provide a I 

necessary means of communication for a circle of similar insti
tutions. They furnish services comparable to those of the cur
rent account of a .. Grossbank " in its dealings with its several 
hundred branches and deposit agencies. Institutions for clear
ing security transactions have until recently remained very 
slightly developed. Progress in this field, moreover, such for in
stance as arrangements for clearing securities, is still far from 
complete. 

CREDIT INSTRUMENTS AND THill DIBCOUNT MAaItET. Regarding 
eredit instruments, it may be said that since the stabililation of 
the mark, tile bilLofexchange, which had almost vanished, has 
resumed its old position. (Bill discounts played a leading r01e 
in the jIloney market. before the war •. ' The frequent attempts of 
the :aclchsbank to secure control over the money market. in its 
contaot witII the Grossbanken and the discount houses were by 
no means over at the outbreak of the war, altIlough the Reicba
bank could point to some successes. Progreesive inflation natu
raIly deprived tIle Reichsbank discount of its importance. Such 
paper ~ame more and more of a rarity negotiated a~ rates in
finitely remote from tIlose ruling in the outside market. In 
November, 1923, a daily market rate of 20 per cent was paid. The 
period succeeding stabiliaation was also very unfavorable to the 
discount market. Open market rates ruled at 20 per cen~ to 80 
pt'l' cent as contra....ted witII a Reichsbank rate of 10 per cent.. 
This was due to the still prevalent. distrust of the nmtenmark, 
the dearth of foreign capital, and tbe well known policy of credit. 
restriction adopted by the Reicbsbank after April 7, 1924.. It was 
only toward the end of 1925 and in the COUI8II of 11126 tba, tile 
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outside market for bankers' bills, so important before the war, was' 
reestablished. Meanwhile, as the market rate approached the 
bank rate and finally fell below it, the Reichsbank succeeded in 
regaining its control over the money market to some extent, 
The movement of the Reic~bank rate and the other market rates 
sin,ce stabilization is shown by the following table. 

Marke~R.~ 
Average BaJl][ Day toDay Monthly on Bankers' Bills 

.for. the year Ra~ Money Money (From Dec. 1924 only) 
1924 10 % 28.23% 25.13% 9.20% 
1925 9.16% 9.09% 10.82% 7.62% 
1926 7.30% 6.3J '!P 6.57% 6.000/. 

Among the. quotations for which the Berlin Bourse and, 
to a, m)lch les8 .extent, 'the 'Frankfort ~ourse are authoritative 
in Germany is the market rate' on bankers' bills. This is 
understood to· iLppl:y to· paper of first-class houses, that is, 
paper that will be accepted by the Reichsbank for discount. Dur
ing the period of inflation, a Reichsbank discount provided by far 
the cheapest source of funds. Hence all first-class bills were redis
counted there. The market rate rapidly lost significance, be
coming applicable to ineligible bills alone. Even after the end 
of the. period, of most severe capital restriction lasting until 
August .. 1924, the Reichsbank held to the poliey of ration
ing by tacitly following the plan of limiting bills accepted at 
first hand for discount to an amount equal to the individual 
capital of those presenting them. Consequently, apart from 
those periods when the market rate was lower than the Bank 
rate, many otherwise first-class bills had to be placed in the open 
market. 

STOcK EXCHANGE LoANS. Market rates on bankers' bills are 
quoted at short sight (30-55 days) or at long sight (56-90 days). 
In addition to the bill rate which is used primarily in com
mercial transactions, there are the daily and monthly money rates 
growing out of bourse transactions known as II Tagesgeld " and 
"Monatsgeld." These loans take the form of advances against 
stock exchange collateral or transfer of checks (Schecktausch). 
II Day to Day" money which represents a loan that may be 
called any time is obtained by the smaller firms as a rule against 
security coIlsteral. It consequently strongly resembles stock 
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exchange dealinge with cash adjustments based on quotations 
ruling on contango day. Monthly loans are placed usually for 
one, two or three months, in accordance with international cus
tom. As Germany, in contrast to pre-war times, must depend to 
a large extent upon short-time foreign loans, rates are quoted for 
loans in foreign exqhange. These are for loans contracted in 
specified foreign currencies, primarily dollars, then pounds, Dutch 
gulden, and Swiss francs. 

INI'LUENCIl 01' PuBLIC INBTlTUTloNB ON MONEY MABItET. Be
Bides the Reichsbank reports, which conform to international 
custom, bi-mon,hly statements we published by the GroBBbanken. 
These, together \with the statements of the mortgage institutions 
showing the circulation of the mortgage bank bonds, provide a 
very good index of the activity of the German money market. 
Quite recently, the PrusBian Stata Bank (Seehandlung) whicb to
gether with the Reichsbank exercises a great influence over the 
money market, has made an interesting attempt to counteract the 
effect of the temporary monetary shortage at the time of the end 
of the month settlement (ultimo) by paying higher rates of inter
est on deposits during the critical days. In this way the Seehand
lung tries to make itself as strong as possible. Whether its attempt 
will meet with marked BUCCeBB cannot be said as yet. In any 
ease, the inftuence of the public institutions upon the money mill'
ket has increased tremendously in comparison with pre-war days. 
This is easily explained because, after stabilisation, privata in
dustry, deprived of all working eapital, was only able to restore 
such capital to a fraction of its pre-war proportions. On the 
other hand there stand the Stata institutions which, in preparation 
for payment of Dawes Plan annuities, are yearly collecting 
1.600,000,000 R. M. to 2,500,000,000 R. M. above the sums neee&o 

sary for the State needs. Another reason for the greater inflUeDfe 

of the public institutions lies in their greatly expanded field of 
lIOciai activity (for example, outlays for the unemployed, publio 
building construction, etc.). 

In addition to bank notes, hard c&Sh, bills and cheeke, If Reo
tenbankseheine II also eerved as media of exchange for a number 
of years. Treasury note i..<$Il1!I! did not at that time exist in any 
form. The treasury notes issued by the individual states are in 
large denominations and are not used as a cin:ulating medium. 
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They belong to the class of gilt-edged securities. Inflationary ex
pedients, such as the private emergency currency and the so
called dollar treasury bills, bave already been entirely with
drawn from circulation. 

The following excerpt is an illustration of a money market re
port taken from one of the best known Gel1Dan financial news
papers (the Frankfurter Zeitung, September 4, 1927): 

.. The end of the month caused no disturbance. Only on settle
ment day did the rate for day money overtake the Lombard rate 
of the Reichsbank and go beyond it. By September 1 the strain 
had begun to be felt but it did not continue throughout the week. 
This relatively slight degree of strain is all the more remarkable 
because in the last weeks of August alone, interest on industrial 
and railway bonds together took 180,000,000 marks (following a 
previous transfer of 90,000,000) which had to be paid into the ac
count of the Agent • and tbus was withdrawn from circulation and 
in part from the market. It is true that payments on account of 
deliveries in kind constituted a certain offset. The faet that in 
spite of these payments and of other settlement demands, there 
was no conspicuous tightening of the open market -rates, except
ing OD settlement day itself, is due to the heavy sales of bills. 
These sales were made in the previous week, especially 
through -bill discounts that almost without exception were taken 
by the Reichsbank or the Gold Discount Bank. In the cur
rent week trade bills have been taken by the Reichsbank, which, 
according to the end of the month statement, had to acquire not 
less than 569,000,000 in bills as compared with 223,000,000, 447,-
000,000 and 547,000,000 at the end of July, June and May re
spectively. These bill purchases had a double purpose. First 
the banks wanted to strengthen their position for the day on 
which the bi-monthly balances were published. The proceeds of 
the bills permitted them to bring their deposits at the end of the 
month (settlement day) to the high point of 723,000,000, an 
advance of 12,000,000 over the preceding week. These cash bal
ances were employed up to the settlement day in the form of day
to-day loans; hence, the liquidity of the market up to and includ
ing August 30 and the relatively slight resort to Lombard loans at 
the Reichsbank. On August 31 they were withdrawn, but on Sep-

I Agent· General far Reparation Paymenta. 



I NFL U ENe E 0 F .p U B LIe -l N S TIT ti T ION S 658 

tember 1 they were again available for the market so far as they 
were not needed to pay back Lombard loans. The second cause of 
the bill sales appears to lie in the exchange policy of the Reichs
bank. It is well known that the Reichsbank has for months left 
to the outside market the task of converting into Reichsmarks 
bills of exchange growing out of foreign credits. The market oan 
not or at any rats is not fully able to function unaided,but ob
tains the required funds by selling bills to the Reichsbank. That 
is the unavoidable consequence of every grant of foreign credit 
which does not take shape immediatsly in purchases of goode. 
If the Reichsbank itself were to convert all these foreign credits 
into marks, the result would be the same degree of market liquid
ity, based however upon a cover of foreign bills of exchange in
stsad of domestic bills. There is, therefore, only a difference in 
the security (cover) for the nots issue. We regard the exchange 
oonversion policy of the Reichsbank as useful because it shows 
more plainly than direct conversion would, that the ease in the 
market is the result of an expansion of credit. Time money re
mained firm. Monthly money running over the usually trouble
some faU term settlement costa 814 % to 9%. The" swap" 
fats too (dollar against marks) held at 85 to 90 points per. dollar 
and month, that is about 2%% per year." . 

LONG-TERM INVE'3TMENT FINANCING A1\"'D THE 
BOURSE 

The development of the German bourse system 80 far as in
veetm~nt valuee are ~oncerned ix>gan in Frankfort-on-the-Main, 
the original home of the house of Rothschild. At a period when 
long-time credits (excepting mortgage or a real " credits) were 
not to be had by privata citiRns. this house Ilt'gotiated loans with 
individual German states and finant'ed the ~ of the Napole
onic Wars for the greater number of the small states. Through 
the aotivities of the Rothschilds and a number of smaller bouses, 
Frankfort ~ame the eenter for this type of investment activity 
- a speeial field in whicb it still competes with Berlin. LonK
term privata credit was a much later development in Germany 
and then it took the form chiefly of industrial credit. as 
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agrarian credit had long been available in the form of mori.
gage credits. Favored by the remarkable development of Ger
man industry, shares acquired incomparably greater importance 
than industrial bonds. Attention must be called at this point to 
the fact that one of the principal trading lines in international 
markets - railway shares and railway bonds - was early lost 
to the German bourse system (about 1877) as a result of the 
transfer to government ownership of almost the entire railway 
system. Public interest was all the more concentrated upon the 
other share issues whose returns running above 5% were fairly 
high before the war in consequence of the general prosperity. In 
order to understand the importance of the share market as com
pared :with the bond market it has to be remembered that the re
sources placed in savings deposits, communal funds, etc., had 
reached enormous proportions in relation to the national wealth. 
A great part of the savings funds that in other countries would 
have gone into gilt-edged securities found its way through such 
channels into industry. The relation of capital invested in gov
ernment loans etc., to that placed in share issues is therefore 
quite different in Germany from what it is in France. This pre
Willi relationship was subsequently influenced during the war years 
by one hundred billion marks of war loans. A good part of the 
8UJD8 invested in shares by small holders was exchanged for war 
loans while the larger investors in shares did not as a rule convert 
their holdings into the war loan, but usually subscribed their war 
profits and then based all later loans upon the earlier ones. 

IMPORTANCE OF COMMON STOcK. During the war, steps were 
taken to get possession of security holdings representing invest
ments in neutral countries, while the Peace Treaty forced Ger
many to give up almost all investments in foreign securities. The 
subsequent in1Iation brought with it a multitude of abuses of the 
smail shareholder, involving deprivation of rights and all sorts of 
reprehensible practices connected with voting shares and treas
ury shares. The public officials passively permitted these abuses 
to continue. Now that German industry after stabilization has 
reached II settled state, a preliminary survey is possible, and it 
becomes evident that there has been an extraordinary growth of 
large-scale investment as compared witb pre-war times. The pre
dominance of common stock issues (Stammaktien) is characteris-
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tic of the German system of share issues. In pre-war days the pre
ferred share was very unusual and generally had only an as" 
sured prior claim to dividends or a preferred claim to aBSets. It 
was a form of investment intended for the small shareholder. 
During the years of infiation, the preferred share naturally lost 
all attraction because of its preferred claim to paper mark divi
dends. Moreover, the guaranteed repayment of the nominal paper 
mark value of the share had the reverse of the intended effect. 
It resulted in placing it at a marked disadvantage as compared 
with the common stock which represented a substantial equity ,in 
the business. 

PROTIIlCTION OF VOTING RIGHTS. The developments of these 
years led to the appearance of a type of preferred share that car
ried exclusive voting privileges (StilJlllll"ilchtsaktien) in the hands 
of the majority group. The voting rights carried by a single 
share rose to many hundreds in some cases. A further abuse 
grew out of the fact that these" Stimmrechtsaktien " were often 
not fully paid or the payment required in paper marks was pro
vided by the concern itself in some form or other. As in the clISe 
of 80 many other phenomena of the inflation years, the big 
shareholder groups were able to invoke the danger of foreign 
penetration as an excuse for their practices -a danger easily com
prehensible to the people. In effect this protection against for
eign influence did a good deal more harm to domestic shareholders 
than to foreign buyers of shares. Measures, 8ueh for example as 
forbidding the 8IIle to foreigners of properties or shares of certain 
industrial interests of national importance, could hardly have 
been attempted by Germany during the years when its sovereign 
powers were invaded by the Peace Treaty. On the other hand, it; 
still remains a mystery why the authorities should have hesitated 
eo long before forbidding grants of eredit to foreigners in paper 
marks, thereby offering direct incentive to foreign speculation. 

SHA1118 WrrHoUT VOTING I'Iuvn.rixlm A typical financial 
expedil'llt of the inflation period was the resort to "GenUS9-
seheine" which resemble stock dividends and were issued by a 
good many companies, often as substitutes· for paper mark divi
dends. These n Genu~heine .. (st~k dividends) as a rule carry 
the same rights as ordinary stock with the exception of voting 
privileges. They strongly resemble American sharee withou\ 
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voting power. In addition to the Stimmrechtsaktien, an increas
ing number of treasury shares (Vorratsaktien) were also created. 
These were usually common stock issues which, however, were not 
offered to the shareholders but were kept in the treasury of the 
company. Later realization on these shares did not always take 
place in the exclusive interest of the concern itself. Virtually all 
these practices came to an end with the establishment of gold 
balance-sheets. 

STABLE VALUE LoANS. The progress of inflation threw all finan
ci,al and credit transactions upon the basis of material values. 
The many facilities for daily payments and the execution of short
time financial operations have been described previously. For 
long-term transactions there was created an analogous form of 
stable value loans (Sacnwertanleihen) of which the maximum 
amount outstanding was approximately equivalent to 400,000,000 
R.M. classified as follows: 

. , 

Rye issues ................. 300.000,000 
Cool ••.••...• . • . • . . . . • . • • • • 30.000,000 
Sugar •••.••.•.•.••.......... 32.000.000 
Potash ...................... 16,000,000 
Lumber, wood ............... 8,000,000 

Total •• .. .. . .. . .. .. .... 386,000,000 

FINANCING SINCE THE STABILIZATION OF THE MABK. Stabiliza- 1 
tion of the currency, regulati~.!l olthe budget, and the establish-' 
ment of an industrial program through the Dawes Plan provided 
thilias;§. for -reaumptionof long-time loans. At first, however, 
th; dome~tic market was entirely unable to furnish funds of any 
sort beyond day-to-day requirements and, consequently, there in
evitably followed a period of exclusive reliance upon foreign 
loans. While short-term credits seeking higher interest rates were 
drawn from all quarters, especially neighboring countries, America 
played by far the most important part in the field of long-dated 
loans, with Holland a remote second. Since stabilization the 
value of the foreign loans negotiated stands as follows: 

Amount in Reichsmarka 
y..,. (round numbers) 
1924:. ................ 1,000,000.000 (including Da ..... loan) 
1925 .................. 1,200,000,000 
1926 ••..•.••.•••.••... 1.900.000.000 
1927 .............. :... 900,000,000 (to Sept. 15) 

Total ........•.... 5,000,000,000 or which ahout 70% woo placed 
in America. 
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INVESTMENT PRAOTICI!l8 ADAPTED TO AMERICAN TASTI!l8. Be-\ 
cause America has been the most important source of funds for 
Germany, the German loan system has come to adapt itself to i 
American conditions. Hitherto the only adaptable form of se
curity was the already described preference share, while common 
stock issues and industrial bonds, precisely defined by law as 
owner and creditor claims respectively, had no relation to each 
other. Convertible bonds were unknown to GermaJ!, company 
law. In order to make security issues attractive to foreigners the 
latter type was introduced, likewise bonds carrying stock purchase 
warrants. A number of loans of both types met with a good re
ception, for instance the bonds with purchase warrants attached 
issued by the Stahlverein. A form comparatively little used 
was represented by those bonds which participated in the profits 
of tile company through supplementary dividends. The Siemens
Schuckert dollar loan may be mentioned as an example of this 
type. 

RENAlSSANCIII 01' DOllll!l8Tlc INVIIII!TIIIENT M.UlltlllT. Alongside 
tile foreign loans, the domestic market, which had hitherto been 
limited to stable value loans (Sachwertanleihen), began to show 
ability to absorb offerings. The Reichsbank directed every effort 

rtoward this reawakening. In order to apportion the proceeds of 
, foreign loans with some regard to currency and reparation re
i quirements, an advisory board (Beratungsstelle) was created in 

oonnection with the Finance Ministry with supervision over the 
loans of publio oorporations. The first internal loans were issued 
entirely upon a fine gold basis and usually carried interest 'at 
10%. Further developments were influenced by the inflow of 
foreign capital and the creation of domestio eapitai which has 
caused a progressive lowering of the internal interest rate. Tbis 
process led in September, 1926, to a reduction of the Reichsbank 
dist'Ount to 5%. After the entirely suecessful issue of 100,000,000 
R.M. of 7" preference shares of the German Railway Company at 
95, issues of leading industrial concerns began to appeal' in the fall 
of 1926 for foreign and domestio sale. These also met with su_ 
A much less favorable reception was aeoorded the notee issued by 
the Reicbspost at the end of 1926, to the amount of 130,000,000 
RM. This development came to an end in March: 1927, with the 
offering of 500.000,000 R.M. in the form of a 5% ioaD of the 
Reich at 82. The etnngth of the market had been over-+im·ted 
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and the loan was a failure. Since that time, leaving out of ac
count the seasonal fluctuations of money, a marked firmness in 
interest rates has been perceptible. This has found reflection, 
since April, 1927, in the almost complete cessation of sales of 
bonds by mortgage banks and a recession in the values of all 
fixed interest securities. Although the mortgage banks had come 
to consider the 8% type of gold mortgage bond as a thing of the 
past, and had gone over to the 7% type, 8% mortgage bonds are 
today (October, 1827,) again obtainable at par. The movement 
of investment values is shown by the table given below: 

. Average Annual Quotations of German Gold Mortgage Banda 
(Pfandbriefe) 1924-26 

1924 .••.••••.•.• 
1925 .••.••.••... 
1926 .••.•.•.••.. 

7% 8% 
72.6 85.7 
81.2 84.6 
948 99.1 

10% 
888 
93.6 

105.23 

THE GERMAN SHABE MARKET: The German share market did 
not follow the trend of the investment market which reflected 
German monetary conditions fairly accurately. The share mar
ket.'fas aroused violently from the lethargy which prevailed until 
the beginning of 1926 by such catchwords as urationalisation," 
.. concentration" and much advertised new processes such as the 
liquefaction of coal, etc. The uninterrupted advance which fol
lowed was maintained until Black Friday, May 13, well known 
in the annals of the Bourse. A recession, of panic proportions, 
c8'USed by the interference of the Reichsbank, followed until to.
day (October, 1927,) a period of greater fluctuations has set in 
with the average return of the quoted shares of German corpora
tions yielding about 5.3%." 

The table shown at top of next page presents a survey of the 
invested capital before and since the war represented in bourse 
trading. 

PECULlABITIES OP THE GERMAN BOUBSE SYSTEM. As a purely 
technical matter the percentuaI quotations which exist on all 
German Bourses should be mentioned. This method of quoting 
applies not only to bonds but with few exceptions to all shares. 
Under present' conditions in Germany, it is the only practicable 
procedure because, as a result of the capital conversions necesei-
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OFFICIALLY QUOTED DOMESTIC SECURITIES 

Deo. 81, J912 June 30, 1927 
(aooording to Riohard Calwer) (estimate) 

(Nominal value in billions) 
Marks Reiohsmarka 

Btat. and Communal Loans 81.:1 I.8 
Mortgage Bonds and Com-

munal Bonds •........... 8.3 2.5 
Railway and Industrial 

Bonds .•...•.••.•.....•.. 2.9 0.8 
Total of Fixed Valu. Beouri-

ti.. ...................... 42.' 6.1 or 12% 
Sharoa •.•••••.••.•••••••••. 9.6 11.0 or 116% 

tated by gold balanoe-sheets, the nominal values of individual 
shares are quite differently oomputed and it will be some time 
before uniform praotioes can be expected to develop. Details in 
regard to this 8ubject will be found in the section on gold balance
sheste. Incidentally prior to ths war ths high nominal value of 
Bhares was almoat always fixed at 1,000 marks (about $240.(0) 
for whioh reason the savings of the small investor went into 
8a vings banks and similar institutions, not into investment se
ourities. 

Exceptions from the practice of quoting in percentageo are 
found in _ of shares of the insuranoe compameo (because often 
not fully paid) as wall as colonial and other foreign securities. 
Througb lack of special aales orgaDiutions, bond aalesmen, ete., 
the German eyatem of placing loans is characteriaed by great 
cheapnees. 

Paan:cnON OJ! THll Pum.Ic. The ruling conceptions of the 
functions of the State bave resulted in far-reaching methods for 
the protection of the public. Only a few especially important 
features can be eelected for discussioo. In the years after 1890, 
which were characteri.ed by active speculation, it was dis
covered that frequently the deposits of' customers had been, 
pledged to obtain cash. This iDd other defecf.s led to the paSsage 
of"the"Depotgeoeti It of 1896 which was intended to correct the 
existing inadequacies. It had not, for instance, been made sufIi
ciently clear in what month the customer acquired property 
rigbts in ths paper purchased for him on commissiI)D (in ease of 
bankruptcy he had the right of withdrawal). Further misunder-
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standings had grown out of the fact that provincial bankers had 
deposited share holdings quoted on the larger Bourses, with banks 
located in such centers, neglecting to indicate whether the securi
ties in question belonged to them or were being held for the ac
count of others. The Depotgesetz (trust deposit law) requires 
that the 'banker shall keep segregated the securities acquired for 
the account of a customer and carry them separately in his 
" Depot book," by entry in which the customer acquires his prop
erty rights. Furthermore, the banker is expected to send the cus
tomer within three days a list of numbers of the securities pur
chased for him. This notification may be dispensed with only in 
transactions between banks. In the case of individual customers, 
such waiver requires each time a specific statement in writing. 
Similarly, the provincial banker, when giving an order to the 
banker resident at a bourse center, had to state whether this order 
was for himself or for account of a customer. In praetice, the pro
visions of this law were not observed. The first requirement was as 
a rule evaded by the banker's not placing the securities bought for, 
the customer to the latter's account (Depot) but crediting them to 
special deposit account (Stueckekonto). In this way, instead of 
acquiring a property right, the customer obtained only a claim 
whicll'ln case of bankruptcy had to take its chances with all the 
other liabilities incurred by the banker.' 

Nevertheless, the customer has the right to demand a transfer 
without delay at any time to his deposit account. In dealings 
with the provincial bankers, an association formed by the most 
important Berlin banks, known as the Stempelvereinigung, de
cided as early as 1896 to carry in future two separate accounts, 
A and B. A was for securities which belong to the provincial 
banker himself, and which the Berlin bank could hold as security 
for claims against the provincial bank. Depot B, on the other 
hand, comprised all the holdings which the provincial banker had 
eXpressly designated as not belonging to him. In case of tbe 

• Through an amendment of June, 1924, this proceeding, already d .... 
veloped in practice, has been recogoized by the law to the extent that to-day 
in caaes of commillrion businesa - when DO other instructioDII are given
the banker is a1waye entitled to credit the .. curitiee belonging to the ..... 
tomer on Stock Aceount. Almost without eueption this method is em
ployed and it is • prerequisite for th. deveJopment of cIeering operetiCna 

~,in aecuritiee. 
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latter, a bank naturally had no right of retention except in the 
event of claims arising from the purchase of such securities. 

Important provisions for the holder of marketable securities 
(with the exception of public iseues) are contained in the law 
ooncerning the joint rights of the holders of II Teilschuldver
schreibungen" (obligations or debentures) of which the details 
will be given in conneotion with the section on mortgage banks. 
There are innumerable regulations relating to State supervision 
and publicity requirements for financial institutions. The pro
visions in regard to mortgage banks are the most far-reacbing. 
Regarding the duty of publicity, it is obligatory that every Ger
man joint stock oompany shall publish its yearly balance-sheet in 
the ReiohsaJlJleiger. Corporations whose shares are quoted on the 
Bourse must also publish their statements in a daily newspaper. 
One deplorable lack in German accounting practices is that char-
tered aocountants are not employed to anything 1iIi:e the same 
extent as in America and England. The German law provides 

\

innumerable protective measuree for small shareholders which 
have recently been supplemented by the protective regulations 
relating to gold balance-sheets. 

THE REICHSBANK 

The Reicbsbank is an indt'pendent institution created by the 
bank law of June 30, 1924.i. whose function it is to supervise the 
German monetary system, regulate the circulation of money 
within German territory, facilitate payments and place surplue 
funds at the disposal of industry. It is also legally empowered 
to issue bank notee expnl8Sed in terms of reichsmarks. 

The bank has an authoriaed capital of 300,000,000 R.M. of 
which 122,788,000 R.M. is now outstanding. There are also 
various ftlgerV8 funds having a total value of not less than 
214.000.000 R.M. The shares of the Reichsbank are privately 
held and in this respect and particularly as regards its oomplete 
independence of the State the Reiehsbank resembles a private in- . 
stitution. In respect to the public functions transferred to it by 
law, the bank bas however the character of a public institution; 
its employees are oIIioials with the privileges and duties pertainiDg 
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to their status. This hybrid position is best comprehended by 
saying that in relation to the State the Reichshank is a purely 
private institution, but in its dealings with the public it has an 
official status. 

ORIGINS OF THE REICHSBANIt. The history of the Reichsbank 
goes back to 1765 when Frederick the Great founded the Koenig
Iiche Bank in Berlin as a purely state institution which was in 
turn converted into the Preussische Bank in 1846. At that time 
the character of the institution was modified to the extent that 
II central committee of private shareholders was formed whose 
rights however were comparatively unimportant. In the year 
1875, by' an imperial law of March 14, the Preussische Bank 
was transformed into the Reichsbank. The bank continued to 
be subject to the supervision and guidance of Reich officials. 

FORMER MANAGEMENT C.ONTROL OF RErCHSBANK. The super
visory powers of the Reich were exercised by a Board appointed 
by the Emperor and the Federal Council CBundesrat) whose 
chairman ex-officio was the Imperial Chancellor. The general 

I 
management of the Reichsbank was entrusted to the Chancellor to 
whom the board of directors of the Reichshank was subordinate. 
The members of the board of directors were appointed by the 
Emperor upon the recommendation of the Federal Council. The 
position previously occupied by private shareholders remained 
unchanged. Their rights were de facto of a purely formal nature. 
The General Assembly which met once a year and the central 
committee CCentralausschuss) had mainly advisory powers. 
For example, the Centralausschuss could designate three repre
sentatives to attend the meetings of the Reichsbank board of 
directors (Direktorium). They had, however, no voice iii the 
conduct of affairs. 

The character of the German Reichsbank at the time was well 
suited to the national temper and was adapted to the favorable 
conditions that prevailed prior to the war. It should not be for
gotten that lIriginally in all European monarchies the rulers re
garded the right of issuing notes as a continuation of the sovereign 
right to mint coins which .had been theirs from time immemorial. 
Even the Bank of England owes its independent organization, 
which it won a century and a half before the Reichsbank, to 
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monetary dependence of the sovereign upon domestic financierSl 
The etruoture of the Reichebank. remained unchanged during the 
entire pre-war period. 

TUB NOTII 188U111 P1uvn.JioIl. At the time of its establishment 
(1875) the German bank note system WIIS in a deplorable state. 
Thirty-thres banks of issue were in existence, owing their priv
ileges to the previously prevailing partioularistio spirit, and in part 
to oertain very unfortunate financial manmuvers. The laW8 estab
lishing these banks show many fundamental differences in respect 
to the note contingents, the provisions for ~over, etc. The bank. 
law of 1875 represents a oompromise between oentralizing and fed
eralistio tendencies sinoe it provided for a oentral bank system 
which, neverthel8$s, permitted the existing central banks to con
tinue to function under extensive regulations. A fixed system of 
oontingents for note issues was adopted for the private note
issuing banks while the Reichsbank. (in marked contrast to the 
Bank of England) was provided with a fundamentally elastio 
system of note issue with indirect restriction through a 5110 
note tax. 

PBlVATli NOTII-IssUING BANltS. As a result of the bank. law, 
20 out of the previously mentioned 33 note banks had relinquished 
their concessions by 1899; their note contingents were conse
quently transferred to the Reichebank. By 1906 there remained 
only four private note-issuing banks which are still located 
in the four largest states of the Reich, namely, the Bay
wische Notenbank, the Wuerttembergische Notenbank, the Saech
sische Bank, and the Badische Bank.. 

CAPrrAL AND RIISEIIV118. In 1899 the capital of the Reichsbank, 
whioh previously stood at 120,000,000 marks, was raised to 180,-
000,000 marks, and the ~ was increased from 30,000,000 
marks to 60,000,000 marks. 

RscuAllTEIUNG 01' TIUI REICH8BANL Tile Reiehebank. charter 
ran for ten yeare and was renewable thereafter for another 
period of ten years. The approach of this renewal was the signal 
for a thoroughgoing examination of its previous activity and the 
recharter was accompanied by a number of amendments in the I 
law. As the period after 1875 did not subject. the bank. manage
ment to any extraordinary difficulties, there was hardly opper-
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tunity to raise a question of the efficiency of this state system of 
organization. The individual changes as a rule applied to unim
portant formalities. Not until 1909 were the notes of the Reichs
bank declared to be legal tender. In 1910, in order to relieve the 
extraordinary needs for money at the end of the quarter, the tax 
free note contingent was raised from 550,000,000 marks to 750,-
000,000 marks. In each successive year lengthy negotiations took 
place between the Reichsbank and the Grossbanken, which had 
grown over-powerful, with a view to inducing the latter to main
tain certain minimum balances with the Reichsbank, to increase 
their own cash holdings, and to prepare bi-monthly statements. 
These efforts were completed prior to 1912. With the beginning 
of the war a number of laws were at once passed which provided 
for removal of the tax on note issues, removal of the obligation to 
redeem notes in gold, creation of the Darlehenskasse (wbich issued 
Darlehenskassenscheine) and admission of treasury notes as cover 
for bank notes." 

THE I!.!;:ICHSBANK AND THE REPUBLIC. The Republic took over 
the imperial Reichsbank entirely unaltered. It was not until 1922 
that a fundamental change in the constitution was made by 
which,~he chief control passed from the Imperial Chancellor to the 
Reichsbank board of directors. In this way the Reichsbank be
came formally much more independent. Personal considerations 
inherent in the management and the desperate condition of the 
country, however, prevented attainment of any practical results. 
Although the Reichsbank took aft energetic attitude toward the 
administration in domestic· affairs, the needs of the State con
tinued to be covered by issuing bank notes. Objectively viewed, 
the Reichsbank is less to be criticized for lack of energy in its 
dealings with the State than for a certain yielding attitude toward 
private demands. It must be kept clearly in mind, however; that 
the weapon of discount policy, which is the peculiar possession of 
a bank of issue, had become completely ineffective through the 
progressive advance of interest rates. For that reason it was all 
the more neceasary for the bank to proceed against the nuisance 
of private emergency money, and to support its discount policy 

" For a diseusBion of the Reicbsbank during the war yearo, when it und ... 
took to Boat nine large Gennan war loana &II well &II to OODtrol exchange 
operations from the ;year 1916, eee the historical introduction. 
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through quantitative control of the volume of credit. The 
printing of private notes had indeed been indirectly encour
aged by the fact that, for reasons of prestige, the bank only put 
larger denominations into circulation after interminable hesita
tion and generally did not put out a larger unit until the lat
ter had already been deprived of much of its purchasing power. 
For example, in the summer of 1922 with a quotation 'of 
approximately 2,000 M. for a dollar, the largest bank note 
in circulation was of the denomination of 1,000 M. Thus, an 
industrial country, unusually dependent upon cash payments 
a8 Germany is, had to manage with a unit equivalent to fifty 
cents. 

EXCHANGII INTJlllVIINTION BY THII: RmiCHSllANIt. The more 
or less paasive n'lle which the Reichsbank played during the en
tire inflation period was reflected in the fact that its various 
efforts at intervention to support the mark originated not 80 much 
from within as from without, upon the insistence of the Govern
!DIent. These attempts at intervention consequently, always 
coincided with a particularly unfavorable political situation, in
stead of being timed to encounter favorable political and eco
nomic conditions. The first important attempt at intervention 
by the Reichsbank came in the summer of 1922; the second fol
lowed, as already mentioned, immediately upon the occupation 
of the Ruhr (February, 1923). At first this intervention had 
fairly great success, only to lead in the end to one of the great- . 
est and most unfortunate disasters. After the Reichsbank bad 
succeeded in putting a check to speculation, it held the dollar for 
weeks at an artificial level of 21,000 M. During this period of 
the most eerious Ruhr struggle, some industrialists of the occu
pied territory as a later investigation revealed, rutblees1y em
ployed the funds which for political reasons had been placed 
at their disposal by the Reich in excessive amounts to buy up 
ext'hange thrown on the market.. As the Reichsbank had reached 
the end of its resoUrce&, the collapse that followed was so much the 
more eeriOUs. The dollar rose from 21,000 M. on April 17 to 
1.100,000 M. at the end of July. The Reichsbank made a final 
effort to support the exchange during July of this same year but 
with hardly a momentary auccess. 

In the short interTepum between the old Reichsbank, whose 



666 THE REICHSBANK 

notes vanished in November, 1923, and the present Reichsbank, 
the German Rentenbank came into existence.' 

NEW REICHSBANK LAw. Out of the negotiations between the 
expert committee appointed by the Reparation Commission and 
the Ger.!!lan Currency Commi~sioner, Dr. ~acht} grew the 
principal changes which distinguish the new bank law that went 
into effect on August 30, 1924, from the old law of 1~5 which 
forms its basis. .....- " 

PRESENT MANAGEMENT orr THE REICHBBANK. In accordance 
with this law, the influence of the government upon the choice of 
the Reic~sb~nK!l~esidenLis !imW.-If the government should 
refuse confirmation to three successive presidential nominees pro
posed by the Reicbsbank board of directors, its right of confirma
tion thereafter becomes InOperative. ' 

Administrative functions aside from executive duties are di
vided among three bodies: the General Assembly of shareholders, 
the Central Committee and the General Coynci! (Generairat). 

Att;idanooupo;;'the General Assembly is open to every share
holder registered upon the books of the Reichsbank. Each share 
ie entitled to a vote, with a maximum of 300 votes per person. In 
contrBst to the old Reichsbank the rights of the General Assembly 
correspond to those of a private corporation. Among other priv
ileges the General Assembly selects the Central Committee 
(Centralausschuss) • 

The Central Committee is in fact elected from among the mem
bers of the General Assembly upon advice of the directors. It is 
composed of 21 members who represent various professions. Its 
rights otherwise are not very different from those formerly exer
cised. The arrangement for selecting non-voting deputies to at
tend directors' meetings remained unchanged. 

The General Council (Generalrat), established as the most im
portant organ of the new Reichsbank, consists of 14 members, of 
whom seven are Germans and seven foreigners, with the Reichs
bank president as chairman. He is included in the number of 
German members and in case of a tie his vote is decisive. The 
members ot the General Council were at first appointed by the 
organization committee created by the experts' committee. Upon 
expiration of the three years' term of office, memberships are filled 

• Particulanl regarding it are given OD page 000. --
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by cooptation. Among the foreign members there must be one 
British, one Italian, one French, one American, one Dutch, and 
one Swiss oitizen. In selecting a new foreign member, the central 
bank of issue of the oountry from whicb he comes is to be con
sulted. No person having a position under the Reich or the States 
or reoeiving pay from the Reich or an individual State may be 
included in the General Council. The same restrictions apply to 
foreign members. From among the latter, the Council selects a 
commissioner of note issues. 

BU81NIIlSS OF THII REICHSBANK. The executive of the Reichs
bank consists of the board of directors (Direktorium) including 
the president, one vice-president and seven other members. Un
der their management there are, in addition to the oentral office 
in Berlin, 17 main offioes, in the leading cities of Germany, 84 
branches, 344 subordinate branches, 8 agencies and a goods depot. 
The business of the Bank covers the following lines of activity: 

(1) Buying and selling gold and silver bullion coins. 
(2):Disoounting bills of not more than 3 months' currency, 

earrying three responsible indorsements:) The third in
dorsement may.be dispensed with in case there is collateral 
security or some other way of guaranteeing the security 
of the bill or check. The amount of bills not bearing a third 
indorsement may not exceed 33% of the total volume of 
discounted bills. Bills discounted by the Bank must be 
good trade bills (Handelswechse1) 
(a) Buying and selling treasury bills issued by the Reich 

which fall due within three months at the latest, and 
for which in addition to the Reich another responsible 
party is liable. The total volume of treasury bills. 
discounted or purchased in accordance with this JlI'O'" 
vision, or in conformity with 3g (see below) may not 
exreed 400,000,000 RM. The amount must be shown 
in the weekly statements and such discounts may not 
8el'V8 as rover for notes under the definition of see
tion 28. 

(3) Granting interest-hearing loans for not longer than three 
months against transferable securities. (Lombardverkehr) 
(a) Against gold or silver in the form of eoin or bullioa.. 
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(b) Against fully paid stock and preference shares, like
wise against prior obligations of operating German 
railways, also against mortgage bonds issued by Ger
man agricultural, commun~l or other types of land
credit-institutions operating under State supervision. 
Loans against such mortgage bonds may be made in 
amounts not to exceed three-fourths of their current 
value. Bonds payable to bearer issued against loans 
granted to domestic communal corporations, or 
against guarantees assumed by such corporations 
have the status of mortgage bonds (Pfandbriefe). 

(c). Against obligations payable to bearer falling due 
within one year, issued by the Reich, a German State or 
a domestic communal corporation, or against interest
bearing obligations whose interest payments are 
guaranteed by the Reich or by a State. Loans can 
only be made to three-fourths of the current value of 
these securities. Such loans ca11 only be given to 
banks known to be solvent. 

(d) Against interest-bearing obligations payable to bearer, 
issued by' non-German states afld against State-guar
anteed foreign railway obligations having a preferred 
status. toans may be made up to fifty per cent of the 
current value of such securities. 

(e) Against bills representing the obligations of recog
nized responsible parties, with a deduction of at least 
five per cent of the current value. 

(f) Against the pledge of warehoused commodities within 
the country to a maximum sum equal to two-thirds 
of their value. 

(g) Against treasury issues (within the limits mentioned 
under sub-section 2) which have not over three months 
to run, with a deduction of 5 per cent from current 
value. 

With the special permission of the,.General Council 
·the bank may take as security for a loan the long
term bonds of the Reich, of maximum 3 months' cur
rency provided that in addition to this collateral 
security, there are two other indoreers, one of 
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whom must be a banking firm doing business in Ger
many. It is further provided that the amount of 
loans for which long-term bonds are used as collateral 
shall never exceed the amount of the paid-up capital 
and reserve funds of the bank. 

(4) Buying and selling obligations of the sort described under 
3c. The purchase of such obligations by the bank for its 
own account is only permitted to the extent necessary to 
take care of current business of customers. 

(5) Collection of money for account of private persons, insti
tutions and public bodies and making payments, assign
ments or transfers to branches or correspondents. 

(6) Purchasing and selling for third account securities of aU 
BOrts and precious metals, previous cover or prior delivery, 
respectively, having been arranged for. 

(7) Receiving non-interest bearing funds in connection with 
deposit business and clearing operations. 

(8) Safe-keeping and management of articles of value. 

THII IssuANCII 01" BANI[ NOTIII. The right of note issue has 
heen granted to the Relrhsbank for a period of fifty years. Bank 
notes are issued in terms of reichsmarks and are legal tender. 
The function of note issue is under the control of a foreign mem
ber of the Council (Generalrat). The total volume of the circula
tion is not, as previously mentioned, limited, that is, there' is no 
fi:..-ed contingent. Notes in circulation must be covered to at least 
forty per cent by gold and foreign bills of exchange (at least three
fourths of this 40% must be in actual gold. The rest of the cover 
ronsists of commercial bills and checks whirh must ronfonn to 
the provisions mentioned on page 667. The Bank is hound to re
dl'em hank notes upon d~mand either in Gennan gold coins, gold 
bars (not 1_ than the value of 1,000 R.M.) IIr in foreign bills of 
lOxrhange at the rate of the day. The hank is forced to publish 
lOarh Wl'l'k the rl'lation between the note cover lind the notes in 
circulation. 

DlSTIlmUTION 01" Paorrrs. Twenty per cent of the Dl't profits 
are ytoarly to be transferrl'd to a rl'Sel"Ve fund so long as the latter 
is 1_ than 12~ of the note ~irculation of the bank, rl'rkoned OD 

the basis of the average of the preceding six months. The share-
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holders are entitled to a yearly dividend of 8%. If this dividend 
is not earned, the deficit is to be taken from tbe net earnings of 
the succeeding years, after transfer to the reserve fund of the 
legally required sums has been provided for. The dividends may, 
of course, be paid out of an established dividend reserve fund. 
After subtraction of these dividends, the remainder of the net 
earnings is divided as follows: From the first 50,000,000 R.M. the 
Reich receives one half, the shareholders, the other half. Of the 
next 50,000,000 R.M. the Reich receives three-fourths and 
the shareholders, one-fourth. Of the remainder, the Reich receives 
nine-tenths and the shareholders, one-tenth. The amounts going 
to the shareholders may be paid out either in the form of addi
tional dividends or else be transferred to a special reserve fund 
for future dividend payments as a means of maintaining stability 
in dividend policy. 

PUBLIC CREDIT INSTlTUTIONS 

(Die Oetfentlich-rechtlichen Kreditinstitute) 

On\! of the most interesting chapters of German monetary his
tory relates to the public credit institutions briefly mentioned in 
the introduction to this study. A systematic survey will be at
tempted in the course of the following discussion. 

I. THE GOLD DISCOUNT BANK. There is a group of institutions 
which should be examined in immediate connection with the 
Reichsbank with which they stand in close organic relationship. 
The German Gold Discount Bank was founded by the law of March 
19,1924, at a time of acute credit shortage. German industry was . 
threatened with collapse fromJac¥ of working capital, abstention 
of foreign lenders following mark stabilization, and finally from 
the unavoidable but Draconian severity of the Reicbsbank credit 
restrictions. 

In the face of these material deprivations a more formal diffi
culty arose. The recently created rentenmark which until 
August, 1924 (date of new Reichsbank law) provided the only 
support of the German monetary system, was an exclusively in
ternal curreney. Considering its character, which closely re
sembled the assignats of the French Revolution, it could not 



GOLD DISCOUN_T BANK- 671 

possibly take rank in world markets with foreign currencies based 
upon gold. German export busineea felt all the more keenly the 
lack of a supporting financial institution. The German Gold 
Discount Bank was therefore intended to serve as a central bank 
for foreign transactions to supplement the Rentenbank which was 
limited to domestio payment transactions. In the law establish
ing it (March 19, 1924) the Bank was therefore given the right 
to iBBue notes in English pounds which, however, were to circulate 
only outside the oountry. The note cover was to consist to the 
extent of 60% of gold and foreign gold currencies - the remain
ing half was to be represented by bills and checks drawn in for
eign ourrency (in practice only dollars and pounds were accept
able). The note oontingent was limited to £5,000,000, a fixed 
oontingent in oontrast to the Reichsbank system. This shows 
clearly that the German Gold Discount Bank was conceived to 
be a provisional institution having a specialised field of activity. 
As the estahlishment of the new German Reichsbank followed 
in very short order, the activity of the Gold Discount Bank in 
the form originally intended was confined to the time between 
March and August, 1924. In consequence of the shortne88 of this 
period, no pound notes were i88ued, as the Bank was able to per
form ita functions as a foreign hank of discount without resort 
to note i88ue. 

The capital of the Gold Discount Bank was fixed at £10,000,000 
divided into two equal aeries (A and B). Group A, in the form of 
fully paid shares, was taken over by the Reichsbank, while the sec
ond eeries was acquired by a consortium consisting of all the 
leading banks upon a payment of 25%. The BUecessful reorgan
iaation of the German currency system which followed shortly 
(Da\\'eS Loan) induced the Reichsbank at the beginning of 1925 
to acquire from the private banks their holdings of shares of the 
Gold Discount Bank through enhange for Reichsbank shares, eo 
that the institution is now entirely owned by the Reichshank. 
From this time forth. therefore, the Gold Diecount Bank forms 
an integral part of the Reiehshank whose 8ezibility bas heeD 
decidedly increaeed as a result.. The management of the Gold 
Discount Bank consists of the President of the Reichsbank 
and certain members of the Reichsbank board of directors. 
The eupervisory council of 24 members originaUy providecl 
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for' is made up solely of members of the Reichsbank board of 
directors. 

FUNCTIONS OF GoLD DISCOUNT BANK. The discount of export 
. bills was originally the primary purpose of the Gold Discount 
Bank. This essential aim was weakened, as already mentioned, as 
the German monetary system became progressively stronger. A 
characteristic step forward was made on April 1, 1927 from which 
date export bills eligible jor discount might be drawn in reichs
marks, whereas hitherto only dollars and pounds had been ac
cepted. The released resources of the Bank were now placed 

J 

at the service of the agricultural credit policy of the govern
ment, while the hank entered into a closer working relation 
with the Rentenbank-Kredit-Anstalt assuming the obligation to 
take over from the latter, mortgage securities to the amount of 
250,000,000 R.M. 

In addition to export bills, acquisition of bankers' bills in 
the Berlin money market provided a means of investing funds 
not required for the two chief purposes already mentioned. 

II. THE RENTENBANK AND RENTENBANK-Kmmrr-ANSTALT. 
The already mentioned cooperation with.the German Rentenbank
Kreqi~Anstalt represents the latest developmental phase of the 
Gold'Discount Bank - a development still in its first stages. 

The German Rentepbank-Kredit-Anstalt, establisned by a Jaw 
of July, 1926, is the successor of the German Rentenbank. The 
Rentenbank -(which must not be confused with the purely local 
land mortgage credit institutions of the like name) has now a 
Janus fg,ce. On- ,the one hand it is the agency that issued 
the German rentenmark, which during the brief transition period 
in 1923 constituted the representative domestic currency. In this 
capacity the Rentenbank has no further tasks beyond liquidation 
of its obligations. On the other hand it provided the foundation 

. for the Rentenbank-Kredit-ADstalt. 
WITHDRAWAL 01' RENTENBANK NOTES. The most important 

'features of the rentenmark issues have already been noted. In 
conformity with the methods by which the rentenmark was put 
into circulation, its withdrawal is now being comsummated. As 
stated, the basis capital and the reserves of the Rentenbank to the 
amount of 3,200,000,000 rentenmarks were provided by placing 
a land mortgage of like amount upon all business (agriculture, in-
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dustry and trade). It was intended to mobilize these mortgage 
debts by the methods normally followed in issuing mortgage 
bonds, through converting them into interest-bearing Ie Renten
briefe." The latter were to serve as cover for the rentenmark, . 
then in general circulation. Since tbe transition to the gold stand
ard took place in Germany with unexpected rapidity, the issue 
of Rentenbriefe, like that of pound notes by tbe Gold Discount 
Blink, was from tbe start recognized as superfluous. While, as 
alrelldy stated, no pound notes were ever issued, a minimum 
quantity of the oontemplated Rentenbriefe was issued (less 
thlln 200,000 marks), wbich meanwhile have vanished. On the 
other hand, the issue of Rentenbank notes naturally was carried 
t1lrough in full measure. It required the utmost energy on the 
part of the Rentenbank management and the responsible Cur
rency Commissioner, Dr. Schacht, to resist the demands of private 
industry and the State, both destitute of cash. All told, in ac
cordance with a prearranged program, a total of 1,200,000,000 
rentenmarks was placed at the disposal of the State and a like 
amount granted to private industry. When in August, 1924 the 
new Reichsbank began to function and the Rentenbank conse
quently could consider its task fulfilled, the question arose bow 
to gather in the rentenmark credits from the State and from pri
vate borrowers, and to withdraw the Rentenbank notes. In the 
rllse of those credits granted to industry and trade, retirement was 
only a question of time, but it was evidently quite impossible to 
collect within a short period the eredits of about 800,000,000 ren
tenmarks granted to agriculture. Speedy repayment of the 
credit given to the Reich was from the start not contemplated. 

WQtTIDA.TION OF RENTENMAIIIt CuDrre. The liquidation of the 
credits granted will now be described. It must be remembered 
that every redurtion of the volume of eredit meant a like reduc
tion in the note circulation, as the Rentenbanla, after the reestab
lishment of the Reirhsbank, was not permitted under any eircum
stanre to do business that would lead to an issue of rentenmarks. 
The liquidation of the Rentenbank stands in dose causal ftiation 
to the Da_ Plan. As yearly payments under the Dawes Plan 
rest in pari upon industry, the mortpgul plared upon industry 
and trade for the seeurity of the rentt'nmark were lifted with II 
aimuhaneous addition of 2S~ to the huNan borne by agri-
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culture, At the same time the law regulating the liquidation of 
the Rentenbank required a reduction of tbe capital to 2,000,-
000,000 rentenmarks - a sum corresponding to the rentenmark 

• credits given to the Reich (1,200,000,000) and to agriculture 
(800,000,000). Consequently there was withdrawn 800,000,000 
rentenmarks corresponding to the capital and reserve account 
made superfluous by liquidation. An additional 400,000,000 
rentenmarks representing trade and commercial bills was taken 
over by the Reichsbank for liquidation. For the repayment of the 
rentenmark loan granted to the State the following resources were 
made available, 

(1) The interest on the mortgage debt' at the rate of 5% (rest
ing now entirely upon agriculture) which was reckoned at 
100,000,000 R.M. (5% of 2,000,000,000) for whose pay
ment the Reich guaranteed at least 60,000,000 rentenmarks 
yearly. 

(2) A yearly contribution of the Reich to the amount of 
60,000,000 R.M. . 

(3) The share of the Reich in the net profits of the Reichsbank. 

THE RENTENBANK-KREDIT-ANSTALT. For the liquidation of the 
rentenmark credits given to agriculture, the German Rentenbank 
was transformed into the German Rentenbank-Kredit-Anstalt
the other side of the Janus face of the Rentenbank turned toward 
the future. The latter, which had to eomplete the liquidation of 
the rentenmark currency, received the right to participate in the 
ownership of the share capital of the German Rentenbank-Kredit
Anstalt to the extent of 25,000,000 rentenmarks. Moreover, the 
Bank was empowered to transfer available resources from time 
to time to the Rentenbank-Kredit-Anstalt as was the case with 
the Gold Diseount Bank. 

The German Rentenbank-Kredit-Anstalt was founded to create 
and grant credits to agriculture as an institution public in charac-

Iter, subject to the supervision of the government. The reason for 
establishing it was the so frequently mentioned credit distress of 
German agriculture and the impossibility of withdrawing the 
800,000,000 rentenmarks already advanced to agriculturists. 
Moreover, it was the wish of the administration in connection with 
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the import of foreign capital to create a central agency for Ger
man agricultural credit (real and personal) and thereby avoid the 
indiscriminate introduction of foreign credits which had greatly 
increased the cost of borrowing. 

AIlllillNIBTRATIVlll CONTROL OF RENTENBANK.-Kunrr-ANSTALT. 

The original capital of the German Rentenbank-Kredit-Anstalt 
was not as in the case of the Reichsbank provided by individual 
shareholders or corporations. It represents on the contrary a 
sum allotted to the institution by law. In the event of dissolu
tion the general meeting with the approval of the government may 
dispose of the assets as it chooses but with the proviso that they 
must be exolusively used for purposes of agricultural credit. The 
ohief administrative organ is the Board which consists of 110 
members, who represent the most important agricultural organiza
tions and oooperatives. In addition there is an administrative 
oouncil about half of whose members belong to the Board, while 
half are members of parliament. The president of the German 
RentBnbank, now in process of liquidation, is cbairman. The 
executive body is represented by the customary managing com
mittee of at least two members. 

FuNCTIONS, The functions of the institution embrace the fol
-lowing main activities: 

(1) Distribution of credits to a circle of land mortgage credit 
institutions specifically designated in the law. 

(2) Credit grants to institutions similarly designated, engaged 
in furnishing personal credits to agricul~ 

(3) Credit grants to corporations under government control for 
purpoees of furthering the cultivation of the soil and agri
oultural aetUement. 

The circle of institutions involved iD these three types of activ
ity contemplated by the law are Daturally themselves public credit 
institutions. ID the fo1lowiDg diecussioD of the Be,-eral types, refer
BDce will agRiD be made to this poiDt. A direct grant of credit 
to agrioulture is abeolutely forbidden; the institutiOD has there
fare the character of a centzal credit organiaation as indieated 
by its sub-tiU. (Agricultural CeDtzal Bank). The meaDS _ 

sary to provide the credi' advBDce8 are provided from 
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(1) Funds obtained from tbe Rentenbank. 
(2) Large foreign loan issues (up to now). 
(3) Mortgage bonds of which about 270,000,000 R.M. had 

been issued to the end of 1926. 

For the most part these issues were placed with State institu
tions. The most important arrangement was made with the Ger
man Gold Discount Bank which took over mortgage bonds to the 
amount of 250,000,000 R.M. 

m. PRIvATE BANKS OJ' IssUE. As a final type of institutions 
belonging to the circle of the Reichsbank, the private note-issuing 
banks should be mentioned. As set forth in another place, the old 
Reichsbank law of 1875 constituted a well-weighed compromise 
between the centralizing tendencies represented by the Reichsbank 
and federalistic ideas. While the majority of the private banks 
of issue (so-called Zettelbanken) relinquished their note issue 
privileges in the decades which followed, there still remain. four 
note-issuing banks located in the four greatest non-Prussian 
states (Bavaria, Wuerttemberg, Saxony and Baden). These 
latter are known as private banks of issue in order to dis
tinguish them from the Reicbsbank. By contrast with the Reich&
bank. they are subjected to a number of restrictive provisions as 
regards the privilege of note issue. Their notes are not legal ten
der. The amount of their issues are limited and are fixed as fol
lows by the law of August 30, 1924: Bayerische Notenbank, 
70,000,000 RM.; Saecbsische Bank, 70,000,000 RM.; Badische 
Bank, 27,000,000 R..M.; Wuerttembergische Notenbank, 25,714,-
285 RM. Dr. Schacht says that in " the course of the diseussion of 
the new Reicbsbank law it almost came to a tacit elimination of 
the four private banks of issue still existing in Germany. The 
foreign experts were obviously ignorant of their existence. 
Although as President of the Reicbsbank, and for reasons of 
general economic policy, I could nat take a very favorable 
attitude toward the perpetuation of the priVilege of private 
note issue, nevertheless I thought it proper for domestic politi
cal reasons to call the attention of the experts to the existence 
of the private note issue banks and to emphasize the internal 
political reasonS. which made it highly desirable to continue 
them within the J!mits set by the German law regarding banks 
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of issue. A recommendation to that. effect accordingly found 
acceptanoe." , 

The present significance of these four private note banks is 
fully summarized in these few words. From the purely technical 
etandpoint of the money market they exert the same influence 
a8 would the presence of four additional important branches of 
the Reichsbank. From the historical point of view, as already 
indicated, they are only relics, not to be confused with the State 
banks of the several federal states. 

SUMMARY. The circle of "these institutions standing in close re
lation to the Reichsbank may be studied from a number of points 
of view as for example: 

\«1) Services rendered in the reconstruction of German indus
trial life after the yeare of inflation. One result of this 
has been that measures and institutions have often had a 
provisional character. (The most important instance is 
that of the German Rentenbank) • 

. (2) Provision of credits with especial regard for the needs 
of German agriculture. Since the Reichsbank, by virtue 
of its character, was entirely unable to grant the sort of 
long-term credits that agriculture requires, the Kredit
Anstalt. was founded as the centralising agency for agrarian 
credit. The Rentenbank in process of liquidation, and 
also the Gold Discount Bank, cooperate with it. The 
original purpose of the Gold Discount Bank was rendered 
largely illusory by the appearance of an international 
Reichsbank in place of a domestic Renf.enbank. A foreign 
loan policy following eertain general principles made it 
possible gradually to improve conditions as is evidenced 
by the various successful issues. 

, (3) Control over tho German money market.· 

• 
lV. THB STATB BANItS. The State banks are institutions which 

under the guaranty and supervision of the individual States are 
entrusted with eertain duties in accordanr9 with general economic 
princ-iples. Their circle of activity is, however, confined to the tel'
ritory of those States which are responsible for them. Due to the 

, Quoted &om Dr. Schocht'a • SIabilioienmc der Mart.· 
's.._6M~ 
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nature of their historical development, their structure is not uni
form. They have chiefly in common a tendency to exclude con
siderations of profit from their business activities. They take care 
o~~ financial oPE!.rations of the State, undertakl! to float loans, to 
a<inlinistel" State Iun!ls, etc. "fie earnings of the State banks 

I go into the treasuries of the individual States. Besides their 
official duties, they have certain special statutory duties chiefly 
related to credit advances to various corporations within the 
State in question - such as communal and cooperative credits, 
etc., and land mortgage credits. Personal credit is less fre
quently advanced. Considering the size of the States, only the 
Prussian State Bank and the Prussian Central Cooperative 
Bank (Preussenkasse) are significant factors in German economic 
life. . 

PBUSSIAN STATE BANK. The Prussian State Bank (Seehand
lung) is expected to safeguard the interests of Prussia, and, with 
this end in view, it stands in a close relation to all the other banks. 
The importance of the Prussian Bank on the one hand and the 
Berlin Bourse on the other, has brought it about that the" See
handlung /I in the course of its developmentsince 1870 has become, 
next to the Reichsbank, the most important institution in the Ger
man money market. In quite recent times its importance as a 
clearing center in the money market has grown somewhat less, 
as a result perhaps of the activity of the Reichs-Kredit-Gesell
schart and the expansion of the central clearing institutions (Giro
zimtralenl. On December 31, 1926, its balance sheet showed 
resources of about 1,000,000,000 R.M. as compared with 1,853,-
000,000 R.M. for tbe Deutsche Bank. 

PaUSSIAN ,CENTRAL COOPERATIVE BANK. The second large 
Prussian financial institution, the Prussian Central Cooperative 
Bank (Preussische Centralgenossenschaftskasse) is really no 
" Staatsbank /I but it functions as a central organization for the 
cooperative system. On December 31,1926, its resources totalled 
approximately 850,000,000 R.M. In contrast to the Prussian 
State Bank which is a pure State bank, the capital of the Preus
senkasse consists of a contribution from the State to the amount 
of 33,586,200 R.1\{. and investments by the coOperative unions to 
the extent of 33,~O,OOO R.M., 80 that the State is left in control. 
Among the functions of the bank is that of granting loans with 
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interest to cooperative unions, to individual cooperatives, to agri
cultural loan offices (Darlehenskassen) in so far as the last named 
advance personal credits, to undertakings in which the Reich or 
one of the Federal States participates, eto. The Preussenkasse is 
therefore an institution engaged in the business of advancing per
sonal ctedits and does not concern itself with the granting of land 
mortgage credits. To do so would conflict with its essential chill'
acter as the head of the Prussian cooperative system which is 
based upon personal credit. 

Besides these important State banks, there are still others, for 
example the Bayerische Staatsbank, the Saechsische Staats
bank, the Braunsohweigische Staatsbank and some of lesser 
importance. 

v. DIFFERENT TYPIIl8 OF SIIlALLEII PUBLIc CllEDrr INSTITUTIONS. 

The great number of publio banking institutions existing in Ger
milny -is --to be explained chiefly on historical grounds, and CIIn 
be attributed also to the modern emphasis on public welfare, and 
the tenacity with which such conoeptions are cherished. In addi
tion to the State Banks, organizations have been created in the 
provinoes, the cities and the oommunes. Space does not permit a 
detailed examination of their structure and only the most im
portant types will be mentioned and their significance explained. 
First there are the provincial banks (Landesbanken) of the indi
vidual Prussian provinCe&.- - Their business resembles in many 
respects, even geographically speaking, that of the Staatsbanken 
of the smaller states. There are also similar institutions estab
lished by the Prussian provinces in connection with local savings 
offices and clearing organillltiOns (Giroverbaende), (so-called 
provincial banks). To facilitate the removal of the burdens 
which rested upon farmers' properties from feudal times, Renten
bankeo were established in Prussia in 1850 for the several prov
inces. The liberation of the land was carried through by substi
tuting for the rights of the feudal OWDer a I'I!nt liability upon the 
property in question. The mobilillltion of the latter was un
dertaken by the newly created Rentenbankeo which issued Ren
teobriefe. The Rentenbanken may therefore be regarded as 
special institutions with tasks which in course of time may be 
ftgaI'ded as largely seU-liquidating. So-called Landeskultur
Rentenbanken are devoted to the improvenent of the soil. Fi-
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nally special banks have been established by districts, and 
cities (Kreisbanken, Stadtbanken, etc.) but there are no institu
tions of especial importance among them. 

VI. THE LANDSCHAFTEN. The last named group has been 
mentioned solely in the interests of giving a complete summary. 
The system of Landschaften, however, with credit unions 
based upon· a social and occupational status, embodies a val
uable principle which has stood the test of 150 years of ex
perience. 

The Landschaften and the Stadtschaften modeled upon them 
almost one hundred years later, as well as the Industrieschaften 
in process of development, represent a typical form of credit cre
ation in . which a number of elements of the German economic 
structure are recognizable. The Landschaften are unions formed 

I 
by the landowners whose only PUl'JlOse is to obtain for their mem
bers long-term land mortgage credits. Closely related to these 
organizations are a series of very old agricultural crediLunions 
(mostly feudal credit corporations) which serve the same class of 
people as the Landschaften. These feud,,1 corporations,. however, 
do not confine themselves exclusively ta agricultural mortgage 
credits. They deaf also in personal credits and in this regard 
appro.ach in charac~ the many ordinary cooperative organiza
tions. The Landschaften have a membership restricted by 
statute usually to the union (Vereinigung) of landed proprietors 
of a province. The Landschaften are empowered to issue bonds 
against the security of mortgage loans granted by them. These 
agricultural mortgage bonds together with ordinary mortgage 
bonds add to the extent of the market for fixed interest-bearing 
securities. 

The principle of joint liability for the obligations assumed by a 
union is common to the Landsehaften as well as to the German 
cooperatives known as Genossenschaften. This joint liability 
likewise, as in the case of the Genossenschaften, may be limited 
in various ways or it may be quite unlimited. 

The legal foundation for the Landsehaften rests upon their 
·statutes which are quite similar. Nevertheless a differentiation 
is made historically between the older Landsehaften (antedating 
the nineteenth century) and the newer ones. While the older com
pulsory union of the landowners of a particular district originally 
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included only the properties of the landed nobility, the later ones 
require expreaa consent of prospective farmer-members. More
over, the difference between the estates of the nobility and of 
others has from the beginning been ignored, but administrative 
details would carry the discussion too far afield. The sole activity 
of the Landschaften consists, as previously said, in granting loans 
to agricultural unions and issuing mortgage bonds to a corres
ponding amount. All further details, such for instance as ques
tions of priority, methods of appraisal, etc., correspond to the 
German mortgage bank system as described in more detail in the 
section dealing with mortgage hanks. It should not be forgotten 
that the loan operations of the Landschaften are not modeled 
upon those of the mortgage banks. The mortgage bond system 
of the Landschaften, on the contrary, formed the basis for the 
development of the mortgage bond business of the private joint 
stock mortgage banks beginning about 1862. Naturally the 
Landschaften belong to the institutions to which the German 
Rentenbank-Kredit-Anstalt transfers credits intended for agricul
ture for direct distribution. 

During the period of inftation the Landschaften issued mortgage 
bonds in terms of rye (Roggenpfandbriefe) and later they be
gan to iBBue agricultural gold mortgage bonds. The revaluation 
of the agricultural mortgage bonds issued before the war, 
which were drawn in terms of the marks of the German im
perial currency system, was managed in a fashion similar to 
that employed for the mortgage bonds of the mortgage banks. 
A participation pool representing all the revalued mortgages was 
equitably apportioned among the mortgage bonds subjec\ to 
revaluation. 

THa Sn.asuN L.umscH.U'T. The oldest Landschart is the 
Silesian Land~haft in Breslau founded by Frederick the Grea\ 
in 1770. It. owes its origin to the then developing ideas regarding 

\

the mobiliaation of land m~ge credits 1Johu Law in France 
and later the assignats). Its establishment was also encouraged 
by the quits natural efforts of the great king to lend essjstanlle I 
through credit institutions to the oIIieer class totally impoverished 
by the war. This also ezplains the original difl"erence bet_ 
the noble and the peasant properties. Because of the feudal hur
dens restinc upon them, the peasants, as a matter of fact, DOUId 

• 
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hardly have cooperated until 1850 in the formation of credit 
unions. 

THE ZENTlIALLANDSCHAn. In 1873 a number of Landschaften 
and institutions similar to them came together to form a Zentral
landschaft which subsequently issued so-called Zentral-Pfand
briefe, although the individual rights of issue of the several mem
bers remained in existence. On December 31, 1913 there was 
outstanding a total of about 3,000,000,000 marks of the" Land
schaftliche " mortgage bonds of which the Silesian Landschaft was 
.credited with 644,000,000 marks. The second largest Landschaft, 
the Ostpreussische (East Prussian) participated to the extent of 
784,000,000 marks while the mortgage bonds of the Zentralland
schaft totalled 516,000,000 marks. On December 31, 1924 the 
amount of mortgage boncle outstanding amounted to 304,000,000 
R.M. - mostly rye values. On December 31, 1926 they reached 
668,000,000 R.M. (rye and gold). These totals are exclusive of 
new issues made for the liquidation of revalued paper mark mort
gage bonds. 
. CITY MORTGAGE INSTITUTIONS. The excellent results which 
Prussia had obtained with its LandschaJten in granting agricul
tural credit upon a cooperative basis, led to the establishment of 
a rapidly increasing number of city credit Uluons from 1905, fol-I 
lowing various undertakings which were started in the nineteenth 
century. This development became more systematic, however, 
after 1919, at which time the name Stadtschaft began to gain 
currency. Eleven Stadtschaften, located in a number of the most 
important Prussian cities, date from that period. There is one 
in Berlin which is likewise the seat of the Stadtschaft of the 
Province of Brl,lndenburg and of the Prussian Zentralstadtschaft . 
. Other Stadtschaften are to be found in Hanover, Koenigsberg, 
Stettin, Breslau and elsewhere. The Stadtschaften are engaged 
in the business of granting amortization loans to the owners of im
.proved real estate or of land ·in process of being developed. In 

r

their organization, their regulations, etc., they resemble the Land
schaften (liability of the members, for example). Still existing 
peculiarities, characteristics of the older Landschaften, have been 
correspondingly modernized. In the non-Prussian states there 
are isolated instances of institutions issuing mortgage boncle 
which provide realty credits upon a city or commUDal basis. 
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INDUBTRIEBCHAFT. Quite recently attempts have heen made. to 

{

extend the idea of the Landschaft to the field of small industries 
and handiorafts. Dr. Pabst has coined the word Industrieschaft 
for theBe undertakings. While the cooperative organization idea 
was naturally of less importance in the large cities, the idea of 
rendering the borrowers additionally liable to a limited extent, 
depending upon the amount of the loan, is modeled upon tbe prin
ciple of joint liability of the Landechaften and the German 
ooOperative principle. As yet there is only one Industriesohaft, 
the Saxon Landespfandbrief-Anstalt, with a capital of 1,000,000 
R.M. supplied by the State. It has the right to issue industrial 
mortgage bonds to the amount of 50,000,000 RM. The Saxon 
Landespfandbrief-Anstalt has issued 7% and 6% dollar bonde as 
well as 8% gold mortgage bonds. 

Vll. CENTRAL CLIWIlNG INBTlTtlTIONB. The central .cl8llring· 
institut.iODII (Oirolentralen) should be mention;iiaa the last group 
of..J)ublio credit institutions. Their main purpose is to facilitate 
the_technique of payment. They owe their establishment to 
cooperation between the savings bank unions and the Government, ! 
whioh is naturally strongly interested in development of a system 
to oonserve savings and make them more efficient. They consti
tute the third great clearing circle in the German ourrency system 
in addition to the Reichsbank-Giro and Postscheok-Giro with 
which they are in communication. The expansion of these institu
tions, although planned before the war, dates from recent years. 
As olearing centers for the communes, the Girolentralen are of the 
areateat importanoe. Furthermore, the Girosentralen serve to 
bring about an equalintion between demand and supply, as here
tofore individual cities might have excess supplies of capital 
while elsewhere, as in the Eastern Provinl'88, there was a painful 
dearth of funds. 

RmcHs-KlIEnrr-Omv IACHAFT. An interesting enmple of 
privats banking activity on the part of the State is illustrated 
by the Reiohs-Kredit-GeselISt'haft A. G., :Berlin, which was 
founded after the war. Its entire share capital of 30.000,000 R.M. 
is held in the portfolio of the Viag (Vereinigte Industria Aktien 
Gesellsehaft) which belongs to the Reich. The VlAg is a holding 
company for various industrial undertakings, legacies in part of 
the war-time industrial rfgime. The Reichs-Kndi~1schaf\ 
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has been able to maintain its position very well in competition 
with the private Grossbanken. Its balance,sneet in 1926 closed 
with a total of 516,000,000 R.M. and a net profit of 6,200,000 R.M. 
It has no branches, but nevertheless has close connections with all 
the provincial institutions and the provincial bankers, acting as 
a clearing center lor them to a certain extent. In this respect its 
circle of customers touches that of the Prussian Seehandlung. 

LABOR BANKING. Labor banks are a type of institution which 
are at present of slight importance in Germany. The reasons for 
this are partly social, and partly due to the extensive development 
of the savings and cooperative organizations. 

THE PRIVATE MORTGAGE CREDIT INSTITUTIONS 

The Landschaften, Rentenbanken, Landeskultur-Rentenbanken 
and various other public credit institutions are the chief agencies 
for the granting of agricultural mortgage credits, while agricul
tural personal credit is for the most part furnished by the rural 
cooperatives (Genossenschaften). The private mortgage 'banks 
have, on the other hand, in course 'of time more and more limited 
their agricultural loans and have toncentrated their business ac
tivities in the cities. These mortgage banks embody much more 
"learly than do the Landschaften, in which historical and hier
archical factors have always played a considerable role, the 
principles of land mortgage credit so characteristic of the German 
credit economy. 

If one disregards all accessory activities, which areas a mat
ter of fact severely circumscribed, there remains but a single 
activity peculiar to the mortgage bank and, theoretically at least, 

'one corresponding liability. The" active" business, representing 
assets, consists in the granting of mortgages, and the" passive" 
business, resulting in the creation of liabilities, is the issue of 
mortgage bonds which are secured by the entire volume of nego
tiated mortgages. 

LEGAL FOUNDATIONS OF MORTGAGE CREDITS. The basis for the 
high degree of perfection to which the German mortgage bond sys
tem has attained is due to the German conception of a .lien 
(pfandrecht) IUld ~pecially the institution of the realty register, 
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(Grundbuch). The German .. Pfandrecht" recognizes various 
kinds of mortgage indebtedness. In addition to the" Hypothek .. 
for which the debtor is always primarily liable and the mortgaged 
property only seoondarily so, there exists the .. Grundschuld .. for 
which the land itself is directly liable without any personal debt 
being recognized. Finally there is the II Rentenschuld" which 
does not rest on capital at all but is simply a charge in the form of 
certain fixed annuities. The German II Pfandrecht .. recognizes a 
so-called succession principle according to which a second mort
gage automatically becomes a first lien after the first mortgage is 
liquidated. The realty registers established in various localities 
dating back to the thirteenth century, embraoe the entire territory 
within their jurisdiction. Their importance lies in the fact that 
from them it is easy to establish the property relationships and the 
debt burden of every piece of land. Every interested person has 
the right to ask to examine the register (Grundbuch). A uniform 
regulation for the entire Reich was secured by the Grundbuchord
nung of 1897, by which dealings in landed property are greatly 
facilitated. 

The marketability of the mortgage bond is assured by accept
ance of the principle of undifferentiated security which means 
that for purposes of repayment, no bond is .. tied to .. any partic
ular mortgage. The recognized principle - it cannot be too often 
repeated - is that of lIeMnJl and not Ipscial cover for the mort
lage bonds. Naturally the mortgage bank is in addition liable 
to the extent of its own property. There is besides a far-reaching 
regulation on the part of the State combined with continual State 
aupervision. All these factors tend to eliminate differeneee in 
value between 8U~ve issues of mortgage bonds regardless of 
whether they are issued by the same or by different banks. In 
fact, the level of quotations for the German mortgage bonds, 
which at the outbreak of the war amounted., to about 11,000,000,-
000 marks, was fairly uniform, so far as differenees were not 
eaused by variations in the rate of interest. Tbe immense im
portance of such a capital sum to Germaneoonomic existence can 
be best appreciated by contrasting it with the amount of all Ger
man savings dl'posits whicll before the outbreak of the war 
totalled 16,000,000,000 marks and, including loans of the Reich, 
the Federal States and the communes, reached 31,200,000,000 
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marks. All the efforts of the administration were directed toward 
providing for the security of the holders of mortgage bonds. 

SUPERVISION OF MORTGAGE BANKS. As the activities of the in
dividual institutions were not confined within the boundaries of 
.the separate States, imperial regulation of the system of mortgage 
banks was urged soon after the founding of the Reich. The first 
project for such a law dates from 1879 but it was only after the 
codification of German law (civil and commercial) had provided 
the legal foundations, that the regulation of the system of mort
gage banks was completed with the passage of a law which came 
into force January 1, 1900. 

As will be explained further, the German mortgage bank law 
was framed with reference to various deficiencies which had de
veloped in the case of individual institutions. In respect to the 
customers of the mortgage banks the law on the one hand contains 
provisions concerning the rights and duties of the banks in rela
tion to the landed property for which loans are being sought, while 
on the other hand, there are provisions regarding the mortgage 
bonds to be placed with the public. This imperial law 
was expanded in the case of Prussia only, by a detailed decree 
of the Prussian Ministry for Agriculture of November 28, 1901, 
which 'stands in glose connection with the crisis that threatened 
various Berlin mortgage banks. It contains severer regulations 
regarding State supervision of the banks and the obligation to 
make public their transactions. Likewise applicable to Prussia 
alone is another law, which relates to the upper limits of lending, 
one of the most important questions which concerns the relation 
of the customers of the mortgage banks to landed property. This 
law is the Schaetzungsamtgesetz of June 8, 1918. On the other 
hand, the relations between the mortgage banks and the owners of 
,mortgage bonds were defined by the law governing the common 
rights of the owners of debt obligations (December 4, 1899 and 
May 14, 1914). 

This law covers not only the owners of mortgage bonds but also 
the owners of the bonds (Schuldverschreibungen) of railway com
panies Ol industrial concerns. On the other hand, it does not 
apply to· the obligations of public corporations. This particular 
law has already been briefly mentioned, but as it applies chiefly 
to holders of mortgage bonds it is discussed in connection with 
the Mortgage Bank Law. 
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The Mortgage Bank Law (Hypothekenbankgesetz) requires 
that the permission of the State shall be secured for the establish
ment of a mortgage bank -a requirement which held for banki 
in general until 1870. It was reintroduced in the case of mortgage 
banks out of consideration for the fact that the public, through ita 
holdings of mortgage bonds, is muoh more concerned in the fate of 
the mortgage institutions than in that of the credit banki. The 
business operations of the mortgage hanke are subjected to super
vision by the State and it may be noted in passing that this right 
of supervision is a very far-reaching one although the duty of 
8upervision naturally does not extend to making the State re
sponsible for the conduct of the mortgage banke. Materially 
speaking, therefore, supervision; so far as the public is concerned, 
is resultlesa. In this respect there is a very fundamental dif
ferenoe between the mortgage banke and the publio credit insti
tutions, and the savings banke, too, for which, if not the State, 
then as a rule some other pUblio corporation, such as a oity or oom
munity, acts as guarantor. In addition to State supervision of the 
mortgage banks, there are extensive publicity requirements which 
go far beyond the bi-monthly balance-sheets demanded of the 
credit banke. 

The businesa of the mortgage banks, according to the law, con
sists in mortgage loans on hand, combined with the issue of bonds 
(Schuldversohreibungen) based on the acquired mortgages. In 
the case of mortgage banke, the ioint-stock company and the 
limited liability company issuing shares are the only forms of 
organillltion permitted, while in practice only ioint-&tock com
paniea are found. Institutions previously existing in other forma 
are permitted to continue functioning but are altogether unim
portant. Another exception to the legal regulation is found in 
the eo-called mim mortgage banki, of which there are a number 
in good standing in Bavaria. As already mentioned, there had 
developed there, as in Austria, the usual type of mim mortgage 
banki and these were expressly permitted by law to continue to 
function in their existing form. In the future, however, no mixed 
mortgage banki may he established. The numerous public mort.
gage institutions naturally remained untouched by the mortgage 
bank law. 

FuNCTltINS or .. Puu .. MOIITO.\GII &Nu. The law prescribes 
the ecope of the activities which the It pure II mortgage banb may 
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pursue. In addition to granting mortgages and issuing mortgage 
bonds, the banks may undertake only the following activities: 

(1) Certain functions which may be regarded as a variant of 
the mortgage business itself; namely, the acquisition and 
sale of mortgages already existing, naturally in accordance 
with the standards which are applicable to the granting of 
a mortgage by the bank itself; further, the granting of non
mortgage loans to domestic public corporations with full 
guarantees of such a corporation; the issuing of Schuld
verschreibungen on the security of such loans (usually 
called communal bonds) ; finally, the granting of loans to 
domestic narrow-gauge railways (Kleinbahnen) against a 
mortgage of the railway system and the issuing of bonds 
(Schuldverschreibungen) against the advances. The ac
tivities just enumerated are evidently only variants bf the 
actual business of lending on mortgage. 

(2) Certain sorts of commission business, as for example the 
purchase and sale of securities for foreign account, in 
which through a series of protective measures any liability 
on the part of the Bank itself is excluded. 

(3) The receipt of deposits up to 50% of the paid-in capital of 
'. the bank.. . • " 

(4) The mortgage"banks may place their free funds with quali
fied bank houses, though they may not grant any " cred
its " themselves. They may also utilize such funds to buy 
in their own mortgage bonds (in practice this is the most 
important outlet) ; finally they may buy bills and securi
ties through the ageney of the Reichsbank and make loans 
on sec\1rities. The last-named operations are limited to a 
list drawn up by the management, subject to approval 
by the State, which must also include lending rates. 
The acquisition of land is only permitted to the mortgage 
banks in order to safeguard them against loss (in cases in 
which they have loaned against these properties). As a 
matter of course, real estate property for their own use 

. may also be acquired. 

'" Ther!;. are innumerable regulations dealing with the issue of 
mortgage bonds. F.or instance, the issue of mortgage bonds, which 
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may be called for payment by the holder or which involve liabili-
ties in excess of par values, is forbidden. The bank, for ite part, 
may postpone the right to demand repayment for a maximum pe
riod of ten years. In practice, a majority of institutions limit this 
period to five yeare 80 that most of the mortgage bond issues 
of the past year are not callable until 1931 or 1932. More im
portant are the provisions that the mortgage bonde outetanding 
must at all times be covered by mortgages to alike amount, yield
ing like returns in interest. If this cover should temporarily prove 
to be insufficient as a result, for instance, of repayment of mort
gages, it may for the time being be replaced by State obligations. 
The mortgage bond circulation is further limited in that it may 
never exceed twenty times (originally 15 times) the property of 
the bank, that is, the paid-in capital and the reserve funde. This 
eo-called .. Bepfandbriefungsgrense II is not a fixed amount, but 
it resulte in forcing the mortgage banks to raise their capital from 
time to time as the limite of their righte to issue bonds are reached. 

For the determination of the loan limit, the mortgage bank law 
confines itself to certain general principles in accordance with 
which the individual mortgage banks must work out their internal 
lending policies. . 

As already mentioned, a uniform regulation was adopted in 
Prussia, requiring the establishment in every district (Kreis) of an 
appraisal office (Schaetaungaamt). To give details of this law 
would lead too far afield. Lending is limited by the mortgage 
bank law to land within the country and as a rule is confined to 
first mortgages. The loan is not to exceed three-lifthe of the 
value of the land and in Bavaria, in the case of city real estate, 
it may not exceed 50% . Value is defined as the ordinary value 
that the property has for each owner. 

Among the many details in reprd to the puhlicity requiremente 
of the mortgage banks, the following may be mentioned: the 
bookiDg of the premiums or discounte respeetively, growing out. 
of the issue of mortgage bonds, as well as the amount of mortgage 
interest in arrears, the number of forced was, the number of 
casea in which the Bank, in order to avoid losses, must take 
over lands, and the PJOfit or lOElS ftSUlting from such transactiODL 

The mortgage bond holders in case of bankruptcy have a cer
tain preferred right over all other aeditors, but. as II class they 
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have the same status irrespective of the date of the various bond 
issues. This adds greatly to the marketability of the mortgage 
bonds. 

COMMON RIGHTS OF BONDHOLDERS 

In order to make easy the enforcement of the claims of the 
mortgage bond creditors, the above-mentioned law relating to the 
common rights of the owners of bonds was passed. To justify 
resort to the law there must be a number of fully and equally 
justified claims represented by bonds. It is immaterial whether 
such claims are" real" or personal. In applying the law, certain 
limitations upon the amounts involved are important. For ex
ample, the sum of the outstanding bonds may not be less than 
300,000 R.M., etc. In order to make it possible to meet the 
various conditions, owners of bonds may form a union whose de
cisions with specified restrictions will be binding upon all the 
holders of bonds. The rights and position of this union (Verband) 
in relation to the debtor are comparable to those of a group of 
shareholders in relation to a com'pany. So-called" Quora " are 
established for this union, that is, percentages which regulate 
amoup,ts to be called in, etc. The creditors' union can appoint a 
common representative. In the case of the debtor, that is, the 
mortgage bank, bonds held by the bank in its own treasury are 
excluded from voting upon the resolutions of the creditor unions. 

DEVELOPMENT OJ' MORTGAGE BANltS. The mortgage banks were 
established,Jike the credit banks, relatively late, after 1862. The 
Bayerische Hypotheken- und Wechselbank, founded in 1835, 
one of the oldest and most reputable of the German banking in
~titutions, still carries on a .. mixed" banking business. combining 
/the activities of a mortgage bank with those of a credit bank. 
However, the mortgage branch of the business dates only from the 
year 1864. The number of mortgage banks has for some time 
stayed at a figure somewhat above thirty. Concentration move
ments in the nature of fusions have rarely occurred. There have 
beetrvarious obstacles in the way, due to the legal view that a 
fusion bring& to an end the independent existence of the institu
tions Concerned.· AB a result, in cases of liquidation, the holder 
of a mortgage bond is entitled to demand repayment at once. In-
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stead of amalgamations such as occUrred after 1900 in the case 
of the credit banks, only a relatively loose grouping is to be 
found among ~he mortgage banks, as shown below. Institu
tions not included in the table are independent. 

Share Mort«age 

NIIID- Capital Reaervee Bonda 

Name of Group berof Outstanding 

Inatitu-
191311927 191311927 tiODI 1918 1927 

In milliOJl&omarks and ReiebemarkB -~eiuaohaftagruppe 
iDeutacher Bypotbeken 8 146 65 46 15 23S8 631 

banken 
iGruppe Prellllliaohe " 9S as 27 10 1841 360 

Centralboden 
!sueddautaahe Gruppe 6 lOB 33 71 11 2225 216 

MOlITGAGIII BANK CIIlBIIIIl. During the fim decades of their 
activity (before the passage of the mortgage bank law) the mort.
gege hanks had to weather a number of crises. In Prussia this 
was due in part to the fact that the mortgage hanks were called 
on by the government through all sorts of bureaucratic devices to 
advance loans for agricultural purposes. As economic develop
ment., from 1870 on, led to increasing industrialuation and growth 
of the cities, the mortgage banks in many cases were consequently 
forced to take over estates on which they had made 101lIlS. 

Such unfortunate experiences induced the mortgage hanks, as 
previously stated, to turn more and more toward loans on city 

Iproperty. This resulted in expanding the scope of the activities 
of the rural mortgage credit institutions. The first crisis to over
take the Prussian mortgage banks eanie in 1880. The Prussian 
Hypothekenaktienhank and the Pomerania. Hypothekenaktien
bank which in 1900 precipitated one of the greatest of the German 
banking crises, excited even at that time some very unpl_t 
OODlment. The Grund-Kredithanlt in Goth. fell into difficulties 
and had to be reorganised by the provinl'ial administration. The 
crisis of 1900, to which reference has been made, started with the 
GOllapae of the previously mentioned Berlin institutions and alIili-
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ated concerns. The mortgage bank law had been passed shortly 
before this time. It provided that the legally prescribed cover for 
the mortgage bonds should be delivered to a trustee. The two 
institutions in question were not able to comply. The reasons for 
their inability were in part of long standing but they were also due 
to the serious neglect of their directors who were punished with 
prison sentences. . 

In spite of the discredit attaching for the time being to the 
mortgage business the mortgage banks succeeded in the years 
that followed in regaining the confidence of the public. The vol
ume of the mortgage bond circulation in 1913 is the best evidence 
of that fact. The attitude of the public was probably due to a 
realization that the regulations of 1900 had brought to light 
already existing irregularities in the two institutions, and that 
the amended mortgage bank law would in the future prevent 
recurrence of such happenings. 

During the war and inflation years the mortgage business 
played no great rOle. There are a number of pertinent reasons 
why this should be the case in times of war and inflation, when 
the purchasing power of money is falling. Furthermore, in Ger
many, as in some neighboring states, the protection afforded 
to ~ants reduced the revenue value of city property to a 
minimum. 

At the end of the inflation period, the mortgage banks, as 
well as the Landschaften, both of which had resorted to rye mort
gages and rye mortgage bonds, were in a quite serious situation. 
Their capital and the large reserves which they had assembled 
during peace time were almost entirely invested in paper mark 
securities -.: 80 that their situation was much worse than that of 
the banks. The position of the mortgage banks was greatly im
proved through the revaluation law, which provided that the 
mortgages in which the greater part of their own property was 
invested should be revalued in principle at 25% of the pre-war 
figure. The rather complicated procedure for revaluation of the 
mortgage bond issues will be discussed later. In spite of the re
valuation, the gold balance sheets of the mortgage banks revealed 
greatly shrunken property holdings, in some instances reduced to 
one-tenth of the pre-war figure. In the succeeding period, how
ever, considerable revenues of an extraordinary sort came to them 
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from two different sources. In the first place there were fees for 
administrative costs, which the mortgage banks were permitted 
to levy as compensation for carrying through mortgage bond 
revaluation. These fees enriched the much depleted capital of 
the banks in many instances. The second great source of income 
came from new loans. The end of inflation found all mortgage 
dehtors without funds so that new loans were much needed. At 
the same time inflation had brought about a far-reaching II Grund
buchsbereinigung," that is, elimination of mortgage debt. A great 
deal of landed property which before the war had been mortgaged 
to the limit, was now unencumbered or, at most, carried only one-: 
fourth of the pre-war figure, corresponding to the revaluation rate. 

After 1925 and 1926-years devoted to recuperation-new 
lending became very active. A beginning had been made in 1925 
with a 10,. type of gold mortgage bond, while 8% was the pre
vailing rate during the greater part of 1926. By the turn of the 
year 1926-27 the rate of interest dropped to 7,.. Besides a regu
lar revenue arising from a certain interest margin, profits of the 
mortgage banks consist of the II spread." In the beginning this 
was 4% or 5,. and, by the middle of 1926, it _s about 3,.. 
Out of this II spread II the mortgage banks had to cover the com
mission which. as compared with other kinds of security issues, 
is relatively high in the case of mortgage bonds. However, it can 
be assumed that new loans brought the mortgage banks an initial 
profit of 2% and recently 1,.. The level of new loans amounts 
now (August, 1927) to about 17% of the pre-war total, not includ
ing mortgage bonds in proeess of liquidation. In recent months 
the mortgage banks have tried, and with success, to find an outlet 
for their bonds in foreign countries. The further development 
of tile German mortgage banks will progre!!8 hand in hand with 
the growing strength of the domestic capital market.. Since the 
eeUing up of gold balance sheets, some mortgage banks have 
already been fo~ in aeeordance with the provisions govern
ing mortgage operations, to raise their capital in order to main
tain the correct relation between capital and outstanding bond 
issues. 

METBOIl8 01' RnALUlNG MOII'I'GAOII BoNne.. As stated, the "'" 
valuation of the present mortgage claims was in geueral fixed at 
2S~, but the conditions for revaluation are especially compli-
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cated because a multiplicity of debte represented by mortgages 
are set off against a mUltiplicity of claims represented by the 
mortgage bonds. In this respect the task is immensely difficult in 
comparison with the revaluation of industrial bonds in which case 
a single debtor (the industrial company) is opposed to a number 
of creditors (the bondholders). It may be mentioned here that 
the principles that govern revaluation of mortgages and mortgage 
bonds also apply to similar issues such a8 the bonds of the 
public Landschaften and also the Rentenbriefe of the Prussian 
RentenJiank. 

In the case of the revaluation of the pre-war mortgage bonds is
sued by the mortgage banks, the whole amount of mortgages to be 
revalue!! by each bank is brought together by the bank which ad
ministers the property as trustee. While it was relatively easy 
to determine the amount of the chums of the pre-war mortgage 
bonds according to the date of their issue, the fixation of the total 
amount to be divided was for various reasons decidedly more diffi
cult. For immediate inclusion in the total sum, for instance, there 
were available only those pre-war mortgages which during the 
inflation years had remained untouched. Often the mortgage 
dehtors had taken advantage of the depreciation of the currency 
to make a premature-repayment in depreciated paper marks. In 
such ··cases the revaluation law had retroaetive effeet to June 15, 
1922 - the date officially recogruzed as the beginning of in1lation. 
Paymente made prior to that time were considered to have extin
guished, or, as .the case might be, to have reduced the mort
gage debt. . For later paymente only the actual value (accord
ing to the cUrrent rate of the paper mark in terms of the gold 
mark) was taken into consideration in connection with the 25% 
revaluation. For the uncovered remainder the mortgage bank 
had to enter a so-called retroactive mortgage and at this point the 
difficulties began. At first, all those mortgages which were 
placed against security that had been alienated had to be dropped. 
For example, on lands lost by the Peace Treaty (Poland) there 
was no possibility of entering retroactive mortgages. Further 
complications resulted from loss of priority. Until revaluation 
had been determined hy law, the debtor naturally had the right 
after making repayment in worthless paper marks to demand 
the ~limination fr,!lm the realty register of the pre-war mortgage 
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entered there. If, iii the meantime, prior to the carrying through 
of the revaluation plan he had placed a new mortgage constituting 
a first charge upon his property, the revalued mortgage, after 
being reentered, had to be subordinated to the new claim. During 
the period ofinftation it happened constantly that land changed 
hands after the extinguishment of the pre-war mortgages. In 
this case a retroactive entering of the mortgages to be revalued 
was impossible, as the new owner could point to the formal posi
tion of his property in the realty register at the time of his 
purchase. In this case there existed only a personal claim against 
the previous owner which was not backed by any sort of material 
security. 

Interest allowed on the revalued mortgages is also included 
in the participation pool (Teilungsmasse). Without regard to 
previoua interest charge, rates were uniformly fixed by law at 
3% during 1927 and 59'> thereafter. As compensation for their 
administrative work, the mortgage banks received 8% of the 
amount of the revalued mortgages included in the total sum to 
be apportioned. The success which the individual mortgage 
banks had in keeping and in recovering possession of mortgages 
to be revalued, determined the sile of the quota assignable to 
each pre-war mortgage bond. This quota is consequently dilIer
ent for each bank. 

The allocation of the revalued total among the individual 
owners of mortgage bonds is in most cases being carried through 
gradually by the mortgage banks. The mortgage bond creditors 
receive payment on account for the greater part of their claims in 
the form of" Liquidationspfandbriefe" carrying interest at '.5%. 
drawn in gold marks. Against the rest of the claims represented 
by the participation pool (Teilungsmasse), special certificates 
of rights are issued. As these olaims are established, a further 
distribution of .. Liquidationspfandbriefe .. follows. In this way 
the entire volume of obligations subject to )-evaluation is being 
converted into '.5% .. Liquidationspfandbriefe." From the stand
point of the claimants, this ~ment has the advantage of 
giving them a marketable 8e(>urity that t'&ll be dealt in on the 
Bourse. in plaee of a mere right to revaluation. The redemption 
of these .. Liquidation."Pfandbriefe," whirb, in view of their origin 
are of a provisional nature, takes plare, as in the case of ordinary 
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mortgage bonds, when the revalued mortgages which they repre
sent (held in the participation pool) faU due. 

There is no uniform period set for the repayment of the re
valued mortgages. Those which have a moderate length of time 
to run (five years, as a rule) - and that includes the majority
are due January 2, 1932. In case of the long-dated mortgages, 
running usually for thirty years, subject to amortization, the old 
plan of amortizing them came into force which involves extension 

1
0f payment far beyond 1932. Experience has shown that a large 
number of debtors when placing a new mortgage undertook to 
make an advance payment of revaluation liabilities. Even if 
there is not complete amortization of the revalued mortgages and 
the "Liquidationspfandbriefe" by January 2, 1932, amortization 
will nevertheless have made great strides by that time. 

CREDIT BANKS -----_. 
A discussion of the German banking system necessarily eallll 

for a treatment of the well-known Grossbanken. In order that 
the non-commercial banking field mightlM' "Surveyed first, it was 
decidEld to leave a discussion of the private credit banks (Kredit
banken) until the end. There are in fact IIJJIny comprehensive 
works which describe in minute detail the system represented by 
the GroS8banken~ Among the standard works mention may be 
made of Di. Riesser's Die Deutschen Gro88banken "nd iJlre 
KonzentratWn, Fourth edition, Jena, 1912, also Alfred Bosenick, 
N eudeutsche Gemischte BankuJirtschaft, Munich and Berlin, 
1912. Additional references will be found in the appended 
bibliography. These studies necessarily present a false pieture, 
for the figures of turnover show that a large part of the eredit 
operations pertaining to banking are not transaeted through 
the instrumentality of the private credit banks but through the 
instrumentality of the mortgage banks and of the public institu
tions. Moreover, there is the further fact that Germany to a 
much greater extent than England, for example, dispenses with 
banks and relies upon the typical German cooperative organiza
tions, savings inStitutions, ete. Without doubt the German Gross
banken, in respect to the variety of their activities and the 
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rapidity of their development since the middle of the preceding 
century, are among the most astonishing phenomena of German 
economic life. 

RIBIIl 01" GERMAN JOINT Srocx BANItS. A historical survey re
veaIa the fact that the jQiJ;lt..!t.qck credit banks were relatively 
late in develoj!ing. Until their rise the business of lending. was left 
to private bankers on the one hand and to the Landschaften and 
other 'ran<tlll"Ol'tgage credit institutions on the other hand. The 
rise of the German joint stock banks has gone hand in hand with 
the industrialilation of the eountry. Before 1830 there was prac
ticanyliOiface of industrialism due to warfare, the industrial 
supremacy of England, etc. And even prior to 1870, too, it must 
not be forgotten that France was bound to southern Germany by 
many ties and that in consequence the financial development of 
Germany followed along lines not SO very different from that of 
France. 

ORGANIZATION 01" THII JOINT STocx BANItS. The first German 
joint stock bank was founded in the year 1848 as successor to the 
Rhenish banking house of A. Schaaffhausen. It was the A. 
Schaffhausen'scher Bankverein in Cologne founded with the as
aistanre of the Prussian State with a capital of 5,187,000 talers 
originally, the equivalent of 15,600,000 marks. Of this sum, how
ever, only 3,199,800 talers was paid in. In 1851 the Disconto
Gese1lachaft was founded, first as a Kredit-Gesellachaft, later 
transformed into ita present form of Kommandit-Gesellachaft 
auf Aktien (limited liability joint stock company). Ita capital of 
30,000,000 marks was for that time quite high. The Darmstaed
ter Bank dates from 1853 with a share capital of 42,750,000 mar1at 
of which 17,000,000 marks was issued. In 1856 the Berliner Han
dels-OesellBChaft was established with a capital of 45,000,000 
marks of which 11,240,450 marks was issued. In these years 
the de~lopmellt of the German credit banks paralleled that 
of the French Credit Mobilier, after whicl\,. they were in part 
modeled. 

EsTABLISHMENT 01" TJD: DEUTSCHB BANL In 11170 there came 
a turning-point not only politically but· finant"ially speaking 
through the establishment of the DeutBChe Bank which is one of 
the newer of the German Grossbanken. The course of action pu1'

sued by the Deutsche Bank carried it through the erisis year 1873 
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to the final development of the type of Grossbank that, from about 
1900 until 1914, dominated German economic life far more than 
it does today. Differences between the Deutsche Bank and the 
other' Grossbanken and especially the French Credit Mobilier lay 
in the sharp and conscious stamp of universality emphasized by 
the former. Whereas the other banks had conceived their chief 
function to he the fostsring of trade and industry the Deutsche 
Bank from the beginning added to this line of activity an overseas 
and deposit business. The Dresdner Bank was founded in 1872 
with a capital of 24,000,000 marks of'which 9,600,000 marks was 
paid in. 

CBlSIS OF 1901. In 1891-94 came depression and the collapse 
of man.y Berlin banks, and this led to a Bourse Commission of 
Inquiry, the result of which was the passage of the" Depot" Law 
of 1896. The crisis of 1901 was of great importance for the 
development of the German banking system, for it is generally 

I thought of in connection with the collapse of the Leipziger Bank. 
In 1900, after a brilliant period of advance from the year 1895, 
business entered a phase characterized by a very high degree of 
tension. This tension was heightened in the capital market by the 
fact that the business crisis coincidedwitli a number of important 
legal regulations of the bourse system. About 1896, for instance, 
meaSUres had been adopted calculated in various ways to have a 
retarding in1Iuence upon banking. First there was a sharp in
crease in the tax on bourse share dealings, then came restrictions 
upon stock exchange business which forced an increase in cash 
holdings a~d led to capital increases in a good many cases. For 
example, the DeutBcheBank in 1895 raised its capital from 
75,000,000 marks to 100,000,000 marks with the explanation that 
the increase was intended as a protection against the operation of 
the new bourse law. As these capital increases were issued at a 
high premium (150% in case of the Deutsche Bank) the in1Iu
ence upon the money market was coneiderable. A further c0nse

quence of these various measures, which include the Depotgesets 
of 1896, was the beginning of a far-reaching concentration move
ment initiated by a union of interests (Interessengemeinschaft) 
including the Deutsche Bank, the Bergisch-Maerkische Bank 
and the Silesian Bankverein. In the succeeding years the 
leading banks oo!Dpeted actively in the absorption of smaller in-
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atitutions. This unbroken progress iif the banks for a period of 
five yell1'8 (1895-1900) went hand in hand with a corresponding 
advance of industry. The development was marked by the forma
tion of the Rhenish-Westphalian Pig Iron Syndicate ae well as by 
the Rhenish-Westphalian Coal Syndicate. When, therefore, in 
1900 the crisis came, many circumstances combined to intensify 
its effect. The orisis started, as noted previously, with the Leip
siger Bank which closed ite doors June 25. The Bank, which had 
a capital of 48,000,000 marks and hence olosely approached the 
class of Grossbanken at that time, belonged to the most highly re
garded banks of the province. As the resultant investigation made 
olear, the bank had loaned through its management no less than 
93,000,000 marks to an affiliated concern, the Trebertrocknungs
gesellechaft in Cassel, mostly against bills of the latter. The un
dertaking which, as ite name shows, was chiefly concerned with 
agricultural opel'8tionB and oontrolled very valuable patente 
proved to be a veritable paper creation (Potemkisches Dorf). On 
the same day that the Leipliger Bank closed, it received assist
anoe from the Deutsche Bank which thereby prevented a crisis 
that would have been most disastrous. . 

The following statistics illustrate the extent of the industrial 
crisis which occurred over the end of the year (1901). 

A",,_ quotatiODl 
of ........ ofu.. 

Capital five Berlin 
New SIwe GIOIObank ... 

1897 2M 000. with 880,000.000 marb .. pital......... 181" 
1898 23It '" • 463 It • .......... 171 
1899 3M. • 644· • ".. .... .. • 175 
1Il00 lIel· n S40. • ... ....... 158 
1801 158« n 158· • ........ .. • 1M 
18011 8'7. • \18· • ... .... .. • 168 
IIKIlI IM« • 800· .. ...... .. .. • 1711 
loot 101« .. ItO« « n.. ....... 1'111 
lU06 lID· • 381· • • ' ... .. '" . 185 

RmULTS ott Clutus ott 1901. In ease of the mortgage banks the 
more serious bankruptt-ies .Iso oocuned in these years.. The COIl

SfquenCt!8 of the ~risis of 19oo..{)l for the German banking system 
were multiform. For the mortgage banks it resuIted in the pall

aap of more stringent regulations, and since then there have in 
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fact been no serious difficulties with these institutions in spite of 
the war years and inflation. In the case of the credit banks the 
crisis led to a more pronounced concentration movement. In this 
connection it may be noted that even the bi-monthly balance 
sheets required now of the oredit banks would have failed, as in 
the case of the Leipziger Bank, to reveal their true condition. 
For example, as the credits granted to the Trebertrocknungs
gesellschaft for the most part were covered by bills held in the 
portfolio of the Leipziger Bank, the balance sheet up to the time 
of the crisis presented a surprising and as it turned out, false im
pression of liquidity. 

IMPORTANT POSITION OF THE JOINT STOCK BANKS, 1902-1912. 
The decade following the crisis of 190(H)1 (that is 1902-1912) 
m~i!>e_ !!escriQe<i as the climax of the development of the German 
credit bapks .. hich at that time reached a position that far SUf

passed their present-day importance. In the section on the 
Reichsbank, mention bas been made of the negotiations pursued 
for some years between the Reichebank on the one hand and the 

· government agencies and the Grossbanken on the other. The first 
· fruits of these interchanges were the hi-monthly baJance sheets 
which were first printed in 1910. 

"I The German Grossbanken, under the direction of the Seehand
lung; \ undertook the task of financing the long-term needs of 
the State (for example, the Prussian Konsortium). They also 
extended their. operations into neighboring countries c0-

operating with leading banks as, for example, the Rothschild 
group in the flotation of Austro-Hungarian loans. They re
garded themselves·as financial outposts of German foreign policy 
and the best known 'illustration of this is the Eastern policy 
of the Deutsche Bank in financing the Anatolian and Bagdad 
Railway. 

· THE CREDIT BANKS, 1914-1924. From 1914 up to the time of . 
stabilization there were few events of importance connected with 
the history of the credit banks, but since then they have marched 
at the head of German economic development. 

, BALANCE SHEETS OF THE CREDIT BANItS. The gold balance 
sheets of the leading institutions rev~L a_marked reduction in ' 
assets as compared with the pre-war period 88 shown by the 
~blean.he iOp of the next page. 
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I 11 ill IV 
Deposits 

Capital Reserv .. & Creditors 
Real Estate Including 

Aoceptan ... 
In miUiOIlll of marks 

Deutoche Bank ••• 1914-250.0 178.5 32.0 1,861.0 
1924-150.0 50.0 43.0 895.0 

Discouta- •.••..•. 1914-300.0 118.97 18.0 924.0 
OeselLochalt •••••• 1924-100.0 ~.O 34.0 540.0 

Dreadner Bank ••• 1914-200.00 62.2 33.0 1,245.0 
1924- 78.0 22.0 31.0 686.0 

Darmetaedter .•••• 1914-250.0 40.0 24.0 1,087.0 
Nationalbank .... 1924- 80.0 40.0 25.0 874.0 

(oombined 11122) 

Their statements, appearing in advance of those of uiost of the 
industrial ooncerns, were, however, reassuring and as a result of 
agreements concluded among themselves the Grossbanken im
mediately after the publication of their gold balance sheets from 
1924-1926 undertook to declare dividends in relatively largs 
amounts. In this way they afforded great support, to the German 
lecurity market. It is generally assumed that the dividends,. 
wbich were distributed in 1924 and 1925 came only in part from 
current revenues while, on the other hand, the earnings of 1926 
were decidedly in excess of the amounts distributed. Consequently 
there has been an equalisation of earnings during the past three 
years. 

RATIONALIlATlON OJ' BANItINO. Immediately after stabilisa
tion, the Grossbanken proceeded to reduce their personnel and 
otherwise .. rationaliae" their operations. Altogether the num
ber of employees of the eeven largs banks fell from 63,000 in 1924 
to about '7,000 at preeent. It has to be remembered, to be sure, 
that the immediate disappearance of a mIllIS of ciphers (with 
the nl'W rentenmark unit the previous writing of twelve ciphers 
was avoidl'd) as well as the disappearance of an eodless number 
of oontrol measures, especially in the field of centra1ial'd exchange 
control. had a much greater eIIect upon the banks than upon 
undertakings which were no~ exclusively ooncernl'd with the 
bankrupt currency system. Nevertheless, it can be asserted that 
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the banks were ahead of other branches of economic activity in 
appreciating, the altered situation and in turning from meth
ods of inflationary financing. The Grossbanken have played an 
important rOle in recent economic developments, especially the 
Darmstaedter und National Bank under the leadership of Jacob 
Goldschmidt. Indeed, it is difficult to judge how far the reorgan
ization processes completed in 1926 by German industry reflected 
original initiative and how far they were due to the instru
mentality of the banks. Among the greatest of the combinations, 
and also the one internationally best known is that of the I. G. 
Farbenindustrie which occurred relatively early in 1925. It was 
almost a year later before this movement made further important 
progress. The combine in the I. G. Farbenindustrie sprang solely 
from the initiative of the industrial leaders. It should, however, 
be noted j;hat the formal union of interests only revealed a de
vewpment set in motion many years ago. In negotiations looking 
toward unification of divergent interests, mediation or even mild 
pressure by intervening banks may be necessary. 

In rather marked contrast to the pre-war period, the Gross
banken have joined with the private bankers and numerous public 
institutions in ,the task of financial reconstruction. The private 
banks which have been the intermediaries through which most 

\ 
bt the foreign loans have been placed have profited by these 
operations. 

BANKING METHODS AND POra:CIES 

In view of the important role which the credit banks have 
played in German business life, it was naturally impoasible and 
undesirable to present the preceding exposition without throwing 
some side lights upon their activities. Consequently a good many . 
of the characteristic features of credit banking have been men
tioned in passing. As noted, the development of the German 
banking system has called forth a vast mass of literature which 
consists in part of masterly exposition and in part of polemical 
writings. The nature and the purpose of the German credit 

<banks were the subject of heated controversy especially in 
pre-war times; and during the period when eonC6ntration was 
in progress. A .thorough description of the many typee of ae-
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tivity peculiar to tjl.ese banks would undoubtedly exceed the 
scope of this study." A systematic exposition; according to the 
approved scheme of studying the active operations and the. lia
bilities. incurred, must therefore be omitted. The outstanding 
work dealing with this subject, Riesser's Die Deut&chen Gr088-

banken und ihre Komentration has already been referred to. 
There is even less opportunity to enter upon any discuesion of 
oontroversial matters. The developments o£ recent years have, 
as repeatsdly mentioned, made it neceesary to recognize that the 
position of the Gross.b.anken has been weakened and as a result, 
the fear that they would eventually dominate the entire indus
trial life of Germany (a danger frequently expressed before the 
war) is saen to be absurd and haa oeased to be expressed. In the 
following disouesion attention will be paid chiefly to the oharao
teristio features of the German oredit systsm and the differences 
between it and the system that prevails in Anglo-Saxon countries. 
Here belong such topics as 

• , (1) The relation of the banks to ind\l8try and its consequences 
(reorganilation and promotion of new oompanies, issue of 
industrial bonds, etc.) • 

• (2) The ooncentration movement and the relations between 
the Grossbanken, the medium-siled banks and the private 
banks" - -

(3) The restriction of the sphere of activity of the credit 
banks through publio eredit institutions and coOperatives 
and the segregation of land mortgage credit. 

• (') Foreign business which was almost destroyed by the war. 
(S) Dealings in aeeurities which, as ~ result of the close rela

tion of the banks to industry and their ownership of large 
amoiults of securities, provide a very importan~ 80unle of 
income. 

Other business operations, especially the acceptance business 
and of course the extremely important current account business 
of the German banks, eannot be comprehensively described. In 
any case there are DO great differences observable from the sy&

tsma in operation in othm: countries. 
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(1) RELATION OpGERMAN BANKS TO INDUSTRY. The Gross. 
banken have ·again and again been reproachea for. their practice 01 
" P.!1!Ilpl!1g" JU!ld~ entrusted. to them. too exclusively into industl') 
and traie ~lld into the Boum:. In fact, every German (kossbanli 
cames in its balance sheet a surpmingly large total or' co~sortial 
participations when judged by western.standards. They likewiSE 
hold large aDt0unts of securities for their own accofult.· More· 
oViir,aparlfrq'hl~h~!e ~14ings...growing ,out of credit grants, etc., 
the connection of the leading German banks with industrial under. 
takings 'is notoriously close. This fact finds visible expression in 
the composition of the boards of industrial establishments on the 
one hand and the Grossbanken themselves on the other. 

An impartial survey of the course of German economic develop
ment since 1848 leads to the conclusion that the relation of the 
German Grossbanke':l to industry h,!sbeen an inevitable outcome 
of general conditions. TheJJ,!:ossbanken have been prevented from 

\ 

haying l10IlY influence upon agriculture by virtue of the presence 
of the Landschaften and a host of similar institutions. Then too, 
innumerable obstacles resting upon social prejudices and political 
disaffection have been encountered. A stilI more important ree.
son why the joint stock banks were forced to concentrate their 
eff,orts almost exclusively' upon industry lies in the fact that the 
field~rt_gM~£redits was closed to them' (with the exception 
of a few" mixed" mortgage banks). There was in addition an 
understandable disinclination on the part of the mortgage banks 
to lend against industrial real estate, as such loans, judged from 
the point of view of their" real" value solely, were naturally much 
more of a risk than mortgages upon other city or even country 
properties. Finll!~~..!oug~_the development of the cooperative 
system, the joint stock banks were to a certain extent excluded 
from the 'sphere of the small commercial and trading enter
prises. It should, however, be said here that more liberal 
financing by the joint stock banks in this field would have made 
the coiiperative system less necessary, so that the development 
of the latter may be said to have taken place because of the policy 
pursued by the banks instead of in opposition to that policy. 

Most of the points mentioned lead back to B consideration of 
,the origins of the German joint stoek banking system. The need 

• Bee (3) OD p. 703. 
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for joint stock banks grew out of the fact that the German people 
from the middle of the nineteenth century, because of an increase 
of population enormous for European oountries, were compelled 
to turn fr.qm agriculture to industry. AnJUonverseJlrjt W!lS only 
b!cause of the existence of these banks that the industrialization 
of Germany could occur it the rate it did. Generally speaking, 
the -German banks. occupy a W/ition to induetry midway between , 
the English system and those systems peculiar 11& the mai ority 
of eastern and of financially weaker states. The banks located 
within the boundaries of the old Austro-Hungarian monarchy 
oller especially good illustrations of the last-mentioned type of 
institutions. With its industrialisation process spread over a 
much longer period-_ of tim_e, Engli~ industry ~as able to pro
vide itself with much more capital than Geimany could acquire. 
Quits generally, too, the greater wealth of the population was an 
advantsge for its industry, into which flowed the funds provided 
by the direct investment of the working classes - a process that in 

I America has recently acquired great significance. Such invest
ments were and still are altogether unknown in Germany. An
other consequence of the muced wealth of the people is evi
denced in tohe fact that German banks (more especially the 
Austro-Hungarian) have to convert their short-term deposite 
much more than do the English banks into long-term credits. 

Since the deposit funda of the German banks did not represent 
deposits in the real sense but were the ahort-time investmente of 
the eurrent accounts of customers, the gulf between the long-term 
inv.tment needs of industry and the ahort-term funds flowing 
into the banks steadily widened.. The first form of relief came 
through the issue of industrial bonda but these, due to the prefel'o 
enoe of the German oapitalist for public securities and above all 
for mortcage bonds, could not find a market large enough to cover 
capital needs. The ohief burden of financing the highly p~ 
sive industrial development fell therefore directly upon the credit, 
banks. Their intermediate position between the English banks' 
and those of financially weaker countries showed itself in the fact 
that the German banks did not go 80 far toward providing indus- ' 
try with funels by issue of their own long-term obligations &8,. for 
example, did the banks of Austria and Switaerland through their 
issu8ll*of'Veuury notes. One CODSeqUSDC8 of ibis closeness of 
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relation between the joint stock banks and industry was the estab
lishment of certain special banks which had for their sole obj ec

·tive the advancement of particular industries as,for instance, 
various mining and electrical banks or the still more specialized 
Bank fuer Brauindustrie of Dresden - primarily a holding com
pany, for brewery shares which at the same time undertook the 
#nancing of these enterprises,1o :,;;or years their close relati()I,l_tl!. 
industry provided t~!L,Q.epnep .ba~wi~h the mos~)!Dp,,-~ant 
sources oifncomnbe:y _ enjoyed, if we incfude as income, in addi
tilfilfO--th-e business of founding companies and the taking over 
of their share issues, the corresponding current account and 
acceptance business. . 

On the other band, the obligations which the controlllnuanks 
Iw!re forced to incur at, a time wmen -liiismess was ~~ally at its 
r:orst, were a great sourCe of danger. Indeed, it is very remark
abrethat smcethe failure of the Leipziger Bank, Germany has 
been spared sny great collapses and that the credit standing of 
the .Ieading German banks, even at a time of complete public 
bankruptcy, remained intact. __ 

In the contest which has been waged rather inconspicuously by 
the banks to obtain control over industry, success in recent years 
seems to lie with the industrialists. The reason for the stronger 
position of industry as opposed to the banks may be due in part 
to the weakened influence of the independent shareholder. Since 
the war there has been a great growth of" Sehutzaktien " (that is, 
types of share issues designed to afford tjle management protec- , 
tion' against loss of control). Obviously the number. of votes' 
controlled is not so decisively determinant of the real power exer
cised by the banks as is the industrial dependence created by in
debtedness. In this connection, mergers sometimes may have 
had the consequence of enabling the new company to choose be-

. tween the original controlling banks. 
Then, too, there is the further faet that German business re

quirements have been financed to only a small extent from within, 
and to an overwhelming degree by foreign loans, placed more by 

. private bankers than by the Grossbanken. This also has con-

10 In this Connection it should be recalled that German economy is not 
_uainted with investment _ and that private bmk8 are ..tablished 
in order to meet tI>ts purpose. .,. • 
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tributed to strengthening the position of industry in relatio~:.to . 
the big banks. . , 

(2) CONCENTRATION, AND RELATION Oli' THfD " GBOBSBANDlN " 
TO OTHEII BANKS. The first great business a'isis of 1873 marks 
the beginning of a ooncentration movement which, in the decades 
that followed, proceeded unevenly until it has finally led.today 
(1927) to a situation in which Almost all the joint stock ban):"", 
under the oontrol of the leading Grossbanken. Among the latter 
are inoluded in addition to the four D-Banken (Deutsche Bank, 
Disoonto-Gesellschaft, Dresdner Bank, Darmstaedter und Na
tionalbank), the Berliner HandeltKlesellschaft, the Commerl
und Privat-Bank and the Mitteldeutsche Credit-Bank. The 
D-Banken own many well known provincial institutions, notably 
the A. SohaatThausen'schen Bankverein of Coklgoe, next to the 
Disoonto-Gesellschaft, the oldest German joint stock bank. The 
oommunity of interest which the Deutsche Bank formed with the 
Bergisoh-Maerkische Benk and the Silesian Bankverein has been 
already mentioned. The most important combines of a similar 
80rt, 80 far as they are still in operation, have already been set 
forth. 

CONCENTRATION Movmn:NT. The extent to which concentra
tion has progressed in the German banking eystem iSl'evealed by 
the situation at the middle of 1927. The hi-monthly benk state-

I ments embrace all the private joint stock banks with the exception 
of the Berliner Hande1s-Gesellechaft. There are 79, or 80, if the 
BerliDer Handels-Geeellsohaft be included. The public credit 
institUtion8 and the mortgage banks are of course segregated. 
Among these eighty joint stock credit banks are seven well known 
Berlin Grossbenken, namely the Deuteche Bank, Diseonto
Geeellschaft. Dreedner Benk. D&rIDStaedter und Nationa\bank, 
Commera- und Privet-Benk, Mitteldeutsche Credit-Bank, and 
Berliner Handels-GeaellSl'haft with a combined share capital of 
MII,OOO,OOO R.M. The Reichskredit-Geeelisobaft, being • public 
institution. is not included in this total. Among the larger middle 
siled banks are induded institutions with a capital of at least 
10,000,000 aM. The Bavarian Hypotheken- und Wechae1bank 
does not quite belong in this classification as it is a eo-ea\led mixed 
institution, doing a mortgage business chiefly (share capital 
4:i.OWl.OOO R.M.). Then there is the Bank luer Text.ilindustrie 
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(share capital 22,250,000 RM.) which is a pure industrial bank oj 
the Blumenstein concern- and hence does not belong among thE 
.credit banks. Of t\le other eight middle sized banks four belon~ 
to the groups controlled by the D-Banken which hold up to 100% 
of their shares. The other four are independent. The former in
clude ,the A. Schaaffhausen'schen Bankverein (share capital 
2i,000,000 RM.) a subsidiary of the Disconto-Gesellschaft group; 
the Rheinische Kreditbank, Mannheim (share capital 24,000,000 
R.M.) , a subsidiary of the Deutsche Bank" concern"; the Sued
deutsche Disconto-Gesellschaft, Mannheim (share capital 15,-
000,000 RM.), and the Norddeutsche Bank, Hamburg (share 
capital 12,000,000 R.M.) both subsidiaries of the Disconto-GeselI
schaU .. Konzern" (together 76,000,000 R.M.). Thus there re
main only four banks with a capital of over 10,000,000 R.M. 
which are still independent. These are the Allgemeine Deutsche 
Kreditanstalt in Leipzig (share capital 40,000,000 R.M.) , the 
Barmer Bankverein in Barmen (share capital 36,000,000 R.M.) 
the Vereinsbank in Hamburg (share capital 15,000,000 RM.) snd 
the Deutsche Effekten- und Wechselbank in Frankfort-an-the
Main (share capital 10,000,000 RM.). These four institutions 
represent a share capital of 101,boo,000 R.M. 

The other 63 institutions, with share capitals of less than 
10;()00,000 R.M., control in all capital funds of approximately 
130,000,000 RM., so that on an average the share capital per in
stitution amounts to not more than 2,000,000 RM. or about 
$500,000. Among this group are many institutions embraced in 
the II col/cerns" ~ontrolled by the Grossbanken, but also there 
are a great number of independent institutions of primarily local 
importance. 

PRESENT POSITION 01' THE PmvATE BANKER. It is hardly neces
sary to state that the private banking system has in many re
spects provided the foundations of the present-day structure since 
the Grossbanken themselves owe their origin to private banking 

1 houses. The dominant participation of the leading banking 
. houses in the joint stock banks followed later without a break. 
At this point, however, mention will be made of only the more 
or less automatic process of absorption that was effected by the 
smaller joint $ack banks (especially the provincial banks) on 
the one hand anll the Grossbanken on the other. For instance, the 
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Magdeburger' Bankverein in the period from 1905 to 1911 ab-' 
sorbed not less than 11 private banking firms. Despite these 
direot and indireot absorptions, the number 'Of private bankinl\, 
oonoerns in 1910 was estimated at 4,000. It must pot be for
gotten, however, that the German idea of what constitutes a pri
vate banking business is much more oomprehensive than that of 
the Anglo-Saxon. 

The German small banking business embraces activities which" 
in Anglo-Saxon countries would be called by other names, brokers, Il 
bond salesmen, eto. Among these 4,000 banks there would proba
bly not be more than a few dOlen that would possess a capital in 
excesl of $1,000,000 even though in the post-war period the pri
vate banking business has prospered as already frequently men
tioned, especially through the placement of foreign credits and 
also through the great revenues that security dealings brought 
in 1926. 

Sl1CC1l1lS 01' GBOSSIIANUN IN BlJILDlNG lIP DEP08lT Bl1BIN1!l1!S. 

The attitude of the Grossbanken toward the deposit business 
had a determilltltive inftuence upon the concentration move
ment. While the older Grossbanken did not pursue the deposit 
business over energetioally, the Deutsche Bank from the begin
ning adopted a conscious policy with a delinite aim. It has al
ready been noted that the majority of the deposit offices and 
branches of the leading banks crested in successive decades were 
acquired by taking over private banks or smaller joint stock com
panies. This OOnQelltratiOD-movsment. was !1evertheless inevita~ 
bly limited by the fact that in German currency transactions, sav
ings banks, co6peratiws, etc., occupy a large lield, and these latter 
Institutions through the expansion of their clearing operations 
have been oonverted into quits adequate credit organilations. In 
fact, in spite of the strenuous me&SUn!ll undertaken by the Gros&
banken to force progress in this lield of deposit business, their 
suceesses were, for the reasons giwn, quite-'modest. Altogether 
their deposits amounted in the year 1900 to about 1,000,000,000 
marks and by 1910 bad risen to approximately 3,250,000,000 
marks. The savings banks deposits on the other hand amounted 
to the sum of 16,000.000,000 marks in 1910 and the deposits of the 
credit co6peratiVllS (1906) to 1,000,000,000 marks. Acrount m~ 
also be taken of the faet that before the establisbment of the eye-
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" tem of uniform bi-monthly balance sheets, the concept of " de
posits" was sometimes confused with current accounts, so that the 
,ctual {ieposits were in all probability even smaller than indicated. 

POST.:w An DEPLETION OF DEPOSITS. The effect which the rela
tivelyJinU~<l.!lJ!aracter of the, depo.siLhusiness of the Gross
bank_~n had upon their relation to industry and their opportuni
ties to §nsOce busIness'has been already noted. in thep6st;:war 
period, as' areault of the destruction of savings which had been 
kept in the form of cash, the deficiency was intensified. That ex
plains; too, why even today the GrllSSbanken, in financing indus
tries which are not prepared to satisfy the rigorous conditions of a 
foreign loan, still face a rather difficult and as yet unsolved prob
lem. The attempt which the Deutsche Bank has made to relieve 
this situation by obtaining a foreign loan, presents a novelty in the 
history of German banking which has been followed with interest 
by the entire banking fraternity. This same credit shortage in 
the case of the medium-sized and small industries has given an 
incentive to the establishment of Industrieschaften (still in the 
first stages of development). 

,(4) THE CuLTIvATION OF FOREWN FIELDS BY THE Gaose-
BANXEN. The systematic cultivation of overseas business was one 

I 
of the features of the working program taken up by the Deutsche 
Bank. To be sure, the Darmstaedter Bank had previously made 
attempts at forming foreign connections. The strong emphasis 
which the Deutsche Bank placed upon foreign business, however, 
was only possible after the establishment of the German Empire 
which resulted in increasing the prestige of Germany abroad. In 
this respect, therefore, the Deutsche Bank only followed the trend 
of the times, though in the beginning it was harshly criticized and 
the bank had to carry on a stubborn fight for the introduction of 
the mark acceptance in overseas trade in place of the hitherto uni
versal sterling bill. This was only made possible through the crea
tion of an imperial (unified) currency in 1873. As a matter of 
course, this fight lasted for decades and, when the war came, a 
pOInt had just been reached at which the mark acceptance in direct 
transactions with German :firms had partially established itself 
alongside the pound sterling. The developments of the post-war 
era, it goes without saying, caused the mark acceptance wholly to 
vanish, and up to-the present time there has hardly been oppor-, 
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tunity for its reintroduction. As noted, even the German Gold 
Discount Bank originally started with a pound currency. As long+ 
as the German rats of discount remaine above that of the steijing 
rate, reintroduction of the mark acceptance will be difficul~o 
bring about, quite apart from a certain distrust of the mark as an 
international ourrenoy. 

Aside from these technical details, this question has a bearing • upon exchange policy and in connection therewith upon the 
subject of reparations. Without going into the detaile of this 
very complicated matter, it must suffice to say that it would be of 
great advantage to Germany if it could finance its imports of raw 
materials with mark acceptances, inetead of being conetantly 
forced to use bills payable in foreign currencies. 

OV!lllSlWl AFFILIATED BANKS. The pursuit of overseas business 
by the German Grossbanken was achieved after various attempts 
(such as share participation) in the decades preceding the war 
through the establishment of overseas affiliated banks, for example 
the oft'shoot of the Deutsche Bank, known as the Deutsche Ueber
seeische Bank. Further details are mentioned in connection with 
the individual II Grossbanken." Practically all theee foreign sub
sidiaries, as well as innumerable companies in the German colo
nies, were lost through the war. In return the banks acquired 
only a claim against the Reich for compensation. The most im
portant exceptione are the interests in South America and in 
Mexico where a partial nationaliaation of the local branches 
proved to be necessary. In Europe the strong interests of the 
Germl\n banks in Amsterdam alone are worth mentioning. Of 
much less importance is the participation in some Austrian bank
ing houses. 

(5) THE GEllMAN BANKS AS STOCX DIlALEIIB. A number of eir-
eumstanl'88 have l'ODSpired to bring it about that today, as well aa 

I 
before the war, eommissione in share dealings constitute one of 
the most important sources of income of the banks. In the lim 
pial'S this is due to a ll\ck of various intermediaries BIIch as br0-
kers, which has resulted in throwing the entire business of deal-
ing in securities into the hands of the banks. Furthermore, the 
German .. Depotaeeetll" as well as the .. Boersengeeetll" have· 
helped to ooncentrate this business in the larger iDStitutiona. 

The Grossoonken, through their industrial eoneerne, also find 
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many inducements and opportunities to carry on operations such 
as controlling quotations, participating in consortiums, etc. In 
contrast, for instance, to England all German bank shares are fully 
paid bearer shares and have for years belonged to the class of 
paper exceptionally well regarded in daily bourse dealings. When 
purchasing their own shares on commission, the banks are pro
vided with a further source of income. While before the war the 
German banks in cooperation with the Seehandlung ruled not 
only the share market but also the money market, this, as often 
said, is now no longer the case . 

. DETAILS OF BERLIN GROSSBANKEN 

In the following section, some of the most signifioant data 
relating to the five Berlin Grossbanken will be assembled (banks 
listed according to the order of their establishment) : 

THE DrscoNTO-GESELLSCHAFl'. The Disconto-Gesellscha!t, 
founded in 1851, was changed into a limited liability joint stock 
company in 1856. At the date of its establishment it possessed 
a paid-in capital of 10,000,000 talers, equal to 30,000,000 marks. 
The most important events in the history of its development are 
the following: Especial attention given at first to the current ac
count business and the flotation of state and communal loans; 
active participation in private railways; until 1900, severely cen
tralized management; in 1900, the founding o! a branch in London; 
in 1901, the original Rothschild house in Frankfort-on-the-Main 
taken over and converted into a branch. Among the many banks 
absorbed the most important .acquisitions are the share capital 
of 12,000,000 marks of the Norddeutsche Bank in Hamburg in 
1895 and the taking over of the A. SchaatJhausen'schen Bank
verein A. O. in Cologne (1914). Both banks have since been 
managed as formally independent establishments. In addition 
the Disconto-Gesellscha!t is influential in the Sueddeutsche Dis
conto-Gesellschaft A. G. in Mannheim. In 1926 the Bank fuer 
Thueringen, previously known as B. M. Strupp, A. G., was ae-

. quired, with. consequent additions to the existing network of 
branches. The bmnches in London, Antwerp and Mets as well 
as numerous vallJ!lble foreign connections were lost because of 
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the war. The most important of these were the various institu
tions of the former German colonial empire, interests in the Banca 
Commerciale Italiana, Banca Generale Romana, Banque Inter
nationale de Bruxe1les, the Schantung Railway and Mining 
Company (Eisenhahn und Berghau Gesellschaft), the Otavi Ei
senbahn Gesellschaft and the General Mining and Finance Corpo
ration. As a member of the Austrian Rothschild consortium the 
Bank was also actively engaged in the issue of east European 
shares. Excepting the Deutsche Bank, the Disconto-Gesellschaft 
was the most vigorous in pureuit of foreign business. Among 
the many pre-war establishments, the ones that acquired per
manent importance are the Brasilianische Bank fuer Deutechland, 
founded in 1887, now known as the Banco Brasileiro Alemao 
in Rio de Janeiro with a capital of 20,000,000 milreis. In 1895 
the Bank fuer Chile und Deutschland, now the Banco de Chile y 
Alemania, was established in Valparaiso with a capital of 
10,000,000 pesos. The founding of the Handel-Maatschappij Al
bert de Bary and Co. in Antwerp, which was transferre4 to 
Amsterdam after the war, was especially important (capital 
9,000,000 Borins). Through this oonnection valuable relation
ships weJ;e maintained with the house of Ernesto Tornquist and 
Co. in Buenos Aires. There remain to be noted the interests of 
the Disconto-Geseilsrhaft in a bank in Sofia and in the banking 
house of Ephrussi and Co. in Vienna. The institution also main
tains its own indt'pendent representation in New York. The 
number of employees totaled 7551 in 1927. 

In its gold balance sheet the Disconto-Gesellsrbaft showed a 
capital of 100,000,000 R.M. as well as reserves of 35,000,000 R.M. 
Its paper mark capital of 900,000,000 marks, including preferred 
shares, was converted into gold at the rats of 20 to 3. Since 
then the bank has increased its capital by 35,000,000 R.M., a 
part of which sum was taken over by Dillon, Read and Company, 
New York. Among the industrial int.en:sts of the Disconto
GeseIlsrhaft the following may be mentioned: Gelsenkirchener 
Bergswerk A. O. (one of the parent coneems of the Vereinigts 
Stahlwerke) (United Stee1 Works); Kaliwerke Aschersleben, 
Hamburg-Amerikanisehe Parketfabrt& A. G. (Hamburg Ameri
can Line), the Stumm Concern, Ludwig Loewe and Co. A. G., 
Geeellsehaft fuer Elektrieche Unternehmungen. 
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DARMSTAEDTER UND NATIONALBANK. The present Darm
staedter und Nationalbank, a limited liability joint stock com
pany, grew out of the former Bank fuer Handel und Industrie and 
the Nationalbank fuer Deutschland. The Bank fuer Handel und 
Industrie, founded in 1853, started with a capital of 42,750,000 
marks of which only 17,000,000 marks was issued. At that time 
the institution was to a certain extent under the influence of the 
system of industrial promoting banks of which the Credit 
Mobilier was a type. Moreover, it also dealt in state and other 
security issues although in lesser degree than the Disconto-Gesell
schaft. It was characteristic that from the first the bank par
ticipated in the businesses it established through its large share 
holdings, As with other German Grossbanken, the bank until 
1870 took a somewhat hesitant attitude toward current account 
and deposit business. It founded deposit agencies (Depositen
kassen) in 1~00 - that is much later than the other banks. 
From the first, dealings in foreign exchange were characteristic 
and the Frankfort branch established in ,1854 gave strong en
couragement to this business. In' sharp contrast to the original 
hesitation in setting up deposit offices at home the bank made 
many endeavors to found foreign companies. The hesitancy about 
establishing branches and depositories has however been entirely 
overciline. Today the Bank has no less than 97 depositories and 
115 branches in Germany. The line of development taken ·was 
furthered by. the fact that the Darmstaedter und Nationalbank 
had been strongly influenced by the personality of one of its heads, 
Jakob Goldschmidt, and in recent years outstripped all the other 
banks in its operations on the stock markct. This naturally had 
the effect of increasing the business done on commission. Among 
the many affiliated companies which the institution established 
abroad are the AmBterdamsche Bank (1871) and the Ungarische 
Escompte- und Wechslerbank (1877). It also participated in the 
founding of the Banque Internationale de Bruxelles. In Vienna it 
has a controlling influence in the Merkurbank. Among the other 
permanent affiliations are the Internationale Bank te Amsterdam; 
the Deutsch-Suedamerikanieche Bank; the Deutsche Orientbank 
and the DllDIliger Bank fuer Handel und Industrie. The chief im
portance of the DlIl'IJlStaedter und Nationalbank lies today in its 
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inlIuence in the ,industrial field. This has been greatly strength. 
ened by the successes of recent years, Buch as the reorganillNltion 
of tbe Stinnes II Konzern II and shipping combination. On its 
board of directors the following industries are represented: Linke
Hofmann-Lauchhammer, Norddeutsche Wollkaepunerei und 
Kammgarnspinnerei, Gold- una Silberscheideanstalt, Bismarck. 
huette, Schultheiss-Patzenhofer Brauerei A. G. and Norddeut
Bcher Lloyd, besides the Muenchener Rueckversicherungs A. G. 
The employees of the institution number 7293. 

The gold balance sheet of the Darmstaedter und Nationalbank 
BhoWl a capital of 60,000,000 R.M. and reserves of not less than 
40,000,000 R.M. The conversion of the paper mark capital of the 
two fused institutions was effected in the ratio of 10 to 1. The 
capital which has not been increased since the gold conversion 
appears exceptionally small in relation to the pre-war capitals of 
the two united banks. At the end of 1914, for example, the capi. 
tal of the Bank fuer Handel und Industrie amounted to 160,000," 
000 marks (reserves 32,000,000 marks) and the capital of the 
Nationalbank fuer Deutschland was 90,000,000 marks (reserves 
8,000,000 marks). 

BERLINER 1Lun>EL8-GESELLBCHAI'T. The Berliner Handele
Gesellschaft was foundea in 1856 with a capital of 45,000,000 
marks of which only 11,220,450 marks was issued. Its chief 
strength lay from the beginning in the field of issuing and plac
ing eecurities, state bonds, railways loans, Russian issues. For a 
very long time the institution remained aloof from the cumm\ 
account and depasit business and even today it is the only one 
among the Berlin Grossbaoken that has remained true to the 
principle of strict centraliaation prere8s ing neither branches nor 
depasitoriee. In the opening decades of its existence it was rather 
hard hit by industrial losses and this necessitated, in 1882, a re
duotion of it original capital from 30,000,000 marks to 20,000,000 
1lNU'ks. From that time forward, however, the Bank made un
broken progress under the brilliant leadership associated with the 
Dame of Carl Fuerstenberg. From 1883 until the outbreak of the 
war the average dividends amounted to .Iij~. In the pre-war 
period the eapital had already reached 110,000,000 marks and the 
reserves 43,500,000 marks. ~ conspicuous _trast to the policy 
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pursued by other banks, the Haodels-Gesellschaft clung to this 
110,000,000 marks with the result that its shares acquired a repu
tation during the years of inflation because they were among the 
very small number of unwatered stocks. The return to gold bal
ances brought an unexpectedly sharp reduction of the pre-war 
capital to 22,000,000 R.M., a ratio of 5 to 1, with only 5,000,000 
R.M. in reserves. Public opinion at once jumped to the conclu
sion that here again the well-known conservative management of 
the Berliner Handels-Gesellschaft had counseled excessive caution 
and, consequently, ever since the gold conversion, the quotation of 
the shares hIlS remained above that of the shares of other German 
banks. 

A characteristie indication of the unique position which the 
Berliner Handels-Gesellschaft occupies among the Grossbanken 
is the circumstance that it is the only joint stock commercial bank 
which has until now failed to publish· a bi-monthly statement. 
The only compulsion exercised to induce publication of these 
statements lies in the fact that the committee on admissions 
(Zulassungsstelle) of the Berlin Bourse plBkes its approval of new 
issues of bank shares dependent upon such publication by the 
institution eoncerned. As a result the Berliner Hande!s
Gesellschaft has not raised its capital si~ce gold conversion be
came' 'effective. In that way it has evaded publication of the 
bi-monthly balances. The Bank take& rank among the other 
German 'banks as the bank for industry par excellence, to which 
all other branches of activity are subordinate. Its position is 
especially strong in the eleetrical industry, in the heavy indus
tries and in railways and narrow gauge lines. (K1einbahnen.) 
Among its most important connections are numbered the Allge
meine Elektrizitaets-Gesellschaft with its many ·subordinate 
companies, as for example the Bank fuer Elektrische Untemeh
mungen, Zuerich 1897, the Elektrische Lieferungs-Gesellschaft, 
Berliner Elektrizitaetewerke, the Aluminium Industrie Aktien
Gesellschaft, Neuhausen. One of the largest of the subsidiary 
companies, the Deutsch-Uebereeeische Elektrizitaets-Gesell
schaft, because of the war bad to be changed into a foreign com
pany - the. Companhia Hispano Americano de Electricidad 
(Chade). It has since made brilliant progress. 
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Of ita conneotions with the' heavy industries the Harpener. 
Bergbau Gesellschaft may be mentioned. Among the numeroilil 
interests in railways and narrow gauge lines, the Aktien
Gesellschaft Verkehrswesen stands out prominently. In conse
quence of ita connection with the A.E.G., the bank participates in 
the foreign field in all the German telegraph oompanies, the two 
Schantung companies, etc. Among the foreign banks established 
by it are the Banque Internationale de Bruxelles, and the 
Banca Marmorosch Blank at Cie, in Bucharest. Ita board in
cludes representatives of the following industries: A.E.G., All
gemeine Elektrilitaeta-Gesellschaft), Oberschlesische Koks
werke und Chemische Fabrik A.G., Berliner Maschinenbau A.G., 
formerly L. Schwarzkopf, Caro-Hegenscheidt, Deutsche Con
tinental Gas Gesellschaft, Deutsche Eisenhandels A. G., Metall
gesellschaft, Harpener Bergbau A. G., Rombacher Huetten
werke, Vulkanwerke, Hamburg und Stettin. There are 611i 
employees. 

TaB DIIUTBcaB BANlt. The founding of the Deutsche Bank 
took place on February 25, 1870. Its capital was fixed at 
15,000,000 marks. The principlee that guided the bank in its 
conduct of affairs have been spoken of 80 often that it is hardly 
necessary to refer to them again. Through its conscious emphasis 
upon deposit and foreign business, the Deutsche Bank has con
tributed greatly to the development of the German commercial 
banking system as it stands today. Founded during one of the 
most fortunate periods in the history of the German people, the 
Deutsche Bank has had an unhroken history of progress. An out
standing event in its history and in that of German banking as a 
whole was the already mentioned formation of a community of 
inter.t with the Bergisch-Maerkisehe Bank and with the Silesian 
Bankverein in 1897. The former institution was definitely taken 
over in 1914 and the latter in 1917. In 1906 an inter.t was 
acquired in the Wuerttembergische Verelnsbank in Stuttgart 
which has sin~ also been absorbed by the Deutsche Bank. In this 
respect the Bank stands in complete opposition to the Disoonto
Geeelischaft which permits the larger of the banks which it eo
quires to remain formally independent. In 192:1 the Deutsche 
Bank acquired the Deutsche Petroleum A. G .. giving its own 
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shares in exchange. In 1925 it acquired the Essener Creditanstalt 
in Essen. 

Hand in hand with this concentration movement the number 
of branches increased. Today the Deutsche Bank possesses 176 
extensions. Among them 101 city depositories are maintained, of 
which 37 are located in Berlin. The bank has branches abroad 
in Amsterdam, Danzig, Kattowitz, Constantinople and Sofia. 
The branches in London and Brussels were lost through the war. 
l\mong the overseas establishments, apart from the colonial es
tablishments, are the Deutsche. Ueberseeische Bank and the 
Deutsch-Asiatische Bank in Shanghai. After the war the lat'-. 
ter institution was again able to take up operations. Among 
other foreign creations are the Banca Commerciale Italiana 
"nd Banque Internationale de Bruxelles. The Deutsche Bank was 
and is in respect to the scope of its business activities (current 
accounts, deposit business and especially foreign business) the 
greatest of the German banks. From the circle of institutions 
that stand in close connection with the Deutsche Bank the follow
ing are represented on its board of directors: Siemens Konzern, 
Mannesmann Roehrenwerke, Borsig Maschinenbau A. G., 
Phoenix A. G., Haniel Konzern, Deutsch-AuBtralische Dampf
schi~hrts-Gesellschaft (Kosmos), Norddeutscher Lloyd, Hirsch 
Kupfer-und Messingwerke, Sueddeutsche Zuckerindustrie, Rhein
ische A: G. fuer Braunkohlen-Bergbau, Gesellschaft fuer 
Hoch- und Untergrundbahnen and others. The Deutsche Bank 
formerly participated in dominant fashion in the Oriental 
Railways, the managing company for the Betriebsgesellschaft 
fuer Orientalische Eisenbahnen, and also in the Anatolian 
railway. 

The number of employees of the institution totals approxi
mately 16,000. 

The gold balance sheet of the Deutsche Bank showed a capital 
of 150,000,000 R.M. and reserves of 50,000,000 R.M. The con
version of the paper mark capital into gold took place in the 
proportion of 10 to 1. At the same time 40,000,000 R.M. of pre
ferred stock was placed in America but in 1926 it was brought 
back and distributed among the domestic shareholders in the 
proportion of 3 to 1 at 150. 

THE DBESDNEB BANIt was founded in 1872 with a basic eapi-
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tal of 24,000,000 marks of which 9,600,000 marks was paid in. 
Like the Bank fuer Handel und Industrie, the center was shifted 
from Dresden to Berlin in 1881. In its oultivation of the deposit 
husiness, the Dresdner Bank has followed closely at the heels of 
the Deutsche Bank and has in faot as 'regards the all-around 
charactsr of its development perhaps surpassed the Deutsche 
Bank. After first ahsorbing a numher of emaller institutions, the 
hank began in 1892 to extend its aotivities to embrace larger 
enterprises. 

Temporarily it formed a community of interest with the A. 
Schaaffhausen'schen Bankverein now belonging to the Disconto
Gesellschaft. 

Today the bank possesses 87 branch establishments and 55 de
positories. The number of employees totals 8622. The oreation 
of a ooOperative section in Berlin and Frankfolt-Oll.-the-Main 

I 
was of especial importanoe for the institution since it serves as 
a central agency for the so-called Giroverband of the Dresdner 
Bank to which about 1,000 of the larger eredit cooperatives are 
at present attached. This development partially accounts for the 
already mentioned constant increase of current business. The 
foreign busine88 of the bank dates only from 1892. A branch was 
established in London in 1901 which was lost through the war, 
as was its oonnection (the only one among the German banks) 
with a Parisian banking house, Allard et Cie. Numbered among 
the overseas affiliations are 'the Deutsch-Suedamerikanische 
Bank, and the Deutsche Orienthank (the latter lost through the 
war all its Egyptian and Turkish branches which however have 
Bines resumed operations). In Amsterdam the Bank established 
after the war a limited liability company under the firm name of 
Proehl and Gutmann. 

The Bank is also interested through share holdings in the In
ternational Bank in Luxemberg. In connection with foreign un
dertakings, the D~ Bank together with the Deutsche Bank 
participated in the Anatolian Railway Company, the Bank fuer 
Orientalische Eieenbahnen. the various Schantung companies, 
etc. From the fi.rst the Dresdner Bank has done an active busi
n_ in securities. The" Konaem .. is interested among others in 
Ludwig Loewe A. G •• Seheidemandel. Kattowitaer A. G. fuer 
Bergbau-und Eisenhuettenbetrieb. While the'Dresdner Bank 
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therefore excels almost all other banks in its deposit busi
ness, security dealings, trade credits, etc., it is behind the Deutsche 
Bank and the Disconto-Gesellschaft, perbaps even behind the 
other Grossbanken, in respect to its foreign business. 

The Bank's gold balance sheet shows a capital of 78,000,000 
R.M. and reserves to the amount of 22,000,000 R.M. The 
paper mark capital was converted into gold at the rate of 12} 
to 1. Since then the institution has raised its capital to 100,000,-
000 R.M. The shares were offered to existing holders at the rate 
of 120. 

CONCLUSIONS 

In Germany, more perhaps than in any other country', the years 
of inflation put a great gulf between the period heginning with the 
year 1924 and the earlier normal pre-war era. For purposes of 
comparison, 1913 is usually selected as a starting point since by 
1914 the war had already introduced great confusion. Two fea
tures in particular differentiate the German monetary system 
since .ij)24 from that of the pre-war period. First of all there Y1l 
the obligations assumed under,.thfl])awe$.l'lan and then. there . .is.. 
the -fact that G~~ani. fr~~ having been overwhelmingly a credi. 
~-. -. - ~ 

tor land, hlll\ becol1l,e a debtor country forced to obtain the capital 
f- ft\Q.uired by heurivate industries thi-ough foreign loans. In this 

connection America plays the decisive role not only directly as 
the most important creditor in the placement of German foreign 
loans, but indirectJy through the debt settlements made with her 
Allies. As long a8 the Dawes annuities and the interest on the 
foreign loans have to be paid with bills of exchange (giving rise 
to the so-called tfunsfer problem) the German monetary system 
will have to licknowledge a dependence upon other countries w:hich 
di!Ln.!lt..exist before. t.!tewar. .----' • 

HereiD-'liei the' explanation of the great influence which the 
Reichsbank exerts upon the German monetary system - incom
r parably greater than before the war. The energetic management 
£of the Reichsbank has furthermore brought into greater or less 
Bubjection to ifl, a circle of institutions which have become pillars 
of strength in the domestic money market (Gold Diseount Bank, 
Rentenbank-Kredit-Anstalt, eto.) 
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As It. result of the extraordinary powers conferred and tbe 
~ask8 imposed in war-time, as well as in consequence, of the vari
ous 80cial reform plans that immediately followed the Revolu
t.ion, and other influences, It. tremendous impulse was given to co
operative eft'ort which haa made great strides in the monetary 
field. 

The growth of publip credjt institutions, too, has been notice-I 
able in many lines of endeavor. One of the most important and 
enduring of these new developments is the extension of the system 
of Girolentralen (clearing centers). Many of the vaned actlviiles 
of p~JiQ bodies in the barikiilgliusiness have still to aBBert them
selves. The tendency to draw into a unified central organization 
various types of credit institutions is unmistakable (for ex
ample Landschaften-Zentrallandachaft, Landesbanken-Landes
bank.entralen). Such It. unification waa made all the more neces
sary by the fact that it greatly facilitated the placement of loans 
abroad. The private mortgage banks lost their chief customers 
for mortgage bonds during the years of inflation that dissipated 
domestic savings, and found themselves compelled to follow the 
general example and make stronger appeals to foreign markets 
than ever before. 

In the preceding decades the typical .. mixed " ~ of credit 
banks hIlUith~t~the acid test and had surv~The Ger
man credit bank had assumed definite shape. The combination 
movement, a common phrase which had more significance during 
the years from 1890 to 1910, continued without cessation (for 
e.'tample the fusion of the Darmstaedter Bank with the National
bank fuer Deutschland in 1922). The absorption of local linan: 
cial institutions however appears to be about completed. In this 
field the Groesbanken and their branches constantly come into 
contact with the coOperative credit organisations lnd with the 
savings institutions which have been vast1y strengthened by the 
Gil'Olelltrall'n. 

The exWnsion of ~.l.stl'm of dl'pOsit oIHceII (DepositeD
kassl.'n) of th,- Berlio Grossbanken faIls io .1hiII.period. The 
monl'tary transactions of the entire Reich are iocreasingly COIl

"ntnlted in Berlin. 
Th'l..financinc of the medium-siaecLUld. smaller iodus&ries 

remains a task for the. futum. Among other expedimta, a eo-
-,~ ._--- -,~-- -
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lution is being attempted by the establishment of Industrie
Bchaften. 

Since the creation of the rentenmark and the acceptance of the 
Dawes Plan, the German pccple have again felt as if they stood 
upon a firm foundation and they have gone untiringly to work to 
reconstruct an industrial eystem that had fallen into ruins. 



CHAPTER IX 

THE BANKING SYSTEM OF HOLLAND 

BY 

A. M. »B JONG 

THE MONETARY SYSTEM 

Pam-WAll MONJliTAllY SYSTEM. The monetary system of the 
Netherlands has varied largely during the first three quarters of 
the nineteenth oentury. From 1816 to 1847 bi-metallism pre
vailed in Holland, but for reasons which it would take too long to 
explain in the present survey, this system was found unsatisfac
tory, and in 1847 the law was altered, gold was demonetiled, and 
the silver standard was adopted. Under the prevailing circum
stances this was probably a wise measure; and for a good while 
the silver standard worked very well. But the fall in the value 
of silver which set in in the early seventies put an end to it. In 
1873 the free coinage of silver had to be suspended, and for eome
what more than two years Holland had no metallic standard at 
all. By the act of June 6, 1875, however, a new gold coin was 
introduced. This coin was made legal tender to any amount, and 
it was provided that everyone posse ing gold bullion, should be 
entitled to preeent it at the National Mint and have it converted 
(at a small charge) into coin. At the same time the larger silver 
coina were left unlimited legal tender, as they had been under the 
regime of the silver standard. -

CoINAGB A~ 01' 1901. Since 1875 the monetary system has on 
principle remained the same. In 1901 the different laws on the 
subject were codified into the Coinage Act of 1901, which is still 
in f~ According to this act, as amended on a few points of 
_dary importance by subsequent acts, the curreney unit is the 
lUilder (or florin) of 100 cents. The metallic currency of the 
country consists of -

a. Coins which are legal tender to any amOUDt, namely (1) 
tIS 



7240 THE MONETARY SYSTEM 

gold: the pieces of 10 guilders and 5 guilders; and (2) silver: the 
pieces of 2} guilders (riiksdaalders), 1 guilder, and one-half of 1 
guilder. 

b. Coins which are legal tender to a limited amount, namely 
(1) silver: the pieces of 25 cents and 10 cents; (2) nickel: the 
piece of 5 cents; and (3) bronze: the pieces of 2} cents, 1 cent 
and one-half of 1 cent. 

The weight of the pieces of 10 guilders and 5 guilders is 6.72 
grams and 3.36 grams, respectively; both contain gold 0.900 fine. 
The weight of the silver rjiksdaalder8, guilders and half-guilders 
is 25, 10, and 5 grams respectively; they were coined before the 
war at the rate of 0.945 fine. 

ROLE OF BANK NOTES. In addition'to the metallic currency, 
bank notes play a very important part in the monetary system 
of the Netherlands. They are issued by the Netherlands Bank 
(the only bank of issue in the country) in denominations of 10, 20, 
25, 40, 60, 100, 200, 300, and 1000 guilders, and are legal tender 
t.o any amount except as regards payments by the Netherlands 
Bank,itself. The Bank is obliged to redeem them, if so required, 
in other legal tender currency. The Netherlands Bank is bound 
by law to keep a metallic reserve against all its liabilities payable 
on demand, which include bank notes in circulation as well as 
deposits. The minimum of this reserve is fixed by royal decree 
and amounted before the war to' 40 per cent of the total of 
demand liabilities. 

TYPES OF MoNEY IN CIRCULATION. AB to the actual amounts 
of money in circulation, it should be mentioned that gold coins 
did not circulate before the war, and do not circulate now, in the 
Netherlands, to any appreciable extent, the gold reserves of the 
country being concentrated, as will be further explained below, 
in the vaults of the Netherlands Bank. The circulation of silver, 
nickel and bronze currency was estimated in January, 1914, to be 
approximately Fl. 65,000,000. The cireulation of bank notes 
amounted in July, 1914, to Fl. 322,000,000 (monthly average). 

THE GoLD ExCHANGE STANDARD. Although Dutch law does 
not contain any· such clause as section 1 of the United States 
act of March 14, 1900, there can be no doubt that from 1875 until 
the outbreak of war in 1914 the Netherlands have been on the 
gold standard, and, more particularly, on the gold exchange stand-
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ard. It should be clearly understood, however, that this is only 
partly due to the act of June 6, 1875, just mentioned. This act, 
by allowing the free coinage of gold, made it impossible for the 
value of the Dutch ourrency unit to rise for periode of any im
pcrtanoe appreciably above the value of 0.6048 grams of fine gold 
(0.672 grams 0.900 fine) j hut it did not guarantee that the value 
of the guilder would not fan below the value of 0.6048 grams of 
fine gold. That, nevertheless, the Netherlands may rightly he 
said to have been on the gold standard up to 1914, is entirely due 
to the policy of the Netherlande Bank. For as soon as the act of 
1875 had come into force, the Netherlande Bank made it its fixed 
rule, whenever the foreign exchanges reached the upper specie 
point - thus showing that the value of the Dutch currency unit 
was heginning to decline as against the value of gold - to deliver 
gold for export on the basis of the mint price (Fl. 1653.44 per kilo 
fine) and without charging any premium whatsoever. The effect 
of this policy in such eases was to reduce the volume of money 
in circulation and thus to raise the purchasing power of the 
guilder. 

REsTRICTION IN USB 0. GOLD lIOIl DoMESTIO CIBOOLATION. In 
order to be always able to deliver gold for export, the Bank made 
it its polioy to restrict the issue of gold for home circulation to a 
minimum. The Bank could easily do this, because there was no 
clause in the law prescribing that it should pay its notes in gold. 
The Bank was only bound to pay them, if 80 required, in legal 
tftftder; and the larger silver ooins were legal tender just as well 
as the gold coins. At the same time, the Bank was always ready, 
although it was not ohliged by law to do so, to buy gold at a fixed 
price, originally of FI. 1645 and since 1881 of Fl. 1648 per kilo 
fine.. As the latter price was somewhat more advantageous for 
the seller of the gold than what he was able to obtain at the 
National Mint, I all the gold that came to the Netherlande when 
the exehangee gave ooeasion to gold imports, used to find its way 
into the vaults of the Netherlands Bank - the rlause in the Coin
age Act regarding the free coinage of gold thus being practically 

I On. kilo 01 Ii"" .... d. coined in'" ~~ ..". ..... 18 II ...me 
01 Fl. I~«- The mintina ~ is Fl. 6.5S _ kilo 1iDe. whim __ 
Fl. UIt7.89. M.,....._ ... tho minti.,. ... lura117 Iaba II eertain time, aIJow. 
_ .... "'be ....... orkaolin_ 
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made a dead letter for all parties other than the Netherlands 
Bank itself. 

FOREIGN BILL POLICY. After having obtained, according to an 
act of 1888, the light to purchase and sell foreign bills, the Bank 
from the beginning of the nineties began taking steps far in ad
vance of those taken before. As soon as a demand for remit
tances to .foreign countries made itself felt to such a degree as to 
raise tbe exchanges, without, however, immediately bringing them 
up to the gold export point, the Bank began to sell, as far as was 
within its power, checks on foreign countries. In this way it was 
often able to correct temporarily adverse exchanges, without 
being obliged to deliver gold for export. It is clear that, in order 
to be in a position to sell checks on foreign countries, the Bank 
had to hold assets abroad. Part of these assets was held in the 
form of balances with foreign correspondents, but the bulk of 
them used to be invested by the Bank in foreign bills, which, in 
case of necessity, could be immediately converted into such bal--
ances by rediscounting. . 

On,. account of the peculiar features of the Dutch monetary sys
tem, mentioned in the two preceding paragraphs, viz. (1) the 
almost complete concentration of the country's gold stock in the 
vaults of the Netherlands Bank and since the early nineties also 
(2) the practice of the Netherlands Bank in maintaining the gold 
parity of the gUilder partly by selling checks on foreign centers, 
the species of gold standard prevailing in the Netherlands be
fore the war, is usually styled the gold exchange standard. For a 
proper understanding of the system it should be added that the 
whole-of the policy of the Netherlands Bank briefly described 
above, was entirely based on tradition and not prescribed by law. 
The Bank did, however, in the year- 1903, make a fonnal state
ment to the Government, in which it undertook" to maintain and 
oontinue the gold policy hitherto pursued by the Bank, by con
tinuing to keep ite gold stock available for export, as far 88 lies 
within ite power, on the basis of FI. 1653.44 per kilo fine for 
bullion, and at corresponding prices for gold specie, whenever the 
foreign exchanges'should rise above gold parity." 

EMBAIIGO ON GOLD EXPORTB DURING AND AI'l'EB THE WAlL 
Although Holland remained neutral during the whole of the war, 
the outbreak of hostilities in 1914 caused grave disturbances, and 
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a feeling of extreme uncertainty as regards the future, in the 
Netherlands money market. In these circumstances it was 
thought essential to protect, as far as possible, the gold reserves 
of the oountry. To this end the export of gold from the Nether
llinds, except under special licence to be granted by the Govern
ment, WIIS prohibited by a royal decree of July 31; 1914, con
firmed a few days later by an act of August 3. This embargo on 
the export of gold made it impossible for the Netherlands Bank 
to continue its well-tried policy of maintaining the gold parity 
of the guilder, and accordingly the Bank was formally released 
by the Government from the obligation which it had undertaken 
in its statement of 1903 above referred to. It is clear that this 
meant the abandonment of the gold standard., The situation thus 
created remained unaltered until the spring of 1925. On April 28 
of that year the Netherlands Minister of Finance made a state
ment in the Dutch Parliament to the effect that, from April 29, 
1925, the embargo on the export of gold would no longer be oper
ative, and that, in connection therewith, the Netherlands Bank 
undertook, from that dste, to carry out again the policy an
nounced in its declaration of 1903. In this way, after an inter
val of nearly eleven years, the gold standard was restored in 
the Netherlands. 

P1ui:sENT GoLD PoLICY. It should be added, that, contrary to 
its pre-war practice, the Netherlands Bank started, in November, 
1925, to payout gold coin for internal circulation. The reason 
for this mea8Ul'8 was to be found in the fact, that, largely as a 
result of the inflow of gold in the Netherlands during the war, 
the Bank felt that it was Dowable, to a certain extent, to meet 
the demand for ten-guilder gold pieces supposed to exist 
lImona the puhlic at that time. Up till DO", bowever, the circu
lation of gold coins bas DOt assumed great propmtions. During 
the winter of 1925-1926 a total of approzimately F1. 24,000,000 
was issued 'by the Bank for home circulation. But a large part 
or this sum I!eeID8 to bave been boarded. In the actual circula
tion the gold coins are ~ldolil aeen, and the general publio seems 
to prefer using bank notes. Sinee February, 1926, the issue of 
gold for internal circulation, although it has not been stopped, 
only takes place on a ftI')' moderate M'ale. 

In. oonnection with this poIi~y of isNiDg sold for home ~ 
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tion the Bank has reduced its buying price for gold from Fl. 1648 
to Fl. 1647.50 per kilo fine, because the price of FI. 1648 did not 
leave a sufficient margin to the Bank for having the gold con
verted into Dutch gold coin at the Mint without incurring a loss. 
As, however, the new price will as a rule be still somewhat more 
advantageous for the seller than what he can obtain at the Mint 
(on account of the loss of interest involved in having gold 
minted), this measure does not make any material difference in 
the Bank's gold policy. 

REDUCTION IN REQUIRED METALLIC COVER-1914. In order to 
enable the Netherlands Bank to meet more efficiently the mone
tary crisis of July and August, 1914, it was deemed desirable to 
increase the Bank's lending power. To this end the minimum of 
the metallic cover to be held by the Bank against its demand 
liabilities, was reduced from 40 per cent. to 20 per cent. by 
another royal decree of July 31,1914. This decree is still in force. 
But the actual percentage of the reserve.has been less than 40 
only during the first few months of the war. Since about the mid
dle of ' December, 1914, the proportion of the actual metallic 
cover has always been above and often very substantially above 
this figure. At present (August, 1926) it amounts to about 50 
per cent. 

SUSPENSION 01' REDEMPTION. With a view to the possibility 
that Holland might be involved in the,war, an act of August 3, 
1914, authorized the Government to exempt the Netherlands Bank 
from its obligation to redeem its notes as defined in its charter. 
It has not been necessary, however, for the Government to make 
use of this power. 

HOARDING OF SILVER CoINs. Among the effects of the financial 
disturbance caused in the Netherlands by the outbreak of war, 
was a general tendency to hoard silver coins. This tendency as
sumed such proportions that during the first few days of August, 
1914, practically all the larger silver coins disappeared from cir
culation, and an urgent need of means of payment below the 
amount of ten guilders made itself felt. In order to provide for 
this need the Government was authorized by an act of August 6, 
1914, to issue currency notes (usually called rilverbona -" silver 
notes ") to a maximum total of FI. 25,000,000. This figure was 
raised during and immediately after the war by three subsequent 
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acts to Fl. 40,000,000, Fl. 60,000,000 and Fl. 100,000,000 respec
tively. The" silver notes" are unlimited legal tender and were 
originally iBBued in denominations of 1, 2}, and 5 guilders. The 
amount of currency of this type in circulation attained its maxi
mum at the end of 1918 when a little over Fl. 70,000,000 in " sil
ver notes" were outstanding. It has diminished since then to 
about Fl. 14,000,000 at present. The only" silver notes" in cir
culation are now practically those of 2} guilders. Tbe 5-guilder 
notes were never very popular and have long disappeared, while 
most of the I-guilder notes have been gradually withdrawn during 
the last few years. 

RmDtlCTION IN FmICNESS ~ Su.VII:B COINB. Owing to the con
siderable rise in the price of silver which took place during and 
immediately after the war, the metallic value of the larger silver 
coins in the course of 1919 became greater than their face value. 
With a view to this fact an act was passed on November 27, 1919. 
reducing the finenees of the pieces of 21 guilders, 1 guilder and 
one-half of 1 guilder, thereafter to be minted, from 0.945 to 0.720. 
U was, however. not until the year 1922 that a beginning was 
made in the minting of coins ([or the time being only I-guilder 
pieces) of the new fineness. Up to the present (August, 1926) 
about Fl. 20,000,000 of theee new coins have been &truck.. They 
were chiefly made of 21-guilder pieces of the linenees 0.945. 
which were withdrawn from circulation and melted down for 
that purpoes. 

TYPES ~ MONEY Cmctn.ATINO AT l'u:sENT. For the sake of 
completenees it ebould he mentioned that during the war consid
erable amounts of new silver guilders and smaller coins have 
been issued in the Netherlands. As a result, the circulation of 
hard currency is substantially larger DOW Uan it was in 1914-
According to the latest annual report of the National Min\ the 
total of silver, nickel and bronae coins in circulation on January 
I, 1926, should have amounted to approximately Fl. 102,000,000. 
This figure, however, does not allow for the coins fraudulently 
melted down and exported diuing aDd after the war, concerning 
which no reliable data are available. The circulation of bank 
notes amounted in January, 1926, to Fl. 8n,ooo,ooo (monthly 
average). 
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THE CENTRAL BANK 

LEGAL ORGANIZATION,. The Central Bank of Holland is the 
Netherlands Bank (De N ederlandsche Bank), already referred to 
in the previous pages. It was founded in 1814, when a royal char
ter was granted to the Bank for a period of 25 years. This charter 
has been subsequently renewed by a royal decree of August 21, 
1838, and by an act of December 22, 1863. By virtue of this act, 
as amended by the acts of August 7, 1888, December 31, '1903, 
August 3, 1914, and July 25, 1918, and subject to the provisions 
therein contained, the Bank is entitled to act as a bank of issue 
up to, March 31, 1934. After the expiration of this term the 
Bank's charter shall be considered to have been extended for an 
unlimited number of periods of one year each until notice to the 
contrary be given either by the Government or by the Bank. As 
already stated above, the Netherlands Bank is the sole bank of 
issue in the Netherlands. The foundation of other banks of issue, 
although not legally impossible, would require a speeial act in 
each separate case, and, as matters now stand, is highly improba
ble, and practically out of the question. 

The Netherlands Bank is a private institution in the form of a 
limited stock company. Its eapital amounts to Fl. 20,000,000 
fully paid up. The head office of the Bank is at Amsterdam and 
the Bank has branch offices and agencies allover the country. 
At present there are 18 branch offices and 82 agencies. The fol
lowing provisions of the Bank Act deserve special attention. 

ADMINISTRATION 01' THB BANL The Netherlands Bank is 
governed by a Managing Board, consisting of a President, a Sec
retary, and 'not less than two other members (at present there are 
three other members). The President and the Secretary are ap
pointed by the Queen for Ito term of seven years at each appoint
ment. The other members are appointed by the Bank's share
holders for a term of five years at each appointment. The 
Managing Board is assisted by an Advisory Committee, oonsisting 
of five persons, to be appointed by the shareholders; and a Board 
of Direetors (Commi88ariBBen) ,consisting of at least fifteen mem
bers, also to be eleeted by the shareholders, supervises the man
agement of the Bank. 
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POWERS 01' THIll BANK.. Tbe Netherlands Ba~ has authority: 
(1) to issue bank notes; 
(2) to discount bills of exchange, promissory notes, and deben

ture bonds redeemable within six monthS; 
(3) to grant advances (lombard loans) on &tocks and bonds, 

merchandise, coin and bullion, paper eligible for discount, and. 
foreign bills, ohecks and telegraphio transfere; 

(4) to purchase and Bell precious metals; 
(0) to purchase and sell bills, checks and telegraphic transfere 

payable abroad (this power W88 given to the Bank by tbe act of 
August 7, 1888); 

(6) to receive deposits in current aocount from, to provide 
transfer-(giro) and clearing-accommodations to, and to effect 
the oollection of moneys on behalf of its oustomere i 

(7) to take into oustody securities and other valuables i 
(8) to sell .. aseignations" (a sort of drafts) on its offices. 
The Bank is not allowed to perform any transactions other 

than those juet mentioned, unless it be especially authoriled to 
do so by royal decree. It is, oonsequently, DOt allowed to buy or 
own securities (except for the investment of its surplus fund, one 
fifth part of its share capital, and the peneion fund for its staff). 
It may not own any real estate except its premises. And it is 
expllcitly forbidden to grant any credits or advances whatsoever 
without oollateral. 

As to the sort of customere with whi~h it deals, the Bank is 
entirely f,., It may diS('t)UJlt paper for, grant advanrea to, and 
receive deposits from anyone it wishes to admit 88 its oustomer, 
other banks 88 we\l 88 business firms and 'Private peI'IIIIDS. In 
faot an important part of the lending business, especially 88 re
gards the granting of advances, is done with private individua1a, 
and, besides banks, financial, and other business ooneems, a good 
many private persons have an account in tho Bank's boob. 

The Netherlands Bank is bound by law to publish weekly bal
ance sheets. In addition it i8B\leS annual repone (in a Duteh 
and an English editiOD). 

Ra.t.'I'ION8 BETWUN THIll &Nx AND m:a Gonalno.NT. (1) 
The Netherlands Bank aets, free of charge, 88 fiscal agent to the 
Netherlands Government, and to c:ertain COYenllllellt iDstitutiOllB 
like the Post Office Savings Bank.. . 
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(2) Upon application of the Minister of Finance the Nether
lands Bank is bound to grant advances to the State, free of inter
est, but not exceeding a total of Fl. 15,000,000. 

(3) Whenever the' Bank's net annual profits exceed 31 
per cent. of its capital, the State receives a share in these 
profits. This share amounts to three-fourths of the profits as 
long as the dividend to be paid by the Bank does not exceed 7 
per ceni. Of the then remaining profits the State receives seven
eighths. 

(4) .t\ royal commissioner, to be appointed by the Queen, super
vises the Bank's transactions. 

The Bank Act provides that the State shalI no longer be en
titled to claim any share in the Netherlands Bank's profits: 

(a) if any body other than the Netherlands Bank should at 
any time be alIowed to issue bank notes; and 

(b) if the State should resolve to issue currency notes. 
In' the latter case the State also forfeits its right to the ad

vances mentioned under (2). ,In view of the extraordinary con
ditions which gave rise to the issue of .. silver notes" at the out
break of war, it was stipulated at that time that the .. silver 
notes" should not be considered currency notes in the sell8e of 
the Bank Act. 

NOTE IssUE AND METALLIC RESERVE. The main regulations 
regarding the note issue of the Netherlands Bank have already 
been dealt with in the previous section! For a proper under
etanding of the subjeet it should be mentioned that, apart from 
the stipulation concerning the metallic cover of the Bank's de
mand liabilities, the total amount of the note issue is not subjeet 
to any legal restriction whateoever. There is no legal maximum 
for the note circulation as in France, and the Netherlands Bank 
is not bound, as the German ReicMbank is, to hold a cover in 
bills againSt that part of its note issue which is not covered by 
metaL On the other hand, the Netherlands Bank's foreign bill 
portfolio is left out of account in the calculation of the metsllio 
cover of the demand liabilities, as prescribed by law. It may be 
added here that the Netherlands Bank is not allowed to issue 
notes in denominations smaller than FI. 10. Apart from this 
stipulation the Bank is free in fixing the denominations of its 

• Vide pp. 72«-726. 
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notes. By virtue of the Stamp Aot the notes are not subject to 
ltamp duties. 

INC1UWlIIIIN NOTIII CmcULATloN DURING AND AFTER THill WAR. 

The outstandiDg leature of the average annual amounts of the 
Netherlands Bank's note circulation during the period 1875-1926, 
is, of course, the unprecedented increase in the note issue during 
and immediately after the war. It should be noted that this in
crease can only partly be explained by the growth of the Bank's 
discounte and advanoes. It is also due (and certainly not to a 
less important extent) to the large imports of gold into the 
;Netherlands during the years 1915 to 1917 (inclusive), which all 
found their way to the vaults of the Central Bank. In addition 
to 8uotuations in the average totals of the note circulation, atten
tion should be direoted to the average annual data of per capita 
note circulation. As far as they relate to the last eight or nine 
yeare these figures have to be used with a certain reserve, 
because during the letter part of the war period, and especially in 
the years immediately following the Armistice, a fairly considera
ble amount of bank notes was exported and held in foreign coun
tries. On the whole, however. the official data of the note 
circulation are sufficiently accurate to give an idea of the very im
portant part which bank notes play in the Netherlands. The 
prartice of making payments by check, although it has developed 
considerably during the last ten or fifteen years, is not by any 
means as extended in Holland as it is in the English-speaking 
parts of the world. 

OrHEII DEMAND I.wux.nus. As has·been said alnlady, the 
metallic reserve of the Netherlands Bank is held not only against 
the note issue, but against the total of the Bank's liabilities pay
able on demand. Th_ consist, besides the notes in circulation, of 
the Bank .. deposits and of its a assignatioDs It outstanding. The 
lauer usually do no~ amount to more than FL 1,000,000 or 
Fl. 2,000,000 and are for our purp0e8 negligible. The deposits 
(with which we thall deal more fully on a subsequen~ page) are 
also of comparatively email importanee. In fact the note issue 
forms by far the l~ part of the demand liabilities. During 
the period under consideration the actual metallic I! ITe has 
usually been substantially abow its legal minimum. As a rule 
the average annual pemmtage was monlthan SO and only on one 
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occasion it feIl below 45. This does not mean, however, that the 
demand liabilities have always been covered to that extent by 
gold. For the Netherlands Bank's metallic reserve is not a pure 
gold reserve. According to the law it may cohsist of gold and 
silver (coin as weIl as bullion) and partly also of nickel and 
bronze coins. The tPckel and bronze coins have, of course, al
ways played a negligible part. But, as a result of the fact that 
from 1847 to 1873 the regime of the silver standard prevlliled in 
HoIland., the amount of silver coins in the reserve has for a long 
time be~n rather considerable. In actual fact, up to 1906, as a 
rule more than half of the total reserve consisted of silver coins, 
Since then, however, the situation has tompletely changed. 
The amazing economic development of the Dutch East Indies (the 
monetaryeystem of which is on principle the same as that of the 
mother country) made the greater part of the Netherlands Bank's 
silver stock find its way to the colonies.' At the same time the 
gold.~tock of the Bank increased considerably, and in the begin
ning of 1909 already more than 70 per cent. of the total metallic 
reserve consieted of gold. .Five years later this figure had increased 
to a little over 94 per cent., and during the period 1915-1926 the 
proportion of gold in its reserve has averaged from 97 to 98 
per cent. 

THE DISCOUNT BUSINESS. We have already seen that the 
Netherlands Bank has authority to. discount bills of exchange, 
promiSllllry notes, and debenture bonds redeemable within six 
months. The last four words relate to debenture bonds 
only. As to the bills and promissory notes to be admitted to dis
count, the Bank Act provides that they may not have a maturity 
longer than is in accordsnce with the customs of trade. In 
practWe the I;lank usuaIly does not discount paper having a ma
turity of more than three and a half mOllths or, in exceptional 
cases, six months. In order to be eligible for discount, bills as 
well as promissory notes must bear at least two signatures. Un
like the Federal Reserve Act, the Netherlands Bank Act does not 
say that, in general, the paper, to be eligible for discount, must· 
arise out of actual commercial transactions; but it has always 
been the Netherlands. Bank's practice to refuse so-called 
accommodation-paper. At the same time, the Bank is ready. 
on principle, to discount treasury bills and, subject to certain 
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restriotions, similar paper of munioipalities and other public 
bodies. 

BILLS 01' EXCHANGE. This is perhaps the most suitable place 
to say a few words about the legal aspects of bills of exchange and 
promissory notes, which are the two types of credit instruments 
most widely used in the Netherlands. A bill of exchange is de
fined by the Dutch Commercial Code as .. a document, dated from 
a place, 'and by which the signatory requires someone to pay, at a 
specified place, at or after sight or at a fixed time, a sum of money 
expressed therein, to, or to the order of, a specified person." It fol
lows from this definition that Dutch law does not admit bills of 
exchange payable to bearer. A particular form of words is not 
required for a bill of exchange. 

The accepting of bills of exchange is atrected where the drawee 
writes his signature on the face of the bill. The property in a 
bill of exchange is transferred by indorsement, and the sum stated 
in the bill hllll to be paid at maturity to the holder in due course. 
If a bill is dishonored by the drawee or acceptor, the holder can 
proceed against IIny of the other parties to the bill, whom he 
chOO!les to hold responsible. All persons who have written their 
names on the bill are parties to the bill and liable thereon. 

I'RoIIUSSOIIY NOTIIlS. The Dutch Commercial Code lists two 
kinds of promissory notes: promissory notes to order and promis
sory notes to bearer. A promissory note to order is defined as .. a 
document, dated and signed, by which a person promises to pay, 
at his domicile or at the domicile of another person within the 
same municipality or elsewhere, and with or without the deter
mination of a fixed time, the sum of money bpressed therein, to 
the order of the holder." The law whicb governs promissory notes 
to order is in principle the same as that applicable to bi11s of 
exchange. Only the provisions regarding aceeptance do nc$ 
find application bere, ~ause a separate aeceptance of promis
sory notes does, of COUlS8, not take place. 

Promissory notes to bearer are not subjeet to the law governing 
'bills of exchange. As, however, the importance of these notes 118 

credit instruments is insignifit'llnt, they need not detain 119 here. 
INCIIEASII 01' 1'Busuay BILLS IN Poanouo Dnmo W... The 

amount of debenturv- bonds in the Bank'll portfolio bas always 
been ~ligible. Before the war the bulk of the discounts COD-
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sisted of commercial bills and promissory notes. Treasury billa 
were also discounted, but the amount of this paper held by the 
Netherlands Bank was seldom very important, and there were 
often long periods in which the Bank held no treasury paper a~ 
all. This changed, however, at the outbreak of war, and in the 
years following 1914 government paper came to playa large part 
in the Bank's discount portfolio. Unfortunately the Netherlands 
Bank's weekly balance sheets until recently did not give separate 
figures for the discounts of treasury paper, and the annual reports 
as a rule only contain some occasional figures in this respect. But 
the available data show that during the years 1916-1917 and 
1917-1918,' when the abundance of money which prevailed in the 
Netherlands during the greater part of the war period, had re
duced the commercial paper in the Bank's portfolio to an unusu
ally low level, the percentage of treasury paper in the yearly vol
ume of discounts amounted to 70 and 78 respectively. 

POST-WAR INCREASE IN CoMMEI\CIAL DISCOUNTS. After the 
.Atinistice the position changed in so far that the commercial disi 
counts began to increase considerably. But the discounts of 
treasury bills also grew, and in the year 1921-1922 when both 
commercial discounts and discounts of treasury bills reached their 
maximum, the latter constituted 61 per cent. of the total volume 
of discounts. During the past few years, however, this percentage 
has substantially diminished again. In the year 1924-1925 it was 
not quite 39; in 1925-1926 it had fallen to 30.6. Regarding the 
discounts of paper of municipalities, provinces, etc., no figures 
are available. Before 1914 and during the first years of the war 
these discounts have probably been insignificant. During the lat
ter part of the war and especially in tbe two years immediately 
following the b-rmistice they must have assumed fairly consider
able proportions. Since then they have rapidly declined and at 
present they seem to be negligible. 

INCREASING IMPORTANCE OF PRoMISSORY N!1I'B8. The propor
tion of promissory"4Iotes to bills of exchange in the Bank's com
mercial portfolio has considerably changed in the course of years, 
with the result that the promissory notes play a much more im
portant part at present than they did half a century ago. During 
the years 1921 to 1926 they averaged a little over 75 per cent. of 

• The IiBcaI yean of the NetherlaDda BaDk nm from April I, to March 31. 
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the yearly volume of commercial discounts, as against probably 
about 60 per cent. during the years 1900 to 1905,' and not quite 
37 per cent. during the years 1875 to 1880. It should be added 
that the discount rate charged by the Bank for promissory 
Dotes is, as a rule, one half of one per cent. higher than that 
for hills. 

THE ADVANCJ!18 (LoMIIA1IIl LoANs). As has been stated before, 
the Netherlands Bank is permitted to grant advances or It Lom
bard loans" on stocks and hands, merchandise, ooin and bullion, 
paper eligible for disoount, and foreign bills. In practice, how
ever, the Bank's advance business is somewhat more restricted 
than might appear from this enumeration. For until very re
cently (Novemher, 1925) as a rule no advances at all were made 
on paper eligible for discount and foreign bills, while the advances 
on ooin and bullion ars insignificant. Of the two remaining sorts 
of advanoes, those on stocks and bonds are by far the most import
ant. In fact they oonstitute the bulk of the Bank's advance busi
ness. The advances on merchandise, although of greater conse
quence than those on coin and bullion, have never played a 
prominent part. 

TYPES 01' ADVANCES. Aocording to the periods for which they 
are granted, the advanoes are divided into ordinary advances and 
advances on ourrent aooount. The former used to be made, before 
the war, for three months; hut in 191. this term was reduced to 
one month. If, two days before maturity, neither party has given 
notice, they are tacitly renewed for the earne period. The ad
vances in ourrent account. are not granted for a fixed term, but 
can be paid back at any time, the minimum period for which inter
est haa to be paid being one dsy. It is clear that this eon. of 
advances is particularly suited to borrowers occasionally requir
ing money for short. periods. In fact., practically all the larger 
general banks in Holland have arrangements with the Netherlands 
Bank under which they are entitled to take up money in eurrent 
account up to a certain maximum, whenever they desire to do eo. 

. To this end they have permanent dep8ta at the Netherlands Bank, 
which are pledged as seeurity for advances of this kind. If they 

• The _'" &,.... lor u.- & ... ,... is DOt aftilable beca_ the Baak'o 
..... ual ..... 01 tIlio period aaly lift _ ..... 01 ~ _ ia 
toW cbsooun" ...., rr ... II c •• t wa . 



788 THE CENTRAL BANK 

do not aetually take up money under these arrangements, they 
pay a small charge for the custody of their depots. 
. RATES CHARGED ON ADvANCEs. The rate of interest charged by 
the Netherlands Bank for ordinary advances varies according to 
the kind of security, the rate for advances on foreign stocks being 
as a rule one half of one per cent. higher than that for advances 
on domestic stocks. The latter has often (but not always) heen 
equal to the discount rate for promissory notes and consequently 
one half of bne per cent. above the bill rate. The rate for ordinary 
advances on merchandiae has mostly been identical with that for 
advances on domestic stocks, although it shows occasional move
ments of its own. The rate for advances in current account is the 
same for the different sorts of security and nearly always a 
full per cent. above the rate for ordinary adv.ances on domestic 
stocks. 

ADVANCES TO THE'8TATIL The advanCes which the Netherlands 
Bank is obliged to grant to the State are made in the form of ad
vances on current account on the security of treasury paper. They' 
date from 1888, when it was provided in the Bank Aet that they 
should be granted against the rate of interest for ordinary ad
vances and that their total should not exceed FI. 5,000,000 at a 
time. In 1903, however, these provisions were altered. The maxi
mum for the adV'ances for the State was raised to FI. 15,000,000, 
and it was enacted that the Bank should not charge any interest 
for them. These provisions are still in force. 

RELATlVJ IMPORTANCE OP ADVANCES. In a study of the data 
concerning the Netherlands Bank's advances, it will be aeen that 
the Bank's advance business is by no means of small importance 
when compared to the discount business, and that there have even 
been long periods (e.g., the years 1905-1914 and 1915-1921), 
when the" other advances" considerably ~asaed the discounts. 
The veri high figures for." other advances" in 1919-1920 and 
1920-1921 are due ,to the issue of long-term government loans in 
January, 1919, and May, 1920. In order to give some idea of the 
part played by the advances in current account among the total 
.. other advances," it may be added that up to 1913-1914 the 
annual 8verage of the advances in current account stood alwaY'l 
below FI. 8,000,000. In recent years the advances in current ac
count have become considerable. During the period 1914-1926 
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they averaged Fl. 30,000,000, or a little over 20 per cent. of the 
average total of the If other advancee." 

DIIP08ITB AND THII Ta.uiSFEB SIIRVICID. As fiscal agent. to the 
Dutch Government the Netherlands Bank acts as State depository 
for any funds the Government may have temporarily available. 
At the same time the Bank accepts, as already stated before, 
money in ourrent account from any of its other customers desiring 
to make a deposit with it. Like nearly all Central Banks, the 
Netherlands Bank doee not allow interest on depOllited money. 
Until 1914 it even used to charge a commission of one half of one 
per mille on payments (not transfers) to the account of any 
of ita customers otller than the Government. This commission, 
however, was abolished at the outbreak of the war. 

GoVIIBNNllNT DlIPoelTB. The Government deposits need not 
detain us very long. Until the beginning of the ninetiee they were 
often fairly considerable and although prior to 1889-1890 the 
Bank did not publish separate data for the two kinds of deposits, 
it is known that the comparatively high level of the deposits from 
1875-1895 is entirely due to deposits of government funda. But 
after provisions had been made in the Bank Act obliging the Bank 
to grant advances on current account to the State, the importance 
of the government deposita rapidly declined. During the last 
twenty years these bave been 80 few and far between, that they 
may be cOnsidered almost negligible. • 

OTHU DIIPOBIT8. For a proper understanding of the Neth_ 
lands Bank's deposit aceount business, as far as the other deposits 
ars concerned, it should be noted that, unlike the member banks 
of tile United StateR Federal Reserve .System, the general 
banks in the Netherlands ant not bound by law to carry any Ie

eerve balances with the eentral eredit institution of the country. 
N eitller did they voluntarily bold ap~iable parts of their Ie_''ell in the form of balances with the central bank before the 
waf. As far as they did not keep their reserves in actual cash, 
the banks usually preferred to temporarily inYS them in 
montlily loans or on oall at the Stock Exchange. As a resuh the 
Netherlands Bank's other deposits bave long remained at a very 
low level. The considerable increase they ba\'e shown since 1914 
is probably partly to be ~lained by the abundance of sheri 
money prevailing in Bolland during· tbs greatel' part of this 
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period, and by the abolition of the commission of one half of 
one per mille for payments in current account above referred to. 

THE DEVEt-OPMENT OF THE" GIRO "SYSTEM. That increase is, 
however, also largely due to the comparatively sudden develop
ment of the custom of making payments by means of what is 
usually called the giro- or transfer-system, which took place in the 

\

Netherlands during and after the war. Long before 1914 the 
Netherlands Bank had made it possible for its customers to effect 
their payments in this way, and the Bank had been constantly 
endeavoring to develop its transfer service. But until 1914 these 
attempts had never been very successful, because the habit of 
paying in cash was too firmly established in Holland. The war 
changed this, and, partly also as a result of an alteration in the 
application of the system, by which the Bank, in August, 1914, 
permitted persons and institutions not having an account in its 

. books, to make use, through their own· banks, of its transfer 
servic!" this branch of the Bank'a activities has since developed 
to a considerable extent. The following figures give an idea of 
this development-

• 
NUMBER AND VOLUME OF TRANSFERS EFFECTED BY THE 

NETHERLANDS BANK DURING THE YEARS 1913-1928' 

Year 
1913-14 
1914-15 
1915-16 
1916-17 
1917-18 
1918-19 
191~20 
1920-21 
1921-42 
11122-23 
1923-24 
1924-25 
1925-26. 

Number of 
trausfelS 

70,063 
122,332 
173.199 
205.068 
231,288 

" 245,697 
320,005 
448,574 
633,523 
620,122 
774,125 
701,819 
642,199 

Amount transferred 
(in milliOll8 of guilders) 

240 
905 

1,684 
3,526 
4,638 
8,199 

15,173 
23.018 
24.316 
19,706 
23,453 
28.410 
31,594 

For the aake of completeness it should be added that the Neth
erlands Bank undertakes the collection of bills, checks, coupons, 
etc., not payable at its offices, for anyone having an account with 

• Source: Annual Repor" of the Netherlanda Bank. 
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it. A small fee is oharged for such collections. At its offices in 
Amsterdam, Rotterdam, and the Hague, the Bank also acts as a 
olearing house for the principal banking institutions in those 

'towns. Clearings are held three times a day. The balances are 
settled by transfere on the Netherlands Bank's books. 

MIliTHODS' 01' CIlEDIT CONTROL. As is the case with most Cen
tral Banks, the principal method used by the Netherlands Bank to 
oontrol oredit, is the manipUlation of Cle rate of discount. Speak
ing generally it may be said that up to the outbreak of war the 
predominant faotor in determining the Bank's policy in this re
speot was the state of its metallio reserve. When the reserve per
centage started appreciably to fall so as to approaoh its legal 
minimum, the Bank invariably raised the rates at which it was 
prepared to lend money; and it used to lower them when the 
reserve percentage was comparatively high and showed an up
ward tendency. It should be observed that it has never been 
customary with the NetherlandB Bank, while pursuing this policy, 
to use artificial means in order to make its ratee effective. All we 
have already seen, the Netherlands Bank has no authority to pili'
chase or sell securities in the open market; and the practice fol
lowed by the Bank of England and at one time also by the German 
R..u-lasbank, of discounting certain domestio bills at a rats below 
the official discount rate. has never found favor in Holland. On 
the other hand, prior to 1906, the fact that only a comparatively 
email part of the metallic reserve consisted in gold, more or less 
hampered the Netherlands Bank in its rate policy by preventing 
it, on several ocrasions, from following a decline in the open mar
ket rate as closely as would have been poesible otherwise. But 
in spite of this, the Bank as a rule very well managed to keep 
in tourh with the money market, and it may be said that before 
the war its rate policy was on the whole quite effective in con
trolling the credit situation. The Bank rate has always been 
above the discount rate in the open market and mostly (especially 
in later years) also above what is called in Amsterdam the .. pro
longation "-rate. i. •.• the rate for monthly loans on the St.oclt 
Ext-hange. 

REsEa\ .. RATIO NO LoNGER SoLI! GUlDII OP I>IsoovNT RAft 
Poucy. After the outbreak of war in 1911 it SOOD t-ame clear 
tha' the Bank eould no longer rely on its _ ratio as praeti-
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cally the sole guide for its rate policy. During the first war years 
considerable quantities of gold were imported into the Nether
lands and the reserve percentage rose to an unusual height. But 
in spite of this fact the discount rate for bills, whicb had been 
raised to 6 per cent. during the crisis of July and August, 1914, 
was never reduced below 4i per cent. In fact the international 
situatioQ of the period made it practically impossible for the 
Bank to reduce its rates any further. As compared with the rates 
of the banks of issue in the principal other European countries, 
the Netherlands Bank's rate was already decidedly low. A 
further reduction would have attracted foreign demand for credit 
in a measure which from the Netherlands point of view was to be 
considered'very undesirable. On the other hand, when, in July, 
1922, the Netherlands Bank did at last reduce its discount rate 
from q to 4 per cent. the reason for this reduction was not to be 
found in the state of the metallic, reserve (the reserve percentage 

. being; 'in fact, much lower at that time than it had been during 
the years 1916 to 1918), but in the general credit situation of the 
country. It is these two factors - credit conditions in the sur
rounding countries and the general credit situation at home
which, as far as one can see at present, have chiefly detennined 
the more recent alterations in the Netherlands Bank's rate policy. 

THE RATIONING or CREDrr. PartIy in addition to and partly 
in lieu of the rate policy, quite another method of credit control 
has been used by the Netherlands Bank during part of the period 
under consideration. We refer to the policy of credit rationing 
and moral pressure as applied by the Bank in the years immedi
ately following the Armistice. As in many other countries a 
serious expansion of credit took place in the Netherlands during 
this period. This expansion was largely due to the fact that at 
that time thl! expenditure of the Government and of certain mu
nicipal corporations greatly exceeded their revenue, with the 
result that thcy were constantly obliged to issue large amounts of 
short- and long-tenn loans, which to a considerable extent found 
their way to the Netherlands Bank. It was obvious that in these 
circumstances, one could not expect any great success from a raise 
of the Bank's rates as a measure to check the expansion of credit . 

. The municipal corporations would have been apt simply to in
crease taxation in order to meet the higher costs of borrowing. 
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And the government need not even have done this, because, as we 
have seen already, by far the greater part of the Bank's surplus 
profits reverts to the State. The Netherlands Bank therefore. 
resorted to other measures. As early as February, 1919, it an
nounced that it would in future reserve the right to fix the total 
amount of municipal paper which it was prepared to discount or 
aocept as oollateral for advances, and that it would accept such 
paper only after having obtained satisfactory information as to 
the time the paper had to run and the method of its redemption. 
This warning was repeated and further explained a few months 
later. At the same time tJle Bank made a special point of con-., 
stantly exercising a severe control over all other applications for 
credit which were made to it. In doing so it adopted the stand
point that no unnecessary obstacles should be laid in the way of 
well oonsidered credits for really productive purposes, but that, on 
the other hand, all unsound credit expansion should be checked. 
Finally, in a circular issued in September, 1920, the Bank called 
special attention to the large amounts in bonds of government 
loans, which served as collateral for its advances. It pointed out, 
that the greater part of tile funds obtained by means of these 
government loans had been used for non-productive purposes, 
and that it was, consequently, highly desirable in the public inter
est, that the advances made by the Bank against such govern
ment bonds, should be redeemed by the borrowers as soon as 
possible. In order to add force to this warning the Bank raised, 
in October, 1920, as a supplementary measure. its rates for ad
vances on stocks and advances on current account by one per 
cent. This policy of credit rationing and ,moral pressure has in 
practice shown very satisfactory results. 

EFpU"T op FOIIEIQN BILL PoLICY. When dealing, on a pren!d
ing page, with the methods used by the Netherlands Bank in main
taining the gold parity of the guilder. we have a1ready briefly 
referred to the Bank's custom of holding &ome of its assets 
abroad, part1y in the form of balances with foreign correspond
ents, but mostly in the form of foreign bills, which can be imme
diately converted. if necessary, into such ba1ances by rediscount
ing. The authority to purehase and sell foreign bi1ls was granted 
to the Bank in 1888, and we have seen that since the beginning of 
the nineties, the Bank has used its IISllda abroad to sell checks oa 
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foreign countries whenever the exchanges began to rise above 
gold parity, and that, By doing so, it was frequently able to cor
rect temporarily adverse exchanges without being obliged to de
liver gold for export. It is clear that this foreign bill policy, as the 
above-mentioned practice may be conveniently called, thus acts 
as a method of protecting the Bank's metallic reserve; and since, 
before the war, a fall in the reserve percentage was the chief rea
son for raising the tariff of rates, the foreign bill policy was bound 
indirectly to have a more or less stabilizing influence on the Bank 
rate. The amounts of foreign bills have varied considerably in the 
course of years. This is partly to be explained by the fact that 
until 1918 the Bank Act contained the somewhat peculiar pro
vision that the sum total of the funds, invested by the Bank in 
foreign bills, was not allowed to exceed for any period longer than 
a fortnight, the amount of what is called the Bank's available 
metallic balance (i.e., the amount of" free"" gold and silver in the 
Bank's vaults). But it is partly aiso due to the practice which has 
beeD followed by the Netherlands Bank until the very last years 
preceding the war, of never increasing its foreign bill portfolio
however favorable the exchanges might be for such an increase
as long as the demand for credits at home was comparatively 
strong. As a matter of fact, these two factors had more or less 
hampered the development of the Netherlands Bank's foreign bill 
policy before the war. The effect of the foreign bill policy in 
stabilizing the Bank rate cannot, of course, be expressed in exact 
figures. By way of illustration it may be mentioned, however, 
that, whereas the official discount rates of the Bank of ~ngland 
and the German Reich8bank have been altered during the years 
1894 to 1913 (inclusive) 90 times and 73 times respectively, the 
Netherlands Bank's discount rate for bills had been changed only 
36 times in the same period. As to the Netherlands" Bank's bal
ances with foreign correspondents, no figures are available; but 
on the whole these balances seem to have been of minor 
importance. 

WAR AND POST-WAR CHANGES IN FOREIGN BILL PORTFOLIO. 

During the years 1914 to 1919 the foreign portfolio was kept 
within very modest limits on account of the risks involved in 
the holding of foreign bills at that time. Since 1919 the Bank 
has appreciably increased it again, mainly by making (with the 
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authorization of the Government) considerable gold shipments to 
England and the United States. During the war and in the years 
immediately following the Armistice, although there could be no 
question of maintaining the parity of the Netherlands guilder in 
relation to the variou8 other ()urrencies, the Bank has often made 
good use of its a88ets abroad by supplying Dutch trade and indus
try at rea80nable rates with the meens of paying their debts to 
countries, the currencies of which were temporarily at a premium in 
the Netherlands exchange market. After the restoration of the 
gold standard, in April, 1925, the Bank has resumed its pre-war 
policy of selling drafts on foreign countries the currencies of 
which are legally and unconditionally on a gold basis, whenever 
the rates of exchange on these countries give occasion to do so. 

OTHER BANKING INSTITUTIONS 

LEo.u. CoNTROL. Unlike the Netherlands Bank, the organiaa
tion and powers of which are largely determined, as we have seen 
in the previous section, by law, the other banking institutions B8 

such are almost entirely free from legal restriction in Holland. 
As a result of the Bank Act of December 22, 1863, whicb gives the 
Netherlands Bank <IlI/aelo a monopoly of note issue, they are not 
allowed to issue bank notes. But for the rest they are completely 
free in the way they wish to carry on their business. They are 
not 8ubjel't to any government supervision whatever, and under 
no legal obligation to publish periodical reports or balance sheets. 

THB GENERAL BAND. Among the various classes of banks 
other than the Central Bank, by far the most important group in
cludes what. are usually termed in Holland the r;enera\ banks. 
Their character is not easy to deseribe. They do not specialiae, 
like the joint-stock banks in England, in abort.-term transactions 
only. Neither do they operate chie1ly in the investment field. 
Their aim, as it. is u!rually deecribed in their constitution, is to 
aondUl't banking business in the widest sense of the word. On 
prinl'iple they very mum reeemble the Cftdit banks (Kredil
bmlkMt) in Germany. But their relations to industry, although 
they have eonsiderably developed of late, are 011. the wbole ~ BO 

close as in the case of the German banks. 
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CREDIT POLICIES. The general banks grant both short-term 
credits and credits which have a somewhat longer period to run, 
although, for obvious reasons, they usually will take care to make 
sure that the majority of their loans is of the short-term type. 
Their credits bear partly a commercial and partly an industrial 
character; they very seldom grant agricultural credit. As security 
they accept not only bills and promiBSOry notes, and stocks or 
bonds, but usually also merchandise, reall estate, sureties of third 
persons, life insurance policies, ete. They sometimes also grant 
credits without any special security. 

FLOTATION OF SECUIUTIE8. A characteristic 'branch of the ac
tivities of the general banks (at least as far as regards the 
larger ones among them) is the business of Boating securities. 
This often proceeds as follows: The bank extends a certain 
amounj; of credit to some industrial corporation. At the outset 
this wedit is perhaps comparatively small and only used for the 
payment of current expenses like wages and the cost of raw ma
terials, the sums borrowed being paid back at regular intervals 
when the manufactured articles have been sold. But the enter
prise Bourishes and develops, and as time goes on more credit is 
needed while part of it is applied to extensions of plant, improve
ments in methods of production, etc., and can consequently no 
longer be refunded within a short time. In such circumstances it 
is often thought desirable after a certain period to convert the 
credit into capital of the industrial corporation or into long-term 
amortization eredit. The enterprise then issues new shares or 
bonds, and the bank acts - with or without the coiiperation of 
other banks - as an underwriter to these sf1:urities. It takes 
them over from the industrial corporation in payment of the 
" book-credit," and makes it its business to place them among the 
investing public. Also in cases where industrial or other enter
prises are not largely indebted to banks, they often make use of 
the latter's intermediation when issuing new securities, for the 
simple reason that the banks, by their extensive relations with the 
investing public, are often in a better position to sell the securi
ties than the enterprises themselves. 

OrHEB OPERATIONS. In addition to these two main functions, 
the granting of credits and the Boating of securities, the general 
banks perform a number of other operations. Th~ receive, of 
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odurse, money on current and deposit .account, and meet checks 
drawn against their : customers' balances. They buy and ·sel1 
securities .for their olients ·(iJl eonnection with which they fre
quently giv,e.considerable advances to the buyers), collect'dl:a.fts, 
checks, ooupons, etc., take care of valuables, act 88 sureties (by 
WIly of accepting drafts for their customers or <otherwise), deal in 
foreign exchange and foreign ourrencies, issue letters of credit, 
gcnerlilly furnish insurance, and carryon various other opera
tions of tlle 88me nature. It should be added that the deposit.. 
account business of the general blinks has for a long time 
been only of comparativeiy..small importance in Holland. This 
is partly to be explained by the prllctice, which W88 widely pre-; 
valent in Dutch business circles, especially before the war, to 
inveat temporarily available means in monthly loans on the Stock 
Exchange, instead of depositing them with banks 88 is usuallY' 
done in other countries. But it is partly also due to the old and 
widespread custom of the Netherlands public to utilise even com
paratively very smaU savings for the purchase of eecurities. As a 
result of the latter of these two factors the activities of the Dutch 
general banks in buying and'selling stocks and bonds· for cus
tomers h8''1I, on tile other hand. always been rather considerabill. 
Practically all the general banks are organised nowadays .. 
limited stock eompanies. 

TaB STRUC'l'IlBll 0. THE S\'STRM OP GENERAL BAND. Owinrc 
to the large degree of freedom of the banking business from ~ 
Btriction and regulation by law. complete and reliBble banking 
statistica are not .''ailablain the Netherlands. Even the total 
number of general banks is not a~urately known. AD far AS~ 
have been aWe to'~ i' must have amounted at the begin
ningof l~ to approximately 200. as against. some 125 at. the ad 
of 1911 and probably not mu~h more than II dosen in 1881. In 
themselves th_ ligures do.not. mean mu~h. For a paR of the 
ronsideraW. jpcreaseo in the number of general banks ill simply 
to be explained by the t.ransformation of small. private banking 
firms into stock companiee, Jfhich has been one of the features of 
tha development. of Dutch hanking during the past. few decades; 
And. on the other hand. the comparative importance of the vari~ 
QUS individual hanks has UDdergona appreciable ohan&es in the 
~of)_ . 
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CONCENTRATION MOVEMENT IN BANItING. Apart from the 
Nederlandsche Handel-Maatechappij (Netherlands Trading So
ciety), the somewhat exceptional position of which will be ex
plained below, up to the beginning of this century practically all 
the general banks in the Netherlands were comparatively small 
institutions, mostly possessing not more than a few, if any, 
branches; and being, consequently, as a rule only of local im
portance. During the past fifteen or twenty years, however, this 
situation has completely changed. Similarly to wbat happened 
at a somewhat earlier date in England and in Germany, a strong 
tendency towards concentration made itself felt in Dutch bank
ing, with the result that by far the largest portion of the country's 
banking power has become centralized in the hands of a few lead .. 
ing institutions which, within a comparatively short time, have 
developed to such an extent as to completely outgrow their breth
ren. Space does not permit us to describe this concentration proc
ess in detail. For a proper understanding of the subject it should 
be mentioned, however, that the concentration has only partly 
taken place in the Netherl811ds by way of amalgamation and the 
establishment of branch offices. The leading banks have also 
largely 'extended their powers by entering into friendly alliances 
with other banks which formally continue their existcnce as sep
arate enterprises, but are in fact under control of the leading in
stitution. At the same time they have established, in certain 
cases, sub8idi~ banks in which they incorporated as branches a 
number of small provincial institutions which they had taken 
over; but these subsidiary banks are formally also separate 
enterprises. 

LEADING GENERAL BANKS .• The leading general banks are now 
five in number. They are the Amsterdamsche Bank (established 
1871), the Incasso-Bank (established 1891), the Nederlandsche 
Handel-MaatBChappij (established 1824), the Rotterdamsche 
Bankvereeniging (established 1863 under the name Rotter
damsche Bank) and the Twentsche Bank (established 1861 under 
the name Twentsche Bankvereeniging, B. W. Blydenstein 4: Co.). 
The Rotterdamsche B8llkvereeniging, as its name indicates, was 
originally a Rotterdam concern, and although for a number of 
years it has an importent Amsterdam office, its head office is still 
in Rotterdam. The Amsterdamsche Bank. the Incasso-Bank, the 

• 
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Nederlandsche Handel-Maatschappij and the Twentsche Bank 
have their main offices in Amsterdam. 

NEDERLANDSCHII: lIANDEL-MAATSCHAPPIJ. AIl has already been 
alluded to ahove, the Nederlandsche Handel-Maatschappij holds 
a somewhat exceptional position among the leading general banks. 
It was originally a trading company, largely engaged in the trade 
with the Dutch East Indies. In addition to its commercial activi
ties it started, about the middle of the nineteenth century, to act 
as a finance company, but it was not until the beginning of the 
eighties that it took up banking business. During the past forty 
years, however, banking has come to play a part of continually 
growing importance among the company's activities. Its original 
commercial business has receded into the background, and 
the Nederlandsche Handel-Maatschappij is now in the first place 
as a general bank. But it differs from the other leading banks in 
that it conducts, besides its home business, a large business in the 
Far East and especially in the Dutch East Indies, where it acts 
partly as a bank in the strict sense of the word, and partly also 
as a finance company. In addition to its home branches it p0s

sesses now 28 overseas offices. 
INPORTANCIl 01' Lll:A:nING GII:NII:IIAL BANES. The predominant 

position of tile five leading banks is well illustrated by the pr0-

portion which the total paid-up capital directly and indirectly 
under their eontrol bears to the aggregate paid-up capital of all 
the general banks combined. The latter amounted in the begin
ning of 1925 to probably a little over Fl. 400,000,000. Out of this 
the live leading banks between them poss d fully Fl. 245,000,-
000. In addition the 20 institutione affiliated with one of the 
leading banks bad an aggregate paid-Up capital of approximately 
Fl. 70,000,000. Consequently the total paid-up capital subjec' 
to the eontrol of the leading banks amounted to about Fl. 315," 
000,000 or more than 75 per" rent. of the entire paid-up ~apital of 
all the general banks together. . 

BllANcms 01' THB LEAniNG GII:NII:IIAL BANES. Apan from 
the overseas ofIi~ of the Nederlandsebe Handel-Maat..~happii, 
only two of the leading banL.-s, namely the ~he Bank 
and the In~Bank, poesess a somewhat appreciable number of 
bran~hes. The other leading banks 00lldlH't their provineial busi
ness mainly \brough the intermediary of afIiliated institutions. 
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Thus, for instance; ihe'Rotterdamsche Bankvereeniging possesses 
in the Nationale Bankvereeniging·a.subsidiary with at present 
some 90 branch offices all over the country, while the N eder
"iandsche Handel-Maatschappij is closely related to the Gel
dersche Credietvereeniging which has at present 31 branch offices 
in differ.ent places, 

INCREASE IN VOLUME OF ()PERATIONS, Up to 1920 inclusive the 
growth of the business of the leadinifgeneral banks has been prac
tically uninterrupted; it has been especially marked since about 
1911, The serious depression iii industry and trade during 1921 
and 1922 then brought a reaction, while during the last few 
years the volume of operations of the banks in question has been 
moving with, on the whole, only comparatively small fluctuations 
on a level which, although appreciably .below that of the boom 
period 1919-1920, is stiII much higher than it used to be in pre
war "days, 
, To a considerable extent this development 'simply reflects the 

movement towards concentration. But we lIave seen that this 
process has only partly taken the form of amalgamation in the 
strict sense of the word; it has consequently only partiy affected 
the balance sheets of the leading banks; and there is therefore no 
doubt that the remarkable extension 'of the business of the leading 
banks as shown by their periodical returns, is partly also' due to 
other causes. Among these may especially be mentioned the 
growing industrialization of the country; its increasing foreign 
trade; the abundance of money which prevailed in the Nether
lands during and immediately after the war; and the declining 
popularity, since 1914, of the praetice of investing temporarily 
available funds in monthly loans on the Stock Exchange. The 
closing of the Amsterdam Stock Exchange for fully eix months at 
the beginning of the war, which temporarily prevented Stock 
Exchange loans from being called in by the lenders, made many 
people take a dislike to this method of investment, and led them 
to prefer depositing their funds with the banks, 

THE PRIVATE BANItING FIRMS. Owing partly to the trans
formation of private banking firms into stock companies and 
partly also to the concentration movement, already referred to 
above, the number of private banks has considerably diminished 
in Holland during the last ten or twenty yeare, Nevertheless, the 
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private banking firms still hold a position of importance. .They 
include some large houses of high sta,nding, like the firms of 
(in alphabetical order) Hope & Co., Lippmann, Rosenthal .It Co., 
R. Moos & Zoonen, and Pierson & Co .. , which transact very im-
portant financial business. . 

As a class the private banking finps perform the same sort of 
functions as the general banks. But a good many of them largely 
specialize in the business of buying and selling securities for their 
c,stomers. This is particularly true of the ema\1er provincial 
firms, who, accordingly, sometimes call themselves co stock and 
bond dealers" (comm~Bionair8 in .'ffecten), or also co cashiers" 
(kasMS), instead of bankers. .Tbe larger houseI\ in Amsterdam 
and Rotterdam more closely resemble the general banks. They 
often play an important part in the issuing of and trading in 
stocks and bonds, while some of them are also largely engaged in 
finanring enterprises and making loans to foreign government&. 
Unfortunately the private banking firms do not publish periodical 
reports or balance shrets, so that it is impossible to give an account 
of Uleir condition and development. 

THE SPECIAL BANKS 

Bt'Sides the Central Bank, the,general banks, and the private 
banking firms, there are a good many special banking institutions 
in Ule Netherlands. The principal groups of these are the colonial 
banks, the Amsterdam co cashier "-institutioDS, the agricultural 
credit societies, the mortgage banks, and !he savings banks. We 
sha\1 brit'tIy deal with each of these groups. 

THE CoLoNIAL &N:E.8. The name .. colonial banks .. is usually 
gi\'en in Holland to those institutions which, workina with Dutch 
capital and under Dutch management, and havin& either their 
main office or one Or more hranches in Holland, chietly operate in 
the Dutch colonies. The principal colonial banks are the Jan 
Bank (established 1827), the Surinam Bank (established 11lM), 
the Nederland.."t'h-IndiSC'he Escompto-Maatschappij (established 
1857), and the NederIandSC'h-lndist-he Handelsbank (estab
lished 1863). Moreo\'1!I', the Nederl~he Hande1-Maatsehappij 
conducts, as we have already seen, besides its home bnsb, • aD 
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important business in the Dutch East Indies, and may therefore 
partly be called a colonial bank. 

The Java Bank (main office at Batavia; branch office in Am
sterdam) and the Surinam Bank (main office in Amsterdam ; 
branch office at Paramaribo) are the central banking institutions 
of the Dutch East Indies and Dutch Guiana, respectively. As 
such they hold a predominant position in the colonies. But they 
are only of secondary importance for the Netherlands banking 
system, and they therefore need not further detain us here. The 
somewhat exceptional position of the Nederlandsche Handel
Maatschappij has already been dealt with on Ii previous page. 
We shall add here a few words about the Nederlandsch-Indische 
Escompto-Maatschappij and the Nederlandsch-Indische Han
delsbank. What will be said of the general scope of the activities 
of these two institutions (both of which are legally limited stock 
compaqies) and of the role they play on the Dutch money mar
ket, is also true of the Nederlandsche Handel-Maa!schappij as far 
as !t acts as a colonial bank. 

CUoIT EXTENSIONS OF THE CoLONIAL BANXS. Both the 
Nederlandsch.,Indische Escompto-Maatschappij and the Neder
landsch-Indische Handelsbank chiefly operate in the Dutch East 
Indies. They act there as general banks in that, on principle, they 
conduct every sort of banking business except the issuing of notes, 
the monopoly of which is in the hands of the Java Bank. But 
as a result of the fact that they operate in a country, the economic 
structure of which 'is mainly agricultural, where industry is very 
little developed and capital is scarce, their activities show consid
erable differences as compared to those of the general banks in the 
mother country .. In general it may be said that the colonial banks 
grant more agricultural credit and less industrial credit than the 
general banks in the Netherlands, and that the majority of their 
credits is of a commercial character. The exchange business of 
the colonial banks is of considerable importance, but their activi
ties in floating securities and buying and selling stocks and bonds 
for customers are comparatively little developed in the colonies. 

RI!lLATION OF THE COLONIAL BANXS TO THB MONEY MAIIKBT. 
The importance of the banks in question for the Dutch money 
market lies partly in the extensive exchange business they con
duct, and partly in the rOle they play in the financing of the 
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trade with the Dutch East Indies. In addition they obtain part 
of their deposita in Holland, while, on the other hand, they often 
invest temporarily available funds on the Duteh money market. 
Apart from ita colonial business the Nederlandsch-Indische Han
delsbank also transacta a fairly considerable amount of home 
business nowadays. Both the Nederlandsch-Indische Escompto
Maatachappij and the Nederlandsch-Indische Handelsbank often 
oooperate with the leading general banks in the Boating of securi
ties in Holland. It should be added that the latter institution is 
not only a -bank in the strict sense of the word, but also partly 
acta, in the Dutch East Indies, as a plantation company through 
ita subsidiary, the Nederlandsch-Indische Landbouw-Maat
Bchappij. 

THII AMSTERDAM .. CAIIHIERB." The Amsterdam .. cashiers " 
or .. cashier-institutions" are thus named after the old private 
oashiers who played an important part in the financial organisa
tion of Holland in the seventeenth and eighteenth centuries. The 
business of these private cashiers originally oonsisted in the keep
ing, collecting, and paying out of money for their oustomers. 
For this they charged a certain commission, but they were not 
allowed to lend the funds which were entrusted to them by their 
clients, to third persons, and, oonsequently, did not pay interest 
on deposits. Private cashiers of thia kind no longer exist in 
Holland. The Amsterdam .. cashiers" are banking institutions, 
It'gally organiaed lIB limited stock companies. They are three in 
number, namely the Associatie-Cassa (established 1806), with ita 
subsidiary the Rente-Cassa (established SlIM), the Ontvang-en 
Betaalkas (established 1813) ,and the Kasvereeniging (established 
1865), and hold a place of their own in the Dutt-h banking system. 
On principle they closely resemble the English joint-etock banks, 
and differ from the general banks in the NetherlaDds in that they 
only gran\ short-term credits and entirely abstained from the 
business of Boating securities. Tbey m:eive deposita and (with 
the extt'ption of the A~iatie-Ca.._) pay interest on them, dis
count oommereial paper and grant loans on stoeb, bonds, and 
merchandise, take eare of valuables and eollect and payout. money 
for their customers. They do not grant credits without. eecurity. 
The oolleoting business fonna a "ftI'Y. important branrh of their 
activitiesj they act lIB oolleoting agents for the other banks and 
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for the Amsterdam -stockbrokers, practically all of which Ilave 
an account with one or two of the "~ashiers" for that purpoSe. 
The " cashiers" daily clear their mutual debts and those to the 
Bank of Issue and the principal other bankS, at the -Netherlands 
Bank. --They also have a giro- or transfer-service between them. 
They have no branch- offices. 

THEcAGmCULTURAL CREDIT SOcmrms. We have already -seen 
that as- a rule the general-banks in Holland do not grant agri" 
eilltural credit. The credit demands of the famers are almoSt 
entirely' met nowadays by special types of credit institutions, 
established on the cooperative- principle by the fanllers them
selves-, and called "boerenleenbanken," -or agricultural credit 
societies. The creation of these societies is a comparatively recent 
phenomenon in Holland, the first of them being founded in 1896. 
But they have rapidly developed and now'hold a place of impor
tanceamong the credit-inStitutions of the country. Their num-
ber amounts to over 1200 at present. -
- Tbe agricultural credit -societies closely resemble the GermaD 
Darlehnskas8e71vermne of the Raiffeisen system. - Legally they 
are partly cooperative societies under the Cooperative Societies 
Act, _and partly associationsundEir the Associations Aet of 1855. 
Their members are mostly individual farmers; -but include 8880-

eiations which -are intended to serve agricultural interests, as, for 
instance, associations for the purcbase of feed, fertilizer, and the 
like: As a rule an agricultural credit society operates only in a 
small area, usually one village or one parish. Accordingly the 
number of its members is usually not very large. Upon an aver
age it amounts to somewbat over a hundred. -The agricultural 
credit societies have practically no social capital of their own, but 
the members are liable up to the whole of their personal fortunes 
for the debts of their society. The societies are governed by a 
managing board, a board of control and a cashier, all of them 
to be appointed by the members. 

FuNCTIONS 01' THE AGBlCULTUlIAL Cm:DlT SocIE'l'IE8. The busi
ness of the agricultural credit societies is very simple. They re
ceive deposits (time-deposits as well as sight-deposits), on which 
they pay interest, and they extend credits. Deposits are ac
cepted both from members and- non-members, but credits are 
granted to members only. The credits are given by way of loans. 
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secured either by mortgages or by sureties of third persons. The 
agrioultural oredit societies do not grant credits without secUritY'. 
The advances are made for fixed periods (usually not longer than 
one year) or in ourrent account. The net profits of the societies 
are not divided among the members, but put aside to form the 
80cieties' surplu8 funds. 

THB CENTRAL AORICULTURAL LoAN BANItS. As a result of the 
faot that the agricultural credit societies operate in a small area 
and practically oater to one clllBS of the population only, the ·indi
vidual sooieties often find themselves with an appreciable dispro" 
portion between the aggregate of their deposits and the 'total of 
their advancee. A good many of them are apt to suffer from· an 
abundance of money because the Bum total of their deposits as a 
role largely exceeds their aggregate advances. On the other hand 
there are sorieties where an entirely opposite situation prevails", 
their total deposits being almost permanently too small to allow 
them to meet out of their own means all tile credit demands made 
upon tllem. This has led the societies, almost from the very lim 
years of their existence, to join hands and creats central institu' 
tions, where those that have money to spare can safely invest iti 
and whi~h, on the other hand, are able to assist the local societies 
that are in need of money. Until recently these oentral agrirul
tura! loan banks were three in number, established at Utn!cht; 
Eindhoven, and Alkmaar. In 1925, however, the Alkmaar bank, 
which was considerably smaller than the others, was liquidated, 
and most of its members have joined either the Eindhoven or the 
Utret-ht institution. The rentral agrirultural loan banks are 
It'gally eo6perative societies under the COOperative Societies Act. 
Their members are the lQ('aI agrirultural credit societies, prarti~ 
cally aU of which have joined one of the central institutioaa, 
As far as the eentral agrirulturalloan banks do not require their 
funds to extend loans to mE'lllbers, they invest them partly m 
d .... posits with other banking institutions or in loans on the S!Q('k 
Enhange, partly in short-term loans to provin-, munieipalities, 
and other public bodies, and partly also in SftUI'ities or on mori
gage. As a matter of eourse the emnt demands of agrirultuie 
are particularly heavy in the spring. It sometimes happeD8 at 
that time of the year that the tentral institutions in order to meet 
the emnt demands of their members are obliged temporarily to 
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borrow money elsewhere. They are, however, in a much better 
position to do so than the local societies themselves would be, 
because they have some social capital of their own (composed of 
the shares that the local societies are obliged to take in the cen
tral institution on joining it), and because the local societies are 
jointly liable for the obligations of the central institution of 
which they are members. It should be added that the central 
agricultural loan banks exercise a certain supervision over their 
members, the latter being subject to examination at least once a 
year by examiners appointed by their central institution. 

THE MORTGAGE BANKS. The mortgage banks form another im
portant class of special credit institutions in the Netherlands. 
They are organized as limited stock companies and make it their 
sole business to lend money on first mortgage. The means out of 
which to extend their loans, they obtaln by issuing mortgage 
bonds. 

The Dutch mortgage banks may be divided into three groups: 
home mortgage banks, foreign (and colonial) mortgage banks, 
and ship mortgage banks. The home mortgage banks only grant 
loans on real estate situated in the Netherlands. The institutions 
of this type are now a little over ,150 in number. The oldest of 
them dates from 1861, but the majority were founded during 
the period 1890-1905. The social capital of the home mortgage 
banks mainly serves as a guaranty fund, and is, as a rule, only 
partly paid up. According to the Yearbook of the Association of 
Managers of Home Mortgage Banks, the aggregate subscribed 
capital of the principal home mortgage banks amounted by the 
end of 1925 to Fl. 78,018,000. Out of this Fl. 12,520,000, or 16 
per cent., had been paid up. In addition the banks in question 
possessed surplus funds to a total amount of FI. 26,072,000. As 
to the amount of their bond issues, the regulations of most of the 
home mortgage banks provide that the sum total of their bonds 
outstanding may not surp&811 a figure equal (in the case of some 
banks) to ten times the amount of their subscribed capital or (in 
the case of other banks) to ten times their subscribed capital pllUl 
their surplus funds. The total of the bonds of the above men
tioned banks outstanding at the end of 1925 was Fl. 725,605,000, 
i.e., 9.3 times the amount of their aggregate subscribed capital or 
7 times the amount of their aggregate capital pllUl syrplus funda. 
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LOANS 01' MORTGAGE BANKS. Most of the loans of the mortgage 
banks are granted for fairly long periods, usually 5 to 10 years. 
In practice the home mortgage banks lend money cbiefly on urba.li 
real estate. The demands for rural mortgage oredit, the risks of 
which are usually oonsidered to be less than those of urban 
mortllage oredit, are mostly met by private persons, savinge 
banks, life insurance oompanies, eto., at a lower rate of interest 
than the mortgalle banks oan afford to charge. Practically all the 
home mortgage banks abstain from giving industrial mortgage 
oredits because theee credits would expose them to too many risks. 

FOIlElGN MOIITGAGII BANKS. The foreign (and colonial) mort
gage banks differ from the home mortgage banks in that, whilst 
issuing their mortgage bonds in the Netherlands, they grant loans 
on real estate situated abroad (or in the colonies). As a e18S8 the 
banks of this type are younger than the home mortgage banks, the 
first of them being founded in 1883. They are now 27 in number. 
Only b-o of them operate in the oolonies. Most of the foreign 
and colonial mortgage banks date from the years after 1908. 
Owing to the higher risks involved in the business of the foreign 
mortgage banks, the capital of these institutions, as compared to 
the amount of their mortgage bonds outstanding, is usually ap
preciably bigher than in the case of the bome mortgage banks. 
At the same time their bonds bear a higher interest. The foreign 
mortgage banks mostly lend money on rural real estate. The ma
lority of them operate in the United States and Canada. 

SHIP M01ITGAGB BANKS. The ship mortgage banks, as their 
name implies, lend money on mortgagee upon shipe. There are 
now a dOien of these institutions. The two oldest of them date 
from 1899. Upon an average the proportion between the capital 
of the ship mortgage banks and the aggregate of their bonds ~ 
standing is still BOIDewhat higher than in the case of the foreign 
mortgage banks. The ship JDI)I'tgage banks grant loans both on 
_-going vessels and on rivv boat&. They operate partly in the 
Netllerlands and partly abroad, especially in Germany. 

PosT 01'ncB &VlNGS BANL The liM savings banks in the 
Netherlands went founded in 1817 and 1818. During the ned. 
sixty years their number cradually inere&..<oed, until R amounted 
to 308 in 1880. Given the purely IoeaI charaeter of praetieally all 
of ~ institutions, this figure was still decidedly 10_, and as" 
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moreover, the methods according to which the existing savings 
hanks were managed, .were for a long time rather primitive, it 
came generally to be felt, in the.seventies of the nineteenth cen
tury, that the .opportunities for lIIwing were largely inadequate in 
Holland. This led to the establishment, in 1880, of the. Post 
Qjliee.Sallings,Bank. The Post Office Savings Bank began opera
tions iii ·1881,. and its activities soon assumed considerable pro~ 
portions] . It was thought by many people that this would be 
injurious. to the other savings 'banks; and in fact during the 
first ye.ars following 1881 several of the latter disappeared, while 
no new other ·savings banks were founded. . At the same time, 
however, other tendencies made themselves felt. The existence 
of the, Fast Office Savings. Bank largely stimulated the habit of 
saving generally, and the competition from the side of the postal 
institution made the other savings banks gradually improve their 
metl¥>ds of management, so that they were able in many cases to 
offer more favorable terms to depositors than the Post Office Sav
ings Bank. As.a result the business of the other savings banks 
has continued to develop (although on the whole not in the same 
degree as that of the Post Office Savings Bank) , while, especially 
in the first. decades of this century, their number has also been 
increasing again. At present there are some 400 savings banks 
other than the Post Office Savings Bank. . The Post Office Savings 
Bank has now about 1500 depositories. 

OTHER SAVINGS BANKS. Unlike the Post Office Savings Bank, 
which is a government institution, the organization and manage
ment 01 which are eqtirely . .regulated by law, the other savings 
banks as such are free from legal regulation. Their organization 
widely varies. Out of the 400 other savings banks now in ex
istence, some 150 have been founded by the" Society for the Gen
eral Welfare" (Maatschappijtot Nut van ket Algemeen), a 
pbilanthropic association establisbed in 1784. Tbey are more 
or less to be considered as subsidiaries of tbis society and partly 
take the form of associations, and sometimes of foundations. The 
remaining other savings banks are partly associations or founda
tions, partly cooperative societies, and partly municipal institu
tions or limited stock companies. Practically all of the savings 
bankS bear a philanthropic character. They do not intend to 
make profits lind are, as a rule, managed by their governing 
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boards free of charge. It should be added that during recent 
years a good many general banks have established savings de
partments of their owo. These savings departments, however, form 
part of the business of the banks It! question, and are not to be 
considered as savings banks in the strict sense of the word. 

From 1905 to date the aggregate deposits of the Post Office Sav
ings Bank have been in excess of those of the reporting other 
Avings banks. Up to 1916 the excess often amounted to about 
60 per cent. and more. Since then the proportion has altered Ii 
little in favor of the other savings banks. The number of pasa 
books of tile Post Office Savings Bank surpasses that of the other 
savings hanks in a considerably larger degree, and the average 
deposit per pass book is appreciably lower in the case of the Post 
Office Savings Bank than in that of the other savings banks. It 
scems to follow from this that, on the whole, the depositors of the 
latter belong to a somewhat different clasa of the popUlation than 
those of the Post Office Savings Bank. The deposits at the Post 
Office Savings Bank bear 2.114 per cent. interest. The other AV
Ings banks usually allow a somewhat higher percentage. 

OrHEB C!.ASSES 01" SPECIAL Bunts. Besides the five groups of 
special banking institutions with which we have dealt in the pre
ceding pages, a few other cla8SeS of special banks are in existence 
in the Netherlands. We may mention the credit associations 
«(Wdi~tt~",I·gi,.gm), the .. hanks for the middle classes" 
(lIIiddMl8tandsbonkns), and the .. advanre hanks" (vooracllot
bonk",). 

The credit associations, the first of which 1ras founded in 1853, 
1\~re originally established for the purpose of granting short-term 
credits to people of small means. They are organiaed on a mutual 
principle under which every customer is obliged to take a share 
in the association's capital, which share needs, however, only 
partly to be paid up. The means out of whirh to grant credit 
they find partly in their paid-up eapital and their deposits, and 
partly by redi~unting promissory notes of their credit-tsking 
mt'mbers. In the course of years most of the credit associations 
ha\"e been taken O\"er by or transformed into ordinaJy KftIerai 
banks. The" banks for the middle classes .. are of a more _t 
date. As their name indieates they seek to sUpply short-term 
credit to small dealers and shopkeepers. They are 1IIIIIally orgaa-
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ized on the cooperative principle and more or less resemble the 
Genos86n8cha/ten of the Schulze-Delitzsch type in Germany. Up 
to now their business has not always been uniformly successful, 
and several of them have bee.!' ohliged to liquidate during the last 
few years, while others are being recognized. The" advance 
banks 1/ mostly operate in close connection with life insurance 
companies. They usually give long-term credits on security of 
life insurance policies and sureties of third persons. The means 
to do so they obtain mostly by issuing bonds. On the whole the 
three classes of banking institutions just mentioned are of com
paratively small importance. 

RECENT DEVELOPMENTS IN DUTCH BANKING 

The present survey would be incomplete without some reference 
to certain developments which have occurred with regard to bank
ing in Holland as a result of the favorable positiol\ in which, from 
an international financial point of view, the country found itself 
placed after the Armistice, in consequence of its neutrality during 
the war. It cannot be foreseen at the time of writing what these 
developments will ultimately lead to, but tbey have recently at
tracted a good deal of attention in banking and financial circles 
both in the Netherlands and abroad; and it is therefore well worth 
while to review in brief outline some of their main and essential 
features. 
. INFLOW OJ' FOBEIGN FUNDS TO AMSTERDAM MONEY MARKET. 

It is sufficiently well known that the currencies of various coun
tries in Central and Eastern Europe, particularly Germany, suf
fered from very serious depreciation during the first few years 
following the Armistice. This depreciation, partly coupled with 
the desire to avoid payment of frequently very high taxes, in
duced a good many persons and enterprises in those countries to 
transfer a larger or smaller portion of their available means to 
foreign countries, the monetary units of which offered better 
guaranties for stability in value, and among them to the Nether
lands. Exact figures as regards the amount of funds which found 
their wey to the Amsterdam money market in this manner are not 
available, but their aggregate must have been large. Towards 

• 
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the end of 1921 it was estimated by a competent autbority at 
about Fl. 600,000,000. 

GROWTH 01' ANBTE1IIlAN ACCEPTANClil MAlIXET. The abun
dance of money at Amsterdam which was the result of this in1low 
of foreign funds, began at a time when trade between Central 
Europe and the rest of the world was strongly reviving, and thus 
offered considerable opportunities to the general banks in the 
Netherlands, of which they naturally made use. They began to 
engage in the business of financing international trade on an ap
preciably wider scale than they used to do before the war, and 
particularly took in hand the acceptance business. This was con. 
siderably facilitated by the comparative stability in value which 
the Dutch guilder had enjoyed during the war, and aleo by the 
fact that the natural avereion which still prevailed at that time 
among several of the former belligerents, to directly tranSacting 
business with persons who until recently had been their enemies, 
made them easily prepared in many cases to make use of the inter
mediation of banks of a neutral country. 

Since the currencies of most of the countries of Central and 
Eastern Europe have been stabiliaed, the importance of the for
eign balances on the Dutch money market has appreciably dimin. 
ished. But contrary to what was expected by many pereons when 
the foreign funds began to _ return to their countries of origin, 
money has on the whole remained plentiful at Amsterdam, and the 
leading Dutch banks ha va continued to develop their activi
ties in financing international trade. 

EaTABLIlIHIIlENT 01' GEIlI\I.AN BANu AT AK8TEIIIWI. In the 
meantime, however, another important event had occurred.. 
During the years 1919 and after, a good many of the leadin& Ger
man banks founded branches, agencies, or anbsidiary undertakings 
in Amsterdam. The reasons which led the German institu
tions to open th_ Amsterdam offices are fairly obvious.. Lon
don, where they had had important offices in pre-war days, was 
still praotically closed for them. They saw that Germany's for
eign trade '11'&8 being financed to an increasing extent via Amster
dam, and they naturally wished to obtain a share in thM financ.. 
ing. Last but not least, they ftnI deeirous to ftpin pad of the 
deposits which they were losing in their·O'tf1l country as a result 
of the outflow of German capital to Bolland. 
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OPERATIONS OF THE G!)RMAN BANKS .. J)uring the first. few 
years of their establishment at Amsterdam, the German banks 
were largely engaged in the administration and investment. of the 
German. sunds that had foUJid their way to the ~ etherlands. ~J:I 
addition .they specialized much in foreign exchange business in 
which they acted partly for the account of numerous speculators 
who were endeavoring at that time to make Pfofita out of. the 
rapid decli!le of the currencies of Central Europe, and partly. Oil 

behalf. of German induatrialundertakings, which were frequently 
induced.:to have their foreign exchange transactions effected lit 
Amster.dam by the severe restrictions to which dealings in foreign 
exchange were tl1en subject in Germany. There is no doubt that 
the German banks.have:considerably contributed in this way to 
develop the. Amsterdam foreign exchange market. At the same 
time they also favorably influenced the discount markct by thei!' 
freqllent purchases of. treasury bills and commercial paper for 
German account. 

The stabilization of the currencies of Central Europe and the 
return .ofmore normal conditions in that part of the world has 
naturally led the· activities of the German hanks at Amsterdam 
into a somewhat different direction. Some of the smaller institu-. 
tioDJ!. among tQem, which had too exclusively specialized in the 
foreign exchange business, have disappeared, and the remaining 
ones are more and more concentrating during the last few years 
upon the financing of Germany's forei~ trade and the granting of 
international credits generally. 

FORMATION OF ACCEPTANCB COMPANIES. This state of affairs 
has led to still another remarkable development in Dutch bank
ing. At the beginning of 192. JIOme' new credit institutions had 
been established at Amsterdam with the special object of conduct
ing an international acceptance. business. They are the Neder
landsche Aocept-Maatschappij (Netherlands Acceptance Com
pany), the :Intemationale. Bank te Amsterdam (International 
Bank at Amsterdam), and the Intemationale Crediet-Compagnie 
(International Credit Company). They were founded by the 
leading general banks and some of the more important private 
banking firms in Holland in cooperation with some German, Eng
lish, ·Swiss, and Swedish banks and banking firms, and are more 
or less to be considered. ail subsidiary undertakinga of these insti-
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tutions, their oapital being entirely in the hands of the latter anet· 
not of the general public. Their foundation was mainly a result . 
of the desire of the leading Dutch banks tc a void unnecessary 
oompetition in the granting of foreign credits and to lead tbis 
part of their aotivities into proper ebannels by conoentrating it in 
the hands of special institutions suitable for the purpose. It 
should be added that the Nederlandsche Aocept-Maatschappij 
and the Internationale Crediet.-Compagnie entirely specialise in 
the aooeptanoe business. The Internationale Bank te Amsterdam 
also performs other international banking operations. 

Exaot figures as regards the business of the acceptance 80m
paniea are not available. But they seem to be developing in a 
aatisfactory way and already hold a place of importance in the 
Dutoh banking world. 

MEAIIURIIII 01' THB BANIt 01' IssUB IN CoNNIIlCTION WITH TlDI 

ACCEPTANCII BU8INIiSS. It will be observed from the foregoing 
that the Amsterdam money market is showing a distinct tendency 
during recent years to become of increasing importance as an in
ternational financial oenter. The signifioance of this development 
is appreciably enhanced by the fact that from its very beginning it 
has had the full support of the Bank of Issue, which has been 
among the first to recognise its weight and is taking a keen and 
aotive interest in it. Especially in the last few years the Nether
lands Bank has repeatedly shown that it seriously desires, as far 
as its position as the OOun~'8 central credit institution and prin
oiples of sound policy allow it to do so, to cooperate with the other 
banks in trying to stimulate the Dutch accep&anoe business.. The 
foundation of the acceptance companies has had the outspoken 
sympathy of the Netherlands Bank. and the Bank bas at once 
dedared itself ready, if so required, to rediscount their bills, pro
yided that it approves of the character of the transactions con
cerned, and, of CIOUI'8e, that the bills comply with the Bank's 
rules as regards discountability of bills in general. Originally one of 
these rules was that bills in which foreign interests were involved 
were eligible for discount only if the discounting bank could prove 
that the bills also served a Dutch interest. In March. 1925, bow
\!\W, this rule wtIS altered, and the Netherlands Bank DOW ooJy 
requires in ca..<I\IIS like this that the bank in question in general 
keeps Dutch interests in view, and that the credits granted are 
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not in conflict with Dutch i,nterests. Very recently the N ether
lands Bank has tak.en still another' step. In alteration. of the 
policy which it had hitherto followed in this respect, it decided 
in March, 1926, to admit, on principle, to its discount, bills ac
cepted or indorsed by banking institutions of foreign origin whieh . 
have been established in the Netherlands after 1914. Under 
present circumstances this facility applies particularly and prac
tically only to the German banking institutions in Holland. It is 
subject to certain restrictions among which is the condition that 
the banks in question must be organized as a firm or body cor
porate under Dutch law. Nearly all the German institutions in 
Amsterdam, however, are organized in this way, and it is hoped 
that the admission of their bills for rediscount with the Nether
lands BaDk will promote the extension of the Amsterdam discount 
market and favorably inlluence the acceptance business in Hol
land! generally. 

DUTCH BANIt STATISTICS. For statistical information regard
ing the banking and monetary .system of the Netherlands the 
reader is referred to the Annual Reports of the various banks and 
furtner in particular to the following publications: 

Jaarcij/er&, published by the Cemraal Bureau voor de Statutiek 
(Central Bureau 0/ StatUtics) , The Hague; 

Financieel J aarboek, published by the Dagelijk8che BeuT8cour-
ant, Amsterdam; • 

Eisfeld, C. Das Niederliinduche BankweBen (The Hague: Mar
tinus Nijhoff, 1916), Vol. II; and 

Marek, Th. H. A. M. van der Boerenleenbanken (Wassenaar: 
Delwel, 1924). 



CHAPTER X 

THE BANKING SYSTEM OF ITALY. 

WITH A PULlMlNABY NOT. ON TH. MON.T .... Y AND 

CuDIT SYlT.1I 

. BY 

FILUfCO:OCO La F ... o 

THE MONETARY SITUATION BEFORE THE' WAR 

The Kingdom of Italy Willi formed iD 1859, and from that date 
until 1865 it had a gold and silver metallic currency amounting to 
approximately one thousand million lire and a fiduciary currency 
amounting to 26& million lire. The latter, equivailmt to barely 
one fourth of the specie then in circulation, consisted of (1) 133 
million lire in notes issued by the Banea Nuionale of the King. 
dom of Italy, and by the Banea Nalionale Toscana, the only two 
banks authoriled to issue notes convertihle into gold i (2) 133 
million lire represented by credit certificatee issued by the Bank 
of Naples and the Bank. of Sicily, not then authoriaed to issue 
bank notes.. 

In the early part of 1868 the unsatisfactory condition of public 
finance and a gr&\"e eommereial crisis radically modified the ratio 
between tbe metallic and the paper currency. In those early 
days of national lire Italy had to provide herself with the equip
ment of a big modem State and to nlUIedy the defects of the 
policiee hitherto pursued by the many small statee into which 
the Peninsular was divided priOr to 1861. The economic poverty 
of the country fom!d it to have recourse to roreign 10llDS which 
were made both to the Government and to private __ 
Economic development had to be stimulated by the preliminary 
outlay of public mOlley i such expenditure was largely Ullcovered. 
and the burden was heavily increased by !he cost of the eervice or 
the loans. 
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BUDGET DEFICIT 1860--65. During the yea~s from 1860 to 
1865 the budget deficit rose to over 2,500 million lire. To meet 
this liability loans were obtained for some 1,700 million lire, be
sides millions secured by the" issue of bonds for railway construc
tion; 44 million lire worth of Crown lands were sold, and the 
remainder were pledged as collateral for a loan of 150 million lire. 
Nor were there any prospects of an improvement in the near fu
ture as the estimates for 1866 showed a deficit of 26 million lire, 
and the probability of a war with Austria loomed up with its con
sequences of further heavy expenditure, increased deficits, and 
more costly Imins. N ational c~edit was shaken. Italian gov
ernment stock, quoted in 1860 at 80 on the Paris Bourse, fluctu
ated around 65 and 67 in 1862, fell to 64.40 in 1865, and to 43.90 
at the end of April, 1866. The panic which had seized foreign 
investors spread from government to" other" Italian securities 
ivhiQh were thrown on our market for hundreds of millions of lire 
in the space of a few months. As the quotations for these securi
ties were considerably higher on the Italian than on foreign ex
changes, they were purchased on a large scale by Italian specu
lators and paid for by sending abroad gold obtained from the 
banks by pledging government securities .. Thus their fall on 
foreign markets promoted speCUlation and raised foreign exchange 
rates, and as the exchange rose it became ever more profitable to 
export the precious metals. 

INCONVERTIBLE PAPEIIS. The crisis was accentuated by the 
conviction that a regime of inconvertible paper currency would 
have to be introduced. The mere suggestion of this induced for
eign bankers to discount their drafts on Italy so as to receive 
immediate payment in gold; it led depositors to withdraw 
from the banks so as to convert their money into coin and a void 
future paper payments and holders of bank notes to present 
them for payment while this was still possible. The avail
able funds held by the banks were thus depleted, and they were 
compelled to refuse discounts. Trade and industry, deprived of 
banking credit, were unable to meet their liabilities. Business 
came to a standstill; the soundest concerns were threatened with 
bankruptcy; appeals for help were addressed to the Governmeo' 
from all sides. On May I, 1866, wheo war 00 Austria was de
clared, the Government issued a decree releasing the Banca 
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Nalionale f~om the obligation of exchanging its notes for gold in 
return for a loan of 250 million lire, and authorised the other 
banks to issue, each in its own region, inoonvertible paper money. 

By 1870 these issues amounted to a70 million lire, exclusive of 
the 278 million lent by the Banca Nazionale to the State. The 
then Minister of Finance, Quintino Sella, anxious to avoid the 
growth of the national debt, the service of which would have 
inoreased the budget deficit, had recourse to further note issues. 
In 1870 the Banca Nazionale'sloan to the State was raised to 500 
million lire, in 1871 there was a further increase of 50 million; 
in 1872 another loan of 300 million was obtained, to be drawn on 
during the period 1872-76 as required. 

GROWTH OJ' BANlII: IssUll8. This increase in the fiduciary our
rency issued on behalf of the State was paralleled by an increase 
in that issued by the banks on their own account. In 1869 the 
Banca di Sicilia and in 1871 the Banca Romana obtained the note 
issue privilege in addition to the four banks already enjoying it. 

State and bank cireulation rose to the following amounts from 
1870 to 187.: 

18'70 
MilliQIII 01 liN.... 1,073 

1871 
1,310 

1872 
l.478 

1873 
1,1563 

1874 
1,587 

In 187. a law introduced by Finance Minister Minghetti Ie

placed the issues made by the Banca Nuionale on behalf of the 
State by an issue made collectively by a eonsortium of the six 
banks. These loaned IHO million lire to the Treasury eecured by 
government stock bearing interest at the rate 9f to to 50 centimes 
per hundred lire. By this means the State paid its debt to the 
Banca Naaionale. At the same time, the note issues of the banks 
were regulated by a law which forbade their being in excess of 
three times their capital wealth or paid-up capital stock, or 
three times the eash held by. them in specie or notes of the 
consortium. The bank notes were made elrehangeable on demand 
against notes of the consortium and recognioed as legal tender 
in all provinces where a braneh of the issuing bank eDsted. 

For Italian finance 187. was an historic year, as the budget was 
then balanced and the determination taken to PI ve the bal
ance at all CIOSts. Note issues on behalf of the State were limited 
to MO million lire. . 
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REDEMPTION DISCUSSED. During the following years the re
peal of the regime of inconvertible paper and the return to a 
metallic currency were taken into consideration. But it was only 
in 1881 that a concrete plan was adopted. The Government 
secured a foreign loan of 654 million lire, wherewith it repaid 44 
million lire to the Banca Nazionale due for a gold loan obtained 
in 1877 which had to be repaid three months prior to the repeal of 
the inconvertible paper regime; it retired notes for 600 million 
lire issued by the consortium; against the outstanding debt of 
340 million lire it issued Treasury notes payable in specie on 
demand. 

Thus the specie circulation, then standing lit' .550 million lire, 
was raised to 1,700 million, and 'the notes of the consortium and 
of the banks fell from 1,665 million to 1,000 million lire. On the 
withdrawal of its notes the consortium dissolved; the notes ill
sued by the banks continued to be legal tender until December 31. 
1883, though payable in specie on call. 

The resumption of specie payments removed the barriers 
isolating the Italian from wealthier foreign markets; foreign 
capital came in the form of bank deposits, loans for settlement, 
and discounts attracted to Italy by the higher rate of inter
est paid, and no longer deterred by the fear of exchange fluctua
tions. This influx of new capital, estimated by some at over 
500 million lire, led to a sharp rise in the price of government 
and public securities and to a decline in interest and discount 
rates. 

BUSINESS EXPANSION. This led to considerable business ex
pansion in which the banks of issue participated. They made 
land credit loans, financed speculation in real estate, assisted im
porters of foreign goods desirous of benefitting by the forthcoming 
increase 'of custoIns duties, intervened to assist speculators on the 
stock exchange by loans for settlement, advances, and discounts, 
and to finance these transactions they issued notes in large quan
tities. While the note issues increased the specie cover was 
reduced, as shown by the following figures: 

1883 1885 1887 1889 
(milliOll8 of lire) 

Circulation ............ '194 947 IJ115 1,116 

Reserve '" ............ 51 40 :rt M . 
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After 1885 the aemagogio policy pursued by the parliamentary 
Left then in power, led to a new series of budget deficite, amount
ing for the period 188~1 to 464.4 million lire. They were met 
by foreign loans, the interest on which weighed heavily on the 
budget. 

Meantime the inflation in all branches of husinese aotivity due 
to heavy note issues led to grave eoonomio crises which arose 
after 1887 in agrioulture, and more espeoially in the South, on the 
repeal of the oommercial treaty with France, in the manufactur
ing distriots as a result of the too rapid withdrawal of foreign 
oapital with which they had been built up, and in trade as a 
oonsequenoe of the protectionist policy inaugurated by the new 
oustoms' tariff of 1887. These crises led to a further large increase 
in note circulation due to the endeavor of the banks to come to the 
aseistanoe of customers unable to meet their liahilities. 

THB BANItS AND THB CRlBI8. The banks, which had unduly 
favored speculation of all kinds and stock-exchange arbitrage, 
found themselves involved in the general orisis. They held credits 
for large amounts which they could not collect without long de
lays, and their resourees and activities were tied up in investments 
unsuited to banks of iseue. The new note iseues made during 
the orisis were in excess of business requirements, the metallio 
cover was steadily declining, and all this led to a general slump 
of oonfidence, symptoms of whioh were the growing aggio on gold 
and the alarming demand for specie in excbBDge for notes. 

The crisis came to a climax in 1893 with the liquidation of· the 
Banca Romana and the failure of the Credito Mobiliare which in
volved in its ruin the Banca Generale. Depositors hastened to 
withdraw their savings, government securities slumped, the 
premium on gold rose to 16%, gold and silver eoin was exported 
in increasing amounts, migrating to other countries belonging to 
the Latin Union. 

Inconvertibility of the paper ~urrency, repealed d. jure, was re
introduced de /odo. Notes of 1 and 2 lire were issued to meet the 
lack of token money i Treasury notes rose from 3M to 600 million 
lire and the right to chBDge them for specie was temporarily 8WI

pended i the banks of issue, reduced to three after the eoUapee 
of the Banes Romans and the amalpmation of the two Tusean 
banks with the Banca Nuionale as the Banca d'Italia, were DO 
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longer required to pay their notes in gold but limited themselves 
to exchanging them for Treasury notes. Nearly 400 million lire 
worth of specie had left Italy. On the other hand, the issues 
of the three banks amounted. on 31st December, 1894, to 1,126 
million lire, which in addition to the 600 million lire worth of 
treasury notes, brought the paper circulation up to 1,726 mil
lion lire. A paper money regime had returned and all traces of the 
repeal of inconvertible currency had disappeared. 

IMpROVEMENT 01' ECONOMIC CONDrrloNs. The economic con
ditions of Italy gradualiy improved after the crisis of 1893. 
Under the direction of Finance Minister 8onnino the budget 
was balanced, and from 1898 to 1907 surpluses were secured 
amounting to 469,million lire. 

The new situation is shown. by the following data: 

1897 1905 
(miJliooa of lire) 

Treasury notes ......•.•..... :........ 578 44lI 
Foreign Trade........................ 2,122 3,721 
Banks of Issue reserve fund .. ·......... 447 1,220 

Metallic specie returned in 'large quantities, the banks rebuilt 
their reserves, thus making it possible to increase the note circu
lation to meet increased business requirements while raising the 
percentage of the cover: 

1899 1905 
(miJliooa of lire) 

Bank einrulation ...................... 1,180 
% of met.allic cover.................. 43% 

1,408 
70% 

This conjuncture of favorable circumstances enabled Finance 
Minister Luzzatti in 1906 to effect the conversion of the funds, 
reducing the interest from 4% to 3.75% as a first step, and to 
3.50% in five years' time. The transaction was fairly easy, as out 
of a total of 8,100 million lire demands for repayment at par did 
not exceed 4.5 million. National finance was greatly benefitted 
and a considerable surplus on the budget was secured from year 
to year until 1908-{)9. 

RENEwm DEI'IcrrB. From then onward a series of deficits 
ensued, the situation being complicated by such events as the 
great earthquake which destroyed Messina and Reggio di Cala-
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bria in 1908 and by the Lybian war in 1911. At the cloee of the fi
nancial year 191~13 the deficit amounted to 307 million m.. 
Tbeee deficits were met by further issuee of notes on behalf of 
the Stste. 

CURRENCY INFLATION DURIN:G AND AFTER THE WAR 

The outbreak of the European war was the signal for a eevere 
monetary crisis. The limitation of international trade led to a 
eudden halt in business activitiee which had not yet found an out
let in the inoreaeed activity of the war industriee. Initiative was 
paralYled by uncertainty, leading to liquidations, the withdrawal 
of deposits, and the hoarding of money, with coneequent incuf
ficiency of the circulating medium. The crisis was met by fur
ther note i88Uee which enabled the banks of ieeue to assist trade 
and industry. 

PtlEwAB SrroATlON AND WAR CHANOJ:S. On the eve of enter
ing the war Itsly's total currency circulation amounted to 3,593 
million lire, of whieh 2,201 million was iBBUed on behalf of com
merce and 1,392 on behalf of the State. 

During the first year of the war, iaaue8 on State account con
tinued, bringing the total up to 5,050 million while the ratio of 
the reserve fell to 35.94%. 

Meantime, business was placing itself on a war footing and the 
d~on of the first months made way for a period of prosperity. 

In 1916 the cireulation increased with the growth of the activi
ties of the war industries. The limit of the IIOte iBBUee for ad
vances to various concerns' was raised from 600 to 1,000 mil
lion lire. 

In 1917 the ieeue of Treasury notes and of bank notee on State 
aeeoun\ increased to an extraordinary extent. The total cin:ula .. 
tion 8\lddenly rose to 10,173.8 million lire. To IIII!S the oeeds of 
war finanee _ was inereasingly had to irredeemable paper 
eurrenry. 

In 1918 the total circulation was further inereased by 3,500 
million lire, inclusi'nl of large note issues made OIl aecouD\ of 
commerce. But this was not solely due 10 IMBnesa developmellta, 
more especially in COIlIIeetion with the munitiOll industries, but to 
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the fact that the banks subscribed on a large scale to the war 
loans and Treasury bill issues, investing in these securities a large 
part of the note issues nominally made on account of commerce 
but which really served to finance the war. 

The war closed with a great military victory for Italy but 'with 
the following disastrous monetary situation: 

Total b,;,u. note circulation.... Lire 11,790.3 million 
Treasury note circulation...... 1,931.8" 

Total note circulation ........ . 
Metallic or equivalent reserve .. . 

13,682.1 
1,931B 

.. 
II i.e., a ratio of 15.84% 

EFFECT 011' THE W AB. The war left· Italy economically ex
hausted and impoverished. The state of public finance, both cen
tral and local, was serious, her currency vitiated, her agriculture 
deteriorated by neglect and by the reduction of live stock, her 
merchant marine decimated, her railways greatly injured, her 
stock's of merchandise depleted. She was moreover unduly de
pendent on foreign countries as a result of Government indebted
ness and of her urgent need for large supplies of raw materials and 
foodstuffs. Under such condition!! the cessation of hOlltilities 
could not and did not bring prosperity. Munition industries came 
to an immediate standstill, leading to widespread business de-

.' pression. Factories and workshop!! had to reorganize on a peace 
,- footing. The lack of raw materials hindered many branches of 

production, which suffered also from lack of transport facilities, 
the coal famine, and the high cost of all necessities. 

Economic hardship!! were aggravated by political and social 
disorders, and by a demagogic financial policy, the result of the 
organic weakness of parliamentary government in Italy. Labor 
troubles, strikes, class warfare involved heavy losses, discouraged 
enterprise, .and hindered recovery. Financial policy was at the 
mercy of the claims advanced by government employees and s0-

cialists, who succeeded in compelling the State to sell bread below 
cost, and to suhsidize the unemployed. Heavy increases in taxa
tion; the total confiscation of excess war profits and the emer
gency tax on capital failed to supply the means for meeting in
creased liabilities, and tbe Government resorted to the issue of 
Treasury bills and government stock, and continued to inBate 
the currency. 
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MONIITABY POSITION TO 1920. The monetary situation in 1919 
and 1920, the two most turbulent of the postwar years, was as 
followe: 
Year CirouIation on eo! Circulation on eo! Reaervea 

of COmm...... of the Stata 
(millione of lire) 

1919 •......•.•.•... 6,615.8 12,700.1 2,044.9 
1920.. .. .. .. .. .. ... 8,988.7 13,005.9 2,077.8 

The increase in 1920 in the circulation on account of commerce, 
is accounted for by the issue in that year of a great national loan 
to facilitate subscriptions to which the banks increased their note 
issues, nominally on account of commerce. Mention must also be 
made of the low bank rate ruling ever since the declaration of war 
which now led to real credit inflation. 

Reductions in public expenditure, increased revenue from taxa
tion, and the sale of Treasury bills on a large seale on the home 
market made it possible to reduce the note circulation which fell 
to 2U milliard lire in December, 1921. As long as the budget 
remained unbalanced and the economic and social lifa of the 
nation was a prey to disorder it was, however, impossible to 
pursue a firm deflationist policy. 

THE RECONSTRUCTION POUCY 

The Government placed in power by the revolution of October, 
1922, took over a budget which had closed in June of that year 
with a deficit of 15.760 million lire. In 1~ this deficit had 
been reduced to 3,029 million lire and the note circulation had 
been curtailed by 1,800 million lire. In June, 192t, the deficit did 
not exceed 418 million lire; in June, 1925, a surplus of 417 million 
was eecured. Tht'l!e results were achieved without recourse to 
emergen~y measure&. 

The fiscal system was improved by strengthening the organs of 
am ... ent and collection and by reducing tax evasion; State in
dustrial services were reorganiRd, among them the State rail_ya 
which in 1927 yielded a surplus of IiOO million lire as again..'" a 
deficit of 1,460 million in 1922. As a result, the revenue from n0r

mal taxation had increased by 5,598 million lire on June 30, 1926-
At the eame time expenditurea had been Mctly _trolled and 
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when the finlLncial year 1925-1926 closed it stood at 18,775 million 
lire as against 35,461 on June 30, .1922. 

The monetary and financial policy of the Fascist Government 
aims at eliminating those factors which disturb exchange values. 
This has guided its action in settling the foreign war debts, in bal
ancing and safeguarding the budget, in reducing the internal debt, 
in superVising exchange rates, in unifying the note issue, in taking 
measures to bring capital investments into keeping with the pos
sibilities of industrial expansion, in safeguarding savings deposited 
With the banks. 

AMORTIZATION PLANS. The service of the Washington and 
London debt settlements has been provided for by organizing an 
Autonomous Amortization Fund which collects reparation pay
ments due under the Dawes plan and uses them to meet Italy's lia
bilities under those agreements. The outstanding foreign debt 
has thus been reduced to the Morgan loan, amounting to 510 
million gold lire. The proceeds of that loan were used to 
refUnd 2,500 million lire loaned by the Banca d'ltalia to the 
Treasury. This amount was placed to the Bank's reserve which 
thus rose from 1,947 million gold lire on October 31, 1926, to 
2,438 million. The ratio of the gold note cover thus rose from 
10.62% to 13.40%. 
. DISPOSAL OJ' THB FLOATING DEBT. After appropriating 500 
million lire a year on the budget for repaying the residual debt 
of the Treasury to the Bank of Italy, and providing for the service 
of the Morgan loan, it became necessary to take immediate steps 
for consolidating the floating debt which stood at 27,700 million 
lire in June, 1926. As the Treasury bills fell due they were pre
Sented for payment in considerable amounts (2,494 million lire 
were thus paid out by the Treasury in a period of 4 months) to 
meet the requirements arising from the prevailing stringlllllCY on 
the money market. The success of the Government's monetary 
policy was endangered unless a settlement could be made. 

,Atthe same time, the Government was desirous of taking into 
due account the legitimate needs of agriculture, industry, and 
trade, adversely alfeeted by the compulsory conversion of the 
short dated Treasury bills. With these needs in view it decided 
tG. issue the Lictor's loan, which mobilized funds lying lallo. 
and enahled the Bank of Italy to make advances and !'offord credi' 
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to productive activitieawith money actually existing in the coun. 
try, and without recourse to any form of inflation. 

The prestige of the Regime insured the success of the Lictor's 
Loan, which made it possible, in the words of the late Luigi 
LUllatti, to avoid the dilemma of inflating the currency or unduly 
curtailing oredit facilities. 

The orowning result of the revalorization policy was secured in 
Deoember, 1927, when the lira, quoted at 30.536 to the dollar in 
August, 1926, was stabililed at the rate of 19 to the dollar. 

CREDIT INSTRUMENTS 

The following instruments of credit are in current use in Italy: 
Bank notes; promissory notes; bills of exchange; checks and 

bank drafts; circular notes; credit oertificates; warehouse war
rants; script of the national debt which may be registered, to 
bearer, or mixed, i.e., registered but with half yearly coupons at
tached payable to bearer; land credit certificates and agricultural 
credit bonds; Savings bank books registered in the name of the 
depositor, registered but payable to bearer, to bearer without 
stating the name of the depositor, to bearer but stating the name 
of the depositor; current accounts against which check books are 
issued; Treasury bills; interest-bearing certificates, being pr0-

visional securities containing II promise of the bank to pay a 
given sum received on long-term deposit at a higher than normal 
interest rate, payment to be made on ~tation of the certifi~ 
~ate at maturity; delivery orders for goods in transit and bills of 
lading. both of which can be used as security for bank credits and 
loans. Other npgotiftble securities are stoek certificates for shares 
in joint stock CODlpanies which may be registered or to bearer, 
and bonds issued by commercial companies.. 

CHIK:U Ln-n.s USED. It may be mentioned that the system 
of using ~b~ks drawn against bank accounts for mBking pay
ments, so gueraliRd in the United States and Great Britain as 
to amount to an important subsidiary currency, is still in a rudi
mentary stage in Italy. Tbe Ministry of Finance is DOW studying 
the amendments to existing laws ftquirtd to populariae the cheek 
as a means of payment, and meantime the Treasury baa beguD 
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to make its own payments by this means instead of by cash pay
ments as heretofore. 

BANKS OF ISSUE 

HISTORY AND ORGANIZATION. The unification of the note issue 
privilege in the Banca d 'I talia only dates back to May, 1926. It 
was preceded by 65 years' experience of plurality in banks of is
sue. We must therefore describe the system just relinquished; 
its history coincides with that of the Itslian banking system. 

From 1860 to 1870 only the Banca Nazionale Sarda and the 
Banca ;Nazionale Toscana were authorized to issue notes. The 
Bank of Naples and the Bank of Sicily issued credit certificates 
and warrants. When the States of the Church were annexed to 
the Kingdom of Italy the Banca Romana .was added to the list of 
Banks of Issue and in 1872 the Banks of Naples and of Sicily and 
the Credit Bank of Tuscany began to issue real bank notes to 
bearer. The need of reorganizing bank note circulation was felt, 
and on April 30, 1874, six bankS were authorized to iBBue notes: 
the Banca Nazionale del Regno, the- Banca Nazionsle Toscana, 
the Banca Toscana di Credito, the Banca RolDana, and the Banks 
of Naples and Sicily. These formed a consortium. 

In 1892 the Banca Romans was liquidated, and the Banca 
Nazionale del Regno, the Banca Nazionale Toscana, and the 
Banca Toscana di Credito amalgamated to form the Banca 
d'Italia. 

REoRGANIZATION OP NIn'E IssuE. The reorganization of the note 
issue began with the Act of August 10, 1893, which restricted the 
issue privilege to the Banca d'Italia, the Bank of Naples and the 
Bank of Sicily and fixed a ratio between the note circulation and 
the capital resources of the banks. This provision was, however, 
repealed ~ 1898 on the ground that the growth of circulation 
should depend on the growth of buainess and not on that of the 
bank's capital, part of which might consist of unIiquid securities 
of nominal value only. 

In 1910 the legislation on banks of issue and note circulation 
was codified, the maximum normal limit for the note circulation 
being fixed at 908 million lire distributed as follows: 

Banca d1talia •.••••••.••••••••••• L. 1180.000.000 
Banca eli Napoli •••••••••••••••••. L. 200.000.000 
Baoca eli Sicilia •••••••••••••••••• L. 48.000.000 
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Notes issued in excess of these amounts had to be covered in 
full by gold coin or bullion, with the exception of notes repre
senting advances made to the Treasury. 

A series of Royal decrees issued in 1914 to meet'the situation 
arising from the war doubled the normal note circulation. 

ADvANCIB TO THB 1'uAsUBY. Advances to the Treasury, bear
ing interest at the rate of 1.50%, were not included in either the 
ordinary or the special circulation limit. ' 

The total amount which the Banks of Issue could advance to 
the Treasury was originally fixed at 115 million lire for the Banca 
d'Italia, 30 million for the Bank of Naples, and 10 million for the 
Bank of Sicily. When the European war was declared the amount 
was first raised to 485 million lire, but subsequently a series of 
Decree Lawe authorised the banks to make further advances, 
guaranteed by Treasury bills registered in their name bearing 
interest at the rata of 0.20% to defray the cost of printing the 
notes. 

These were known as II special .. advances, to distinguish them 
from the II statutory .. or .. ordinary .. advances, which remained 
fixed at 485 million 1ire. 

STATUTORY R.J:savs: P08ITION. We give below the status of 
the reeerves for 1911, the first year following the adoption of the 
new regulations, and for 1925, the last year of the plural system 
of banks of issue. 

n-rip&ioa (Ihauouoda of lire) 1911 18'J5 

00Id .... .. .. .. .. .. .. ........ .. U68.11II8 1,133,810 
Sil_ .......... , .. , .. .. .. .... 125,'/80 lJ4,6311 
"0Ie;'" 1'reuur:I' Billa.......... 116,483 •• 731 
CwtiIi ..... of cndilo held ai>raM 6.&111 
I'oNip But ._............. 18,731 I,m 
O\hv oquivaleD' ftIuee......... 1811.111 

...,-:--:-::-----
Tou.l ............ ,........ 1-,_ 2JMO.77' 

The ~ eovering debts on call, originally fixed at 40%, was 
redu~ in 1919 to 20%, consisting entirely of Italian lepl tender 
in metallic ~ie, foreign specie amepted as lega1 tender in the 
Kingdom, and bullion. The eirculation repr nted by advanees 
to the Treasury was fully eovered by ~ respeetive credit ftUCh.. 
era whitb, together with the irreducible resene, formed. paran
tee in the exclusive intenS of the beuera of the ~ note&. 
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'Such circulation also had a metallic cover of not less than one 
third of its value. 

The following is a comparison of the leading assets and liabil
ities of the bank, as shown in their statements for DeC'ember 31, 
1913, and on December 31, 1925, the last year preceding the cen
tralization of the issue privilege. 

.')" 

ASSETS LIABU,ITIES 

Year Dis- Ad- Secu- Internat. Notecir- Debts 
counts van ... rities credits culation on call 

(milliops of lire) 
1913 693.4 163.6 328.9 130.0 3,3768 230.0 
1925 6,520.3 3,915.3 519.1 3,4111.7 '19,349.7 2,286.5 

INDUSTRIAL SECURITIES. In i915 a Consortium for Subventions 
,on Industrial Securities was established to assist the Banks of 
Issu" in making advances and discounts to meet business needs 
during the war period. In March, 1922, a special Autonomous 
·Section of this Consortium w.as opened to facilitate the liquidation 
'of credits held by the banks, more especially the" frozen" credits 
of the Banca Italiana di Sconto, to meet. the losses caused by its 
>iailure, and to tide the Banco di Roma over the grave situation in 
which it found itself, due to over-investment in unliquid assets. 
This Section was administered by the Banks of Issue, but as a 
distinet and separate organ. No liability was assumed by them 
.for losses resulting from the said immobilizations; but specific 
receipts,adequate to meet such losses a8 might be incurred were 
assigned iothe Section. The assistance afforded by the Banks 
was limited to opening credits on which the Section could d·raw 
for the funds it required in its work of liquidation. On April 
30, 1926, the total outstanding credits held by the Banca d'Italia 
against the Autonomous Section amounted to 3,381 million lire, 
covcred by accumulated reserves to the extent of 1,413 million 
lire. As soon as the losses above referred to were settled all 
'further activities of tbe 'AutOnomous Section were stopped, and 
the Government decided to use the securities on which its re
serves were invested to reduce by a like amount the debt to the 
Bank of Italy by cancelling notes for that amount. 

A decree law of November 6, 1926, closed down the Autono
mous Section, and the task of realizing any outstanding cred-

~. 
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its until then intrusted to several bodies, was centered in a 
Liquidating ~nstitute which is to wind up the business with alJ due 
expedition with a view to a further reduction of the note oircula
tion. Conaiderable results have already been achieved, and the 
outstanding debt to the Bank of Italy stood on April 30, 1928, at 
259 million lire. , 

·UNIFICATION OJ' THB NOTB !eeUB. The centralization of the 
note issue in one bank had frequently been proposed, but \on
siderations of a political and regional character had hiiBered 
oarrying. this measure into effect. The Fascist regime has defi
nitely .eliminated antiquated regional prejudices, and therefore, 
in the intarest of the ourrency regime, and in view of oonditions. 
prevailing on the money markets at home and abroad, the Na-. 
tional Government decided to unify the issue service. A Decree 
Law of May 6, 1926, limited to tile Banea d'Italia the privilege 
of issuing notes or equivalent securities payable to bearer o~ 
demand, and provided that the gold and equivalent valuta held 
by the Banks of Naples and Sicily should be oassigned to that, 
bank. Until 1930, and without time limit in the case of credit 
certificates, tile Banks of Naples and Sicily will continue to issue 
securities inscribed in the name of the holder, and existing agree
ments entered into between them and the Banca d'Italia regu
lating the nll'iprocal a~ceptance of such securities will remain in 
force until that date. 

Subject to the supervision of the Ministry of Finance they may 
also obtain from the Ban4.'a d'Italia diseounts and advances a~ 
apecialrates, not to exoeed 1" below the oIIicial bank 01' interest \ 
rate. Thus the two Southern Banks will not lack adequate 
resources to meet epecial needs which may arise. . 
. By centralising the note issue two main' objects have been at
tained: (1). fuller control of currency expansion so as to make 
it correspond to the eviden~ economic needs of the community, 
~be more effective ft'gulation of the money market, and the possi
hility of supervising effectively other banks; (2) the two South
ern Banks have been enabled to mobiliae their r E!L vtlS, utiliaing 
them for productive purposes in the interest. of development in the 
South of Italy .. 
• Tn &NCA D'IT.u.u.. The Ad of May, 1926, unifying the notl\ 

issue, tha~ of December, 1927, stabiliaing the lira at its nell 
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gold parity, and the Royal Decree of June, 1925, regulating 
the relations between the Treasury and the Banca d1talia 
have radically modified its status. 

The Banca d'ltalio. is a joint stock bank, established in 
IS93 with a capital of 300 million lire, reduced on two occa
sions by one tenth to 240 million lire, and raised in June, 1928, 
FO . 500 million lire. Deliberative powers are vested in the 
general meeting of shareholders, and the administration is 
entrusted to a superior Council which, subject to the sanction 
of the Government, appoints the Governor of the Bank. 

The Decree Law of December 21, 1927, places the Italian cur
rency on a gold exchange basis, and requires the Bank of Issue 
to exchange its notes on demand, at its head' offices in Rome, for 
gold bars of a minimum weight of 5 kg, at the rate of 100 1ire-
7,919,113 grammes of gold, or, at the Bank's choice, for notes 
of cl)untries whose currency is on a gold basis. The notes are con
verted at the exchange rate fixed by the Bank whicli may never 
exceed the gold export point. 

The Bank is required to maintain "the exchange rates quoted 
for the Italian lira within the gold points by purchasing or 
selling gold and by operating on the exchange market. The gold 
points are fixed for export at 19.10 lire to the dollar and for import 
at IS.90. 

The National Exchange Institute, 'founded in 1926 to act for 
the Treasury on the exchange market at the time of the acute 

(

currency depreciation, has now become a section of the Bank, 
which holds its capital, and thus has the means of regulating the 
foreign exchange market in Italy. 

Instead of a fixed limit, the note circulation of the Bank is now 
regulated by the requirement that its notes and all other sight 
liabilities be covered by a reserve in gold or equivalent credits 
at a ratio of not 'Iess than 40%. Should the reserve fall below 
40%, a tax levied at a rate one-tenth higher than the bank rate 
IS cbarged on the uncovered portion if it doee not exceed the 
whole circulation by more than 10%. This tax is further in
creased by one-tenth of the bank-rate for each further 10% dif
ference in the ratio between the circulation and the prescribed 
cover ... The Bank is free to discover the ratio between its re
serves in gold and equivalent credits. 
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On May 31, 1928, the reserves of the Banca d'Italia consisted of 

Gold .... d bullion .......................... L. 4,884.8 million 
Gold .... dits on foreign oountri.. . . . . •. .. . .. • D,71MI.l .. 
Foreia:n Treuury billa on sold baaia ........ 1,493.1 u 

12,173.8 million lire 

affording a cover of 59.22% of all the Bank's sight liabilities. 
The Bank is required to make temporary advances to the Treas

ury for amounts not to exceed 450 million lire at an interest. rate 
of 2% per annum. The notes representing these advances are 
secured by a 40% cover. All the provisions under which the 
Treasury could obtain" special" advances from the Bank have 
been repealed, and the outstanding debt to the Bank for such ad
vances has been wiped out with the plus values resulting from the 
revaluation of its gold and equivalent reserves at the Dew parity. 

Under the Dew laws the Banca d'Italia regulates the credit 
market through its functions as the bankers' bank of rediscount; 
it regulates the trend of the money market by its discount rate; 
it is vested with powers of inspection and supervision over all joint 
.tock banks and is consulted by the Minister of Finance on all 
requests for permission to open new or amalgamate existing bank&, 
to eeeure foreign loans, or to increase the capital of joint st.ook 
companies. 

BANIt OP IssUil TlWfSACTIONIl.. The business which the Bank 
of Issue may transact is limited to that specified in its statutes, 
aa follows: 

(a) l>isro1mta of commercial paper, matyring in a period Dot 
to exceed four months, indorsed by two or more persons or firma 
of recogniaed aolvency; discounts of Treasury bills, warrants 
issued by general or bonded warehouses, aDd coupons of aecurities 
on which it is authoriaed to make advances. The Minister of 
the Treasury 6:ns the bank rate, which he can change as mark~ 
conditions demaDd. ~tional rates of not less than 3'}1. are 
made in the case of 3-month bills presented and indorsed by 
6rst-class firma and banks; and the bills presented by Peoples 
Banks (Ban~he popolari) , mining ~mit banks, and -wn agri
cultural discount and credit banks for 6nancing works of public 
utility ~aD he diSCOUDted at 1'}1. below the normal bank rate. 

(h) Ad-. for periods not exceeding 4 months, on goftnl-
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ment stock, Treasury bills, securitieS guaranteed by Govermhent, 
securities payable ingold and guaranteed by foreign Govern
ments, precious metals, silk, and warehouse warrants. 

(c) Sale fJ.iu1"[1UTchasej on spot or term, of 3-month bills and 
checks payable in gold on foreign 'countries. 

(d) Direct,inve8t~t8 may be made by the Bank of IssueJn 
Italian' government stock or other securities i88Ued by or guar!lil. 
teed by the State. Besides these, certain other investments are 
allowed by law .. 

(e) Deposita on current account may be received, interest ~n 
which may not exceed two-thirds of that paid on the Post-Office 
savings deposits. Should such deposits exceed a Cl!rtain fixe4 
amount the Bank is required to reduce its circulation by one-third 
of said'excess. It may not open Jines of credit on current account 
nor grant overdrafts. ' -

SiBce 1893 Banks of Issue have been debarred from doing a land 
credit business, as the long immobilization of credit required IS 
unsuited to them. MeasUres were taken at that date to wind .up 
'the outstanding land credits held by the Bariks of Naples and 
Sicily and by the former Banca Nazionale del Regno merged in 
the Bank of Italy. . . 

Should the Bank of I88Ue transact business unauthorized by it$ 
statutes, it is subject to a tax levied at a rate triple that ot the 
bank rate on the whole business thus iUegally transacted and for 
the whole duration of the transaction. ", 

Should the profits declared by the Bank of Issue exceed 5%, th~ 
Treasury is entitled to one-third of such excess if the net profit 
does not exceed 6%, and to one half should it exceed that amount. 

THE BANltR.\TI!:. The Bank of Issue cannot alter its ra~ 
of discount in accordance with variations in the available supply 
and the cUrrent demand for money, as is the practice with the 
ordinary credit banks. It must safeguard its metallic reserve, 
and must. therefore keep steadily in view the foreign exchange 
rates which govern fluctuations in the demand for specie to meet 
the requirements of international trade. 

All a rule the bank rate should be lower than the interest rate 
charged on advances, as bills are almost always paid on maturitY 
and so afford the Bank the means wherewith to meet the demands 
of depOsitors and debts on call; whereas the period for which ad-
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vances are made can be tacitly extended on maturity. Indeed, 
the leading foreign banks discount biJIs at a rate lower than that 
charged for advances. But in Italy the sums advanced on securi, 
ties are ~omparatively much smaller than those loaned on dis. 
counts, and if a higher .rate were charged on advances it might 
adversely affeot the value of government and government
guaranteed securities by reducing the demand for them, which 
woulll work to their depreciation and injure our credit at home 
and abroad • 

. THII ;I'BEABUl\Y SEBVlCII IN THII PaOVlNCIIB. Ever ainoe 18Qf 
this service had peen discharged by the Bank of Italy. In that 
y~ the rules regulating the Banks of Issue were revised, the n~ 
of G~vernment economies was keenly felt, and it was desired to 
compensate the Bank of Italy for the risk it had taken in liqui-i 
dating the Banca Romana. Moreover, an example in this field 
had been set by foreign Governments who for many years past 
had recogniledthe advisability of intrusting this service to .• 
bank rather than to Government agencies. The Central Treasury 
Service, which regulates the whole cash movement of the State 
and is the fulcrum of the financial and Treasury transactions, is 
however, discharged by the Treasury itself. 

SUPERVISION OF BA~"'KS OF ISSUE 

The Bank of Issue is placed by law under aloes government 
BUpervisiOl4 exercised by the Ministry of finance, the oost of 
which is met by the Bank itself. U is earried out by a special 
Inspectorate, assisted by aD Advisory Commission presided oYer 
by the M~ster of FinaDce, aDd consisting of three Senators, three 
Deputies, aDd five other members appointed by the Government.. 
This ComllliS1lion is consulted on the printing. distribution, _ 
tody, aDd oanceUatiOll, aDd on the movement of bank Dotes in 
~neral; on proposals for amending the statutes of the Bank; 
aDd on all measures for carrying out the provisiOllB of the law 
regulating it. . 

The activities of the Ministry in the field of inspection are 
various. A Government In.."JlIlCtor is present at the IeD8I'8l meet-
~ of ahareholders, at the sittings of the Superior.Council of the 
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Banca d'Italia, with the right to suspend execution of any decision 
he deems contrary to the provisions of the law, regulations, of stat
utes of the Bank. The Minister can always exercise this right 
within five days of the meeting. He examines the balance-sheets 
and assures himself that they correspond to the hook entries. The 
bank sends a statement to the Ministry every ten days showing 
the business transacted. 

The Ministry orders inspections at frequent intervals to make 
sure that the -rules regulating the note issue are strictly observed. 
Twice a year it makes an unannounced and simultaneoue verifica
tion of the cash balance in all the seats, branches, and agencies 
of the Bank, as well as special verifications at the main branch 
offices of cash and securities belonging to the depositors or to the. 
bank itself, so as to ascertain that all is in order and in con
formity with the provisions of the law. - Every three years the 
Minister of Finance orders a special and fuller inspection of all 
the ~Jrvices discharged by the Bank on behalf of the public and 
of the Treasury. On the basis of these inspections he draws up 
his annual Report to Parliament. -

THE BANK: 01' NAPLES. The Bank of Naples, organize4 
as an autonomous corporation, has a capital of 50 million lire. 
It has branch banks, offices and agencies but their activities have 
never extended heyond the territories originally assigned to 
it in the South of Italy. It has an agency in New York or
ganized for safeguarding, collecting and transmitting the savings 
of Italian emigrants. 

It is administered by a Director General appointed by the 
Minister of the Treasury after consulting the CouncD of Minis
ters, and by a Board of Directors under the supervision of the 
General Council. This latter consists of ere officiq and elecl:.e!l 
members h810nging to the provincial, municipal and commercial 
representative organs of the city of Naples. The Board, presided 
over by the Director General, consists of three delegates and two 
deputy delegates selected by the General Council from among its 
members and two directors appointed by the Government. The 
Bank of Naples acts as a Savings bank, an agricultural credit 
bank, a pledge bank, and discharges the service connected with 
emigrant remittances from abroad. 

THE BANK: or SICILY. This Bank has a capital of 12 million 
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lire and is organized and administered on the same lines as the 
Bank of Naples. It ac~ lIB an agrioultural credit bank, and a sav
inga bank for the Sicilian provinces. 

The Bank of Naples and the Bank of Sicily are publio corpora
tions, i. •. , public administrations, foundations in the real sense 
of the word. Their statutes describe them as autonomous publio 
oredit institutes. They are trusts placed under Boards of dele
gatee designated by the Government lind by the provinces and 
municipalities concerned. All their transactions are of an admin
istrative, savinga, provident, or charitable description. Their 
profits are assigned to purposes of publio utility or go to increase 
their capital resources. Their offioers are publio officials. 

LAND CREDIT BANKS 

The oyole of land credit legislation olosed in Italy when it WIIB 

oodified in the law of July 16, 1905. The characteristio ·features 
of land credit require that such business be transaoted by banks 
Organiled on special teohnical and juridical lines. In 1890 all 
land oredit business had been concentrated in a single bank, the 
Istituto Italiano di Credito Fondiario, to which a monopoly of 
suoh business WII8 to be granted throughout. Italy on conditioa 
that it accumulated a capital of 50 million lire within three years. 
But this projected monopoly fell through, and in 1905 the regime 
of concessions was inaugurated. 

Companies and banks desirous of doing " land Cftdit business 
must obtain II permit from the Ministry of National Economy into 
which the three former Ministries of Agriculture, Commerce, and 
Labor, have been amalgamated. The permit. is granted by Royal 
Deeree issued .rIM oonsultation with the Couneil of State. 

And oredit. banks are of two kinds (1) those with a paid-up 
tapital of not less than 50 million lire, empowered to do buS
nees throughout the country. The Monte dei Pasthi of Siena, 
the Instituto delle Opere Pie di San Paolo of Turin, the ~vings 
Banks of Milan and Bologna, the Institute Italiano di Credito 
Fondiario, and the Credito Fondiario Sardo belong to this ellIS&. 
They can be autboriaed to extend their.busjness to foreip c0un

tries where large bodies of Italian immigrants reside. 
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(2) Banks with a limited sphere of action; i.B. (a) those with a 
,paid~up capital of not less than 2 million lire working in districts 
where no local land credit banks exist; (b) credit associations of 
landowners 'owning real estate valued at not less than 5 mil
lion lire. 

LAND CREDIT BusINF.Ss; The following business is transacted 
by land-credit banks: (a) first mortgage loans, repayable by 
amortization, made on real estate up to one h8If of its estimated 
value; (b) the acquisition, by cession' or surrogation, of mortgage 
'Or privileged credits which they render repayable by amortiza
tion; (c) the issue of land bonds, for a face value equivalent to the 
capital amount loaned, on the proceeds of which the aforemen~ 
tioned business is transacted; (d) advances made b¥ opening a 
line of credit on current account secured by a mortgage on the 
same conditions on which the loans are l:Il8de. When loaDS are 
secured for the exclusive purpose of discharging. residual l~bili
ties lor the pUrchase of farm property or for' releaSing it from 
perpetual lease charges, the bank may lend up to three-fifths ,of 
the value of the property mortgaged.. " 
, Loans are made either by opening a line of credit on current 
'account in favor of the borrower, or by the issue of land bonds 
which the bank undertakes to place. Land-credit banks thus act 

. bnly as intermediaries,conecting money from capitalists who 

llleek a safe investment at a low rate of mterest, and lending it to 
owners 'of real estate who by giving a mortgage on their property 
88 collateral secure the advantage of paying a low rate of interest 
and of returning the loan by annuity payments extended over a 
long period of years. • . , ~ 
. The loaDS are made on Condition that there be no previoUs 
mortgage on the property or that the previoUs mortgages, when 
added to that given as collateral for the loan, do not exceed half 
or three-fifths of the value of the property; that the properly be 
such 88 to yield a sure and continuous income over the whole 
period of the loan amounting to more than the annuities due to 
the ereditor. ' 
, THE LANn-CREDIT CoNTIIACf. In all land-credit contracts it is 
implicit that default on even one of the installments closes the 
transaction, entitling the bank to claim forthwith payment in fuJI. 
When the hank has to distrain to recover payment of annuities 

• 
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due it oan have recourse to the same summary prooedure by which 
the Government distrains for the recovery of taxes. This right 
is valid even when the property distrained on belongs to prov" 
inces, municipalities, or other corporate bodies. Besides fore
olosing the mortgage or distraining on the property, the bank 
can ask the Court for an order granting possession. If this be 
granted it receives the income and profits accruing from the 
estate, which net of management expenses and tax charges are 
applied to the payment of amortilation annuities as they fall 
due. 

The Court may assign the property to the bank, but, under arts. 
663 and 665 of the civil and penal oode, the latter is not bound to 
aooept it or the oonditions consequent on such II,coeptsnce. IJi 
auch cases, after the property has been put up at auction three 
times, the bank may seek authority of the Court to dispose of it 
by priva'te agreement. Should the bank, however, desire that the 
property be adjudged to it., it must sell the same within a period 
of ten years. This provision, consequent on that which forbids 
land-oredit banks from purchasing real estate, other than that 
required for housing their ofIicee or guaranteeing preexisting 
credits, is explained by the desire of the legislators to prevent 
them from speculating in real estate and running the risk of 
possible depreciation in value. 

If the property foreclosed or distrained on is purchased by an 
outsider he must., within twenty days of the J:Qmpletion of the 
puroha.. .. , pay over to the bank that part of the purchase price 
which corresponds to the outstanding credit held by it for capital, 
aocesaory charges, and 'costa. • 

, 

UN!) WN Carrmca.ns. Most loans are made by handing 
the borrowv, or placing on his behalf a certain number of land 
loan cert.ifioat-. Th_ are detached from hooks with counter
fcils. numbered progreesively for each series. All the certificatAia 
bearing a given rate of interest form a aeries. Each certificate 
has a face value of 500 lire. The bank may, however, issue fi.,., 
divisional vouchers of 100 lire each against each SOO-lire aertifi
oate deposited with it. The certifioates can also he grouped in 
multiples of five or ten. 

Cwtifioates are issued to bearer, reg!stered in the name of the 
holder" or registered in the name of the holder but. payable to 
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bearer, and have the legal status proper to each of these instru
ments. The interest rates on land certificates vary from 3.50% 
to 5%. Within these limits the banks can issue them at the rate 
they deem best suited to the market conditions. The interest 
coupons are half-yearly, but the banks may issue certificates 
with quarterly coupons attached. 

FUNDAMENTAL CREDIT PRINCIPLES. A fundamental rule of 
land-credit business is that at each half-yearly date of maturity 

I the sums recovered by the bank must correspond to those it re
turns to the certificate holders. Thus at the end of each half 
year the bank sums up the amounts received from borrowers on 
account of amortization quotas and cash repayments made prior 
to maturity; it. subtracts therefrom the amount of any losses in
curred, and the result shows the number of certificates to be 
retired at the beginning of the ensuing half year. The certifi
cates thus retired are drawn by lot on February 1 and August 1 
of eaoh year in the presence of the public and of an official dele
gated by the Government. The numbers drawn are published 
in a special supplement to the Official Gazette sent to all 
land-credit banks. The certificates are retired for cash at 
par, and no interest is due for the half year in which they are 
drawn. 

Land-credit certificates may be converted on a plan approved 
-by the Ministry of National Economy, and the banks may at any 
time retire those outstanding at par and issue in their stead others 
at a lower rate of interest. This form of investment is favored 
by granting the privilege of insequestrability to land-credit cer
tificates and to mortgage credits on open kccount. 

Govi:aNMENT SUPERVISION. The Ministry of National Econ
omy supervises land-credit banks. It sees that they transact 
no business other than that authorized by law; that the due ratio 
between caSh mortgage loans and paid-up capital is observed; 
that the certificates issued correspond to loans made; that they 
are drawn by lot in due form, ete. The hanks must transmit to 
the said Ministry the decisions of their Boards - which can be 
vetoed by Ininisterial decree, - a bi-monthly business statement, 
an annual balance-sheet, etc. The Minister can order an inspec
tion to be made at any time. 

The most important of the land-credit banks is the Iatituto 
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Italiano di Credito Fondiario, a joint stock company with a 
oapital of 100 million lire. Its oharter was granted for a period 
of ISO years, renewable on the expiration of that term. Its activi
ties are restricted to land-oredit busineaa, but in 1919 it was 
authoriled to open a separats credit and savings department. It 
may only iaaue land-credit oertifioates. Two thirds of the Board 
of Direotors, the Chairman of the Board, one third of the audi
tors, and the Direotor of the bank must be Italian nationals. The 
bank may make loans on mortgage eeourity in legal tender or in 
oertificates payable in legal tender, or in gold, or in gold oertifi
oates. In the latter caee the borrower undertakes to pay the 
average exchange rate on the amortisation quotas and interest 
payments so as to maintain the ratio between the real value of the 
loan granted and the oertificates received. 

The Istituto Italiano di" Credito Fondiario is plaoed under 
atriow 8upervision than the other land-credit banks. A perma
nant Government Commiaaary is deputed to the central head
quarters and, besides the general right to report illy suppoeed 
irregularities to the judiciary, the repreeentatives of not leaa than 
IS per oant of the holden of outstanding oertificates may them
II8lves eand in a report to the Ministry of National Economy. 

AGRICULTURAL CREDIT 

Agrioultural credit has been organised in Italy on two lines, 
one prevailing in North Italy results mainly from the spontaneous 
efforts of the parties concerned, who have formed coOperative 
credit associationa - Peoples' Banks, Rural loan banks, etc.
to meet their requirements in this field. .We will describe these 
banks under a dil£erent heading. Here we will first deal with the 
facilities dorded for agricultural credit as a result of Govern-
mant aotion. " 

The more important laws providibg agricultural credit facili
ties under this system were thoee enacted in 1901 empowering 
the Savings Bank branch of the Bank of Naples to transact agri
tultural credit business in the Southern Provinces and in Sardinia, 
and that of 1906 which established an agricultural endit branch 
in the Bank of Sicily. In April 1922 a iaw was enacted codifying 
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the several agricultural credit measures. It recognizes three kinds 
ilf agricultural credit loans: 

(1) Agricultural credit for working expenses may take the 
form of (a) loans for periods not exceeding 5 years for· the 
purchase of steck, machinery, etc., and other purposes ·1intil 
such time as the crops are harvested and their producte fully 
utilized. and transformed; (b) advances made on warehouse cer
tificates issued for farm products; (c) loans to agricultural as
sociations for the purchase of farm requisites for the use of their 
members, or for advances to members on farm products which the 
assoeiation proposes to market collectively. 

Such loans are secured by a lien on the crops and their producte, 
or on the steck, machinery, and implements for the purchase of 
which the loan was made. If the borrower fails to make pay
ment in full on maturity, the magistrate,·a.t the suit of the bank, 
can order the seizure and sale of the property on which the lien is 
held:· \ Loans of this description are made by promissory notes. 
The Ministry of National Economy fixes each year the maximum 
rate of interest which agricultural credit banks may charge on 
loans for working expenses. The interest rate charged by inter
mediary agents may not, without special ministerial permission, 
exceed by more than 2% the rate they themselves pay to the 
banks from whom they obtain the funds loaned. 

(2) Agricultural credit ·Ioans for farm improvement CIIn be 
obtained for preparing the soil, sowing the crops, and for improve
ment, within certain limitations, of lands and buildings.· Such 
loans enjoy the privileges granted te those made for working ex
penses, and both forms of credit are regulated on similar lines. 

(3) Agricultural land-credit loans may be made for purchasing 
the farm. for agrarian improvements, for making sma)) holdings, 
to secure release from encumbrances and perpetual rent charges on 
the farm, for the conversion of land debts, for the erection or 
improvement of the farmhouse, stables, granges, and outhouses; 
for building roads on the farm; for securing a supply of drinking 
or irrigation water; for improving, draining, or consolidating the 
lands; for rewooding; and for any other work for the permanent 
improvement of the farm. Such loans are secured by a mortgage 
on the land. 

LoANs TO fiNANTII. Agricultural land-credit loans can be made 
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Dot only to' o.ners but also to tenant farmers when the owner is 
willing to give valid mortgage security. Loans to tenants cannot, 
of course, be of longer duration than the lease. Mortgage security 
is required, except for purposes which by their nature and aIiort 
duration may properly be described as farm improvements. 
These loans may he made in the usual way, or by the iseue of agri
oultural credit certificates handed to the borrower for him to nego
iiate, or else placed for him by the bank itself. Loans of the lat
ter description are only allowed when secured by a first mortgage. 
The Government can authorile agricultural credit banks to issue 
Inch certificates for amounts not. to exceed ten times the value of 
their paid-up capital or of the capital assigned to them. 

AORIctlLTUlIAL CUDrr BAND. A series of laws enacted between 
1897 and 19U organiled special regional agricultural credit banks 
to supply farmers with working capital and credit for farm im
provements. Regional agricultural credit banks were established 
for Liguria, the Venetian Provinces, and Central Italy. In the 
Soutb of Italy the Savings branch of the Bank of Naples does an 
extensive agricultural credit business transacted through the 
agency of local banks. The Caesa Provinciale wae established 
to meet the special needs of Basilicata, with beadquarters 
at PotenlB. In Calabria the Istituto Vittorio Emanuele III per il 
Credito Agrario attends to the needs of the farmers. In Sicily 
the agricultural credit department of the Bank of Sicily was 
authoriled to provide all forms of agricultural credit and to make 
land purchase loans to enable loe.al government bodies and coOp
erath'S associations to purchase croWD lands for division into 
small holdings. The Government contributes to the interest pay
ments on mort«age loans made by this department in a measure 
not &needing 2.S~. The dl'partment can iesue agricultural land
credit certificates. In Sardinia the Casse Provinciali di Credito 
do an agri~ultural credit bu.siness in the provin~ of Cagliari 
andS-n. ", .. 

All these banks aet as oentral banks for the eommerciaI aDd 
eo6perative credit banks, the Savings Banks, aDd the sundry agri
tultural eorporations duly autboriRd by law to do agricultural 
credit businese. to all of whom they afFord credit by discounting 
thtoir bills. . 

Tbe local banks acl as .-ts betweeu the ftgiooal credil banks 
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and the farmers, thus fulfilling a very valuable function by 
facilitating credit business through their personal knowledge of 
the farmer and his needs, and the supervision they can exercise 
over the use to which the loans are put. 

But although considerable assistance had thus been given to 
agriculture, the results were deemed inadequate in view of the 
fact that the total loans thus secured amounted in 1926 to no 
more than 515.7 million lire. In July 1927 a Decree Law revised 
and unified the whole system. Under it loans to farmers for· work
ing capital are made by the agricultural credit banks above re
ferred to against agricultural paper (cambiali agrarie) having the 
same legal status as commercial bills, secured by a first lien on 
growing crops, live-stock, and farm equipment. The land-credit 
banks, the National SoeialInsurance Fund and the National Bank 
of Labor and Cooperation are also empowered under the new law 
to transact this class of business, the credit mobilized fer this 
purpose amounting approximately to 2,000 million lire. 

For the purposes of land improvement credit, a National.Con
sortium has been formed with the financial assistance of the 
Treasury, the Banks of Naples and Sicily, the Credit Institute 
for Savings Banks, the National Social Insurance Fund, the 
National Fund' for Accident Insurance, the National Bank of 
Labo~ and, Cooperation, the regional agricultural credit banks, 
the. land-credit and joint-stock banks, and the Provident and Sav
ings banks, specially authorized to that effect by the Minis
ter of National Economy. An initial capital of 276 million lire 
was subscribed to this Consortium, which is empowered to issue 
bonds up to ten times that amount, extinguishable by annuities in 
30 years. ' 

SUPERVISION. Agricultural credit banks are placed under the 
supervision of the Ministry of National Economy on the same 
lines as thOse in force in the case of land-eredit banks. Banks 
engaged in other lines of business, but also authorized to transact 
agricultural credit; must notify the Ministry of National Econ
omy each year of the business of this kind which they purpose do
ing and on what terms. They must keep separate books for 
agricultural credit transactions and transmit to the Ministry 
periodical statements and annual reports. 

The Italian Government has steadily followed a policy of 
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stimulating and IIBBisting agricultural progress, and therefore 
, grants agricultural credit banks tax exemptions and legal facili
I ties whioh vary from place to place and from bank to bank. 

SAVINGS BANKS 

These are banks opened to receive savings on deposit and invest 
them in productive enterprises. They issue savings deposit 
books, which represent the credit held. Their work is of eminent 
social importance as it develops in the masees the sense of thrift 
through saving. The legal and juridical characteristics of these 
banks have given rise to much discussion, some authorities holding 
that they are in the nature of public utility institutes, others that 
they are commercial companies. They are non-profit making 
concerns, placed under government supervision as being of publio 
intBrest, and any surplus reserve is assigned to public or charitable 
purposes. They are not organised as commercial companies but 
have a juridicaletatua of their own, regulated by a special law, 
and in case of bankruptcy they are not subject to ordinary p~ 
eedure but to a special form of liquidation under the supervision 
of the Ministry of National Economy. Their non-commereial 
character is evidenced by the fact that the law forbids the pay
ment of interest on oontributiona made by membere and founders 
as well as all participation of the directors in any profits. Only 
banke ftgUlated by the provisions of the 1_ of 1888 can eall 
themaelvea Savings Banka. 

They may be founded by associations of piraons or by corporate 
bodies on the basis of a foundation deed. statutes, and a certificate 
abowing that a first 'endowment fund of DOt less than 3,000 lire 
bas been deposited with th4! Cassa Depositi e Prestiti or with the 
Bank of Issue. . .,., , 

The Ministry of National Economy examines the statutes B
Ung forth the regulations for deposita, withdrawals, acbeduIeB, 
deposit boob, mode of inveating capital and deposita, 11811 to 
wweb the '* annual profi\a are to be essic-l. ete.. If the stat
utes are found in oonfonnity with the provisions of the law the 
Minister. after eonsulUng the Council Qf State, iaruee the deeree 
establishinl the Savings Bank whieh is then ineorporated. The 
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decree, together with the foundation deed and the statutes of the 
Bank, are published in the Official Bulletin of Provident Institu
tions. Thereupon the original endowment fund is,released.from 
the bank in which it had been deposited. 

If the Savings Bank is founded by an incorporated body it 
is generally administered by a Board of Directors appointed 
thereby, Banks founded by an association of persons are ad
ministered, like all limited companies, by the general meeting of 
members, the Board of Directors, and the Board of Auditors. Ail 
administrative mandates conferred by the assembly or by the 
founders are honorary. The directors are subjeet to special pen
alties which ensure strict administration. Should irregularities 
occur in the administration the Board of Directors can he dis
solved by Royal Decree on the advice of the Council of State. In 
such .cases a Royal Commissioner is appointed who recrganizes 
the administration in accordance with the statutes within a; 
period of three months . 
. GOVERNMENT SUPERVISION. Government supervision is exer-. 

cised over these Savings Banks in the same fashion as over othei 
public utility banks. The Minister of National' Economy can: 
v.eto ,the decisions taken by the Board of Directors as in the 
case of land~credit banks; he can, as already stated, dissolve 
the. Boar,d;he can wind up the bank by Royal Decree should it 
have lost not less than balf its capital and should the founders.. 
or the general meeting convened ad hoc, refuse to reendow it. 
with sufficient capital to ensure the regular resumption of its 
work . 

. The typical business of Savings Banks is to receive deposits 
against which pass books are issued. The law requires them to. 
place their funds in SlIfe liquid investments. ' Within this limita
tion the founders CIIn freely determine by their statutes the invest
ments the Bank is authorized to make. The statutes must state 
specifically not only the nature of the investments but also the 
ratio of mortgage loans Gnd lines of credit opened on mortgage 
security to total assets, for such investments, though safe, are of 
long .duration and the statutes require that not more than one_ 
fourth of the deposits and capital of a Savings Bank he thus tied 
up. Sometiines they are authorized to do certain lines of busin_. 
not ordinarily contemplated in their statutes, such a8 land and. 
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,agricultural credit, the service of the National Social insurance, 
and the Accident Insurance funds, loans f{lr building and purchas
Ing workmen's dwellings, loam to municipalities and provinces, 
-loans for the redemption of costly debts, for carrying out public 
works, for the purchase of buildings required to house publio 
eervi«res, for taking over such publio services direct, etc. They are 
hardly ever allo1Ved to invest in industrial securities as such in
vestments are oonsidered too risky. Some Savings Banks are ex
oluded by their statutes from discounting bills. They may not 
purchase real estats exoept that required for housing their own 
staffs. 

AMALGAMATION. In 1927 there were no fewer than 1200 Savings 
Banks in Italy, but in December of that year a Decree Law re
ttuired those holding deposits for less than Ii million lire to limalga~ 
mate with the leading Savings Bank in their respective provinces. 
The extension of this provision to those holding less than 10 
million lire was left to the discretion of the Minister of National 
Economy. Furthermore, all Savings Banka were grouped Into 
regional federations which ooordinate their activities and build 
up, in addition to the reserves held by each bank, a common 
fund available for the needs of any of the federated banka. Th~ 
pUI'(IOBe of this legislation is to create six or eight organisations 
on the lines of the Lombard Provin~' Savings Bank which 
collects the 88\ings of ele\"en Lombard provinces and boasts 
1,200,000 depositors and deposits and reserve funds amounting 
to some 3,800 million lire. In 1926, 137 Savings Banks held 
d~posits amounting to over 12,132 million lire. 

TAX LIABILITY. Savings Banka are granted the same tax 
privilpgt'S allowed to agricultural en!dit banka and for the same 
reasons. Italian Savings Banka ronstitute , real financial power 
and their varied activities have considerable inftuent'e on the ec0-

nomic life of the nation .. 
In 1911 the AS$Oclation of Italian Sa"ings Banks was formed, 

each bank retaining, however, its full autonomy. The Assoria
tion provides a central information organ for promot\ns closer 
relations and the exchange of ~iproeal serviC1!8 bet"een mem
\)e.rs, and acts as an advisory ofIice on I~, administrative, finan
cial. and fiSHI matters of ~neraI interNt. 

This Association promoted the establishment of the· Credi' 
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Institute for Italian Savings Banks incorporated in 1921, to which 
the Banks may assign part of their assets. Nine-tenths of the 
sums thus allocated are set aside to form a special reserve. The 
Institute facilitates the transaction of banking business as be
tween its member banks, and is building up a new and powerful 
agency for the discharge of duties of high economic import and 
social. value which the several banks, taken separately, would 
be unable to perform. 

In 1924, on the ,initiative of the Lombard Provinces' Savings 
Bank, the first International Thrift Congress was held in Milan, 
at which the important decision was taken to found an Inter
national Savings Institute. To this organization 4,650 Savings 
Banks in 27 countries now belong. Its functions are those of a 
propaganda bureau and a liaison and intelligence center for 
Savings Banks throughout the world . 

. \ 

POSTAL SAVINGS BANKS AND THE CASSA DEPOSIT! 
EPRESTm 

The Post-Office Savings Banks were opened )n 1875 on the 
English model to encourage saving, among the poorer classes, 
including those living remote from banking centers, by enabling 
them to deposit any surplus funds with the post office, at a low 
fate of interest, but with the right to withdraw on demand. 
They were established at a time when the ordinary Savings 
Banks had not yet developed, especially in rural districts. The 
P08t-OfficeSavings Bank service was coupled with that of the 
Cassa Depositi e Prestiti, thus realizing an improvement over 
the British system by achieving a twofold purpose, that of se
curing an influx of money to the Cassa and that of fully detaching 
the admiiustration of the Post-Office Banks from that of the 
Treasury by entrusting it to a self-governing body under par
liamentary management and control such as the Cassa Depositi e 
Prestiti. 

The Post-Office Savings Banks act as eollecting agencies, 
the Cassa Deposlti e Prestiti as the agency for holding and 
investing the eavings. For this reason we will eonsider them 
jointly. 
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THJI COLLECTION 01' SAVINGS. <a) The Post-Office Savings 
Banks collect savings through the post offices which issue books 
inscribed in the name of the depositor when he makes his first 
deposit. acoapt subsequent deposits, entering them on the book, 
payout sums withdrawn on account or in settlement of the credit . 
held, keep a current acoount for each book issued, accept orders 
for the purchase of government atock or for the conversion of 
book credits into deposits with the Casea Depositi e Prestiti, 
collect half yearly interest payments on certificates of the public 
debt registered in the name of the holder, and transact such 
businesa on behalf of charitable inStitUtiODB and other legally 
registered hodies. municipalities, and provinces. 

The Post-Office Department pays over the available funds thus 
oolleoted to the Casea Depoaiti e Prestiti, and when in need ap
plies to it for the funds required for the servioe of the deposits. 
A regular receipt is given for all husiness transacted between 
the two administrations. At fixed dates the Post Office trans
mits to the Cassa a summariaed statement of accounts. Seven
tenths of the annual profits earned by the Post-Office Savings 
Banks arB paid over to the Treasury, while thrse-tentbe are 
placed to the reserve and invested in Italian ocnsolidated stock 
or in other securities issued or guaranteed by the State, or in ordi
nary and special municipal and provincial bonds. The Post
Office Savings Banks arB supervised by the same Commission 
which 8Upervisee the administration of the Cassa Depositi e 
Prestiti, ocnsistiDi of three Senators, three Deputies, and a Di
rector of the State Board of Audit. 

PosT-Ornca AC00UNT8. Post-office avinp books arB gener
ally issued in the name of the depositor, more rarely to bearer. 
They can be issued to adults and minors, to corporations, socie
ties, and institutes, even if they arB not persona at law. Deposits 
can he made in cash, matured ocupooa of the ocnsolidated debt, 
or by post-office order. . oj> 

The person in whoee name the deposit stands, or his autboJUed 
repreeentative. can withdraw the deposit on preeenUq the boot. 
The post offi~ however, is not bound to pay 011 eall but may do 
so within a period varying, aeeordiDI to the amount. to he with
drawn, from 10 to 60 days from the date .of notice. Witbdrawa1a 
can he made at a post office other thUl that which issued the 
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book. Deposits not exceeding 20,000 lire, or if sent from abroad 
those not eXceeding 50,000. lire, bear interest. On sums in excess 
of these amounts no interest is paid. The rate of interest is fixed 
by a decree issued by the Minister of Finance. The books are 

. ~ent once a year to the Ministry which enters the amount due to 
each for; interest. Post-Office Savings Bank books cannot be 
s.eized .. or pledged for debt; they can, however, be seized by order 
of. ,the criminal courts . 

.. (a). The Cassa Depositi e Prestiti.is a public utility bank, col
lecting savings in ,the form of voluntary deposits or deposits made 
as. collateral, and investing them in loans to provinces, munici
palities, and incorporated public utilities. 

The Cassa administers the funds ear-marked for civil and 
military pensions and those of various important provident 
insurance institutes organized in behalf, of the staff of local and 
central government administrations not entitled to pensions. Its 
G~neral Direction forms a section of the Ministry of Finance; 
supervision is entrusted to a special offic!e under the State Board 
of Audit. The Cassa derives its resources from the Post-Office 
Savings Bank and from deposits which'it receives in cash, gov
ernment stock, municipal and provincial bonds, Treasury bills, 
sh.ares and bonds 'Of joint stock companies and partnerships, 
municipal and provincial credit certificates. Deposits are either 
voluntary or compulsory, the latter being classified as those 
made on demand of courts of law or public administrations, or 
given' as security, or in discharge of encumbrances. On all cash 
deposits the Gassa pays interest at a rate fixed by the Minister of 
Finance. In 1926 it stood at a net rate of 2.80% on deposits in 
discharge of encumbrances, at 2.50% on voluntary deposits, at 
2% for those made at the demand of the courts or public admin
istrations. Voluntary deposits can be withdrawn on call at any 
time i compulsory deposits can be withdrawn on the order of the 
Court or public administration, or when the reason for the deposit 
is shown to have ceased. 

LoANs TO PROVINCES. The savings collected by the Cassa 
Depositi e Prestiti are used mainly in making loans to provinces, 
municipalities, and associations, and to a minor extent they are 
invested in government stock and in advances to the Treasury. 
It should be noted that the law requires that not less than half 
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the Post-Office savings deposits be invested in government stock 
or securities guaranteed by ·the Government, 80 as to ensure a 
large reserve of liquid assets wherewith to meet any contingency 
which may arise. Loans can be made to the aforementioned 
hodies for duly authoriled public works, for the redemption of 
debt, and the purchase of buildings for housing public services. 
The rate of interest on the loans is fixed each year by the Minis
ter of Finance. In 1926 it stood at 5.75~. Certain privileged 
loans are made at the rate of 4%. Loans may not be made for 
more than jj() years, and they must be amortilable either by a fixed 
annuity inclusive of interest and capital, or by a decreasing 
annuity oovering II fixed sum for capital and a decreasing sum 
for interest. 

A special autonomous branch of the Caesa extends loans to 
municipalities and provinces against the issue of bonds for the 
redemptioD of debts incurred for certain kinds of publio workL 
This method is only used in making large loans exoeeding the 
Dormal resources of the Cassa, and requiring the coOperation of 
other banks. 

The large resources placed at; ite disposal by the Post-Office 
Savinge Banks have enabled the Cassa to finance almost all the 
activities of local government bodies, and to come to their aid 
in times of public need. 

DII:P08I'I'8 or THB CABS.\, In 1863 the Cassa Depositi e Prestiti 
held fash deposits fot f8 million lire; -and security deposits for 
t3 million. On January 1, 1926. the respective figures stood at 
3.674 million and 9,886 million lire. In 1876, one year after the 
opening of the Post-Office Savings Banks, they beld in deposit twO 
and a half million lire; in 1905 the deposits amounted to 1,001) 
million lire; in 1926 they stood at 10,994 million. One half of: 
th_ savings are invested in government or goftl'DllK'Dt guaran-' 
teed 8el'urities, the other half in loans to municipalities, provinces, 
_sortiums, and cenain in~ted bodies. On JIIIIUary 1, 
1926 outstanding loans amounted to 4,505 million lire; holdings 
of government stock to approximately 5,000 million. These 
figures show the importance IIIId DOtable development attained 
by the Pc$-O~ Savings Banks and the Cassa Depositi e 
Prestiti in a period a little exceeding 50 ~ . 
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PLEDGE BANKS 

Under a recent decree of June, 1923, these banks, which com
bine charitable with credit activities, are divided into two 
classes, those holding large interest-bearing deposits and acting 
mainly as credit banks, and those which do not. Those pertaining 
to the first class come under the provisions of the law of July, 
1888, regulating Savings Banks; the others are subject to the 
regulations for public charities. 

Pledge banks make loans secured by personal property of all 
descriptions which they store until the loan matures, return
ing it to the owner when he has discharged his liability in full. 
By making the loan the bank acquires the right to refund itself 
out of the pledged property should the .borrower fail to meet his 
liability for capital and accessory charges on maturity, or alter
natively it can take action against the defaultant. 

There are 54 pledge banks receiving deposits, of which 27 be .. 
long to the first and 27 to the second category. In 1925 they held 
over 800 million lire in 88 vings deposits. 

PEOPLES' COOPERATIVE BANKS 

90iiperative credit, the most notable expression of the coopera
tive movement in Italy, was organized in Italy as a result of the 
efforts of the late Luigi Luzzatti by the establishment, in 1868, 
of the first Peoples' Bank, on !ines similar to those of the Schultze 
Delitizch. banks in Germany, but with limited instead of un
limited liability. These banks have been defined 88 " eompanies 
with variable capital, so regulated 88 to favor an exchange of 
services between the company and its members and vice-versa." 
This definition shows that the purpose of the Peoples' Banks is 
to provide credit for their shareholders through coOperation 
and saving. 

Membership is accessible to all, 88 the nominal value of the 
shares is limited, 88 a rule, to 50 or 100 lire, and no member may 
hold shares for a nominal value exceeding 5,000 lire. Further, to 
facilitate membership almost aU these Peoples' Credit Banks 
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accept weekly payments, as low as one lira, on aooount of the share 
or ahares subsoribed. The oonfidenoe of depositors has, however, 
transr ormed some of these Peoples' Banks - notably those of 
Milan and Novara - into great eredit institutions. 

DEPOSIT BANKS VS. PIIlOPLIIlB' BANKS. We will briefly state the 
differenoes whioh distinguish them from joint stock banks. (a) 
Peoples' Banka can be organized either as limited or unlimited 
liability companies; in most cases the liability is limited; (b) 
pllrticipation in the oapital stock is limited lind so is the right to 
vote; (0) the blink must be established by publio deed; (d) the 
directors incur the same duties and responsibilities incumbent 
on those of joint stock blinks but they are not required, as are the 
latter, to give seourity; (e) the capital of the Peoples' Banks is 
unlimited and variable and 80 is the number of shareholders, 
each of whom is entitled to oaat one vote only, regardless of the 
number of shares he holds; (f) the bulk of the bank's oustomers 
consists of its sharebolders, who not only enjoy liberal terms but 
receive back at the end of the year in the shape of dividends part 
of the sums paid as commission and interest on loans; (g) Peo
ples' Banks can open before three-tenths of their subscribed oapi
tal has been paid up; (h) they are required to plaoe 20% of their 
profits to the reserve until it amounts to at least one-fourth of their 
capital. They enjoy special tax exemptions. 

Wou. or PmPLIIlB' BANo. These coOperative Peoples' Banks 
do a very important deposit business. In all of them the fiduciary 
deposits greatly exceed the oapital and reeerve, and enable them 
to oarry on ever more varied and useful activities. Tied by no 
restri~tive laws regulating the use of their resources, these banks 
have collected large amounts, adapting the form of the deposit to 
the requirements of the looalities and the wishes of the population 
(current acoounts with ~heek books, BIIlail savings accounts, 
notes at fixed maturity, etc.). At. the 8IIIIIe time the nature of the 
deposits, made by the poorer ciasses, mates it essential to in~ 
them in liquid assets which can be readily realiaed to satisfy at. 
all times the oalls made by depositors. 

All the resourees of the Peoples' Banks, eonsisting of paid-up 
shares, deposits, and the proteeds from the issue of bank drafts, 
are invested as follows: (a) loans and dil!COUDts. by far the mea 
important branch of their business. The very large number 
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of .such transactions shows the preference always given .to small. 
or moderate over large loans, to individual applications rather, 
than to. those of associations, and to cooperative rather than 
to commercial concerns. (b) Advances and settlement trans
actions on gilt-edged government and industrial securities, mort
gage loans, and agricultural loans. These two latter form all 
important item in the business transacted by the Peoples' Banks 
of Miian, Novara, Cremona, Lodi, Modena, Bologna, Ferrara, 
Rav.enna, and others. (c) Government securities and Treasury 
bills, more especially the latter as they insure the full refund of 
capital and the possibility of seIling or securing advances from 
the Bank of Issue on the investment at any time on the most 
advantageous terms and without delay. (d) Some of these banks, 
notably tbose of Milan, Modena, and Ferrara, act as Treas
urers for municipalities, corporations, consortiums, municipalized 
services, etc. 

In 1924 there were 827 Peoples' Banks witb 495,000 members, 
a sbare capital of L. 4,576,146, property veJued at L. 218,665,000, 
deposits standing at L. 4,168,247,000, and discounts at L. 2,742,-. 
841,000. 

Rural cooperative banks (Casse rurali), introduced in 1883 
mainly through tbe efforts of Senator Leone Wollemborg, provide 
personal credit for the small peasant farmer tbrough loans made 
for specific productive purposes on the collective security of all 
the members of tbe bank. They bave played a valuable part ill 
f~eeing the peasant from usurious interest rates. Tbe latest avail
able data show an aggregate of 3,500 such banke bolding over 
1,000 million lire in deposits and with outstanding loane for 700 
million lire. 

In 1913 the Istituto Nazionale di Credito por la Cooperalione 
(National Bank of Cooperation) was founded as a public 
utility bank under Government auspices, witb a Treasury 
endowment and a capital of L. 220,960,000 subscribed by tbe 
Savings Banks, the Social Insurance Funds, etc. Its purpose 
was to act as a central bank for coOperative credit institutes anI!, 
to finance cooperative aseociatione for production, consumption 
and building. Reorganized in 1925 under the name of National 
Bank of Labor and COOperation it bas extended its field of ac
tivities to cover non-cooperative agricultural credit and to finance 
colonial enterprises. 
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JOINT STOCK BANKS 

Italian joint stock banks deal in (a) commercial C'l'editj 
(b) ioouatrial C'l'editj (c) C'l'edit guaranteed blliong-term 8ecun
tie8 such as industrial shares and bonds, etc. 

LIXIAL STATUS OF BANXB. Prior to 1926 the only legal provi
sions regulating joint steck banks were those of the commercial 
code. In that year two decrees were enacted requiring the con
sent of the Minister of Finance for amalgamating existing or 
opening new main or branch banks. Banks operating on a na
tional basis must have a capital of not lees than 50 million lire, 
regional or lone banks a capital of not lese than 10 million and 
those operating in a single province not lees than 5 million. The 
ratio between capital and deposits and the maximum credit 
assignable to one customer are prescribed, and all euOO banks are 

. placed under the eupervision and inspection of the Bank of Issue. 
Foreign banks desirous of opening branches in Italy obtain the 
preliminary permission of the Minister of Finance who in granting 
IUOO permits takee into account the reciprocal treatment afforded 
to Italian banks in the country to which the applicant belonge. 

A copy of the statutes of joint etock banks must be deposited 
with the Court in the town in which eaOO bas its headquarters, and 
the statutes are only valid when they have been approved by 
the Court. 

ADN1NIIITIIATlON. The general meeting of stockholders is the 
chief governing body of deposit banks. It is convened once • year 
on the publicetion of the balance-sheet of 1he previous business 
year. Special meetings may be summoned to CIOlISider propoeais 
for increasin& or writing down the capital stock, prolonging or 
terminating the period for whiOO the bank was eetablished, ama1-
gamation, OOange of headquarters, etA The general meeting is 
called by the Board of Directore. Shareholders who wish to take 
part in the meeting must deposit their shares with • bank speci
fied in the notice of convocation. The quorum required for the 
validity of the proceedings vanee from one-fifth to one-half of 1he 
total number of shares. A special quorum is required when as
tion has to be taken on vital pointll.. The resolutions taken by 1he 
meeting must be _, in to 1he Court·within sigh\ daye of 1he 
meeting. 
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The Board of Directors is elected by the general meeting, and 
is the chief executive organ of the bank. Its numbers vary from 
15 to 20. They must give security by depositing with the bank 
a certain number of shares. They are paid by attendance fees 
and by a percentage of profits. Their term of office varies from 
two to four years, and may be removed. 

The Managing Director is empowered to discharge all the 
business authorized by the statutes; for a few matters of special 
importance the approval of .the Board is required. 

The Auditors supervise the work of the bank on behalf of the 
shareholders' !Deeting. They are present at Board meetings and 
may ask that a special general meeting be held. They. inspect 
the books of the bank at its several seats and branches, and pre
sent a joint anilUal repbrt to the general meeting. Their number 
varies from three to five .• 

The business transacted by joint-stock banks, notably by the 
four leading Italian deposit banks, the Banca Commerciale Itali
azi~, the Credito Italiano, the Banco di Roma, and the Banca 
Nazionale di Credito, covers the following items: 

DEPOSITS. Deposits are the chief resource of the Banks. They 
may be " on call," or " on time." Deposits may also be made for 
fixed periods, or in the form of current accounts tied from one 
month end to another. These are used by merchants and manu
facturers. Evidence of such deposits is afforded by interest-

I 
bearing certificates registered in the name of the depositor, or 
made payable to order or to bearer, in which the bank agrees to 
refund the deposit on the expiration of the period agreed on. 

DEPosITS ON CUBBENT ACCOUNT are received and check books 
issued. They can be drawn on at call or at brief notice. 

SMALL SAVINGS DEPOSITS are an important branch of business 
with the less important banks. Deposits are received for very 
small amounts, withdrawable on call or on short notice. The 
interest paid on such deposits is slightly above that paid on 
ordinary deposits. 

INTEREST BEABING DEPOSITS OP SECUBlTIIB. Gilt-edged and 
readily negotiable securities such as Government stock are re
ceived as interest-bearing deposits. The bank reserves the right 
to use them freely as collateral for advances and settlement trans
actions with other banks, to secure liquid funds. 
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IsSUlil OJ' BONDS. Joint stock banks can issue long-dated inter-
est-bearing bonds retired by drawing by lot. They are issued 

I below par, and under normal conditions their value rises as the 
date for drawing and retiring at par approaches. 

REDISCOUNT. SmaU banks procure themselves funds by selling 
their bills to the big banks which in their turn rediscount them 
with the Bank of Issue. The transaction indicates that the bank's 
own resources are inadequate to meet ite needs. 

ACCIIiPrANCEB. The joint stock banks accept bills in their own 
name and on behalf of oustomers, generaUy on the international 
market, substituting themselves for the oustomer in his dealings 
with foreign banks or the big national banks.. The oollateral 
given for acceptances is merchandise represented by bills of 
lading, insurance policies, invoioes, etc. Such transactions are 
generally preliminary to the opening of current acoounts, dis
oounts, etc. 

DIIICOUNTS. These are generally for periods of 3 or , months, 
mostly on commercial paper, bills, and checks, but also on Treas
ury bills, coupons not yet matured, interest-bearing oertificates, 
warehouse warrants, etc. The discount rats is determined by 
market conditions; frequently two rates rule, that of the Bank of 
Issue, and that of the great deposit banks. The discount market 
is, hOweveri contiolled by the Bank of Issue; for as eoon as the 
probability of large withdrawals arises the deposit banks bave to 
discount their bills with the Bank of Issue and they then have to 
charge the official rate and no' infrequently a higher one. In 
June, July, and August the need of money is limited and the di&
count rate tends to fall; it tends to rise itt September, October 
and November when large payments fall due for wool, cotton, and 
cereals and when the wine crop has to be financed, eo aleo in 
December when annual settlements fall due. 

In Italy the official bank rate is generally lower than that of 
the deposit hanks. The official rate was last changed in June, 
1928, when it fell from 6 to 51 per cent. 

NATUU OJ' BUS1N111!8. Data are not available on the nature of 
the discount business of the leading banks as they do DOt classify 
their portfolio holdings but. built together Treasury billa, c:ommer
eial aItd other paper, eometimes even property deeds. Some idea 
of its importance is al(orded by the figuies showin& bills, ... held 
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on December 31, 1925, tbeir percentage to total assets, and 
profits earned on discounts: 

Bills etc. % of total Discount profits 
(millions of lire) .... ts (millions of lire) 

Banca Commerciale Italiano ..• 4,380 29.6% 204 
Credito Italiano ....•••.••.••• 2,766 28.3 190 
Banco di Rom& •...••.•. . • • . • • 700 28.5 3 
Banco N!",ionale di Credito •.•• 940 30.6 46 

CmmITB ON OPEN ACCOUNT. These are loans made by the 
banks entitling the borrower to draw the amount at a fixed date 
in one or more installmente. The interest charged is always 1 to 
2 per cent higher than the bank rate as the risk is greater than for 
loans on commercial paper which can be recovered under the 
summary proceedings for the settlement of liabilities on bills. 
As a rule the bank has the right to recall the loan in full or in 
part at any time. It may be secured by a general lien on all the 
borrQwer's assets, or by specific collateral, such as property 
pledged, mortgages or personal security. 

AnVANCES ON SECUBITlE8. These are made by the banks on 
government stock certificates, municipal and provincial bonds, 
land credit certificates, and similar gilt-edged securities. Ad
vances may be for stated periods or on current account; the 
interest is fixed for each transaction. The bank provides against 
the risk of depreciation of the securities by leaving an ample 
margin for discount and by a clause in the agreement requiring 
the borrower, in case depreciation should exceed,'as a ru)e, 10%, 
to refund the difference or to deposit a larger number of securities. 
A declaration is required transferring the ownership of the securi
ties to the bank until the liability is discharged; in case of default 
the bank can sell them through a broker or by public sale and 
repay itself from the proceeds. If the bank has ite own store
rooms it may store goods and make advances, open lines of credit, 
discount bills, etc., against their value as determined by valuation. 
It is however more usual to make such loans against warehouse 
warrants. 

AnvANCES ON FLoATING CABOOEB. These are unusual and only 
made in porte frequented by sailing vessels. They consist in loans 
made to the skipper or shipowner on the security of cargoes to be 
paid when the ship reaohes the port of delivery. 
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LII'I'l'IIlRS OJ' CunIT. These are issued by a bank crediting a 
oustomer to another baok for a given amount. Such letters are 
not negotiable. The bank receives a commission on the amount 
oredited. 

BaoKERS' LoANS. The Commercial Code defines such tre.ns
aotions a8 .. an agreement to make spot purchase of credit securi
ties in current circulation and to resell on term securities of the 
same description for a fixed price to the eame person from whom 
they were bought." The agreement differs little from that for 
advances on securities, except that during the interval between 
spot purchase and term sale the securities become the property 
of the bank. At the date agreed on the seller to recover the 
securities must refund the sum he received plua the interest on 
eame (contango rate) which varies with the securities and with 
market conditions. 

The taxation on brokers'loans and on advances differs; there is 
no time limit plaoed on the }atter, whereas the former may not 
exoeed 40 days. Should a hrokers' loan be prolonged beyond that 
period it is taxed at the same rate as advances on deposit or 
pledge. 

D&LIVEIIIII8. The term-purchaser can always require the de
livery of the 8eCurities involved in such transactions prior to the 
agreed date on payment of the price arranged, but he cannot 
exercise this right duriog the 6 days precediog those of settlement 
011 tile Exchange. The banks invest large sums in brokers' loans, 
as shown by their balance-shsets 011 Deeember 31, 1925. 

Buea Commerciale ltalioDa ••••••••••• .5811 mi1Iiooo lire 
Credito Italiano ............................... 401 • • 
Banco di Rom. •••••••••• • • • • • • • • • • • • • 2M • • 
Buea NuiODale di er.dilo ••••••••••.• 108 • • 

A at.rong current of opiniOll in Italy advocates the prohibition 
of this business, u it lends ibelf to stock exchange manoeuvres. 
A restrictiOD ,.-as placed on it by the decree of April IS, 1924, 
empowerlog the Ministry of NatiODal Economy to suspend the ' 
enforcement of agreements dealing with shans of hanking GOID

paniee or partnerships. Similar to those just described are the 
transactions in which the bank obtains the eecuritie& and the 
customer does the spot pu.Rhasa and term sale. 
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SECmuTIES. Banks may invest their capital both in industrial 
and public securities, and Italian banks do so invest a large 
portion of the savings intrusted to them. On December 31, 1925, 
the item" securities held" was as follows: 

Ba.nca Commerciale ltaliana •.•••.••.•. 377 million lire 
Credito Italiano ....................... 234 " II 

Banca Nazionale di Credito ............ 153.8 II f4 

Banco di Roma ....................... 185 " u 

Such investments are made for various purposes. They may 
be made as a permanent investment of capital; or with a view to 
introducing certain securities on the market and gradually dis
posing of them, more especially in the case of shares or bonda 
issued by companies of recent formation in which the bank is in
terested; or sucb purchases may be made as a specUlation when 
the price is low to be resold when it rises .. 

PARTICIPATIONS. Banks also invest part of their capital by 
partieipating in the productive activities of Companies and Cor
porations. Such participation may take the form of (a) .hare 
issues: When companies are formed, or amalgamate, or increase 
their capital, the bank issues shares in their name, or underwrites 
issues of consolidated or floating debt; (b) purchase: the Bank 
purchases a block Qf securities not yet placed on the market by 
the issuing company or corporation; ( c) /!otaticm: a banking 
syndicate raises the price and creates a demand for weak shares 
by making large and timely purcbases on the market so as to 
reanimate it; (d) management: the banks may take over the 
management of big industrial and commercial concerns whose 

I technical direction remains independent, or they may become 
sleeping partners, financing the concerns. 

FOREIGN PORTFOLIO TRANSACTIONS. These consist mainly in the 
purchase and sale of foreign valuta, that is to say in the negotia
tion of credit instruments. The banks take advantage of the vary
ing rates of exchange to trade in drafts and remittances (arbitrage). 

GROWTH OF JOINT-STOCK BANKING FROM 1870 TO 1914 

Although historically banking first developed in Italy - the 
name given to the famous street of bankers in London, Lombard 
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Street, is illustrative of this - modern banking in Italy only 
dates back to 1870. Tbat banking activities began at once to 
develop vigorously in the newly United Kingdom of Italy is evi
denced by the fact that the number of banks rose from 33 in 1870 
to 124 in 1873, while their nominal capital rose from 190 to 760 
lIlillion lire in the same period. Discounts quintupled, advances 
tripled. The cooperative Peoples' Bank, the land and agricultural 
credit banks, and the Savings Banks started on their promising 
careers in those yeare. 

The ups and downs of Italian financial and monetary policy 
whioh ended in the crisis of 1893 affected the life of the banks. 
Indeed, the ill-regulated banking system was a contributory 
cause of that crisis, more immediately due, however, to the agri
cultural depression in the South which the banks endeavored to 

I 
relieve by overloading themselves with second and third rate 
oommercial paper; to the buHding crisis in Rome which ruined 
some banks engaged in financing such operations on a larga 
soale; to the monetary and eoonomio crisis. The Government en
couraged the six Banks of Issue to come to the rescue. The note 
oirculstion was increased; the banks held huga lots of wnrthless 
commercial paper; depositors olamored to withdraw their funds; 
and the refusal of foreign credits increased the difliculties of the 
situation. The Credito Mobiliare had to payout 10 million lire 
in a fortnight, the SocietA Generale eli Credito Mobiliare saw 60 
million lire of foreign credits go up in smoke. 

DBPIIES8ION OP 1893-3. In 1892 the Banca Romana failed; in 
1893 the Banca Generale with a capital of 30 million lire and the 
SocietA Generale di Credito Mobiliare witA a capital of 60 mil
lion lire, went the same _yo These banks obtained a moratorium 
and the loases were not heavy. The Government came to the 
rescue by reorganiaing the banks of issue. 

In 1894 symptoms of an economio re,ival were noted and the 
Banca Commerciale Italiana was established to liquidats the 
Sot-ietA Generale eli Credito Mobiliare. 

In 1895 national economic I'KOvtry began. During the yean 
immediately foUowing the cri..-.is three great banks came to the 
fore: the Banea Commerciale Italian., the Credito Italiano, an 
outgrowth of the Banea eli Genova founded in 1870, and the 
Baneo eli Roma founded in 18S0. These banks staNd with a 
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policy of protecting and favoring the growth of Italian manufac
tures and trade. 

With the opening of the twentieth century the discount busi
ness of the banks grew apace with the new industrial growth, 
especially of the textile, electrical, and metal trades. 

Banking underwent a marked change of policy. Formerly 
many complained that the leading Italian industries received 
practically no support from the banks j but with the advent of 
the Banca Commerciale Italiana as a financial star of the first 
magnitude Italian banking developed on German lines. Soon all 
the banks, large and small, were contributing under a weIl-

l organized system of personal credit, to promote industrial devel
opment. This change in policy accounf!l for the great increase in 
the number and capitalpf joint stock companies in Italy. In 1900 
there were 848 such companies with a capital of L. 2,212,182,262, 
engaged in a variety of profitable undert&ki.ngs, as against a bare 
.574 with a capital of 1,600 million lire in 1890. At the end of 
1926 there were 12,019 companies with a capital of 40,317 million 
lire. 

The financial reactions of the Boer War, the American crisis, 
and" bull " speculation following on the conversion of the Italian 
funded debt, reacted on the Italian business situation in 1907. 
The latent crisis was, however, avoided, as is clearly shown by the 
discount business of the Banks of Issue which rose from 626 
million lire in 1906 to 753 million in 1907 and swiftly dropped to 
549 million in 1908. A higher bank rate and the temporary intro
duction of a discount fee to discourage speculation on the stock 
exchanges were the means used to save the situation. 

EFl"ECT8 op ITALIAN-TumusH WAR. The Italian-Turkish war 
in 1911 again caused trouble. Increased government expenditure 
led to some inftation of the currency and to a large issue of five
year Treasury bonds. But the industrial situation continued 
normal and satisfaetory in almost all branches. The growth of 
joint stock companies was slow, and in the ahsence of private in
vestors they were financed almost exclusively by "the banks. The 
banks proceeded on profitable and normal lines, if we take normal 
banking to consist in the collection of savings in their several 
forms and their orderly investment with due regard to the length 
of the liability incurred. It cannot however be denied that the 
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banks were even then compelled by Italian economic oonditions to 
participate, perhaps to an excesaive degree, in industrial enter
prises. Ii must noi be forgotten thai in this period of normal mon
etary oonditions, international reactions in the eoonomic sphere 
were immediate and the conditions prevailing in one country af
fected in a marked degree those existing in another. Internation
alism in the economic sphere was a concrete fact, and the great. 
banks operated not only on the Italian btlt also on other Euro
pean markets. The close interdependence of the European baw 
was one of the causes which intensified the effects of the war. 

STATUS AT OPBNJNG OP WAR. At the close of 1913 there were 
114 banks in Italy with a capital of 550,753,297 lire; deposite 
amounted approximately to 1,500 million lire; with one exception 
they all reported profits, amounting to a total of some 50 
million lire. The three leading joint stock banks, the Banca Com
merciale Italiana, the Credito Italiano, and the Banco di Roma 
held a capital of 405 million lire and reaervea of 66.5 million, a 
ratio of 1604" of their capital. The remaining III joint etock 
banks held 144 million lire capital and 58 million lire in reserves, 
a ratio of f2.6". The three leading haw held 584 million lire in 
deposits; the other banke around 900 million lire. 

Th_ figures show that although the three large banke ao
counted for nearly four-fifths of the total capital, they only held 
a little over half the total deposits. The other items on their 
halanoe-sheets also show that the large banke are far from 
posse ing that euperiority over their lesser colleagues which tIIey 
boast in the matter of share capital. As a oonsequence the retuna 
on capital stands at 12" for the small .. d at 7.22" for the 
1arge banks. 

BANKING IN THE LAST DECADE 

The outbreak of the EuropeaD war caused a panic among de
positors which was met by a moratorium. The banke of issue 
came to the assistance of the joint etock banks, alJording them 
by rediscounts ths means to meet the rlaims of depositon. 

At first the country experieneed a phase of industrial and trade 
depression, followed by a business revival when Italian factories 
worked to meet the needs of the belligerent countrieIL 
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During this period of readjustment to changed circumstances 
deposits were reduced, and so were the opportunities for invest
ment usually available for such savings, as cash payments had 
taken the place of credit. As soon as the country was reassured 
and capital again became available, two forms of investment 
were open to the banks - a prudent, liqnid, reasonably profit
able investment was afforded by the purchase of Treasury bills 
issued by the Governnient to meet its ever growing needs; on the 
other hand the steady growth of the munition industries afforded 
opportunities for investing capital in new plants and in credits 
·for working expenses. The large banks undertook to finance 
these industries by opening credit accounts in their behalf. 

The banks of issue, more especially the BaIjk of Italy, had to 
meet the needs of the situation by placing themselves at the serv
ice of the Treasury, by discounting the bills of the deposit banks, 
and by increasing the advances made to them. 
Wh~n Italy entered the war her economic and financial system 

had aiready adjusted itself to the new conditions. The increas
ing needs of the Treasury led to further inflation, and debts in the 
shape of loans and Treasury bills grew apace. War needs acceler
ated the growth of industry, and gradually all the activities of 
the country were coordinated toward the one aim of self
preservation. 

BANCA ITALIANA DI SCONTO FOUNDED. In the fall of 1914 the 
Banca Italiana di Sconto was founded with a capital of 15 million 
lire, almost immediately raised to 70 million by amalgamation 
with the Societa Bancaria Italiana and the SocietA Italiana di 
Credito Provinciale. The abnormal conditions prevailing at the 
date of its foundation were not without influence on its subsequent 
failure. 

In 19Ui the deposit banks began to adjust themselves to the 
growing needs of war economy. This is indicated by the return 
to normal of the discounts of the banks of issue to which the 
deposit banks no longer had recourse for rediscounts; another 
symptom is the increase in profits which rose from 7.17% in 1914 
to 10.25% in 1915, as a result of the higher discount rate and the 
new munition activities. 

The Consortium for Subventions on Industrial Securities was 
formed as an agency collateral to the banks of issue, completing 
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the circle of banking institutions making advances on securities 
and discounting commercial paper and warrants. 

During the period 191~25 the number of banks doubled and 
the growth of their subscribed capital proceeded pari plJ88U with 
the biBation of the ourrency. 

Munition industries, oentered round the Ilva and the Ansaldo, 
needed large oredit whioh the banks supplied, engaging all their 
resourcea. As a result the item .. discounts" diminished on the 
balance-sheets of the emaller and showed a 30% increase on those 
of the larger banks. 

Infiation began to make its effects felt in 1916; the smaller 
banks inoreased in number and their capital grew, but their 
discounts oontinUjld to decrease until 1917. On the other 
hand the item .. securities" grew atsadily with the large sub
scriptions to war-loans and the wholesale purchase of Treasury 
bills. 

In 1918 the discount business of these emaller banks increased 
and grew by leaps and bounds in the ensuing years. This was 
partly due to heavier infiation, but more especially to the new 
tendency for Buch banks to act as subsidiariea to the big deposit 
banks. 

At the beginning of the war deposits had Bown by preference 
into the coffers of the banks of issue and into thoee of the emaller 
banks. Th~y now returned to their normal channels and grew 
much more rapidly with the big than with the email banks, ez
pllllding with the expansion of business activities. 

DI8COUNT ITDC IN &LANa SHDTB. On the balance-sbeets 
of the banks of issue the item .. discounts" again grew as a 
result of inftationi" ordinary advances" showed a substantial in
crease, for as the intereet rate on Treasury bills was higber than 
that on U advanl'e8 "the banks found it pi'ofitable to invest in the 
pUl'llhase of billa subsequently obtaining advances on them from 
the banks of issue i .. deposits" showed but slight variatiODB due to 
the fact that the big banks had doubled the number of their 
branches in 1919 as rompared to 191f. 

Economic and industrial demobiliaation brought the big banks 
up agaiD8\ great difficulties. They continued to subsidiae indu&
triea to help them over the transition crisis. 

All examination of the balance-sheeta of the banks of issue in 
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1920 s.hows similar changes to those which occurred at the begin
ning of the war. Discounts more than doubled, advances almost 
doubled. The business done by the Consortium for Subventions 
on Industrial Securities increased threefold. 

The big banks marked time as the crisis approached. Their re
duced activity was countered by a revival of the activities of the 
smaller banks whose number increased at the same rate as in pre
vious years while their discounts, advances, and brokers' loans 
doubled in a twelvemonth and·their deposits increased by 150%. 

FAILURE OF BANCA Dl SCONTO. The crisis came in 1921 with the 
failure of the Banca Italiana di Sconto. The failure of this bank 
which in five years time had outstripped even the Banca Commer
ciale Italiana, was due to the assistance it had given to war indus
tries, and more especially to the Ansaldo group. Its failure nat
urally reacted on the deposits placed with the others; to meet the 
calls made on them the deposit banks again had reeourse to re
discol,1\lts and advances made by the Banks of Issue. The balance
sheets of tbe smaller banks showed an increase for all items, 
which, if less marked than in previous years, was nevertheless in 
marked contrast with the corresponding items in the balance
sheets of the big banks. 

In 1922 the figure for discounts of the Bank of Italy continued 
to increase, mainly owing to the rediscount of bills held by the 
Consortium for Subventions on Industrial Securities. In the case 
of the big deposit banks this item was stationary; while it declined 
in the case of the smaller panks whose deposits however increased 
while those of the big banks declined. 

Italilln banking made a good recovery from the grave crisis 
caused by the failure of the Banca Italiana di Sconto, and in the 
ensuing years it has set to work to consolidate its position and 
to facilitate the economic transition from war to peace conditions. 
The joint stock banks turned their energies into safer channels and 
persisted in their policy of liquidation. In its policy of revalua
tion and de1lation the Fascist Government has had the disciplined 
support of the banks. 

Deflation, undertaken at a time when the hanks were still en
gaged in liquidating their credits, naturally led many to fear tha' 
a widespread industrial and economic crisis was inevitable. Bu' 
although the banka have had to make considerable sacrifioes thie 
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has not occurred and severe depreaaion hIlS been limited to ~ertain 
branches of industry. 

EFFECTS OF DEFLATION. The depressing elfects of deflation 
have been minimiled by the policy of the Fascist Government 
favoring a wise distribution of credit, on lines which have relieved 
the pressure on industry and trade, enabling business to keep going 
on fairly normallinesj and the influx of capital secured by foreign 
loans, amounting in 1927 to 303 million dollars and 1,500,000 
pounds sterling, has ellSed the situation. 

The following figures for the ten Italian clearing houses refIeet 
the growth of banking activities: 

1913 
19:16 
1927 

Checks eto. cleared 

65.622 million lire 
1,297,535 II II 

768.107 ct If 

Dilleren .. settled .. 
percentage of tote! 

7.1% 
3.5% 
lUI% 

The organilll tion of Italian banking is gaining in strength un-
der the direction of the Bank of Issue, and fitting itself to respond 

Imore fully to the needs of Italian economic life which calls for 
intensified production in agriculture and industries to meet the 
steady growth of population. 



CHAPTER XI 

THE BANKING SYSTEM OF JAPAN 

BY 

TADAO WIKAWA 1 

A BRIEF mSTORY OF BANKING IN JAPAN 

BANKING IN THill FEUDAL AGES. During the feudal ages there 
were a numher of institutions in Japan engaged in a sort of bank
ing. Most of these were under the management of individuals 
similar to the private banks still in existence in Europe and 
America; some belonged to guilds or unions. Their business 
was cillrried on chiefly in connection with the financing of either 
the Government or of the feudal lords' families, with little con-I' 
sideration for the general welfare of the whole people. 

By the restoration of 1868 the sovereign power, which for 
nearly three hundred years had actually been held by the 
Tokugawa Shogunate, was restored to the Imperial family. This 
put an end to the feudal system and abolished all social 
castes. A severe blow was given to these banking institutions by 
this radical change, accompanied as it was by civil wars, and by 
great changes in political as well as social life. The finsncial 
structure of the rejuvenated nation consequently was thrown 
into chaos. 

THE DAWN OJ' MonERN BANKING. The Restoration Govern
ment lost no time in modernizing the banking system. In the 
principal business centers, there were established so-called" trade 
companies" and "exchange companies," the former aiming at 
the promotion of domestic and foreign trade and the latter, at 
the facilitation of their' financing. The first exchange eompany 
which was fOlmded in 1870 was along Western lines. 

ADoPTION OJ' THE NATIONAL BAN" SYSTEM. With the pro
mulgation of the National Bank Regulations in 1872 modelled 

1 Minioby of Fioance. Japan 
BUI 
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• after the National Bank Act of the United StI!.tes of America, 

practically all of these companies were,.absorbed into the 'new 
system, beginning with the establishment in 1873 of the First 
National Bank. As a result of an amendment of August, 1876, 
the national bank notes, hitherto convertible, became actually 
inconvertible, and apparently to the great profit of the banks., 
This so strongly stimulated the formation iif national banks, that 
by 1879 the total of their bote issue reached the maximum set 
by the Government. Their establishment thereafter was pro
hibited. 

TEIU\UNATION 01' THII NATIONAL BANlt SYSTEM. Excessive is
sues of national bank notes, coupled with those of Government 
paper money, seriously disturbed, a8 was to be expected, the 
financial organisation of the nation. All a result of this chaos, 
the necessity for the eentralillition of the note issue privilege was 
quite tully reali.ed by the authorities. 

A8 a result in June, 1882, the Bank of Japan regulations, mod
elled chiefly after those of the German Reichsbank system werJ 
promulgated. ThellStahiishment of the Bank of Japan was fol
lowed by the revision, in May, 1883, of the National Bank regu
lations, providing for the termination of the note-issuance power 
of the national banks with the expiration of their charters, which 
would lapes within twenty years. Thereafter they might con
tinue in business 118 ordinary eommercial banks. and some of them 
continued in this ebanged status by simply taking the word 
.. National" olf their trade names; llUeb as, the First Bank and 
the One Hundredth Bank which were formerly the First Na
tional Bank and the One Hundredth Natioul Bank. 

Cmmw.iIATION 01' NOTII-ISSUING POWElL Two years later, 
the Convertihle Notes Regulations were issued: In aceordance 
with these. the Bank of Japan in May. 1885. was given the sole 
right to issue bank notes. By an amendment in 1888, putting a 
limit on the fiduciary note issue, the cornerstone of the modern 
banking system was actually laid. Specie paymente' against 
the Government notes were reeumed in January, 1886. Tbe 
national bank notes had constantly beera withdrawn, till at last 
by a la" of 1896 their circulation was prohibited on and after 
December 9, 1899. 
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COMMERClAL BANKING SYSTEM 

In April, 1890, a modern Commercial Code was issued, which 
was later superseded by the new Commercial Code of'March, 1899. 
This brought about a codification of the general banking laws, 
which took the form of the Ordinary Bank Regulations of August, 
1890 (Law No, 72). The Regulations became effective on July 1, 
1893, when the provisions of the Commercial Code also took ef
fect. Consequently, those private.banking institutions, remnants 
from the f~udal age, finally disappeared, though some of them 
survived" as so-called "ordinary banks" under the new system. 

The number of ordinary banks in 1892 was only 323, and in 
the following year increased to 604. In 1897, the year of ter
mination of the National Banking System, they numbered 1,305 
with a ototal authorized ~apital of 232,313,114 yen. Since then 
their number and their total capital and business have on the 
whole steadily increased, though recently there is a tendency for 
their'riumber to decline due to the nationwide movement for bank 
amalgamations which has the encouragement of the Government. 
The following table may give the reader a general idea as to the 
development of this particular class of banks. 

At the Num- (Capital 

end of berof Reserves Depooito Advaa ... 
BaokB Authorised Paid-up 

I ' I [m yen, 000 omitted) 

1900 1,588 295,270 206,621 33,032 436,779 351,550 
1910 1,448 886,795 280,702 101,333 1,185,697 1,257,412 
1915 1,442 513,988 357,709 127,669 1,699,566 1,728,728 
1920 1,326 1,603,117 963,572 267,403 5,826,526 .5,902,962 
1921 1,331 1,703,054 1,044,586 339,073 6,444,836 6,242,034 
1922' 1,799 2,366,284. 1,450,227 493,886 7,801,459 7,848,182 
1923 1,701 2,444,690 1,491,053 543,188 7,805,265 8,059,008 
1924 1,629 2,437,684 1,507,750 585,229 8,093,167 8,289,138 
1826 1,537 2,400.560 1,500,627 627,013 8,726,775 8,842,682 
1926 1,420 ,2,384,957 1.500,216 663,054 9,178,802 9,219,798 
1927 1,276 2,378,219 . . . . .. . . • ...... • 8.906,473 8,122,926 

• 'The year the new SaviDga Ba.ok Act became elJective, b)' virtue of ",hich 
maD)' oo-eaIled oaviDga baoka ab&qed into ordinary bIIIIb. • 

• Data 110& )'8l available. 
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SAVINGS BANK SYilTEM 

The year 1893 marks another epoch in the banking history of 
the nation on aooount of the promulgation of the Savings Bank 
Regulations. The modern savings bank system, hand in hand 
with the Government postal savings bank system; plays an im
portant rale in the finanoial organilation of Japan. As the fol
lowing table indioates, the system has shown a steady growth 
sinoe its inauguration. The BUliden shrinkage in 1922 iB due to 0 

the new Savings Bank Aot, which eliminated all those savings 
banks that had aotually become commercial banks. • 

• 
CooIIoI CooIIoI 

Num- 0 

AUhoOlldol .... ., a..or- Depaoilo - 1Il_ - A.u\har- PaId-up /"U, 
bod 

(1D ,... 000 amIltod) 

IIIDII N 1,160 lOT 101 e.osa 1.01 1.1. 
1810 Me Iu,m 81'.768 70"." 177 .... 171_ 88,_ 

1- 1141 UI.8I. - ...... 1,848.000 1.6O'I,an 380,161 
I ... ". ... .... IS,MI Ia.Ma .l .... 186,_ 106,611 
l- UI ...... 1 37,&t? ... - ..... - UU.,88l .... -l- IM aUtu tl,l38 l7.tlt 1.017,651 ",076 ...... 
I'" "- III ... - I ••••• • ..... • 1.-

__ 
II •••• • . .,..-,. ........ 

The poetal savings bank system was introduced in Japan by 
the Governmen\ in 1875, simultaneously with the introduotion 
of the poetal money order; both modelled alter the British and 
Belgian systems. The system falls under the jurisdiction of the 
Minister of Communicationa, with eeveral Director GeneraIa 
under him held responsible for the eupervision of de)lOllitors' 
ledgers, eta. Depoeits may be made in cash, postage stampa, or 
public loan bonds. At pn!SeDt. the minimum for a single deposit is 
eet at 10 Bell, that is, one tenth of 1 yen, and the total maximum 
of one person's deposit is 2,000 yen. Some exceptions are made, 
however, of this muimum; sueh as depoeits of public institu
tions, eoiiperative BOCieties, and deposits for poetaI VaDsfer ac
counts. Again, the above limit is waived eytB '" an ordinary de
poeitor to the extent of his purchase of publit'loan boIlds, etc., 
through the poetal savings banks. -
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The postal transfer system was established on March 1, 1906, 
the year of its adoption in Switzerland, and was modelled chiefly 
after the Austro-Hungarian system. Its conveniences have grad
ually been appreciated by the public and its sphere of activities 
extended immensely; for instance, to the receipt of taxes, assess
ments and other dues, the payments of the Government pensions, 
and of principal and interest on public loan bonds. 

Outstanding Amount of 

At tbe end of 
Postal Savings Postal Traoafer 

Deposits .Accounts Total 

(in yen, 000 omitted) 
• 

1897 26,335 ..... 26,335 
1907 91,531 2,553 94,~ 

, 1917 416,947 21,771 438,718 
1920 847,003" 36,080 883,083 
1925 1,136,593 39,253 1,176,846 
1927 1,523,037 42,935 1,565,972 

SPECIAL BANKS 

In addition to these two systems of banks, there is still another 
type of great importance. They are ordinarily termed " special 
banks," as they are specially chartered with specific purposes and 
functions and created by special legislation. 

THE CENTRAL BAND. At the very top of this class stands the 
Bank of Japan, the bank of banks throughout the Empire. There 
are two other banks of a similar uature, though more or less 
limited in their sphere of activities. One of them, the Bank of 
Taiwan, created under the Bank of Taiwan Act of March, 1897, 
commenced business in September, 1899, with the purpose of 
promoting economic development in the Formosan Islands. The 
other is the Bank of Chosen, formerly called the Bank of Korea, 
established in October, 1909, with similar purposes for the 
Korean Peninsu!Jl.' ;tioth of them, with the note-issue privilege, 
are central bapka for their respective territories. 
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BANK 1'08 TBID FINANOING OJ' INDUSTRIES. With the special 
object in view of financing industries, a special Act was promul
gated in March, 1900, and in accordance with this law in April, 
1902, the Industrial Bank of Japan was oreated. Its working 
funds are chiefly obtained by means of selling bank debentures 
to the public. 

BANK I'OR AGRICULTURAL FINANCID. The Hypothec Bank of 
Japan _s established in August, 1897, under a special Act pro
mUlgated in April of 1896, for the purpose of making long-term 
real-estate mortgage loans. It serves ohiefly as the central organ 
for agricultural finanoe. The bank is authorized to offer mortgage 
bonds to the publio to ohtain its working oapitaL 

LocAL BAND I'OR FINANOING AGRICULTURII AND INDUSTRY. 
Simultaneously with the passage' o{ the Hypotheo Bank Act, the 
Agricultural and Industrial Bank lct was promulgated. In ac
cordance with thia there was estahlished between 1897 and 1900 
a local Agricultural and Industrial Bank in every prefecture, 
totalling forty-six in all. Their purposes and functions are simi
lar to their central organ, the Hypothec Bank of Japan, though 
they are more limited in their aphere of activities. With a view 
of affording further financial facilities to rural districts, a law 
providing for the amalgamation of these central and local organs 

• was enacted in 1921, and has resulted in the gradual amalga
mation of the latter with the former. These local banka also ob
tain their working oapital chiefly by means of the Botation of 
mortgage bonds. 

With the purpose of aiding agricultural and industrial develop
ment in the Korean Peninsula, the (Korean~ Agricultural and 
Industrial Bank Regulations were promulgated as early as in 
March, 1906, when Korea was still a protectorate of Japan, in 
accordance with which a lIumber of such banks were established. 
By the eud of 1917 six head offices and forty-one brauehe& had 
beeu established. The rapidly ehanging conditions in the lW!pM!ie 
life of Choseu, however, made it lie( eseary to have a Ulorough-' 
going reform in the financial organisation. Finally, in June, 
19UI, the Industrial Bank of Choseu A~ was promulgated, by I 

virtue of which ill (ktober of the same Yftl' thelndustriatBank of I 
Choseu was -ted, amalgamating all of;: ~ Industrial f aud 
Agricultural Banks theu in emteuee. • , 
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COLONIAL BANKS AND BANK-LIKID CoMPANIES. In March, 
1899, the Hokkaido Colonial Bank Act was promulgated, under 
which a bank was established in April, 1900. It bas a specific 
purpose of affording financial facilities to the colonization and 
exploitation of Hokkaido, the northern island. Since the acqui
sition of the southern half of Saghalien Island (Karafuto) after 
the Russo-Japanese War, its sphere of activities was extended to 
this new territory. This bank is also authorized to sell its de
bentures to obtain its working funds. 

The Oriental Development Company, chartered in October, 
1908 in accordanCe with the Company's Act of August 27 of the 
same year (Law No. 63) was similarly organized for the economic 
development of the Korean Peninsula, though its scope of busi
ness has been extended by fr~quent revisions of the original Act. 
The Company is also one of those allowed to sell debentures for 
its working funds. 

1}tNK :roa FOREIGN TRADE FINANCE. There remains another 
special bank of great importance. It is the world famous Yoko
hama Specie Bank, founded as early as February, 1880, with the 
avowed purpose of fostering the overseas trade of Japan. Its 
establishment was in the nature of an emergency. The Govern
ment not only subscribed one-third of the capital but also gave 
it every kind of encouragement and protection. Unlike other 
banks of tbis group, a special act was passed in July, 1887, several 
years after its organization;' The marvelous expansion of the 
foreign trade of Japan in the past half century owes much to the 
banking facilities afforded by this hank. 

PEoPLES' BANKS, There are three kinds of institutions of some 
importance in this sphere of finance. 

The first is the so-called" mujin " or Mutual Loan Societies, 
founded upon mutual credit among the middle and lower clazses 
of society.' The legal status of these was recognized anew by the 
Mutual Loan Society Act, promulgated in June, 1915 .• 

The second group are the city Credit Unions, having functions 
similar to those of Europe and to the Savings and Loan Societies 
of America. I They acquired a legal status by the Cooperative 
Societies Act of March, 1900, and expanded their activities by 
virtue of the July, 1917 revision. 

The third group are the companies engaged in the instalment 
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sale of seouritieB; suoh as bonds, debentures and other negotiable 
paper8. They are institutions of rather reoent development, but 
of increasing importanoe in fostering the babit of tbrift among 
the middle and lower olasseB and serving at the same time in a 
nation-wide distribution of securities. By an Aot promulgated on 
April I, 1918, effective September 1 of the same year, their legal 
statue was reoognized and their customers are protected by Gov
ernmental supervision. 

TUB CBNTBAL CUIIl8T 1'08 CoOPB1IATIVB SocII!:TIEII. With the 
8teady growth of cooperative societies, it became desirable to 
have a oentral body for the purpose of regulating the movement 
of their funds, and bringing them into close touc~ with the cen
tral money market. It was for this reason that on April 6, 1923, 
a law oalled Ie Central Chest for Cooperative Societies Aot II was 
promulgated. The ohest is authori.ed to issue Industrial Bonds 
to obtain its working funds. 

TRUST CoIllPANIIIl8, Even eo brief a history as this of the Bank
Ing System of Japan would not be complete unless a few lines were 
devoted to two types of institutions playing very important rOles 
in the financial organilation of the nation. One is of recent de
velopment, while the other has been in existence for nearly half a 
oentury; the latter, comprising various kinds of insurance com
panies, the first of which was established in 1887, bowever, falls 
oUts\de the scope of this study. The former, including trust com
panies of rapidly increasing inftuence in the modern economio life 
of Japan, have had but a brief existence. 

Since the appearance in 1906 of the first company bearing the 
name of ct trust company," their number hill! steadily increased, 
especially during and after the World War. There was, how
ever, no spee160 eode to regulate them, other than the general 
Commercial Code, Business Tu Act and the Setured Debentures 
Trust Aot (Law No. 52, Mart'h, 19(5). The enactment of a 
special trust companies law had become imperative, till at \as\ 
on April 21, 1922, the Trust Aot (Law No. 62) and the Trus\ 
Businesa Act (Law No. 65) wen! promulgated, both of which 
bet!ame efFective on January I, 1923. Some of the then existing 
oompanies aequired a new It'gIIl status in accordance with the 
Acts. Most of the wet companies of today are, however, of 
recent establiabment.. There were at the end of 1927, thirty-
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seven trust companies with eleven branches. The total of their 
authorized capital was 333,500,000 yen of which 91,650,000 yen 
was paid in. 

THE REVISION OF THE BANKING LAWS 

GENERAL REMARKS. Most of the banking laws of Japan, 
though amended several times since enactment, had become in 
time quite inadequate to meet the nation's new economic life, 
and especially those radical changes that took place during and 
after the World War. Their general revisions and hence reform of 
the national financial organization had become necessary. 

THE NEW SAVINGS BANK ACT. The forerunner to the move
ment was the new Savings Bank Act of 1921, which became 
effective on January 1, 1922. 

THE NEW BANK ACT. In September, 1926, a commission, 
modelled after the Naflional Monetary Commission of the United 
States of America, was created. It was named, literally trans
lated, the· Financial System Investigation Commission. The 
Commission immediately set to work. It put the problem of im
provement in the commercial banking system to the fore and 
made several recommendations after thoroughgoing discussions. 
Based upon them, a bill was drafted and proposed at the Fifty
Second Session of the Imperial Diet (December, 1926-March, 
1927). It passed the Diet with little amendment and was pro
mulgated on March 30, 1927 as Bank Act (Law No. 21). The 
date of the enforcement of the Act and its accessory laws was 
set for January 1, 1928, by Imperial Ordinance No. 326 of No
vember 15, 1927. On the same date, three other accessory Ordi
Dances were promulgated. Two days later the Detailed Regula
tions (Finance Department Order No. 31) to the Bank Act were 
promulgated, putting the new laws into effect and superseding the 
Bank Regulations of 1890. 

The Financial System Investigation Commission has under 
consideratiolJ now the revision of the various Special Bank Acts 
8S the next steP. though it will take some time before it will be 
ready to make recommendations. 
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PRESENT BANKING SYSTEM OF JAPAN 

ORDINAlIY BANKS. The" ordinary banks," or rather loosely, 
the commercial banks, are regulated by the new Bank Act, which 
is composed of forty-seven articles, ten of them being supplemen
tary rules. Like corresponding legislation in the United States 
of America, they are rather strict. It may be said, however, that 
the new legislation has as its ideal the deposit banking system 
of England. 

DEFINITION 0.. A BANE. According to the Article 1 of the 
Bank Act (hereinafter abbreviated as B.A.) a bank is an institu
tion carrying on the following types of businese: -

(1) The receiving of deposits and the making of loans or the 
discounting of bills. 

(2) The buying and seIling of bil1e of excbange. 

The second paragraph of the artiole, however, provides an ex
ception to the above general rule by allowing a bank to carry on 
a IlBCUred debenture trust business in accordance with the Se
oured Debentures Trust Act. 

Article II of the Bank Act further allows a bank to under
take a safe deposit business and other eubsidiary business inci
dental and usual to banking. 

OROANIIlATION OF A BANE. A bank must be organised as a 
joint stock company (B.A. Art. 3). Before applying for a license, 
therefore, there must be a joint stock company properly organ
ised in accordance with the provisions of the Commercial Code 
(hereinafter abbreviated C.C.) • 

CAPITAL. The capital of a bank must be DO less than one 
miIlion~. This minimum capital requirement is doubled in the 
case of a bank with its head offiee or branches in a district speci
tied by an Imperial Ordinance (hereinafter abbreviated 1.0.) 
relative to the Ad (B.A. Art. 3). Tbe two large cities of Tokyo 
and Osaka were designated as ~h districts (1.0. No.. 327, Noy. 
16, 1927). Five ye&r!I' grace, however, is granted to those banks 
with a capital below the minimum, having OIl the enfonlelDell' 
date of th. Ac' their bead oIfiees or bruehes in such districts. 
There is another ~tioo to the above pncral rule. Ally bank 

, 
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having on the above date its head office in a community of less 
than 10,000 population (based on the latest census return) has 
five years' grace in which to raise its capital to half a million 
yen, this being a special minimum requirement (B.A. Arl. 41). 

TRADE NAME. A bank has to use as part of its title not only 
the words" Joint Stock Company" (C.C. Art. 17), but also 
words indicative of a bank, the use of which is prohibited to other 
institutions than a bank (B.A. Art. 4). 

A LICENSE ESSENTIAL. The business of banking cannot be car
ried on without a license from the Minister concerned (B.A. Art. 
2), who is at present the Finance Minister (Finance Department 
Organization Ordinance Art. 1). . 

Having properly organized a joint stock company in accord
ance with the provisions of the Commercial Code, a written ap
plication, signed by all the directors, must be submitted to the 
Finance Minister, together with the following papers (the De
tailed Regulations for Enforcement of the Bank Act - herein
after abbreviated D.R.E. Art. 1): -

(1) Articles of Association. 
(2) Certification of the required subscription for shares (C.C. 

123, 125, etc.) 
(3) The application form of subscription for shares; list of 

subscribers and their addresses and the number of shares 
subscribed by them (C.C. 126). 

(4) Reports of directors' and auditors', or inspectors' investi
gations, and any other accessory papers thercto. 

(5) The copy, in case a judgment has been given by the Court 
of Justice on the Inspectors' report (C.C. 124). 

(6) In case directors and auditors have been elected by the 
promoters, papers concerning them (C.C. 133). 

(7) Minutes of tbe resolutions at the inaugural meeting. 
(8) Location of branches and other business places to be estab

lished at the time of incorporation. 
(9) Daily statement on the preceding day of application. 

(10)' Certificate of the depository on the deposits of the in-
corporating company.· , 

In case an already established business corporation intends to 
change its object of incorporation and carry on a banking busi-
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ness, the following papers must accompany a written application 
(D.R.E. Art. 1): -

(1) Articles of Aesociation. 
(2) Copy of registry of the company. 
(3) Daily Btatement on the date preceding the date of appli-. 

cation. 
(4) Papers ahowing the nature of transactions existing at the 

time of the application. 
(5) The latest inventory and balance sheet (cf. C. C. Art. 78, 

220,225). 
(6) Papers showing the latest profit anclloss account and dis

posal of profits. 
(7) List of ahareholders, with the number of the shares held 

hy them. 
(8) In case thers is any branch or other husiness place, papers 

giving ita location. 

In case any bank fails to commence ita husinees within six 
months from the date of license, the license automatically 
becomes void, unless for unavoidahle reasons the Finance 
Minister's permission haa been ohtained in advance (D.R.E. 
Art. 2). 

When a bank commences ite business, it must notify without. 
delay the Finance Minister (DllE.. Art. 3). 

SANCTIONS &Q1l111E11. The Minister's permit is required in the 
following caaea: -

(1) To establish branches and other busineaa places or 
agencies. . 

(2) To ehange their location. 
(3) To change busineaa places other than branehes into 

branches. 

In the above cases II written application must be filed with the 
Finance Minister, aoeompanied by the following papers (DllE.. 
An.. 4):-

(1) Stat.emeDhf l'M!!O!Ia 

(2) Minutes of the ~0D8 at. the ahueboldera' g&IB'aI 
mesting. 
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(3) The latest daily statement, in the case of the establishment 
of a branch. 

(4) Contract of agency, in the case of establishing an agent. 

The above permit, if not exercised within six months from the 
date of issue, automatically becomes void, unless for unavoidable 
reasons the Finance Minister's permission has been obtained in 
advance (ri.R.E. Art. 5). 

In case a bank intends to go into voluntary liquidation, the 
Minister's sanction is required (B.A. Art. 25). In the case of the 
abolishing of a branch, detached office or agency, mere notifica
tion is required, together with papers stating the date of such 
abolition, reasons therefor and measures taken for the deposits 
(D.R.E. Art. 16). Business policy subsidiary to an agency or 
sub-agency are prohibited. 

HOLIDAYS AND BUSINESS HoUBS. Bank holidays are limited 
to national holidays, Sundays and other holidays generally ob
serv~d in the localities, wherein a business place of the bank is 
situated. (B.A. Art. 18; 1.0. No. 25, 1927). In case a bank closes 
its business on account of catastrophes or other unavoidable 
events, it must without delay advertise this fact; and local gov
ernors must be notified thereof (B.A. Art. 18). 

As a general rule banking hours are from 9 a.m. to 3 p.m., 
though of course they may be prolonged at the convenience of a 
bank (D.R.E. Art. 13). In case a bank intends to shorten the 
statutory banking hours on account of local circumstances, the 
Finance Minister's sanction is required (D.R.E. Art. 13). 

SUSPENSION OP PAYMENT. In case a bank 'generally suspends 
the repayment of deposits without proper legal reason, it must 
without delay advertise this fact and notify the Minister con
cerned, setting forth a statement of the reasons (B.A. Art. 19). 
At the earliest possible date after such notification, the following 
papers must be filed with the Finance Minister (D.R.E. Art. 14). 

(1) Statement of the day preceding the date of suspension, 
together with a statement of the various kinds of deposits. 

(2) Writ~n statement of the details leading to the suspension. 
(3) Statement on the contents of assets and liabilities. 
(4) Written statement relative to the measures or policy to be 

taken towards the repayment of deposits. 
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ALTERATION OB' TITLIII AND CAPITAL. For the alteration of the 
trade name a sanction of the Minister concerned is required (B.A. 
Art. 6). A written application, together with a statement of the 
reasons and minutes of shareholdere' general meeting, must be 
submitted to the Minister. 

A sanction from the Minister concerned is also required for any 
change in the amount of capital (B.A. Art. 6). Acoompanied by 
the following papere, a written application therefor muet be filed 
with the Finance Minister (D.R.E. Art. 4). 

(1) Statement of reasons. 
(2) Minutes of the resolutions of the Sharshoidere' General 

Meeting. 
(3) In the case of a capital increase, the latest daily statement. 
(4) In the case of a capital decrease, .the following papere are 

required (D.R.E. Art. 12, Sect. 4 and 5). 
(a) Income statement and halance sheet made within two 

weeks from the date of resolution thereon (d. C.C. Art. 
220, 78). 

(h) Papere showing that the advertisement and notifica
tion in order to give the oreditors a chance for pre
test have duly been given (d. C.C. Art. 220, 78). 

(c) Papere showing that notification for consolidation of 
sbaree haa duly been given (cf. C.C. Art. 22Olh). 

The sanction, not exercised within six months from the date 
of issue, becomes void, unless for una voidable reasons the Finance 
Minister's permission haa been obtained in advance (D.R.E. 
Art. 6). 

PIlOHIBlTlON op OTHER OccuPATIONS AND StmsmtAIIY BUSI

NISS. Diret'tors and managers actually in charge of the daily 
business of a bank are prohibited from engaging in the business of 
any oUler eompany (including a bank), without. the sanction 
from tile Minister concerned ID.A. Art. 19). 

A written application muet be 6.led with the Finance Minister, 
aceompanied by the following papere (D.R.E. Art. 11). 

(1) Statement of nlllOONl 

(2) Personal history of the person desiring to engage in such 
other business. 
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(3) Explanation of his manner of conducting his daily busi
ness in the bank and of the busineBB he intends to do in the 
other corporation. 

(4) Articles of Association, latest business report, halance 
sheet, profit and loss account and other papers in sufficient 
detail to show the busineBS, assets, profit and loss condi
tions of the other corporation. 

(5). Statement with respect to the type of husineBS conducted 
between the bank and the other corporation. 

Subsidiary businesses allowed to be carried on by a bank must 
be ancillary to banking, such as the safe deposit busineBS, the col
lection of bills, the guaranty of others' debts, the receipt and dis
bursement of money, the exchange of money, the buying and 
selling of securities, etc.; but such subsidiary or allied busineBS 
must be so conducted as to be subordinate to the banking business. 

AUDITOR'S DUTIES AND REPoRT. Auditors must prepare twice 
in II' busineBS year .a report on the result of their auditing with 
respect to the assets and conditions of the bank, and file it with 
the head office of the bank (B.A. Art. 12). Such should be done 
quarterly within one month after the close of every quarterly 
busineBS term, conforming to the forms prescribed by the Detailed 
Regulations (D.R.E. Art. 10). 

The Bank Act and its accessory regulations have no specific 
provisions with respect to the reserve for the payment of de
posits and restrictions imposed upon investment of funds, grant
ing of credits, etc., leaving this entirely to the good judgment of 
bankers. 

LEGAL REsEaVl!: AND Orm:a ~TS. At every declara
tion of dividends a bank must set aside one-tenth of its profit as a 
reserve, until its total equals the capital (B,A. Art. 8). This is an 
exception to the general rule with respect to the legal reserve of 
corporatioDs, which have to set aside at every declaration of 
dividends one-twentieth of their profit, until the legal reserve 
reaches one quarter of the capital (C.C. Art. 194). 

An accouJlting must take place for each business year of a 
bank, which is prescribed to be half-yearly, that is, from January 
to June and from July to December (B.A. Art. 9). 

For every business year a report must be filed with the Minis-
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ter ooncerned. It must oonsist of a statement on business condi
tions, balance sheet, profit and 1088 account, reservee and divi
dends and a detailed statement with respect to the reserve for 
repayment, conforming to the forms prescribed by the Detailed 
Regulations. The report must be submitted within one month 
from the end of every business year (D.R.E. Art. 8). 

A balance sheet for every business year must be prepared and 
advertised (B.A. Art. 11). It must be in the same form with the 
one oonstituting a part of the report to be filed with the Minister 
(D.R.E. Art. 9). In the advertisement the names of all the direc
tors and auditors must appear (D.R.E. 9). The advertisement 
must appear in newspapers. 

BANK ANALGA.MATlON8. Generally speaking, there are two 
kinds of bank amalgamations. One of them is accomplished by 
means of the purcha88 by one bank of others; and the other, by 
the ooneolidation of banks, which may be subdivided into two 
oases, first, what is technically known to the common law as a 
ooneolidation, vi •. - the creation of an entirely new bank and the 
diseolution of all others ooncerned, and second, what is technically 
known to the common law as a merger, viI.-the abeorpt.ion by 
one bank of the other diseolving banks. 

So far as banks are joint stock companies, their amalgamat.ion 
is completed by going through all the procedure prescribed in the 
Commercial Code. A coneolidat.ion of banks, however, is not 
valid until a eanction is given by the Minister concerned (B.A. 
Art.' 14); though to facilitate the amaigametion from a stand
point of strengthening the nation's banking system the new Blnk 
Aot provided several liberal ezceptions to the general proeedure 
preeoribed in the Commercial Code. The DOtifi~.tion to be given 
to the rreditors in the case of corporations amalgamating in ae
oomanre with Article 78 of the Commereial Code is not required 
to be given the depoeitors of amalgamating banks (DA. Art. 15) 
and both the two montha' period for advertisement and notifica
tion in aOt'Ordanee with paracrapb 2 Artide 78 of the Commercial 
Code and the three months' period for ·ssigD'Dent of shares with 
the purpose of their ronsolidation in aeeordanee with Art.i~le 
~ of the Commercial Code, may be ehortened to ODe month 
in the case of the amalgamation of banks (B.A. Art. 16). 

A written applioat.inn Biped by all the, directors mun be filed 
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with the Finance Minister, together with the following papers 
(D.R.E. Art. 12) : -

(1) Minutes of the resolutions of the shareholders' general 
meeting and papers sufficient to evidence the consent of 
partners (in case of companies other than joint stock 
companies) . 

(2) The contract relative to the amalgamation. 
(3) Articles of Association of the bank surviving or being 

created. 
(4) Inventory and balance sheet made within two weeks after 

the date of resolution on amalgamation, in accordance with 
Article 78 of the Commercial Code. 

(5) Papers enough to show that the advertisement and notifi-
cation in accordance with the aforesaid paragraph 2 Arti

<cle 78 of the Commercial Code aQd the notification relative 
to the assignment of shares with the purpose of their con
solidation in accordance with the aforesaid Article 220% 
of the Commercial Code, have duly been given out. 

In case the amalgamated bank acquires the rights and obliga
tions pertaining to a savings bank in accordance with the terms 
of Article 1 of the Savings Bank Act, the bank resulting from 
such amalgamation may carry on such savings bank business 
until contracts made by the savings bank so absorbed are per-
formed. (B.A. Art. 17). . 

The purchasing bank must file a notification with the Finance 
Minister (D.R.E. Art. 17). For the establishment of branches 
and other business places as a result of such purchase the Min
ister's permits are required (B.A. Art. 6). The purchased bank 
has to obtain a sanction from the Minister on its dissolution (B.A. 
Art. 25). 

ABoLITION 01' BUSINESS OR DISSOLUTION. Resolutions for the 
abolition of a banking business or the dissolution of a bank are 
not valid until the sanction of the Minister in charge is given 
(B.A. Art. 25). 

After the resolution a written application must be filed with 
the Finance Minister, together with the following papers (D.R.E. 
Arl 15):-
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(1) Statement of reasons. 
(2) Minutes of the resolutions at the shareholders' general 

meeting. 
(3) The latest daily statement. 
(4) Statement as to assets and liabilities. 
(5) Statement on the method of payment of deposits .. 

In case a bank has ohanged into another type of business cor
poration and abandons the banking business, the Minister in 
oharge of banking affairs is authoriled to order the deposit of 
properties of such corporation, or issue any other necessary 
orders, until their liabilities resulting from deposits are cancelled. 
(B.A. Art. 26).· . 

The same rule applies in the case of any business corporation 
taking over by amalgamation the deposits of a bank (B.A. Art. 
26) and the Minister conoerned haa jurisdiction over such c0r

poration as though it were a bank. 
So far as a bank is a joint stock company, its dissolution may 

take plaoe by virtue of one of the following reasons (C.C. Art. 
221):-

(1) Expiration of the life of the company or any other causes 
prescribed by the articles of association. 

(2) Achievement or failure of the business, which haa been 
the purpose of incorporation. 

(3) Amalgamation of corporation& 
(4) Bankruptcy. 
(5) Order of the Court of Justice. 
(6) Resolution of shareholders' general meeting. 
(7) When the number of shareholders is reduced to less than 

aaven. 

The Bank Act pro,ides that another cause of dissolution, pecu
liar to banks. is the n!peal of their lirense (B.A. Art. 27). 

WQU1DA.T1ON. In the case of the dissolution of a bank caused 
by the n!peal of its license, the Court of Justice appoints either 
on its own authority. or by the request of parties COIICenled. the 
liquidator (B.A. Art. 27). The aame rule applies to dissolutiODB 
caused by any other nason. Mcnover. in case of his nlea.se, the 
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court is authorized to appoint another on its own authority (B.A. 
Art. 28). The Court is authorized in general to investigate the 
progress of liquidation and the condition of the properties, to order 
the deposit of properties and issue any other order necessary to 
the supervision of the liquidation (B.A. Art. 29). 

In case of liquidation, bankruptcy or compulsory settle
ment of a bank's affairs, the Court is authorized to caU for the 
opinion of the Government officials engaged in the examination 
and supervision of banks, or to entrust them with examination 
or investigation. Moreover, these officials are empowered to 
express their opinions to the court, even though not expressly 
requested to do so (B.A. Art. 30,31). 

SUPERVISION OF BANKS. The Minister concerned is authorized, 
'whenever he considers it necessary, to require a bank to file with 
him reports on its business or certificates of inspection and any 
other papers and books (B.A. Art. 20) •. He is also empowered to 
order, whenever he considers it necessary, his subordinate officials 
to examine the business conditions and properties of a bank (B.A. 
Art. 21). 

For this purpose, on May 25, 1927, the Government created in 
the Bureau of Banking of the Finance Department a staff com
posed of eighteen bank examiners with fifty-four assistant exam
iners and a number of clerks. This new bank examination sys
tem, together with the examination conducted by the Bank of 
Japan under contract with its correspondent banks, is expected to 
contribute much to the healthy development of the financial 
organization of Japan. 

REPoBTING OBLIGATIONS. As already described there are many 
obligations imposed upon a bank by the banking laws and regu
lations j such as, filing of business reports (B.A. Art. 10), notifi
cations of extraordinary bank closures (B.A. Art. 18), of general 
suspension of payment of deposits (B.A. Art. 19), of commence
ment of business (D.R.E. Art. 3), of abolition of business places 
(D.R.E. Art. 16), ete. Besides these, a bank is required to report 
without delay to the Minister the foUowing facts with their 
reasons (D.R.E. Art. 17)::"'" 

(1) Alteration in Articles of Association. 
(2) When there is a change in title, capital or place of business, 
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or the amalgamation of banks has taken plaoe with the 
Finanoe Minister's sanction (cf. B.A. Art. 6,14). 

(3) When the assumption of, or retirement from office of a 
representative director or directors or managers engaged 
In the daily business has taken place. 

(4) When those officers payticipating in the daily business of 
another corporation have ceased to do 80 (elf. B.A. Art. 13). 

(II) When the alteration, termination or renewal of an agency 
contraot has taken place. 

(6) When any bank in suspension of payment of deposits has 
resumed such payment (B.A. Art. 18, D.R.E. Art. 14). 

(7) When oomposition with creditors has been etartsd, the ap
proval of the creditors when the composition has become 
final and conclusive, or when the composition haa be
oome void. 

(8) When an adjudi08tion of bankruptcy has been given, or 
protssted; or a decision of court has been given to the 
protest (Bankruptcy Act. 112, 113). 

(9) When a decision on the approval of compulsory composi
tion of creditors has become final and oonclusive, or the 
composition has become void. 

(10) When a bank has taken over another's businB88 without 
resorting to the method of bank amalgamation. 

When a bank, having closed its business due to 08taatrophea or 
other unavoidahle reasons, has been reopened, the fact mun be 
reported without delay to a loeal governor (D.R.E. Art. 17). 

Though as a general rule an the papers to and from the Minis
ter are to go through local governors, there VB lOme exceptions. 
Any papers of businB88 88l'ret'Y, BUth as auditing papers and 
other boob demanded by the Minister concerned in accordance 
with Article 20 of the Bank Act, and examination papers required 
by Article 21, must be submitted direttly to the Finante Minister 
(D.R.E. 29). . 

Law. SANCTION. The minister concerned is authoriled, when
ever h. CIOIlSid8l'll it n-rr in oonsideration of blls!DB88 c0ndi
tions and the pI'OPIIr'ti1!B of a bank, to suspend its b .... her, to de
mand deposita of ita properties, or to issue aoy IIthIF D I!C ry 
ordere (BoA. An.. 22). 
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In case a bank acts contrary to the laws, regulations, articles 
of association, the Minister's orders or the public welfare, the 
Minister concerned is authorized to suspend its business, demand 
the change of directors and auditors or the forfeiture of its license 
(B.A. Art. 23). He is also empowered, whenever he considers it 
necessary in the course of the liquidation of a bank, to take away 
the license of a bank when it has suspended business by order of 
the Ministry of Finance (B.A. Art. 24). 

PENAurIES. As a general rule ~here is a monetary fine imposed 
for the violation of any banking laws, though in a few instances 
penal punishment is inflicted. Such penalties are imposed on the 
offending individuals of a bank, but not on a bank as a hody 
corporate. 

To carry on a banking business without the Minister's license 
is punishable by a fine of not exceeding 5000 yen (B.A. Art. 33). 

Using any word indicative of a bank by any institution other 
than a bank is punishable by a fine of not less than 10 yen, nor 
more'than 100 yen (B.A. Art. 36). 

Directors, auditors, managers, liquidators or representatives of 
banking institutions with head offices outside the territory 
wherein the Bank Act is enforced, in other words, foreign banks 
and quasi-foreign banks, are subject to a penalty of not more 
than one year's imprisonment or servitude, or of a fine not ex
ceeding 1000 yen, in the following cases (B.A. Art. 34) : -

(1) Having deceived the government or the public by untrue 
statements in business reports, or auditing papers, false 
advertisements or by some other means. 

(2) Having obstructed the examination prescribed in the Bank 
Act by concealing books and papers, faIse statements or 
by some other means. 

The aforesaid bank officers (excluding the liquidators) are 
under penalty of a fine of less than 100 yen (DlLE. Art. 30), 
in case of:-

(1) Negligence in notification, or submitting papers demanded 
by the' Detailed Regulations for Enforcement. 

(2) False statements in the above notification, or in papers, 
or the conceaIment of facts. 



PENALTIES 887 

The aforesaid bank officers, agents and liquidators are under 
penalty of a fine over 10 yen, but not exceeding 1000 yen in the 
following cases (B.S. Art. 35): -

(1) Violations of provisions of Articles 5, 6, 7, 8 or 13 of the 
Bank Act (that is, as already described, carrying on pro
bibitsd business j change in the title, oapital or business 
places without the Minister's sanction j opening of sub· 
agencies, eto. j failure to set aside legal reserves; en· 
gagement in another occupation without the Minister's 
sanction). 

(2) Violations of provisions of Article 9 of the Savings Bank 
Act, applied correspondingly to ordinary hanks hy Article 
17 of the Bank Act (that is, failure of the deposits necea
sitsted as a result of taking over by an ordinary hank of 
rights and ohligations of a savings bank amalgamated by 
the former). 

(3) Failure to prepare the papers at a bank or negligence in 
filing them with the Minister concerned, as required by the 
Bank Act; or failure to fill in the required items in the 
papers or false statement thereon. 

(') Negligence or false statements in the notification or ad· 
vertisement prescribed in the Bank Act. 

(5) Having acted contrary to orders issued by the Minister 
eoncerned or by the Court of Justice in accordance with 
Articles 22, 23, 26 or 29 of the Bank Act, (that is, orders 
of busineee suspension, deposit of properties, etc., issued 
by the Minister in eonsideration of busineee or property 
eondition of a bank; orders of buSiness suspension or 
change of officers issued by the Minister, in _ a bank bas 
acted against the laws, regulations, the Minister's orders 
or publio welfare; orders of deposit of properties, etc., 
issued by the Minister concerned; when a bank. bas 
changed into other kind of business corporation or BDl'" 
business eorporation has takeD over the deposits' liabili· 
ties of a baDk, or orders issued by court. of justiee 011 de
posit of property, etc., neeessitated by liquidatiOll). 

(6) Having acted contrary to the orders issued in aceordance 
with the provisions of the Bank ~~ 
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FOREIGN BANKS AND QUASI-FOREIGN BANKS 

DEFINITION. The zone wherein the new Bank Act is enforced 
is extended from Japan proper to Taiwan (Formosa) and Kara
futo (Japanese Saghalien) by the Imperial Ordinances No. 340 
and No. 341 of 1927. Any Japanese bank with its head office out
side the, above lione, in other words in Korea, Kwantung Province 
(leased territory) or China (due to the extra-territoriality) are 
treated in the Act almost on a par with foreign banks, that 
is, banking institutions established in accordance with foreign 
laws. 
vESTABLISHMENT 01' BUSINESS PLACES. When a foreign or 
quasi-foreign bank intends to carry on the banking business with 
branches, stations or agencies within the zone wherein the Bank 
Act is enforced, a written application from the head office, signed 
by a representative of the corporation, must be' filed with the 
Final/ce Minister for every business place, with a representative 
appointed thereto (B.A. Art. 32). It muSt be accompanied by the 
following papers:-

(1) Papers sufficient to recognize tha -existence of its head 
office; such as, copies of registry, license, etc.; with the 
certification of the foreign authority having jurisdiction 
over such corporation, or of the foreign consul functioning 
in Japan. 

(2) Papers sufficient to certify the qualification of a repre
sentative of the oorporation; such as, certificate by a 
notary public of the country of the foreign corporation, 
with the certification of the foreign authority having juris
diction over such corporation, or of the foreign consul 
functioning in Japan. 

(3) The contract of agency, ill case of establishing an agency. 
(4) Articles of Association or any other papers sufficient to 

show the nature of such corporation. 
(5) A copy of the license, in case such is required foJ' the open

ing of Such businesa place by the foreign authority having 
jurisdiction over such corporation. 

(6) The latest inventory, balance sheet, profit and Joy ao-
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count, disposal of profit or any other papers sufficient to 
show the business oonditions of the oorporation. 

(7) List of principal oapital subscribers and officers of the 
oorporation, with their nationalities and domiciles • 

. The above prooedure applies oorrespondingly to any banking 
institution, not incorporated, intending to establish branches, 
stations or agenoies within the lone wherein the Bank Act is en
forced (D.R.E. Art. 18). 

The Minister oonoerned is authorized to put specifio restric
tions on issuing a license (B.A. Art. 32). This provision has the 
purpose of giving to the applying foreign corporation treatment 
equal to that whioh a Japanese corporation enjoys in the country 
of the foreign bank (1.0. Art. 1). 

DEP08lT8.· Having been licensed, suoh a business place is 
deemed a bank in the application of the Bank Actj though of 
oourse special provisione are left to the ordinanoes, as the Act 
as it is oannot be applied to suoh foreign business institutions. 
For instance, the provisione in the Article 3 of the Bank Act 
relative to the organiution and capital of a bank is not applied 
to a foreign bank (1.0. Art. 1). 

For any business place to be established, national loan bonda 
or other seclD'ities, sanctioned by the Finance Minister, equivalent 
to 100,000 yen must be deposited (1.0. Art. 2). National Loan 
Bonds means those of the Japanese Government, including those 
in registered form. In order to obtain the Finance Minister'. 
sanction on the aecuritioa to be deposited, a written application 
must be filed with him, accompanied by papers sufficient to show 
- (A) The issuer and his domicile, (B) The rate of interest, l1li

cured or non-aecured and kind of security, in case of debenturoa 
or public loan bonds other than natienal loan bonds, (e) The 
laUiet stock exchange quotations or any other price Iist (D.R.E. 
Art. 19). 

The deposit must be made at every place where i Iiusiaees 
offiee is located (D.R.E. Art. 20). Having thus been deposited, the 
faet must without delay be sent to the Finance Mmister, together 
with the receipt for the deposit (D.R.E. Art. 22). 

In case the eurrent prices of the deposited securities go below 
100,000 yell at the end of a businfl88 'f!!'U, the balance must. be 
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made up by depositing other prescribed bonds or securities 
(D.R.E. Art. 21). The Finance Minister must without delay be 
notified of this. 

The return of bonds or securities thus deposited for various 
reasons requires the Finance Minister's sanction, which is given 
for a written application with the statement of reasons, kinds of 
bonds or securities, their marks and numerals, their number, face 
value, amount paid up and their current prices (D.R.E. Art. 23). 

There is five years' grace for deposits to be made by those for
eign banks having on January 1, 1928, the date on which the 
aforesaid Imperial Ordinance took effect, any business place and 
carrying on the banking business within "the zone wherein the 
Bank Act is enforced. 

TrrLE. A foreign bank is not required to use in its trade name 
any word indicating a .. bank." (1.0. Art. 1). Its bu;Uness place, 
even if actually a station, need not be called a station. (D.R.E. 
Art. 24). 

SUllIlWIABY BUSINESS. A foreign bd may also carry on at 
its business place any business subsidiary to banking. It is not 
qualified, however, to engage in the trust business provided in 
the Secured Debentures Trust Act. To any foreign bank carry
ing on at its business place on the date of enforcement of the Act 
(that is, on January 1, 1928) any other business than the subsid
iary business recognized by the Bank Act, a five years' grace is 
given. (1.0. Supplementary Rule). 

OTHER OCCUPATIONS. The representative or manager of the 
business place of a foreign bank, intending to participate in 
the daily business of any other corporation, has to apply for the 
Finance Minister's sanction thereto (1.0. Art. 6), though one 
year's grace is given to those actually participating in such busi
ness on January 1, 1928. To the above application, the procedur& 
prescribed for a domestic bank applies accordingly (D.R.E. 
Art. 27). . 

LEGAL REsERVE AND AuomNO PAPEB. These are not required 
for a foreign bank, as it is not required to be a joint stock com
pany; nop to 1\ quasi-foreign bank, as these provisions are not ap
plicable to banks organized under the laws of other jurisdictions. 

APPLICATION FOB THJI MINISTER'B SANCTIONB. The represen
tative of a foreign bank, or a quasi-foreign bank, must apply for 



LIQUIDATION OR BANKRUPTCY 8.1 

the Minister's sanotion in case he intends, (A) to change the looa
tion of its business place, (B) to ohange the type of business 

'transacted at an office; or (C) to give up the banking business 
at its plaoe of business. 

NOTIPICATION TO THB MINI8TER. The following facts must 
without delay be notified the Finance Minister by the reprssen
tative of a foreign bank or a quasi-foreign bank:-
(A) Change of the title of the bank. (B) Change in its capital. 
(C) Change of the location of its head office. (D) Abolition of 
the banking business at its head office and (E) dissolution or 
amalgamation (1.0. Art. 11). In case these banks have prepared 
at a oertain eettling time the business report, balance sheet, profit 
and loss acoount, disposal of profits and any other papers on all 
kinds of business carried on by them, copies of these must without 
delay be filed with the Finance Minister (D.R.E. Art. 25). 

DII!8OLvrloN, LIQUID"'TION OR B"'NKRUPTCY. The provisions 
regulating a Japanese bank in these matters do not apply to a 
foreign bank (1.0. Art.. I). 

In case the banking business of one business place is abol
ished, or tile license therefor is forfeited, the Finance Minister 
is authorised to order the other business place of the same cor
poration to take over the former's banking business (1.0. Art.. 7). 

In the following oases, a foreign bank may be deemed as dia
aolved and may be ordered to go into liquidation (1.0. Art. 8) : -

(A) When the banking business at its head office has been 
abolished. 

(B) 'When the banking business at a certain business place, the 
only one existing in Japan, has been abolished; or the 
license therefor has been foreited. 

In case of the forfeiture of licenee, the Court of Justice is au
thorised to appoint liquidators by the nquest of &he parties con
cerned or on ita own authority (1.0. Art. 9). 

lD case diseolution of the bank has taken place in aecoraance 
with the laws of the country, or in case " has been deemed 
diseolved in accordance with the af~d Article 8 of the lIn
perla! Ordinance, the l"epreeeotative of aueh busineee place be
com. a liquidator, thouch the court is aut.boriaed, either by the 
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request of the parties concerned or on its own authority, to re
lieve the liquidators. In case there was no such representstive, 
or the liquidator has ceased to exist, the court is authorized to 
appoint or relieve the liquidators either by the request of parties 
concerned or on its own authority. In both cases of the release of 
liquidators, the court is authorized to appoint new liquidators. 
(1.0. Art. 10). 

SAVINGS BANKS 

DEPmm:ON. According to paragraph one of the Article 1 of 
the Savings Bank Act, a savings bank is an institution carrying 
on the following business:-

(1) The receipt of deposits at compound interest. 
(2) The receipt of single deposits of less than 10 yen each. 
:(3) The receipt of deposits periodically or occasionally dur-

, I ing certain periods with fixed date for their repayment. 
(4) The receipt of money periodically or occasionally during a 

certain period under promise to pay certsin sums of money 
at a certsin date. 

The difference between a savings bank and an ordinary bank 
lies, therefore, in the following; the latter has to carry on the 
business of both giving and receiving credits, while the former 
is not necessarily required to engage in the business of granting 
credit. It will suffice to invest its funds, for instance, in securities. 

The Savings Bank is also authorized to engage in such sub-
sidiary businesses as:-

(1) The receipt of fixed deposits. 
(2) A safe deposit business. 
(3) The collection of debts. 
(4) The receipt or payment of money as treasurers for publio 

corporations or eo<iperative societies. 
(5) The receipt of demand deposits from public corporations 

or eo<iperative societies. , 

Oso.unzATION. A savings bank must be a joint stock com
pany with the minimum capital of 500,000 yen. It must obtain 
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a lioense from the Finanoe Minister in order to carry on its busi
nesl. Though there are several savings banks in Japan bearing 
the name of " mutual" and operating as far as possible on mutual 
basis, yet legally they are still joint stock oompanies. 

INVEIITMIINT. A savings bank is not permitted to invest its 
funds in any other way than the following: -

(1) To subsoribe for, underwrits, or purchase national or local 
bonds, debentures and stock of private corporations with 
the approval of the Finance Minister. 

(2) To make loans on the above seourities. 
(3) To make real estate mortgage loans. 
(4) To make loans to its depositors to the extent of their indi

vidual deposits. 
:(05) To make loans to those persons depositing money periodi

oally or occasionally during a oertain period under promise 
to pay oertain sums of money on a certain date, to the 
extent of their individual deposits. • 

(6) To deposit money in other banke or postal savings bank. 
(7) To purchase billa accepted by banks. 

Thera are further restrictions imposed on their bueiness as 
follows: -

(1) The amount of shares of a certain company to be owned 
by a savings bank, or to be received by it as guaranty for 
its loans or deposita, aha1l Jlot exceed one-fifth of the total 
shares of such eompany. 

(2) Loana to a eingle person shall not exceed one-tenth of the 
total amount of paid-up capital and _ funda of the 
bank. 

(3) The total amount of rea1 estate mortgage loans shall not 
exceed the total amount of paid-up capital and reserve 
funda of the bank. . 

(4) The total amount of depoeits in certain other banks and of 
bills purchased with the acceptance by said bank aha1l not 
exceed one-tenth of the total depoeits received by a say. 
ings beDk, or one-fourth of the paid-up capital and I "' 

funda of the former. 
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LIABILITY. Savings Banks are required to deposit government 
bonds with the Deposit Bureau as guarantee for repayment of 
their deposits. The amount of such bonds to be deposited must 
be not less than one-third of the total amount of deposits. 

Wben a savings bank fails to pay its liabilities with its assets, 
its directors are under joint unlimited liability so far as the de
posits received beforll"their resignations are concerned. This lia
bility lasts for two years after the resignation. 

SPECIAL BANKS 

BANKS OF IssUE: THE BANK OF JAPAN. The Bank of Japan 
(Nippon Ginko) , the central bank of the country, is a'joint stock 
company established in accordance with the Bank of Japan Act, 
with an authorized capital of 60,000,000 yen, of which 37,500,000 
yen has been paid up. Its shares are not held by banks, as in the 
case of the Federal Reserve Banks in America, but by indi
vidu'als or Japanese corporations. 

The directorate of the Bank is composed of one Governor, one 
Deputy Governor, four Directors and five Auditors, all of l\'hom 
are appointed by the Government. 

Besides its head office in Tokyo, it has branches in the leading 
business centers of the country and many agencies both at home 
and abroad. 

The principal business of the Bank ia as follows: -

(1) To discount or purchase Government bills, bills of ex
change and commercial papers. 

(2) To buy or sell gold and silver hullion. 
(3) To make loans on the security of gold and silver coins and 

bullion. 
(4) To collect bills'for banks, companies and merchants hav

ing business connections with the Bank. 
(5) To receive deposits of money and gold, silver and other 

precious metals and documents for safe keeping. 
(6) To make advances on current accounts, or to make loans 

redeemabJe on a fixed date on the security of Government 
bonds, notes, and other securities with the Government 
guarantee. 
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The Bank is, in addition, authorized to handle the receipts and 
disbursements of the Treasury. 

Aooording to the Convertible Notes Act, the Bank of Japan, in 
addition to the notes i88ued against gold and silver coin and 
bullion in reserve, is authorized to issue notes to an extent not 
exceeding 120,000,000 yen on the seouri.ty of Government bonds, 
Treasury certificates of indebtedness and '6ther prime securities . 
and oommeroial papers. Should it be deemed necessary to issue 
bank notes beyond this limit, the Bank is authorized to do so . 
with the Finance Minister's sanotion j though an issuing tax at the 
minimum rate of five per cent. per annum is levied on the amount' 
80 i88ued. 

THE BANI: OJ' TAIWAN. The Bank of Taiwan (Taiwan Ginko) , 
organized in aooordance with the Bank of Taiwan Aot, is a joint 
stock company with an authorized capital of 45,000,000 yen, 
of which 39,375,000 yen has been paid up. It has a directo
rate of more or less similar oomposition to that of the Bank of 
Japan. 

.. Its head offioe is in Taipeh, Formosa, and its three branches 

\ 

scattered ohiefty in its principal sphere of activities, that is, For
mosa, Southern China, Java and India. As in the case of other 

! special banks with their head office outside of the capital, its 
Tokyo office, though merely a branch in name, is actually its 
business oenter on account of the city's vast importance as the 
nation's financial center. 

The principal busin888 of the Bank is as follows: -

(1) To diseount bills of e:tthange and other commeffial papers. 
(2) To deal in bills of exchange and doemnentary bills. 
(3) To collect bills for companies ~d merchants having busi

ness ronnection with the bank. 
(") To make loans on securities of a reiiable nature. '" " 
(5) To receive deposits of money and to make advaneea' on 

current aceountB. 
(6) To receive valuables, auch as gold, silver and other precioua 

metals and doeuments for safe deposi~ 
(7) To buy or eell gold and silver bullion or foreign coins. 
(8) To aet as agents for other banks. 
(9) To engage in the secured debentures trus\ b"s'- ess 

. _.- .. -. -- - ~~ .. '-
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(10) To make unsecured loans to communities, cooperative so
cieties or stock breeding associations. 

(11) To subscribe for, to underwrite the isslie of, or to purchase 
national or local loan bonds, Hypothec Bank of Japan De
bentures, Agricultural and Industrial Bank Debentures, 
Industrial Bank of Japan Debentures, and other seourl
ties approved by the Minister concerned. 

,(12) "0 take c~rge of the instalment payment of the sub
scribers for the national or local loan bonds, bonds and 
shares of corporations; or of the payment of their princi
pal, interest and dividends. 

The Bank has the privilege of issuing its bank notes in denom
inations of one yen and upward and convertible into tbe gold yen. 

In addition to the notes issued against gold and silver coins and 
bullions in reserve, the Bank is authorized to issue the notes up to 
20,000,000 yen on the security of Government bonds and Treas
ury '(!ertificates of indebtedness, Bank of Japan notes and other 
prime securities and commercial papers. Notes issued beyond 
this limit are subject to a minimum tax of five per cent. per 
annum. 

THE BANI[ 01' CHOSEN. The Bank of Chosen (Chosen Ginko) , 
organized in accordance with the Bank of Chosen Act, is 8 joint 
stock company with an authorized capital of SO,OOO,OOO yen, of 
which 50,000,000 yen has been paid up. The directorate of this 
bank also has a more or less similar composition to that of the 
Bank of Japan. 

Besides its head office' in Keijo (Seoul), Korea, it has twenty
nine branches chiefly scattered in its principal sphere of activities, 
that is, Korean Peninsula, Mancburia, Northern China and 
Siberia. ' 

The principal business of the bank is: -

(1) To discount bills of exchange and other commercial papers. 
(2) To deal in bills of exchange and documentary bills. 
'(3) To collect bills for the companies and merchants having 

business imnnections with the Bank. 
(4) To make loans on securities of reliable Dature. 
(5) To receive deposits of money and to make advances on 

current account. 
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(6) To receive valuables suoh as gold, silver and other pre-
ciOUI metals and documents for safe deposit. 

(7) To buy or sell gold and silver bullion or foreign eoine. 
(8) To engage in the seoured debentures trust businesa. 
(9) To purohase national or local loan honds and other prime 
• negotiable papers designated by the Governor General of 

Choeen. 
(10) To make unseoured loans to publio eorporations, or to 

aot as agents for other banks with the approval of the 
Governor General of Choeen. 

The Bank has the privilege of issuing notes ageinet gold coine, 
gold and silver bullion and Bank of Japan Dates in reserve. In 
addition to this, the Bank is authorized to issue the notes up to 
50,000,000 yen on the security of Government banda, other honda 
and prime oommercial bills. In case of neoessity, the Bank is 
further authorised to issue the Dates beyond this limit, though 
subjeot to a minimum tax of five per oent. per annum. 
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BANKS FOB THE FINANCING OJ' AGBICULTUBI!l AND INDUSTRY: 

THE INDUSTRIAL BANK OJ' JAPAN. The Industrial Bank of Japan 
(Nippon Kogyo Ginko) is a joint stock company organized in 
accordance with the Industrial Bank of Japan Act, with an 
authorized capital of 50,000,000 yen, fully paid up. 

The directorate of this hank is chosen similarly to that of the 
Bank of Japan. 

Besides its head office in Tokyo, it has several branches in 
Japan proper. 

The principal business of the Bank is as follows: -

(1) To make loans on pledge of national and local loan bonds 
and corporation bonds and shares. 

(2) To subscribe for, or to underwrite the issue of, national 
and local loan bonds and corporation bonds. 

(3) To receive deposits of money and accept valuableS for 
safe deposit. 

(~\ To engage in the secured debentures trust business. 
(5) To discount bills. 
(6) To deal in bills of exchange. 
(7) To make first mortgage loans on trustee property created 

in accordance with the provisions of laws. 
(8) To make first mortgage loans on ships, or ships under con

struction, redeemable in annual instalments within a 
period not exceeding fifteen years, or on a certain date 
within five years from the date of loan. 

(9) To make loans on shipbuilding materials or ship equip
ments. 

(10) To subscribe for, or to underwrite the issue of the shares 
with the approval of the Miuister concerned. 

(11) To subscribe for, or to underwrite the issue of national and 
local loan bonds and corporation debentures; to handle the 
instalment payments of their subscribers, or the payment 
of their principal and interest and also for the payment of 
dividends on shares. 

(12) To make. first mortgage temporary loans or those of fixed 
date on lots and buildings, either factories or residences, 
located in the zone wherein the City Planning Act is en
forced, or in other cities to be designated by an Imperial 



, 
THE HYPOTHEC BANK OF JAPAN B.9 

Ordinanoe. The total amount of these loans, however, 
ahan not exeeed one-half of the amount of paid up capital 
of the Bank. 

(13) To purchase national or looal loan bonda, corporation 
ahares and debentures, or gold and silver bullion. 

(14) And other business 8&notioned by the Minister conc~ed 
in acoordance with the laws or regulations. 

The Bank is authorized to iasue debentures of a minimum de
nomination of twenty yen (or ita equivalent in foreign currency) 
to the exten\ not exoeeding ten times its paid-Up oapital. The 
amount of such debantures, however, is not allowed to exceed the 
total amount of outstanding loans, bills discounted and national 
or local, loan bonds, corporation bonda and ahares, and gold and 
silver bullion in hand. In oase funda are required for enterprises . 
of publio welfare undertaken in a foreign country and desig
IIIIted by the Minister ooncerned, the Bank is authorized to iasue, 
with the approval of the Minister oonoerned, debentures beyond 
the above limit. 

To HYPOTHIIC BANE OF JAPAN. The Hypothec Bank of 
Japan (Nippon Kwangyo Ginko) is a joint stock company or
ganiaed in accordance with the Hypothec Bank of Japan Act, 
with an authoriled capital of 99,000,000 yen, of which 74,876,-
062.5 yen (December 31, 1927) is paid up. The capital of the 
bank is now steadily increasing due to its merger with the local 
Agricultural and Industrial Banks. The composition of its dirac- , 
Wate is more or 1_ similar to that of the Bank of Japan. Besides 
its head office in Tokyo, th~ are many branches throughout the 
country, the number of which bas greatly increased in recent 
years on. aeroun\ of its amalgamation of the aforesaid local 
institutions. 

The following is the principal busin_ of the Bank: -

(1) To make real estate mortcage loans, redeemable in annual 
instalments within a period not exceeding fifteen years or 
on a certain date within five years; the total of the latter 
&ball Dot eneed the total amount of the paid-up capital 
and ~rve of the bank. The amount of loans on resideD
tiallots and buildings loeated in a lODe wherein the City 



150 SPECIAL BANKS 

Planning Act is enforced, or in other cities to be desig
nated hy an Imperial Ordinance, shall not exceed one
half of the total of the paid-up capital and the mortgage 
debentures outstanding. 

(2) To make unsecured loans to prefectures, cities, towns, 
villages and other public corporations. 

(3)' To make unsecured loans redeemable on a certain date or 
in annual instalments for the adjustment of arable lands 
conducted in accordance with the Adjustment of Arable 
Lands Act. 

(4) To make unsecured loans redeemable on certain date or in 
annual instalments to cooperative societies, staple export 
goods manufacturing, fishery, forestry, stock-breeding or 
building associations; or their combina tiona. 

(5) To make unsecured loans, redeemable on a certain dats 
within five years, to a party of more than ten persons un
der joint liability and engaged in agriculture, industry or 

.. \ fishery in any prefecture where no Agricultural and In
dustrial Bank exists. 

(6) The proceeds of the Hypothec Bank Debentures issued at 
a premium are limited to be employed in the following 
waya:-
(A) To make loans on arable lands, salt fields, forests, 

pastures, fish farms or fishery rights. 
(B) To make unsecured loans to those mentioned in the 

above (2), (3), (4) and (5). 
(C) To underwrite the issue of debentures by local Agri

cultural and Industrial Banks or those of the Cen
tral Chest for Cooperative Societies. 

(7) To underwrite the issue of debentures of Agricultural and 
Industrial Banks, the Central Chest for COOperative S0-
cieties, the Hokkaido Colonial Bank and the Industrial 
Bank 'of Chosen. 

(8) To make secured loans redeemable in annual instalments 
on the olaim on loans given by Agricultural and Industrial 
Banks and redeemable by annual instalments; and on 
mortgage beld against such loans. 

(9) To receive deposits of money and accept valuables for 
., safe deposit. The total amount of other deposits than the 
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fixed deposits and deposits by prefectures and eities sball 
not exoeed the total amount of the paid-up capital. 

(10) Its deposits of money and .idle funds are limited to be em
ployed in the following ways: -

(a) To purchase to the extent of not less than one-fourth 
of the deposits, national loan bonds or other nego
tiable papers approved by the Finance Minister; or to 
deposit it in the banks approved by the Finance 
Minister. 

(b) To discount bills or to make short term loans secured 
by the above mentioned negotiable papers, or agricul
tural, marine or industrial products. 

(0) To discount bills or to make advances on current ac
oounts of cooperative societies, staple export goods 
manufaoturing associations, fishery associations or of 
their combinations. 

(d) To make short term loans to communities. 
(e) To make short term unsecured loans to a party of 

more than ten persons under joint liability and en
gaged in agriculture, indll8try or fishery in any pre
fecture where no local Agricultural and Industrial 
Bank exists. 

(I) To make with fixed deposits secured loaDS, redeem
able on a certain date within five years on real estate . 
or fishery right. 

The Bank is authoriaed, when at least one-fourth of its author- I 
iaed capital has been paid uP. to issue mortgage debentures to an 
amount not exceeding fifteen times its paid-up capital. The 
total amount of such debentlm!ll shall not exceed the total of the. 
loans outstanding, redeemahle in annual instalments on a _ 
tain date. and the debentures of the Agricultural and Industrial 
'Banks. Hokkaido Colonial Bank and the Industrial Bank of 
Choeen in hand. These mortgage debentlm!S are to be redeemed 
by me~ of drawings taking plare at least twice a year pr0por

tionate to the amount of the same year's redemption of the loana 
and debentures mentioned above. Should any loans redeemable 
by annual instalments be redeemed before their maturity, the 
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Bank is authorized to purchase and redeem· its mortgage de
bentures to the extent so repaid. 

AaMCULTURAL ANn INnuSTRIAL BANKS. Agricultural and In
dustrial Banks (N oko Ginko) are local financial institutions fur
nishing long-term real estate loans at low interest. As has al
ready been explained in the foregoing chapters a way is open for 
their merger with the Hypothec Bank of Japan, their central 
body. 

They are joint stock companies, organized in accordance with 
the Agricultural and Industrial Banks Act, with .an authorized 
capital. of not less than 500,000 yen each. As a general rule 
each bank has one prefecture as its exclusive business dis
trict. 

The principal business of the Agricultural and Industrial Banks 
is as follows: -

"I. To make real estate mortgage loans redeemable in annual 
"' instalments within a period not exceeding fifty years; or 

to make secured loans on either real estate or fishery rights 
redeemable on a certain date within five years. In the 
latter case, however, their total shall not exceed the totsl 
amount of the paid-up capital and reserves. The amount 
of secured loans on residential lots and bnildings located in 
the zone wherein the City Planning Act is in force, or in 
cities designated by an Imperial Ordinance shall not ex
ceed one-fourth of the total amount of paid-up capital and 
mortgage debentures outstanding, though such loans in the 
localities to be specified by an Imperial Ordinance may be 
increased to three-fourths of the total amount of the 
paid-up capital and mortgage debentures outstanding. 

2. To make unsecured loans to cities, towns, villages and 
other public corporations. 

3. To make unsecured loans, redeemable on a certain date 
within five years, to a party of more than ten persons 
under joint liability and engaged in agriculture, industry 
or fishery. • 

4. To make unsecured loans, redeemable in annual instal
ments within a fifty year period or on a certain date within 
five years, to arable lands adjustment azsociations or their 
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combinations, provided such adjustment is to be done in 
accordance with the Arable Lands Adjustment Act. 

6, To make unsecured loans, redeemable in annual instal
ments within a period of not exceeding fifty years or to 
make mortgage loans on a certain date within five years, 
to cooperative societies; staple export goods manufao
turing, fishery, forestry, stock-breeding or building 8880-" 

oiations, or to their combinations, 
6. Tbe proceeds of the issue of Agricultural and Industrial 

Bank debentures underwritten by the Hypothec Bank of 
Japan with the proceeds of the latter's debentures issued 
at a premium are limited to be employed in the following 
manner: -
(a) To make loans on arable lands, salt fields, forests, 

pastures, fish farms or fishery rights. 
(b) To make unsecured loans to those mentioned in the 

above (2), (3), (4) and (6). 

7. To receive deposits of money and accept gold and eilver 
bullion, and negotiable papers for safe deposit; the total 
amount of other deposits than fixed deposits and deposits 
by prefectures and cities, however, shall not exceed the 
paid-up capital. 

8. Deposits of money and idle funds are limited to be em
ployed in the following manners: -
(a) To purchase to the extent of not less than one-fourth 

of the deposits, national loan bonds or other nego
tiable papers approved by the Finance Minister; or 
to depoeit i\ in the Deposit Seetion of the Finance 
Department or in the banks approved by the FinanC4l 
Minister. 

(b) To discount bills, or to make sheri term loans se
cured by the above mentioned negotiable papers, or 
agricultural, marine or industrial products. 

(c) To discount bills, or to make advances on eurren\ ac
rounts of eoiiperative societies, staple aoods expori 
manufacturing or fishery associations, or of t.heir 
eombinations. 

(d) To make shori-term _ured loans to a party of teD 
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persons under joint liability and engaged in agricul
ture, industry or fishery. 

(e) To make short-term loans to communities. 

Agricuitural and Industrial Banks are allowed to become 
agents for the Hypothec Bank of Japan; and when acting as 
agents for loans made by the Bank they are authorized to guar
antee for the Bank the solvency of the borrowers. They are also 
authorized to take charge of the receipts and disbursements of 
the funds of prefectures and cities. 

The banks are permitted, when at least one-fourth of their 
authorized capital has been paid up, to issue mortgage deben
tures to an extent not exceeding ten times their paid-up capital. 
The total amount of such debentures shall not exceed the aggre
gate of (a) the difference between the total outstanding loans re
deemable in annual instalments and the portion set aside 88 secu
rity for the money borrowed from the Hypothec Bank of Japan 
and (b) the total outstanding loans redeemable on a eertain date 
within a certain period. 

The face value of the debentures is ten yen and upwards. They 
are to be redeemed by means of drawing, taking place at least 
twice a year, to the extent proportionate to the amount of the 
same year's redemption of loans redeemable in annual instal
ments, deducting, however, therefrom the portion set aside, as 
mentioned above, 88 security to the Hypothec Bank. 

lNDullTIIIAL BANK f1F CHOSEN. The Industrial Bank of Chosen 
(Chosen Shokysan Ginko), organized in accordance with the In
dustrial Bank of Chosen Act of June 1918, is a joint stock com
pany with an authorized capital of 30,000,000 yen. Its head 
office is situated in Keijo (Seoul), the capital of Korea, with fifty
two branches throughout the Peninsula. 

According to the Act, the principal authorized business of the 
Bank is as follows: -

1. To make mortgage loans, redeemable on a certain date 
within five years on fishery rights. 

2. To make loans, redeemable on a certain date within five 
years, to farmers or manufacturers under joint liability. 

3. To make loans, redeemable by instalments within a period 
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of less than fifty years or on a oertain date less than five 
years, to publio corporationa or other corporations speoi
fied by the Government. 

4. To make advanoes on produots of Chosen or on goods 
essential for the industrial development of Chosen. 

Ii. To make advances on national loan bonds or on such 
securities as approved by -the Governor General of Chosen. 

6. To deal in billa or documentary bills. 
7. To engage in trust business; to receive deposits of money 

or to receive gold and silver bullion or negotiable papers 
for Bafe deposit; to aot, with the Governor General's Bano
tion, as agent for other banks or companiea, or aa cashier 
for publio corporationa; to engage, with the Governor 
General's aanction, in ordinary banking business. 

The Bank has the privilege of issuing its debentures to the 
amount of fifteen limea its paid-up oapital. 

TUB HOItEAlDO COLONIAL BANE. The Hokkaido Colonial 
Bank (Hokkaido Takuahcku Ginkol, organized in accordanoe 
with the Hokkaido Colonial Bank Act, is a joint stock company 
with an authorized capital of 20,000,000 yen, of which 12,500,000 
yen haa been paid up. Its head office is situated in Sapporo, the 
oapital of the Island of Hokkaido in northern Japan. It has sev
eral branchea throughout the island and one in Tokyo. 

The principal buaineaa of the Bank is as follows: -

1. To make real estate mortgage loans redeemable in annual 
instalments within a period not exoeeding fifty years, or 
to make mortgage loans on real estate or fishery rights, 
redeemable on a certain date within five yean. 

2. To make _urad loans on bonds and shares of joint stock 
eompaniea organized for the purpose of coloniaation and. 
exploitation of Hokkaido and Karafutoi and to subscribe 
for or underwrite the bond issue of such eompanies. 

a. To deal in billa of exeliange and documentary billa, and to 
make _ured loans on agricultural and marine producta 
of Hokkaido and Karafuto. 

" To noeive deposits of money and aceept valuables for 
safe deposit.. 

a. To discount billa. 



856 SPECIAL BANKS 

6. To engage in secured debentures trust business. 
7. To act as agents for other banks. 
8. To underwrite the issue of national and local loan bonds, 

and corporation debentures; or to handle instalment pay
ments of their subscribers; or to act as agents of their 
issuers for their principal interest and dividend agents. 

9. To make secured loans on goods and merchandise neces
sary for industry and stored in the warehouse established 
chiefly for storing agricultural and marine products of 
Hokkaido and Karafuto. 

10. To make. unsecured loans, redeemable in annual instal
ments or on a certain date to public corporations in 
Hokkaido. 

11. To make unsecured loans, redeemable on a certain date 
within five years, to a party of more than ten persons 
under joint liability and engaged in agriculture, industry 
or fishery. . 

1~ To make unsecured loaDS, redeemable in annual instal
ments or on a certain date within a certain period, to cOOp
erative societies, staple export goods manufacturing, fish~ 
ery, forestrY, stock-breeding or building associations or 
their combinations. 

13. To make unsecured loans, redeemable in annual instal
ments or on a certain date within certain period, to arable 
lands adjustment associations or their combinations, pro
vided such adjustment is to be made in accordance with 
the Arable Lands Adjustment Act. 

14. To make short term secured loans on national loan bonds 
• 01' negotiable papers approved by the Minister concerned. 

15. To subscribe for, underwrite or to purchase national or 
local loan bonds, corporation debentures or negotiable 
papers approved by the Minister concerned with idle funds . 

• The total amount of the loans mentioned in (2), (3), (5), (9) 
and (14) shall not exceed the total of the loans mentioned in (1), 
(10), (11), (12) and (13). The Bank is further authorized with 
the Finance Minister's approval, to carry on (in Karafuto) bank
ing business oth~ than that mentioned above. 

The Bank is also authorized to issue debentures of the face 
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value of not less than ten yen to the extent not exceeding ten 
times its paid-up capital. The total of such dehentures, how
ever, must not exceed the total of the outstanding loans, redeem
ahle in annual instalments or on a certain date within certain 
period. These debentures are to be redeemed by means of draw
ings taking place at least twice a year to an extent proportionate 
to the amount of the same year's redemption of the loans and de
bentures mentioned above. 

THill 01UlliNTAL DIIiVELOPMIIlNT COMPoIoNY. The Oriental De
velopment Company is a joint stock company organi.ed in ac~ 
cordance with the Oriental Development Company Act with ali 
authorised capital of 10,000,000 yen, for the purpose of supplying 
colonilation funds and engaging in colonisation works in Chosen 
and foreign territories. 

As a natural result of the first part of its purpose, that is, of 
supplying colonisation funds, it partakes of the nature of a bank
ing institution. According to Art. 64 of the Articles of Associa
tion of the Company, the funds are to be Bupplied in the -follow
ing ways:-

(1) To make loans, redeemable ill annual instalmenta within 

'

twenty-five years or on a certain date within five years 
to immigrants. 

(2) To mue loans within one year's period, eecured by prod-
. ucts, to prod~ or to discount their bill& 
(3) To make mortgage loans redeemable in annual instalments 

within thirty years or on a certain data within five years on 
real estate, railroads, mining rights or any other rights 
on real propert.le& - .~ 

(4) To make uneecured loans, redeemable in annual instal
ments within thirty years or on a certain da~ within five 

I years, to communities or assodations relative to industry 
and organiaed in accordance with special laws. 

(6) To make unsecured loans, redeemable on a certain date 
within five years, to groups of twenty fanners under join\ 
liability. --_._---- - --.---

(6) To subaoribe for, or to underwrite the issue of, bonds and 
shares of immigration companies or companies eapging 
in eoloniaation wort. 
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(7) To make loans redeemable on a certain date within five 
years on the pledge of the above bonds and shares. 

(8) To make mortgage loans, redeemable in annual instal
'ments within thirty years or on a certain date within five 
years, on a trustee property or other reliable objects. 

THE YOKOHAMA SPECIE BANK. The Yokohama Specie Bank 
(Yokohama Shokin Ginko), organized in accordance with the 
Yokohama Specie Bank Act is a joint stock company with an 
authorized capital of 100,000,000 yen, fully paid up. Its presi
dent and vice-president are appointed by the Government. With 
its nominal head office in Yokohama and actual one in Tokyo 
(though it is called a branch), its activities cover the world 
through its thirty-nine branches, three sub-branches and several 
agents. . 

The bank's principal business is:-

(1) To deal in domestic and foreign exchanges. 
(lI) To make loans. 
(3) To receive deposits of money and accept the valuables 

for safe deposit. . 
'(4) To discount and to coJlect bills of exchange, promissory 

notes and other securities. 
(5) To exchange monies. 

In addition to the above, the Bank is authorized to buy or sell 
public loan bonds, gold and silver bullion and foreign coins, if its 
business condition so reqnires. It may also be entrusted with 
matters relative to foreign borrowing and with the handling of 
public money for international account. . 

MUTUAL LoAN SocmllES. The Mutual Loan Society. (Mujin) 
is a credit institution on a mutual basis popular among the middle 
and lower classes and has more or less the nature of a coOperative 
oredit society. 

According to the Mutual LoaD Society's Act of June 1915, 
anyone who intends to engage in this business must as a rule 
possess property estimated more than 30,000 yen in valiSe:' Once 
sanctioned by the Finance Minister, who has jurisdiction over 
these institutions, to be aD officer, he is not allowed to engage in 
any other occupation. He is also unde! obligation to report the 
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oondition of the business to the Finanoe Ministef thfough a looal 
governOf. 

The Sooiety's working fund is obtained by members' subscrip
tions whioh are paid in instalments dming a certain period. There 
are many restriotions upon the use of such funds. The refunding 
is done by means of drawings, bidding, or some other means simi
lar to these. The number of lots and the amount of money thus 
repaid are previously fixed. 

CoOPE1IATlVII ClUIlJlrT SocIETIES. Cooperative Credit ~cieties 
first aoquired a new legal ststus by the promulgation in March 
1900 of the Cooperative Societies Act, which has greatly ex
panded the scope of theif business as a result of the revision of 
the Act in July 1917, 

They are authoriled to receive savings deposits from theif 
member's family, publio oorporations or private non-busi
ness oorporations. Th, funds thus acquired are to be llSed 
in loans to theif members in order to improve theif economio 
statuI. 

Cooperative credit societies estsblished in cities designated by 
the Minister oonoerned, are authOfiled, in addition to the above 
mentioned business, to discount bills for theif members and to 
receive the savings accounts of non-members in the same city. 

They are subj eot to the jUfisdiction of both Finance Minister 
and Minister of Agrioulture and FOfeStry • 
. NIXlOTIABLII PAPa INSTALMENT BALI: CoMPANIES. The Act 

of April 1, 1918 requifes the Finance Minister's license for the 
organiution of such companies, the minimum capital require
ment of which is eet at 10,000 yen. Their scope of business, 
especially theif object of investment is very Jimited. To carry 
on any other subsidiary business than allowed in the Act has to 
be done with the permission of the Minister. Tbey are also under 
obligation of reporting theif business condition eemi-annually to 
the Minister. 

CENTIw. CmsT _ COOPEllATlVB Socu:mIs. The Central 
Chest for the COOperative Societies, _ted by the Act of April 
6, 1923, Is a central financial body for the eoiiperative aoc.ietiee 
with the PIll'pOS8 of ",gulaling the movement of their funds and 
bringing them into tiMe touch with the ~ntral money market. 
Its authoriled capibll is 30,000,000 yen, one-half of which is sub-
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scribed by the Government and the other by about eighty per 
cent of all existing cooperative societies throughout the country. 

The principal business of the Chest may be outlined as 
follows: -

1. To make unsecured (in case of necessity, secured) loans 
redeemable within a period of less than five years, to the 
combinations of cooperative societies or to its member 

. societies. 
2. To discount bills, or to make advances on the current ac

count, of the combinations of cooperative societies or to 
its member societies. In case of necessity, securities may 
be required for this kind of financing. 

3. To deal in bills of exchange for the combinations of coop
erative societies or its member societies. 

4. To receive deposits of money from the combinations of 
cooperative societies, public corpel-ations or private non
business corporations . 

. , 
The Chest is authorized to issue bonds to an extent not ex

ceeding ten times its paid-up capital. 
The Chest is subject to the supervision of both the Finance 

Minister and Minister of Agriculture and Forestry. 
TRUST CoMPANIES. Trust Companies are regulated by the 

TruSt Business Aet of 1922. According to the Aet only a joint 
stock company with a minimum authorized capital of one million 
yen is entitled to engage in the trust business, provided a license 
from the Finance Minister who has a jurisdiction over trust 
companies has been given. 

The properties a trust company is authorized to take in trust 
are limited to money, negotiable papers, monetary claims, mov-
ables, real estate, superficies and leases on lands. ' 

Aa to the administration of properties in trust, there'are de
tailed regWations provided in an Imperial Ordinance promul
gated in connection with the Trust Business Act. 

Subsidiary businesa of a trust company is limited to the 
following: -

1. To receive valuables for safe deposit. 
2. To guarantee another person', debt, eubject to Iimita

tiona Bet by the above mentioned Imperial Ordinances. 
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3. To act as an intermediary for the deal in real estate. 
4.. To act as an intermediary for the loan of either money or 

real estate. 
6. To underwrite the issue of bonds, debentures or stocks and 

to receive the money for ita subscription. 
6. To take charge of payments of principal, interest or divi

dends. 
7. To act as agents in the acquisition or disposition of prop

ertiesj adjustment and liquidatioll of propertiesj collec
tion of claims j performance of obligations. 

S. To engage in the secured debentures trust business in ae
oordance with the Secured Debentures Trust Act. 

Trust companies are required to deposit as a guarantee na
tional loan bonds in an amount not less than one-tenth of their 
capital, in addition to ~e legal reserve or surplus to which ten 
per cent of the profits must be set aside at each declaration nf 
dividends until its total equals its capital. 

THE WORK OF THE VARIOUS BANKS 

GENERAL Rl:MAlWI. Having described so far the bistory and 
the present statutory condition of the banking system in Japan, 
it may not be out nf place to add a few pages describing the 
work of the various credit institutions. 

Generally speaking, their functions are more or less similar to 
oorresponding banks in other countries. For instance, the Bank 
nf Japan holds a similar position in the natioQ's financial organ
iaation as that beld by the Bank nf England in the Uni~ King
dom, or the Federal Reserve banks in the Uni~ States. There 
are, however, some striking contrasts between the Japanese 
banking system and that of England or America. 

The mon~y market in England is conVened chiefty by five 
large banks, while in Japan there are over two thousand tulllkini 
institutions, more or less independent.. These banks bave numer
ous brancbes, some widely _ttered. In this respect the Japan
ese banlring system is somewbat ditrerent from that nf the 
Uni~ States where branch banking is limited. 

When it _ to banking institutiOll8 specialil;nl ia the 1f&Il'" 
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ing of acceptance credits, their development is far behind that 
of the New York market, to say nothing of the London market. 
This may be due to a difference in the evolution of foreign trade 
financing in Japan. For such acceptance business is really car
ried on in Japan by the so-called ordinary banks which have close 
connections with those banks specializing in foreign trade 
financing. 

THE BANK OF JAPAN COMPARED wrrH THE GERMAN SYSTEM. 
As has been described in the foregoing sections, the present note
issue system of the Bank of Japan is modeled after the so
called elastic limit method of the pre-war German Reichsbank, 
which had been devised in consideration of the bitter experi
ences of the Bank of England in the crises of 1847, 1857 and 1866. 
There is, therefore, much similarity between the two systems on 
the whole, though different in some of their details. As in the 
case of the Reichsbank the excess issue has become a regular 
matter for the Bank of Japan rather than an exception. Since 
189,{, the year Japan adopted the gold standard, there has been 
only one year, 1903, in which there was no excess issue. Another 
vital difference between the two systems lies in the so-called pro
portionate reserve, a characteristic of the German system, but 
absent in the Japanese system. Another striking contrast lies in 
the contents of the security reserve against notes in which the 
Japanese system includes national loan bonds and treasury cer
tificates of indebtedness on account of the scarcity of prime com
mercial bills in her money markets. The rate of the excess issue 
tax for the Bank of Japan is, unlike the German system, flexible, 
though there has never been an instance in which the Finance 
Minister set a higher rate than the minimum of five per cent. 
As to the contents of the specie reserve the GermaB system is 
more liberal than the Japanese, which is limited to gold and silver 
and in practice to gold alone. . 

BANK UP JAPAN'S PosmoN IN THE NATION'S FINANCIAL OR
GANIZATION. Though there are two other banks of issue in the 
Empire of Japan, which are similar to the Bank of Japan and their 
note circulation is limited to their respective territories. As a 
matter of faet, the Bank of Japan stands as a mother bank to the 
other two. It is really the bank of banks throughout the Empire. 

Most of the important ordinary banks 88 well 88 the special 
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banks have current accounts in the Bank of Japan, which serve 
as their reserve at the same time as a olearance fund for their 
bills. In addition they are permitted overdrafts with the central 
bank on the security of publio loan bonds and obtain loans from 
the Bank secured in the same fashion. They can discount at the 
Bank of Japan their commercial bills bearing more than two 
endorsers. IIi case a bill has only one endorser, security ie re. 
quired, which may oonsist of national loan bonds and also of 
debentures, bonde, shares or warehouse oertifioates. The eclec
tion of suoh securities is quite liberal in times of emergency. 

In recent yeare the total deposits of ordinary banks with the 
Bank of Japan amounted on an annual average to about fifty to 
sixty million yen. The total amount. of their OVerdraft, which 
ordinarily Is quite negligible, has increased rapidly since the 
great earthqullke of 1923, standing around ten million yen. The 
annual average of the outstanding amount of bills discounted ie 
from three hundred and fifty to three hundred and sixty million 
yen. though in the hitter half of a year it amounts to almost twice 
as much as for the first half, due to seasonal demands. 

OFJ'ICIAL RATES .ml THEIB REL&TlON TO THE MONEY M.um!:rs. 
The official discQunt rates of the Bank of Japan have little rela
tion with market rateS, which always anticipate the former. The 
change in the official rates haa therefore taken place more for 
the purpose of acting as a warning signal than by reason of an 
established discount policy. In almost all instances, the change 
of rates has caused little relati\'8 change in the amount of specie 
reserve held by the Bank of Japan. 

When a bank intende to borrow from the Bank of Japan, how", 
ever, it has to pay the offidal rate. Consequently, in periods of a 
ecaroity of money. the official rates become the minimum of m ..... 
kat rates and in the reverse instance the market rates fall below 
the official. Such phenomena are reflective Of the fact that th_ 
is much room left for the development of money markets in 
Japan, especially in the mattet of a disrount market. 

From 1882 to the end of 1927 th_ have been some ninety-six 
changes In the official rates, fifty of which were reductions. Of 
these reductions, ten took place in March, &even In April, six in 
May and two or three in other months, enept in September which 
had none. On the other hand, of a total number of m-_ 
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took place in November, six each in July, September and October, 
while only one in April. This reflects vividly the tendency of 
interest rates in the money markets of Japan which is high in 
autumn and low in the spring. 

In the large cities, however, the above tendency is more or less 
modified due to the over-seas trade. In Osaka, the center of the 
cotton spinning industry, tight money usually prevails from April 
to July on account of an'increased demand for money caused by 
the cotton imports. In Tokyo and Yokohama, the import silk 
markets, the money generally tightens from June to September, 
due to the exportation of silks, which usually increases in the fall. 

BECENT CHANGFB IN THE RATFB OF THE BANK OF JAPAN 

Discount of Disoountof 

Date of 
Discount of Billa with Billa with 

. Chauge Commercial Gov'tBonds Other co1- Overdr..r .. 
Billa 88 collateral lateral 

, \ (Minimum) (Minimum) 

% % % % 
July 6, 1914 7.30 7.30 7.67 8.40 
Apr. 17,1916 6.57 6.57 6.94 7.67 
July 5,1916 5.84 5.84 6.21 6.94 
Mar. 16, 1917 5.11 5.11 5.48 6.21 
Sept. 16, 1918 5.84 5.84 6.21 6.94 
Nov. 25, 19!! 6.57 6.57 6.94 7.67 
Oct. 6, 1919 7.30 7.30 8.03 8.40 
Nov. 19, 1919 8.03 8.03 8.76 9.13 
Apr. IS, 1925 7.30 7.30 8.03 8.40 
Oct. 4, 1925 6.57 6.57 7.30 7.67 
Mar.9,l927 5.84 6.21 6.57 7.30 
Oct. 10, 1927 5.48 5.84 6.21 6.94 

N. B. The Bank of Japan Ratea are given on a per diem baaia, 88 in the 
_ of aD other short term ratee, ouch as, 2 .... which means 2 .... (1 ,.,.. -
100 .... ) poi- 100 ,.,.. per day. The aboft quoted IiguroII are oonverlliona 01 
thme per diem ratal into per annum pemmtapo. 

As to the causes of higher money rates prevailing in the fall 
and winter seasons, many factors may be mentioned, such as, 
tax payments, orop movements, purchases of winter apparel, the 
New Year's holidays and the semi-annual declarations of divi-
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denda by various oompanies. The 'l'egular sessions of the Im
perial Diet olose by the end of Maroh, resUlting in taking away 
from the market any uneasiness oaused by politioal oonditions. 
Ae there is little Government enterprise initiated in April, whioh 
is just the beginning of the fisoal year, and as less money is 
needed for the purchase of spring apparel, these facts tend to 
ease money rates during the spring and summer. 

AClIIIIlIIlNIINT ON DIDPOSlT RATIDB IN OTHER BANKII. With the I 
purpose of avoiding unnecessary competitipn most of the ordi
nary banks as well as special banks in various cities have en..;' 
tered into some agreement on the rates of interest to be paid tci 
their deposits. There are two types of agreements; one ie among 
the ao-oalled Clan A banks, or major banks, and the other for 
Claaa B, or minor banks. The latter rates are as a rule higher 
than the former. 

Do_"a..-
TI100 " DIpaoI. 

CoIo .. __ 

No.1. _1. ...... _.1. -.•. 
1_ 1111l 1111l 1_ ltar 

PI'" ... _' ......... 8,1 " I.' " 1.1 " e.o" 1,1 " c..-, ...... IOO~ ... 1.0_ 0.7_ 0.8_ o.e_ o.a_ -&p.IoIew-, ...... 100,. .... 1.41 .. 1 1 •• 1.0 .. 1.1 •• 1.0 --TImo (Noll.., ..... 100_ .. 1 •• .. 1.1 .- 1.1 .. 1.1 .. 1.1 .. -{_ ... oo_ •. t • ... " 1.' .. I., ... I .• -

So,"", .. - . ... -... ... " I.' " ... " I.' " ..$ " .-
V AIUOUS KINne 01' Dvosrrs. There are several kinds of de

posita of money received by the ordinary banks in Japan. The 
ourrent deposit corresponds to the so-called eheek account in 
America, but the use of eheeks for daily tnmsactione has DOt de
'ftloped to any extent. Therefore, a mueb lower free balanee (a\ 
the end of 1927 about 500 yen) is required and higher rates of 
interest are paid than those pn\'alent in America. Bl*ial cur-
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rent deposits may be regatded as a kind of savings deposit, 
usually with a close connection with the household economics. 
It naturally has a less frequency in withdrawals and, therefore, 

,higher rates of interest are paid than' on current deposits. The 
minimum balance for this account is about ten yen. Time deposits 
or fixed deposits are deposits withdrawable upon notice. The 
amount of such deposits is generally large and naturally a higher 
rate of interest is paid than in the case of any of the foregoing de
posits: Fixed deposits are one form of deposit most popular in 
Japan, and indeed more than half of the tota.! amount belong to 
this class. It is not withdrawable before a fixed date. The mini
mum period is, according to the present agreement, six months. At 
times such deposits may be money deposited by local banks with 
banks in some money center as their reserve. At other times 
it may represent money deposited by individuals or firms 
for the 1>urpose of' investing their temporary idle funds. The 
nature of the deposits being such, naturally the raterof interest 
pai~ is the highest of all and it has to keep pace on the whole 
with the yields of public loan bonds or those of other securities. 
T,he popularity of this type of deposit is one of the principal 
reasons for the higher money rates prevalent in Japan. The 
eventual remedy must await the sound development of a 
bond market. 

TYPEs OJ' LoANS. The types of loans recognized in the laws 
of Japan are more or less similar to those in other countries. The 
most popular form of loan is the loan made against bills of ex
oha~ge or promissory notes to which almost one-half of the total 
amount of loans made by ordinary banks belongs. The usual life 
of such a loan is from sixty to ninety days. The interest is paid 
in advance and one day's interest doubles at the renewal of loan. 
The notes given as security are easily convertible jnto money. 
These facts tend to lower the rate of interest paid. In conclusion, 
the most popular form of loan is the discount of bills of exchange 
whieh comprise about 40% of the total amount of all. Then 
come call loans, or loans on certificates, each occupying about 
10%. The overdraft'is the most unpopular form and its ratio is 
smallest of all. 

Loans on certificates are loaDS made against ordinary certifi
cates of indebtedness or on notarial deeds; such as, long term real 
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estate or footory mortgage loans ... The period of such loans is 
usually six months, though sometimes it runs up to one or two 
years. Faotory mortgage loans usually 'take place in a case when, 
a certain manufacturing firm intends to obtain for a temporary 
period its working funds with the expectation of refunding at the 
earliest profitable chance into long term bOnds. Strictly speak
ing, this is not the -type of loan to be advanced by oommercial 
banks. Anyhow, at present the highest rate of interest is paid 
on it and the rate is little affected by current money market 
conditions. The interest is payable with the expiration of the 
loan. 

STANIlAlID RAn ON LoANs. The financial position of the cot
ton spinning companies in Japan has increased in strength year 
after year. Their hills, commonly known as cotton bills and 
usually of short term, have come to be regarded by our commer-

. cial banks as prime bills and the Bank of Japan is always ready 
to discount them. This phenomenon tends to lower the rate of 
interest on these bills, whioh sometimes showe a differential of 
O.OIK yen per day per every hundred yen lower than that of other 
commercial bills. It might, tllerefore, be said that the standard 
rate on loans in Japan, especially in Osaka and Tokyo is the daily 
discount rates prevailing on these ootton bills. 

Ci.sAJuNG BoUSIIS. The first clearing house in a modern sense . 
was founded in December, 1879 in the city of Oeaita, where even 
long before the Restoration merchants bad been accustomed to 
the use of checks, bills, etc. In Tokyo the clearances were com
menced in December, 1887. Both of them, bowever, were later 
replaced by new institutions modelled after the system existIng in 
London. Thus, the present Tokyo Clearing House dates back to 
March, 1891 and the Osaka one, to April, 1896. Since then many 
of the local money centers imitated the examples set by these two 
leading cities. The total amoun\ of billa cleared has steadily 
inerea..oed as the table on page 868 shows. • 

The members of the Tokyo,Clearing House meet every business 
day at 10.30 in the morning and a general seUlement takes place 
half an bour later at 11 o'clock by means of a transfer in their 
eurren\ aocoun\s at the Bank of Japan. Dishonored checks, bills, 
etc., are returnable fOl' seUlemen\ until 3 P.IL of the same day. 
Other procedures are adopted chiefly from the London system. 
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Year Number of Houses Total Number of Bills Amount Cleared 
lIn 1,000 yen) 

, 
1880 1 87,556 35,918 
1890 2 165,773 57,453 
1900 6 3,827,645 2,619,737 
1910 7 8,105,368 8,216,080 
1915 11 11,191,565 11,625,720 
1920 13 26,105,702 74,068,745 
1925 19 34,612,430 83,511,555 
1926 26 37,970,418 88,964,098 

. 1927 26 31,146,737 . 62,435,061 



CHAPTER XII 

THE BANKING SYSTEM OF NORWAY 

BY 

HAROLD SW.NION 

THE MONETARY SYSTEM 

Norway, along with Sweden and Denmark, is a member of the 
Scandinavian Monetary Union, which was organised in 1873. 
Gold is the monetary standard and the crown or krone of 100 ore 
is the currency unit in the three countries. The par value of the 
krone is '.268 in United States currency. Gold does not circulate 
itself, the common means of payment being bank notes, issued 
solely by Norges Bank (the State Bank of Norway), and re
deemable in gold. Before the war the bank notes of the central 
banks of Sweden and Denmark were frequently seen in Norway, 
where they circulated on an equal basis with the notes issued by 
the Norges Bank. The monetary disturbances of the war, how
ever, and the coneequent suspension of ~e payments, changed 
this with the oonsequence that the Danish and Swedish bank notes 
were treated on a premium and discount basis as those of any 
other currency. • 

Like the state banks of most other countries, the Norges Bank 
suspended specie payments soon after the outbreak of the war, and 
the right to issue paper money was considerably extended by 
special legislation. Specie payment was lUst suspended on August 
18, 191" resumed again on March 8, 1916, and suspended for the 
_d time on March 19, 19.20. which suspension is still in foms. 

FLucroATION8 IN NORW1IIGIAN ExCBANGlL During the firs\ 
~w years of the war the Norwegian exchange roee above par and 
Norway's financial position was 110 strong that loans were made 
to foreign concerns, principally to Freneh and British (Hambros 
Bank Ltd., London). It was the prosperous shipping Vade that -
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placed Norway in this position, but with the post-war decrease in 
the earnings of this industry, the Norwegian exchange declined 
rapidly. It reached its low point during the fall of 1920, when 
Norwegian exchange was quoted in New York as 11.70, com
pared with a parity of 26.80. Since then it has gradually moved 
upwards. For a long time it remained about 15 dollars for 100 
kroner, but international speculation in 1924 and particularly in 
1925 brought it up to a level somewhat above 20 dollars. 

It must be noted, however, that this rise was not primarily due 
to an improved .financial condition in Norway, but to interna
tional speculation. The deposits of foreign banks in Norway dur
ing the last six months of 1925 were abnormally high. The un
expected rise placed Norwegian export and shipping in a difficult 
position and it also handicapped other industries. The manage
ment of the Norges Bank made energetic efforts to check this 
artificial development, but only with partial success. During 
1925 and 1926 Norwegian exchange moved more or lesI\ in sym
pathy' rth the Danish, the belief of foreign speculators being that 
both countries would in the near future put their currencies back 
to the gold basis. 

SPECIAL EXCHANGE CoMMISSION. At the end of 1925 condi
tions in Norway were so serious that a special Exchange Com
mission had to be appointed to study the problem. Its recom
mendations were published at the end of January, 1926, and, in 
brief, they were in favor of a temporary stabilization at the pres
ent level, i.e., about 20 dollars to 100 kroner. This report was most 
extensively conuriented upon, approved by some and criticized by 
others. In the meantime, however, a fresh wave of speculation 
set in and by March, 1926, tbe exchange had reached almost 22 
dollars to 100 kroner. 

In the fall of 1926, soon after the Danish Government had an
nounced its intention of bringing the Danish exchange bank to 8 

gold basis ae from January 1, 1927, the Norwegian krone experi
enced several violent rises, and in December, 1926, it was quoted 
in New York ilt above 25 dollars. The prevailing opinion in the 
financial world was that Norway would follow Denmark's exam
ple and bring its currency up to par in the near future, B step 
which was advocated by several Norwegian interests. The pres
ident of the Norges Bank, however, declared that the time for 
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such a stabilization was not as yet opportune, and although there 
is at preseDtno doubt that the Norwegian exchange will ulti~ 
mately be brought back to par, it is difficult. to predict any definite 
time for such action. 

During the discussions of the revaluation of the Norwegian 
krone, a dissolution of the Scandinavian Monetary Union was 
considered. With the Norwegian exchange now rapidly striding 
towards par, the probability is that the Scandinavian Union will 
again become operative as soon as Norway and Denmark return 
to the gold standard. In the case of Denmark the date for the 
resumption of the gold standard has been set for January I, 1927. 
Norway, however, does not seem very anxious to follow the 
Danish example In the immediate future, probably on acoount of 
her present unfavorahle economic conditions. 

CREDIT SYSTEM 

FOIUII8 01' CRKDlT. The ordinary method of granting credit In 
Norway has been through accommodations on open-account. 
Some of these have been secured hy collateral or guaranties, but 
more often the credits have been extended simply on the standing 
capaoity and eatimated solvency of the borrower. 

In Norwegian bank statements this item is usually called .. cash 
credit II or .. miscellaneous debtore" (accounts receivable). The 
term .. cash credit" was introduced In Scandinavia about 1830 
from Scottish banking practice, and originally signified only 
advancea secured by personal guaranties and other collatera1. 
Lately this term has been frequently used 19 designate unsecured 
advances on ourrent account. The practice of granting UD

secured. or Insufficiently secured. loana has proved to be fatal in 
many _ and has been one of the principal reasons for the 
many failures among the Norwegian banks recently. 

Another credit inst.rumen\ in much favor in Norway is the' 
indorsed promissory note. in Norwegian called II vekseloblige
alan .. (bill of exchange bond). Together with the ordinary prom
iseory notes and bills of enhange they constitute the principal 
part of a bank.. discounts. These instzuments are, of COIIl'I!II, 

negotiable, bu\ usually they do no\ leave the portfolio of the 
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bank until they are redeemed or renewed, except when the bank 
is in need of funds, at which time some of those discounted items 
are rediscounted with the central bank (Norges Bank). 

The business of financing and developing trade and industry 
by the banks in Norway is reflected by the loan totals of the 
banks, and, in particular, by the increased ratio of loans to total 
deposits, compared with the volume of bills discounted. This 
trend is shown by the contrast in bank returns for 1910 and 1915 
which indicate that loans equaled 44 per cent of deposits in 1910 
and jumped to 59 per cent in 1915. This development eontinued 
at an accelerated pace in the years following, the "bills dis
eounted " becoming relatively less and less in importance, with a 
consequent reduction in the liquidity of the banks. It must also 
be noted that cash reserves, as true under Continental practice, 
were at no time required to be held at the high proportion re
quired in the United States and common to eommercial banking 
practice in Great Britain. 

NEGOTIABLE INSTRUMENTS. The law regarding negotiable in
strw:ri~nts is practically alike in the three Scandinavian countries. 
According to this law a Bill of Exchange is an absolutely uncon
ditional instrument, the legal requirements of which are the 
following: 

(a) The document must in the text be described as a bill of 
exchange. . 

(b) The amount of money to be paid must be stipulated in 
fixed terms. If the bill is drawn in a foreign currency, it is unneces
sary to stipulate that it. is payable at the eolleeting bank's selling 
rate for the exchange in question, as the law prescribes that the 
official rates be used. . The liquidation of the bill must be effected in 
one payment. An" interest clause" should Dot be added on Scan
dinavian bills, as the law stipulates that any such remark will be 
considered" as not written." It does not, however, render the 
bill void. 

(c) The name of the person to whom payment is to be made. 
Consequently, a Scandinavian bill of exchange may not be drawn 
to bearer. 

(d) The name of the drawee. 
(e) .The bill must state when and where issued. 
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(f) It must also contain the place .of payment. Unless other
wise stated, the address of the drawee is considered the place of 
payment. 

(g) The name of the drawer. 

A oomparison of the legal requirements of the Scandinavian 
and American laws of bills of exohange will reveal the following 
fundamental differenoes: 

The Soandinavian bill of exohange must stipulate time and 
plaoe of issue, plaoe of payment, and also state that it is a bill 
of exohange. These three stipulations are not considered essen
tial aooording to Amerioan law. 

On the other hand, the Amerioan negotiable instruments law 
requires that the instrument be made payahle on demand, or 'at a 
fixed or determinable future time, which stipulation is not consid
ered essential aooording to the Scandinavian law, which states 
that if no mention is made regarding maturity, the bill is to be 
oonsidered payable on demand. 

THE BANKING SYSTEM 

TUB CoNTINlI:N'l'AL SYIITEM. The commercial banking practice 
in Norway is based on the so-called Continental or German sys
tem. The banks not only finance ourrent trade transactions, but 
also supply capital funds for commercial enterprisee through 
capital credits, bond flotations, and share-issuing operations. 

This practice naturally impairs the liquidity of the assets, so 
that a comparison with American banks in that respect could 
scarcely be made. It is rather diflicult for 'an American banker 
to read a Norwegian bank statement, as it CllDDot be analysed 
from the same point of view. To an American banker, the Nor
wegian banks would probably seem continually overloaned owing 
to a constant _ of lOU111 and discounts over deposits, unIeilil 
allowance were made that a very small proportion of the deposits 
are of the .. demand • classification. The relatively sma11 pr0-

portion of liquid assets, and the small ratio of cash in proportion 
to deposit liabilities are all explained by the differenee behfteD 
the Continental and the American banking system. The Conti-
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nental banking system has been severely criticized on account of 
its inelasticity and the inherent weakness of deficient liquidity 
in event of trade depression and rising demand for a withdrawal 
of deposits. On the other hand, it must be admitted that the 
great economic development and the rapid upbuilding of industry 
in Northern Europe is in a great measure due to the successful 
use of the Continental banking system. 

DECENTRALIZATION. The. outetanding- characteristic of the 
Norwegian banking system is its decentralization - the large 
number of independent banking institutions, each serving the 
economic requirements of a local field, independent of connections 
or affiliations with other banks in other parts of the country. The 
branch banking system, with its concentration of power and dis
tribution of effort and risk, has had but little development in the 
country. The larger banks have made various attempts to in
troduce the branch system by establishing a few home-city and 
out-of-townbranches, but they do not seem very successful in 
acql!iring support for their branches on account of the disinclina
tion ~f the people to support banking institutions of other than 
local origin. 

In 1915 the total number of commercial banks in operation was 
127 independent institutions with 17 branches. The number of 
banks increased rapidly during and shortly after the war and 
reached a peak in 1918 with 200 indepenilent banks. At the same 
time the number of branches amounted to 28. By 1923 the 
total number of banks had decreased to 170, while the number 
of branches had increased to 74, of which 20 were home-city 
branches and 54 out-of-town bTanches. Ail a result of the many 
bank failures in 1923 several branches were abandoned, and the 
tendency at the present time seems to be that of establishing new 
local banks in place of those that failed instead of branches of 
the larger banks. 

No cooperative banks have been established as yet. The cOOp
erative movement in Norway has not made much progress. Dur
ing the war several cooperative stores were established, but most 
of them have since been forced into bankruptcy. 

BANlt{NG LAWS. One of the peculiarities in Norwegian bank
ing up to a few years ago was the total lack of banking Jaws and 
bank supervision. . There were no regulations to govern the opera-
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tions of commeroial banks and periodioal examinations of banks 
were unknown. When organizing a bank, the only law to beoom, 
plied with was the law governing the joinwtook companies. It is 
quite true that there was a savinge bank law, but its requirements 
were Ieee rigid and the control much more lax than similar me88-
ures in the United States. 

In 1918 a temporary law 11'88 passed making the establishment 
of new banks dependent upon the sanction of the Government. 
Increases in capital of hanks already established were also made 
subjeot to governmental approval. This law covered all institu
tions doing a banking huaineea with the exoeption of those insti
tutions already governed by separate laws, Vii., the Norges Bank, 
the Mortgage Bank, the Farmers' Bank, and the aavinge banks. 

The rapid increase in the number of commercial banks during 
the war, and the circumstances under whioh BOme of them were 
established and operated, stressed the necessity of drafting a com
prehensive law governing these institutions. 

JOINT-STOcK BAN lUNG LAw. A small COIDmittee 11'88 appointed 
by the Ministry of Finance on February 1, 1919; and on February 
14, 1920, this committee submitted a propoaal for a joinwtock 
banking law. Several changes were made subsequenUy, mosUy 
on r8COIDmendationa submitted by the Norges Bank and the Nor
wegian Banking Association, and the law 11'88 sanctioned on April 
" 193', and went into efIect on January I, 1925. 

This law, which takes the place of the temporary law of 1918, 
provides that a bank must be a joinWtock oompany with a mini
mum of ten shareholders, all of whom must be resident Norwegian 
subjects. Ally bank having foreign shareholdere must report this 
faot to the bank inspeeticm. In order to be ~tered in the Com-I 
meres Registry a bank must have the sanction of the King, who 
inoident&ily h88 authority to rescind such sanctions. Any in, 
crease in capit&i, change in statutes, or estahlishment of new 
branches must also have the approval of the crown. 

The King may grant permission to a foreign institution to do 
banking businees in Norway, provided that Norwegian banks 
have a eorresponding right in the foreign eountry in question. 

In all such eases the Norges Bank ill gi_ an opportUDity to 
express itself before the King makes aDy deoisiOlL. 

The capital stock must Dot be lees than Kr. {OO.ooo. though 
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exceptions may be made by the King. The par value of a share 
of stock must not be less than Kr. 100. The law further con
tains many regulations regarding organization of banks, their 
operations, dissolution and amalgamation. Tbere is a separate 
section on bank inspection and numerous stipulations concerning 
the new law's application to banks already in e,dstence. 

While in some quarters this law is considered too rigorous, it is 
generally agreed that the recent experiences fully warrant its 
provisions, particularly in respect to the management of banks 
and the granting of loans. 

NORGESBANK 

. HIS'roRY. The Norges Bank, with its head office in Oslo, is the 
central bank and note-issuing institution of the country. When 
Norway regained her full independence in 1814 after the long 
connection with Denmark, her economic condition was most UD

satisfactory. Trade and shipping had been ruined during the pe
riod of the war, and to make matters worse, the Danish State 
Bank, which had also been the bank for Norway, had become 
bankrupt in 1813, and its notes, of which an enormous number had 
been issued, had become practically worthless. The British block
ade and failure of the harvest in 1814 had brought the people to 
the verge of starvation. Of banks there were none and the com
mercial houses which had lost heavily were powerless to prevent 
the disaster which threatened to make a complete wreck of the 
country. 

The most urgent and at the same time the most difficult task 
to which the Storting (the Norwegian parliament) Ilf 1816 had to 
devote ite thoughts and constructive energy, was to reorganize the 
currency of the illOUntry. It was recognized that the first thing 
was to establish a solid bank to be intrusted with the note-issuing 
power, but so disheartened were the people that many doubted 
if it would be possible to raise the necessary capital. . 

The Storting, however, on June 14, 1816, passed an Act by 
which it was decided that such a bank should be organized. Pub
lic subscriptions for 2 million specie dollars, equal to 8 million 
kroner, were invited, but in case this appeal should fail, a measure 
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wal enaoted to levy forced contributions. This latter expedient 
had to be resorted to, and though severe measures were used, not 
more than 1,200,000 speoie dollars oould be obtained from the 
impoverished oountry. 

It was therefore under most unfavorable oonditions that the 
bank opened for business on January 25, 1817, in Trondhjem, 
whioh had been selected as ite seat. Considering the eoonomic 
situation and the faot that banking principles were not fully un
derstood, there is little cause for surprise that many mistakes 
were made. For fear of losing the little hoard of silver which had 
been oollected with 80 muoh trouble and loss, it was enaoted that 
the bank should not be oompelled to pay silver for its outstand
ing notes. The oonsequenoe was that they fell to a discount, and 
not until 1842, when an act providing for oash redemption of out
standing notes was passed, did they reach par. Since then the 
ourrency systsm of the country has rested securely upon the 
convertible notes of the Norges Bank. 

In more recent years the Norges Bank has ably fulfilled the im
portant functions which the Stats placed upon it as the regulator 
of tile economio and financial activity of the nation. The useful
ness of the bank has grown with the economio development and 
progress of the country. On January 1, 1897, the head office of 
the bank was removed to Oslo. the capital of the country. 

OIlGANIIATION AND CoNTllOL. The Norges Bank is controlled 
by tile Government.. The management is in the hands of a Board 
of Representativee and a Board of Directors. The Board of 
Representativee consists of 15 members and the Board of D~ 
tors of 5. In addition, each branch has its local Branch Board. 
consisting of three members. The Board,of Representatives is 
el«'t~ by the Starting for 6, 7, or 8 years. The president and 
vice-president are appointed by the Crown and the other directors 
are elected by the Starting. The branch managers are elected by 
a committee of Parliament.. 

The present capital is 3S million kroner with reserves eneeding 
15 millions. Norges Bank issues bank notes in the denominations 
of 1.000. SOOt 100. SO. 10, and 5 kroner. On aceount of the hoard
ing of silver coins, a dearth of fraMional curreDl'Y developed dur
ing and immediately after the war, and the bank then received 
authorisation to issue notes ill the denominations of 1 and 2 
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kroner. These small bills were of a temporary character and 
printed on inferior paper, and as the country has practically no 
need for them at the present time, they are being withdrawn. by 
the bank. 

The Norges Bank maintains 20 branches in the following cities: 
Aalesund, Arendal, Bergen, Bodii, Drammen, Fredrikshald, Fred
riksstad, Gjiivik, Hamar, Hammerfest, Haugesund, Kristiansand 
S., Kristiansund N., Larvik, Lillehammer, Skien, Stavanger, 
Tromsii, Trondhjem, and Vardii. 

By the Amendment to the Bank Act of 1912 the following stipu
lations regarding distribution of profits were made: the stock
holders are entitled to a 6% dividend per annum, one-half of the 
remainder goes to the Treasury; then a further 3% to the stock
holders, t of the balance to the Treasury and 1 to further 
dividends. 

OPERATIONS. According to the statutes of the bank of April 23, 
1892, with modifications and amendments of 1896, 1900, 1902, 
and 1~?5, it may engage in. the following transactions: 

1. Grant time loans not exceeding six months; the shares of the 
bank may not be used as collateral. 

2. Discount bills of exchange and promissory notes, payable 
within the country, with a maturity of not more than six 
months. 

3. Open current accounts for a maximum of one year against 
collateral or mortgage. 

4. Buy and sell foreign bills of ·exchange. 
5. Buy and sell gold and silver bars. 
6. Make investments in Norwegian Government bonds, as well 

as in. other domestic or foreign interest-bearing securities, 
which are quoted officially on the foreign exchanges an4 
which are readily marketable. . 

The Norgeil Bank may accept deposits from foreign banks, but 
is by law prohibited from paying interest thereon. In a general 
sense it does not compete with the commercial banks, as it is more 
concerned with government finances, with the supervision of re
serves, and with rediscounting than with a general commercial 
business. 
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The operationa of the Norges Bank can hardly be compared 
with those of the Federal Reserve Bank. The Norges Bank lacks 
the broad powers of the Federal Reserve Bank in regulating money 
and credit; money markets in the American aenae of the word are 
praotically abaent and the N orgea Bank does not undertake the 
olearing and colleotion of checks. The latter function haa been 
left to the privats banks themeelves; a clearing house has been 
established in Oslo, but the great bulk of the checks are eent. 
direct to the drawee bank for collection. 

The Norgea Bank is naturally the chief depository of the Treas
ury. In oonjunction with the Ministry of Finance it takes oare of 
all Government receipts and disbureements and in general acts 
as an advieor to the Government on financial matters. 

NOTB-IssUINO Ptuvu.Eam. The Norgea Bank may issue bank 
notes exceeding its gold in vaults up to 250 million kroner. Dur
ing recent years, however, this limit has proved to be inadequats 
and a special note-issuing privilege was obtained. This special 
permiBSion haa been reduced gradually, and at the present time 
amounts to but 25 million kroner. On the latter amount a tu 
of 1" is paid to the national treasury. To sum up, the Norges 
Bank may issue notes to the extent of its gold holdings plus 271i 
(250 plus 25) million kroner. Note circulation has decreased 
eonsiderably during the last couple of year&. In June, 1925, the 
notes in circulation amounted to Xl. 387.000.000; on June 30. 
1926. had been reduced to Xl. 343.000.000. and in November.I92&, 
the total was 3lli million kroner. compared with a figure at the 
end of June. 19 ... just before the war broke out, of 124 million 
kroner. In this coonection it may also be mentioned that the gold 
reeerves DOW amount to 1'7 million kroner. compared with " 
million in June. 1914.. Thenote reaerve during the last. few montba 
have been around 100 million kroner. 

COMMERCIAL BANKS 

While considered theoretically as two different forms of bank
ing, DO sharp distinction can be drawn between commercial and 
savinp banks, as their operations frequently overlap. E..~lIJ' 
during the war several savinp banks were atb'acted by the Jarser 
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profits and entered the commerical banking field. For most of 
these savings banks the step proved to be disastrous when the 
crisis came in 1920 and 1921, and several had to suspend pay
ments. On the other hand, the commercial banks have for many 
years keenly competed with the savings banks for the small indi
vidual savings accounts in addition to their ordinary commercial 
transactions. 

HISTORY. Private banking in Norway is of comparatively re
cent growth. It was only in 1848 that the first private bank was 
organized, the Christiania Bank og Kreditkasse, originally started 
as an institution for the granting of loans against securities in the 
form of goods, stocks, or bonds. This institution rather quickly 
developed into what we might term a modern bank. In the mean
time Bergens Privatbank was founded in Bergen in 1856, and Den 
Norske Creditbank in Oslo in 1857. From then on private banks 
were established in several towns. The history of Norwegian 
private banks, therefore, is not more than sixty to seventy years 
old, but in this short period Norwegian banking has successfully 
passed' through many crises. 

BANK FAILUBES. The first bank failure in Norway occurred in 
1886, when a small and unimportant bank in the town of Arendal 
had to stop payments owing to frauds on the part of the bank 
manager. In 1889 another local 'bank failed, and in 1908 a 
small bank in Fredriksstad had to close. . It might be mentioned 
that in the years 18~1900, Oslo was struck by. a banking crisis 
which was of no consequence, however, to the older banking insti
tutions, but only concerned the newly established speeulative en
terprises, an affair, which was of an entirely local nature, and did 
not play any part so far as the bulk of Norwegian banking was 
concerned. r 

From this it will be noted that Norway has had no serious bank
ing criais until after the war, and the above are only scattered 
examples of Norwegian banks having encountered difficulties in 
commercial connections. On the other hand, it is well known thal 
America, England, and the Continent have repeatedly been in-

"~. volved in great banking crises, but such has not been the case in 
Norway. So the more regrettable was it that the great post-war 
crisis should most seriously ruin the good reputation which Nor
wegian banks had acquired through sixty to seventy years of 
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oautious management. Unfortunately, they suffered from various 
weaknesses during the tremendous decline in the various branches 
of Norwegian trade which threatened to be fatal. 

It ie hardly possible for foreigners to form a just idea of the de
gree to which Norwegian trade was injured by the international 
crisis in 1920-21. There ie, perhaps, no country having a trade 
life more susceptihle to changes than Norway. In order to under
stand this, it must be remembered that the economic life of Nor
way is based on: (1) agriculture, (2) wood-working industries, (3) 
fishing, (4) mining, and (5) ehipping. Practically all of these. 
suffered an enormous drop in prices in the latter part of 1920. 
After the war Norway lost her principal markets for export of fish 
produots, and the fall in freight quotations affected Norway more 
seriously than any other country on account of the very impor
tant part which the income from ehipping has always played in 
the country's finances. . 

It ie evident that with the chief industries of Norway simul. 
taneously struck by the most vehement crisis ever experienced, 
the banks could not a void being entangled. However, it must not 
be denied that the banking business itself bad entered upon a die
torted oourse of development which oontained germs of danger 
and disaster. Thus there was the extremely rapid organiaation 
of new banks during the war. While in 1915 Norway bad only 
122 private hanks, the number in 1918 had risen to no fewer than 
200. In the oourse of one year. 1917,22 banks were founded, and 
in tile following year. 1918, the number was increased by 40. It ie 
manifest that during periods of depression there would not be 
BUflicient business for eo many institutions. Some banks were 
naturally destined to fail or liquidate, whi&h would disturb and 
hear hard upon the older institutions. 

Then the extremely keen competition between the banks made 
their power of resistance far weaker than it had ever been. In 
Norway, as e1sewhere, 11'8 diJferentiate between two sorts of de
posits, via., deposits at call and deposits on notice. Of the latter, 
there are several sorts, but the eo-c&Iled It deposits on savings 
banks' terms II make up the great bulk of the total amount of 
bank deposits of the country. These deposits cannot normally be 
entirely withdraWl\ unless notice has been given three months in 
advance. Only small amOl:Dts are paid out OD. app1icatioD at 
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once, as a rule not to exceed 200 kroner on each account. The 
competition between the new banks and the old ones brought it 
about that the public could generally expect to have their de
posits paid out at any time without previous notice. 

THE PusLIC ADMINISTRATION LAW air MARCH 24, 1923. The 
weaknesses of Norwegian banking became evident first in July, 
1920, through the suspension of a small unimportant bank in the 
northern part of Norway, largely due to the difficult position of 
the fishing industry and also to unsuccessful transactions in RUB

. sian roubles. During the fall of 1920 several banks had to be 
reorganized, but they were able to continue operations uninter
ruptedly. In January, 1922, several new banks became involved 
in difficulties and had to be reconstructed or liquidated. It was 
not until the early part of 1923 that the Government realized how 
serious the situation really was. As soon as it became known in 
parliamentary circles that .a catastrophe was inevitable, the act 
known as the .. Public Administration Law of March, 1923," was 
hurried through in order to reduce somewhat the severity of 
the crisis. 

The principal aim of this act is to secure a bank which has had 
to suspend payments, against losses which unquestionably accom
pany a sudden interruption of activities and the accompanying 
liquidation. According to the new law, a bank in difficulties may 
continue business under public administration and all new claims 
enjoy preference in case of subsequent liquidation. Later 
the Government also agreed, in the case of the two largest banks 
under such administration, viz., Centralbanken for Norge, Oslo, 
and Andresens og Bergens Kreditbank (Foreningsbanken), 
Oslo and Bergen, to guarantee all new obligations entered 
upon by these banks, not only new deposits, but .also other 
new liabilities. 

Depositors and other creditors may have part of their claims 
paid out to them, and so enjoy all the advantages of bankruptcy 
proceedings, and have, moreover, the great advantage that the 
bank in question is safeguarded against the loesea which might 
otherwise occur. In addition to this there is the hope that the 
bank may ultimately be reconstructed on a aafe basis. 

There is no doubt that the Public Administration Law has been 
of great benefit to Norwegian banking on the whole, and bas 
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avoided what might otherwise have resulted in a general break
down of the entire banking system of the country. Up to the 
end of December, 1926, 40 private banks and 11 savings banks 
have been plaoed under publio administration. Most of these 
banks still continue to operate and in several cases it is doubtful 
whether they will be reoonstructed or liquidated, as the opinion 
of the depositors and creditors is very much divided. Of the 
above-mentioned 51 banks only two have hitherto been able to 
resume free aotivity, Vii., Aalesunds Kreditbank, Aalesund, and 
Skudesnes Privatbank, Skudesneshavn; about 15 have been liqui
dated. and the remainder have obtained extension of the admin
istration period. 

The Norwegian Publio Administration Law of 1923, a transla
tion of which follows, is an interesting dooument, not only from a 
legal standpoint, but also from the eoonomio: 

1. WhOll a joint-etock baok or a I&viDp baok baa _dod paymenta, 
and when it is aonsidered n........,. for the benefit of the oreditore and in 
publio interoot to avoid liquidation, the Ministry of Finan .. Gall deoide 
that the baok ehall be put under publio .dminiatration up to one year, 
provided the applioation from tho bank involved be&ro the _da. 
tion of Noraea Bank. 

I. As IOOIl .. the Ministry of Finanoe baa deoidod u_ ouoh a """'"'" 
tho No_ Bank ehall appoint the Board of Adminiatratioo and an Audi'
ina Committee for the bank after the Boord of Direoton baa been pveo ... 
opportunity to _ lteelf on the oubjeo\. The Boord of Adminiatratioa 
and Aucliti.., Commitlee ehall eae.b conaiot of at .... thJee memben, of 
whom ono will be appointed chairm.... Furthermore, oeoondaJy membero 
will be eleetod eimuitanoollllly. Membera of the Boord of Direoton and 
offi .... may be elHted .. membero of the new hocIieo, .. etated above. 

I. The Board of Adminiatratioa .... 11 immediately publiah a ltatem ... t 
to the efteal \hat the bank is unci ... publio administnti.... Thio publioMioa 
ehall appear in .. NOIIIt KIIIIIlCiOreloeotidenda' ( ... offioial publioatiOll) and 
in 000 or more ne __ eommonly oinrulated ... the Iooality, a/ao the 
__ ehall be advWd in the eommunity ....... the bank is ... ___ of 
real _. Fllrthermore. the Boord of Administntioa will cIuJ.J notify the 
Comm_ RetriaIly \hat the hank is uncIer public administtatioa. iDcIicatins 
til.. who ha ... be.n e1eotPd .. membon of the Boord of AdminioIratioa 
and the AuditiIIJ Oommiltee. 

to From the time the app1ioatioa baa ...... lodpd ia ........m- with the 
ruke oat forth in _ph 1. or delivered to the ""'" at teIopaph ...... 
... d until the epp1ioatioo hae ...... ~ or .... til the publlo admin....,.. 
tioa is ....... cIiaoDtinued. 110 attaoh_' _ be made ia the __ 
of the hank and 110 forcocI __ can tab pIaee. ....... a fully lopI tioa .... 
...... aoquired befont that time. J:IuriIIJ the _ period the bank caD _ 

be cIeolared bankrupt. e_ """"" ... applicalioa ia &his '-' may ... ... 
bMD loclpd JIIOYiouolT. CIai-. wbioh .......... ...,;nd. IIY ... ....... 
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of the bank after payment WBe BUBPended, can not be used .. payment of 
debts to the bank. . 

5. The Board of Administration shall within three montha from appoint
ment send to the Ministry of Finance and to the Norges Bank a complete 
report Be to the position of the bank, deseribing the poliey which the Board 
of Administration h .. adopted. The report referred to abaIl also contain 
an expression of opinion from the Auditing Committee. The Ministry can 
demand a new quarterly or semiannual report, and additional information 
and can institute investigations. If the Norges Bank proposes to amend 
the poliey, the Ministry may decide to alter the working plan. Statements 
and balance sheets may be published by the Ministry and the Board of 
Administration whenever such publication is deemed advisable. 

6. During the period of administration, the bank's Board of Directors 
and management must resign, but they are obliged to assist the Board of 
Adnlmistration and to furnish all information which is required by the 
administrators and auditors. 

7. The Board of Administratio& conducts the activities of the bank, and 
the chairman or two of its members sign for the bank with binding effect. 
Instructions with reference to the control and auditiag are issued by the 
Ministry. 

8. During the period of administration, the activities of the bank are to 
be continued to such an extent Be the Board of Administration deemo 
advisable, giving due consideration to the intereBts of the creditora. Claima 
which are baeed on new deposits or on o~ ordinary banking transactions 
hav .. · .. preference before old claims, if the bank should later on be declared 
bankrupt.. Separate records are to be kept covering all new transactions. 

9. Matured bilIo and other inetruinents on which the bank is liable can 
be renewed, provided this can be done without cost to the bank. However, 
it must be expressly noted that such renewal shaII not give the creditor any 
advantage or the debtor any diaadvantage with reference to payment if 
renewal had not taken place. Matured bills, which in case of bankruptcy 
are considered preferred clai_ or debts which are oecured may be paid. 

10. Deposits or other interest-bearing claims before the time the appli
cation for administration wae lodged, will be subject to a rate of interest of 
2 per oent below the discount rate of Norges Bank. Payments can be made 
by installments of such obligations, but not to any larger extent than the 
Board of Administration finds strictly _ry, and not with larger 
amounts than with eafety can be expected as dividend in case of bankruptcy. 
The inat&lJments with additional interest of 4 per oent wiD be considered 
.. an advance dividend, which finally may be arrived at during bankruptcy 
proceedinga. 

11. On the application of the Board of Administration the Ministry of 
Finanoe can extend the year of respite for one year at a time. They may 
also at any time, on the propoeal of Norges Bank, inetruct the administra
tion to enter into negotiations for oomposition or IIUI'reDder the bank to 
bankruptcy. 

12. At the close of each year, as well ... at the end of the period of ad
ministration, the Board of Administration aball .. soon ... _"Ie IUbmit 
to the Ministry of Finanoe revieed otatement. The otatement m.m be 
IUJ)plemented with an expression of the Auditing Committee, and baa to 
be published in tbe manner ~bed in paragraph 61 of the Norwegian 
law on joint-<rtoclt companiea. 
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18. ProviaiODl of paragraph 288 of the Norwegian Penal Lawahall be ill 
force when .. baDk is put under IIOvel'lllllental administnltion IIAlCOI'ding to 
this law. 

14. If .. prop",,", for composition which is cOllditio"'" upon the lLCQuiai
tion of new working capital is ILdvanced by .. blLnk ClUT)'ing on public 
llellOti .. tioDi for composition, or which is in bankruptcy, and if the prop",,", 
for composition and the pIa.n for recolllltruction is recommended by the 
committee m_ing the composition or the m&lllLllOf of the eetate in banJo. 
ruptcy ""d the committee of creditore and, ill ILddition, approved by 
N Orgel BILnk and the Ministry of Finanoe, the composition can be eon
firmed by tho Court of BlLnkruptcy when the propDlLOl is .. ccepted by the 
maiority, CILlcul .. ted, in cooformity with legisl .. tion, on the amount of the 
ala.illlll, even if there is Ilot a majority in numbere. 

16. In the ..... of wch a composition, reserve can be takell that later 
claims ohall have precedence of the claima which are included in the com
position if the b&nk becom.. blLnkrupt before the composition is com
pleted. The proviaiODl contained in _ph 10, eecond put, m .. , be 
ueed in the _e way. The BILIllauptcy Court can, when dClLliag with banks 
.. named in paragraph I', prolong tho perioda of respite for edv""cing and 
treating propooal. of composition. Meeti_, however, for deliberatiODl 011 
wch propoaoia of composition may not be held later than one YMr after 
the opening of the nO\lOtiatiODl for composition. 

Ie. The ril!ht of debtora to place their clailllll into account agaiJlIIt " honk 
under admini.tration, which is founded on the law of bankruptci .. (per. 
119) ""d the law of compositiODl (per. 80), may not be applied in the .... 
of claim. "hich have been acquired afler the honk had stopped ita po,ymenta. 

17. This law is to oome into foroa immediately. ProviaiODI of para
..... pha I' ""d 16 are to be applied tJao when nesotiationa f ... oompositioo 
or bankruptcy ha"" been apeoed at "" .roer date. m .. in mob • henI< 
lind.. compositioo • ne.. propooal for oompooitioo ia bein& inleDded. 
.coording to _ph It of thia law, the Board of Compositioo muo& awn
moo. n.w meeting ... pointed out in the law of compositiODl (per. e). A 
honk which ia paaaing from n_tiati ..... for compositioo ... ILdminiatratioa, 
.acording to this law, may not be mbmitted ... the prom .... of the law 
for oompositi .... (per. 31). 

In order to avoid an interruption of regular business transao
tiODB 'IIith foreign banks, the Government fo,!nd it neeessary soon 
afterwards to pass an amendment to this act extending govern
mental lIlaraDty for the prompt ful61lment of old engagements 
arising from the movement of goods; i.e.. documentary credits 
and export. bills. The entire law was revised in the beginning of 
1925 and several Dew atipulatiODB covering the liquidation of 
banks were added. 

The moat recent indicationa are that this law will soon have to 
be moodeled, for it has many features disadvantageous to banks 
in free aetivity. It is quite likely that the • free • banks in Nor
way will shortly petitioo the Minisby of Finance to ~ this 



886 SAVINGS "BANKS 

emergency measure. Of the banks placed under public adminis
tration about 15 are already liquidating and it is expected that 
more will follow as soon as the extension periods for adminis
tration are shortened. 

Among the changes desired in this law are the prohibiting of 
the acceptance of deposits on the part of a bank under adminis
tration and of the transacting of business for new customers (ex
cept under extraordinary circumstances). Also a fixed time limit 
should, be placed within which a definIte decision should be 
reached as regards the continuance or liquidation of the bank. 

MERGEBS AND AMALGAMATIONS. It was not until 1919 that the 
consolidation movement became noticeable among Norwegian 
banks. The main factors in this movement were the desire for 
expansion by the leading banks and the realization by the smaller 
banks of their insecure position in case of serious difficulties. 
The most prominent bank in this movement has been Den Norske 
Handelsbank, Oslo, which is now in process of liquidation. Al
though subsequent investigations have shown that the failure of 
this bank was largely due to losses incurred through the taking 
over of other banks, this should not be used as an argument 
against consolidation, as the losses were actually incurred before 
the consolidations, and would have led otherwise to the suspension 
of the individual banks at an earlier date. An example of suc
cessful consolidations may be found in Bergens Privatbank, one 
of the strongest financial institutions in the country. 

In several cases the optimism during the war led to the estab
lishment of a number of superfluous banks in the smaller cities. 
In 1922 and 1923, during the depression, many of these new
established institutions were merged with the older and larger 
commercial banks. 

SAVINGS BANKS 

HIsroBY. The first savings bank to be established in Norway 
was the Christiania Sparebank in 1822; then followed in 1823 
the Bergens Sparebank, the Trondhieme Sparebank, and the 
Drammens Sparebank. 

From a modest beginning savings banking in the country baa 
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grown rapidly, so that there is now a savings bank in practically 
all towns and municipalities. In 1850 there were 90 savings 
banks in the oountry; in 1900 this figure had grown to 413, in 1910 
to 487, and in 1923 there was a total of 579 savings banks with 
aggregate deposits in exoess of 2,500 million kroner. From the 
beginning savings banks have thrived in Norway, and the wide
spread habit of keeping savings accounts has become a national 
oharacteristio, whioh developed as the country grew in impor
tance. The greater part of the savings funds are invested in loans 
against bonds and mortgages and in direct loans to savings de
positors. The competition between savings banks and private 
banks has been very active. The most popular form of deposits, 
"on savings bank terms" and "on six months' notice" are 
solioited just as eagerly by the private banks as by the savings 
banks. . 

The mutual savings banks of the country have established a 
oentral institution in Oslo, FeIlesbanken AIS, to take care of 
transfere in aocounts and of remittances abroad. 

Sl:cU\UTY FuND. In order to put the savings banks on a safer 
basis and to provide for joint security in ease of emergency and 
difficulties among one or more of them, the Security Fund for 
Savings Banks was established by the law of July 4, 1924. The 
fUnd is the Joint property of the savings banks. Its purpose is to 
assist savings banks, which have enoountered difficulties, but 
which are considered solvent and whose existence is warranted. 
The assistance will be made in the form of loans or deposits on 
reasonable and, &8 far &8 possible, safe terms. 

The administration of the fUnd is closely associated with the 
Savings Bank Inspection. The surplus funds are invested pref
erably in government securitiee and bonds issued by the semi
governmental institutions such as the Mortgage Bank, the 
Farmere' Bank, the Fishery Bank, etc. 

Th"'YESTMENT B.U.'XS 

The general publio in Norway has no\ been inclined to employ 
their surplus funds for investments in stoeb and bonds. Such 
funds have generally been deposited in savings &aaOIIDts, and the 
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banks thus became the investing middlemen. Without an active 
market in stecks and bonds through which te make flotations ot 
shares and debentures, the banks naturally were called upon te 
carry the hurden of the fixed-capital requirement of trade and 
industry, without the support of any direct investment demand 
from the general public. 

The investment banks in Norway are therefore of no great 
importance, and during the crisis in 1922-23 the majority had te 
liquidate. Some of the most important ones are listed below: 

Nordisk Bankinstitut, Oslo, was established in 1917 with a 
capital of Kr. 8,000,000. Difficulties were encountered in 1922 
and operations were discontinued in 1923. The entire capital 
steck was lost. 

Norsk Emissionsinstitut, Oslo, was established in 1918 with a 
capital of Kr. 6,000,000, of which only 50 per cent was paid 
up. This institution was closely afliliated with Den Norske 
Handelsbank, Oslo, and like the latter institution, it is now being 
liquidated. 

AjS Norsk Investment, Oslo, was established in 1917 with a 
capital of Kr. 15,000,000, fully paid. It was absorbed by Andre
sens og Bergens Kreditbank (Foreningsbanken) in September, 
1921. 

Norsk Oversjiiisk Bank UniOIl' A/S, Oslo, was established in 
July, 1918, with a capital of Kr. 5,000,000, which was increased 
in 1919 te Kr. 15,000,000. It was formed as a holding company 
and owned a majority of shares in Banco Escandinavo Argentino, 
Buenos Aires, and Banco Escandinavo Brasileiro, Rio de Janeiro. 
Plans for establishment of Norwegian banks in China did not 
materialize. The bank in ruo de Janeiro was liquidated in March, 
1925, and the bank in Buenos Aires, although still operating, has 
not shown satisfactery progress. Also this investment bank had 
te liquidate in 1925 without any dividend te the stockholders. 

The other investment and finance institutions in Norway are 
comparatively small and limited and most of them have shared 
the similar fate of the larger ones. 

The wave of private speculation during the war period greatly 
increased the demand for industrial, shipping, mining and other 
stocks, but even so, this increased demand for stock from indi
vidual investers did not keep pace with the demand for fixed 
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capital from enterprises booming under the impetus of war de
mands and profita. Praotically all the fair-sized banks estab
lished seourities departmenta, whioh during the .boom furnished a 
large part of the earnings of the banks. Being so closely tied up 
with various industries, the banks frequently had to make loans 
to their customers against collateral of stocks in the selfsame 
enterprises as were sponsored by the banks. This additional load 
cumulated until the time of the trade depression and rapidly fall
ing values, when thers oocurred slumps in the market quota
tions of stocks in affected enterprises. It then became apparent 
that the banks would have to stand punishment in their dual role 
of supporting sick industries and the enforced carrying of loans to 
individuals secured by shares for which there remained no market 
except that provided by the banks themselves. 

FIDUCIARY FUNCTIONS 

The fiduciary functions of Norwegian banks are almost negligi
ble. The general publio doee not seem to have realised the ad
vantagse a bank can offer as individual or corporate trustee. 
Although BOme of the larger banks have established trust depart
menta, it seems that the recent banking criaie has so severely 
shaken the confidence of the public in banks in general, that tha 
development of this particular field is temporarily at a standstill. 
This fact explains also the absence of institutions Bimilar to the 
American trust companies. 

AGRICULTURAL CREDIT BANKS 

There are only thfte large agricultural credit banks in the 
country, aU semi-goverrunentai institutions. The most important 
one is the .. Kongeriket Norges Bypothekbank .. (The Mortgage 
Bank of the Kingdom of Norway), with its bead office in Oslo and 
branchee in Bergen, Trondbjem, and TromsO. n was established 
by law of September 18, 1851, and began OperatiOllS in 1852. Its 
purpose is to .. enable property owners to obtain loans on their 
properties." The bank's origina1 fund was supplied by the Go ... 
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ernment and cannot be reclaimed until the bank has been liqui
dated and its obligations to the creditors paid. On this fund the 
bank pays four per cent interest to the Government and the re
mainder of the profits is added to the original fund. In order 
to provide additional funds the bank may issue bearer bonds up 
to an amount not exceeding eight times the amount of the original 
fund. Loans may be granted on first mortgages only. At the 
end of 1919 the original fund amounted to Kr .. 32,000,000 and 
bonds outstanding to approximately Kr. 251,000,000. 

Another bank of a similar type was established in 1903 for the 
purpose of encouraging the development of smaller farms and the 
ownership of homes. Its Norwegian name is .. Den Norske 
Arbeiderbruk- og Boligbank " and its Board of Directors is iden
tical with that of the Mortgage Bank. It has a capital of Kr. 
7,200,000 and bonds outstanding to the amount of approximately 
32 million kroner. It discontinued granting loans on December 
31, 1916, and there was substituted the .. Den Norske Stats 
Smaabruk-og Boligbank," which began operations on January 1, 
1917" The. funds for both these banks were obtained from the 
Government and the loans are granted with or without municipal 
guaranty. The latter also offers an opportunity to the munici
palities to obtain loans for the purchase of certain areas to be 
subdivided into smaller farms and .for the construction of munici
pal dwellings. 

CONCLUSIONS 

The Norwegian banks were severely hit by the post-war crisis, 
which appeared in 1920, and although there was but onll bank 
failure then, subsequent studies revealed that 1920 was really the 
critical year. In 1921 and 1922 several banks had to be recon
structed by the aid of Norges Bank and the large private banks. 
The climax in the Norwegian bank difficulties was reached early 
in 1923. When the Bank Administration Law was passed on 
March 24, 1923, its principal purpose was to protect solvent banks 
against runs. It intended to give the banks an opportunity to 
liquidate their engagements in peace and gather the reserves 
necessary to meet the demands of the depositors and to regain 
their confidence. Its aim was praiseworthy, but it did not sue-
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ceed a8 intended, as most of the banks soon proved to be in. state 
of hopeless insolvency. Thorough reoonstructions have been at
tempted; these have in most eases been without success. Only 
two banks have hitherto suooeeded in being reoonstructed, viz., 
Aalesunds Kreditbank, Aalesund, and Skudesnes Privatbank, 
Skudesnes. The two largest banks which were placed under pub
lio administration, vi •. , Centralbanken for Norge, Oslo, and 
Andreaens og Bergens Kreditbank, will be reconstructed, and the 
latter will probablY again be separated into Andreaens Bank, 
Oslo, and Bergens Kreditbank, Bergen, as before the amalgama
tion in 1921. Besides the banks mentioned above there are only 
2 or 3 banks whioh are expected to be able to pay depositors and 
creditors 100%; most of the others have already started to liqui
date or will begin to do so in the near future. 

At the present time there are about 70 banks in Norway which 
are under publio administration or in the process of liquidation. 
This figure includes three of the largest banks of the country, of 
which one, Den Norske Handelsbank, is now being liquidated. 
It still remains to be seen how many banks will ultimately be 
liquidated. Several are expected to pay a dividend of only 10%-
20% to the depositors, and the capital stock and reserves must 
be oonsidered entirely lost in practically all. The Norges Bank 
bas come to exercise an administrative power and control pre
viously unknown. At the very beginning of the Norwegian bank
ing crisis, it had to Il'nd a helping hand to the banks in distress, 
and this aotivity of the Bank increased as the condition of banks 
grew worse. It was naturally to be expected that certain losses 
would be sustained on such advances; but from another point of 
view this attitude of the Norges Bank probably prevented a na
tional calamity which might have shaken "the entint economic 
foundation of the country. 

It seems that Norway has now passed the critical point as far 
as banking is eqneerned. Se,-eral new banks have been estab
lished on a BOund economic basis and the reconstruction of some 
of the other banks shows goOd progress. The three large banks 
which did not encounter any serious difficulties during the crisis, 
i.e., Christiania Bank og Kreditk&sse, Oslo, Bergens Privatbanlt, 
Bergen, and Den Norske Cftditbank. Oslo, have become stronger 
than ever. The Norges Bank continues to hold a dominant poIIi-
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tion in the country's banking, as it is practically controlling all 
the banks now under public administration. 

The outstanding feature of the present banking situation in 
Norway is ,the large amount of deposits of the banks which were 
least affected by the crisis. In the case of several the situation 
has become quite embarrassing and they have been obliged to 
refuse some on account of the negligible demand for advances 
from the depressed trade and industry. 

Mainly as a result of the new banking law and its broad powers 
to the 'bank inspection office, a decided improvement in N or
wegian banking practice has taken place. The bank inspectors 
have full authority to make investigations, to demand statements, 
and to call meetings of the board of directors, and through thess 
activities sounder banking principles have been introduced. 



CHAPTER XIII 

THE BANKING SYSTEM OF RUSSIA· 

BY 

S. S. ltt.T • .,NIOLLBNBADIl I 

A BRIEF SURVEY OF CURRENCY IN RUSSIA 

CHIEr PHASlII8 IN THB HISTORY or CuaaENCY IN RuSSIA. The 
history of currency in Russia since the middle of the 16th cen
tury is, broadly speaking, a history of the " debasement of the . 
ooinage" for fiscal enda, that is to aay, utilization of the coinage 
for replenishing the financial resourees of the State. Debasement 
itself, i.e., abuse of the coinage for the purpose of gain, gen
erally speaking began as a practice even earlier, and by the 
lGth oentury Russia was familiar both with the practice of tam
pering with the coins and with popular rebellions on account 
of this. Until the 16th century, however, the business of coin
ing money in Russia was in private handa, and all the gains 
from the debasement of the ooins were reaped by the .. deneiniki " 
and It livli" (private money-makers), or rather hy the capital
ists who financed them and to whom the metal belonged. The 
first State Mint, .. Denejni Dvor," was established in old Mus
covy in 1535, when the business of coining money was taken 
over hy the State, which began to exploit this resource for its 
own ends. 

DEMANn JOB MONEY A1IOBB I'BOM INCISMNT W Alll'AIIE,' The 
fact that the coinage was constantly used in Russia as a means 
for deriving income should not be a matter for surprise, taking 
into consideratiOifthat the abuse of the coinage on the part of the 
State, as is corroborated by historical study, was generally foreed 
upon the government and invariably indulged in during wars and 
revolutions. As for that, the history of Russia for the last three 
and a half centuries is a history of intermittent wars. The terri-

l Prot_. I'Inl &am UDiYonil;f of .. __ • 
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torial expansion of this country, the transformation of the small 
Kingdom of Moscow, which was until t~e end of the 15th century 
under the heel of the Tartars, into present-day Russia, occupying 
one-sixth of the earth's globe, was achieved at the cost of uninter
rupted fighting. Neither could Russia boast of II social peace" 
during that period. Wars alternated with rebellions and revolu
tions, with which the 17th and 18th centuries (the so-called 
II Smuta" riots of 161D-1613, the revolt of Stepan Razin, and 
Pugachev) and the beginning of the 20th century were especially 
replete: AIl this created a constant need for money and induced 
the governments of Russia to make use of the II ultima ratio" of 
financial resources, coinage. 

DEBASEMENT OF THE COINAGE. While pointing out that the 
debasement of coinage left its mark on the whole history of cur
rency in Russia for the last three centuries, it should be empha
sized, however, that this does not in any way signify that the 
government derived profits from this source continuously from 
year to year. The public, as is known, is apt only for a certain 
time \not to perceive changes in the monetary circulation and to 
allow the fisc to profit. When the practice of debasement of the 
coin reaches a certain limit, the governments indulging therein 
are usually obliged to desist and take measures for the reconstruc
tion of the currency. This is what constantly took place in Rus
sia. Following more or less prolonged periods of debasement, re
forms of the currency were undertaken, but the currency was not 
stabilized long before the governments resorted again to 
its exploitation as a fiscal resource, which was usually the case at 
the commencement of a new war. The history of currency in 
Russia therefore abounds in .. monetary reforms." The monetary 
circulation thus went through a kind of cyclic evolution: periods 
of acUte disturbance, periods of more II chronic" disturbance, 
periods, usually short-lived, of a certain measure of stabilization, 
and so on. .. 

If we enter into a closer examination of the means by which the 
currency was used in Russia for fiscal purposes we should first 
of all note that, broadly speaking, the monetary policy of the 

"country during the 16th-20th centuries passed through three 
stages in this connectioi\: (1) the first period from 1535, from the 
JIloment of the establishment in Moscow of the State Mint and 
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the concentration of coinage in the hands of the State, down to the 
middle of the 17th century, or to be more exact until 1656, during 
whioh period tampering with the coins went on in the form of 
reducing the metallio content of the silver rouble; (2) the second 
period, embraoing about a century from the middle of the 17th 
century until the sixties of the 18th century, i.e:, until 1769, when 
the debasement of coinage took the form principally of the iesue 
of cC1pper money, although the reduction of the value of the silver 
coins was still being practiced; and finally, (3) the third period, 
from 1769 to our times, when the chief resouroe for filling the 
treasury at times of financial stress is represented by paper 
monel/.,," 

PAPER MONEY IN RUSSIA. Without dwelling on the first two 
remoter periods of Ruesian currency, we shall give some informa
tion in regard to the history of paper money in Ruesia. 

Paper money, as we have said, first appeared in Russia in 1769 
in the reign of Catherine II. From that time in fact paper pre
dominated in the monetary circulation of Russia, metal appearing 
only on two or three occasions for a comparatively short time. 
The century and a half during which paper money bas been 
current in Russia is divided, however, into a few periods, among 
which are periods of .. sharp .. paper-money inllation and periods 
of .. chronic N cireulation of paper money. Taking the sharp 
procsesee of paper money infiation, we get, generally speaking, 
four periods of paper currency in Russia: (1) the period of the 
circulation of assignata at the end of the 18th and the first third 
of the 19th centuries; (2) the period of the issues of inconvertible 
credit notes during the Crimean War in 1853-1857; (3) the period 
of the issues during the Rus..oo-Turkish War in 1877-1879; and 
(f) the new period of paper CUJTeney in 191~1923. 

AssmN A'III. The first period eommenced with the issue of Be

lignata in 1769. In accordance with the Manifesto of December 
29, 1768, there were established two State banks ct for exchanging 
assignata," one in Petersburg and the other in Moerow. At first 
the ill8\l8 amounted to not more than one million roubles and the 
two banks were provided with 500.000 roubles worth each of 
copper money. At that time (up to 1786) the assignata were etill 
convertible. The Go'"el'llment shortly commeneed to dect fresh 
issues of assignata, tbia time not mereiJ for facilitating trade and 
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for" the convenience of the public," but for covering its special 
expenses. In 1786 the amount of assignats issued reached 50 
million roubles. The new war with Turkey which was just be
ginning impelled the government of Catherine II to increase 
the issues of assignats. In accordance with the scheme of 
Count Shuvaloff. this issue was to have brought the total 
amount of assignats up to 100,000,000 roubles. At the same time 
the Petersburg and Moscow banks were transformed into a single 
State Bank of Assignats. By the year 1796, at the time of Cath
erine's'death, the amount of assignats in circulation reached 157.7 
million roubles. Subsequently the amount of assignats in circu
lation continued to grow and in 1817 reached the figure of 836 
roubles. 

Owing to the extensive issues of assignats a shortage soon ap
peared in the metallic reserves, so that about 1786 the government 

. was compelled to suspend payment, this being done without the 
publication of a special act. The results of the transition to a pa
per currency and the issue of assignats sOon became evident. The 
assignats began to fall on the intemational money market and 
the government of Catherine II was compelled to have recourse 
to measures of foreign exchange poliey. Simultaneously, the 
assignat rouble in terms of commodities began to depreciate; in 
other words, commodity prices began to rise. 

" FINANCE SCHEME" OJ' SPEllANSKY. This state of affairs nat
urally evoked an attempt to set the curreney right. The first 
serious measures in this connection are associated with the name 
of State Secretary, Speransky. In 1810 he drew up, in conjune
tion with prominent functionaries of the time, a "Finance 
Scheme" which was to have been carried out in the course of a 
number of years and restore the national economy of Russia. In 
the sphere of currency the " scheme" prescribed the abrogation 

. of the. assignats, curtailment of the copper coinage by converting 
it into exchange money, and the establishment of a bank which 
would issue notes convertible into silver. The foreign complica
tions which very soon set in stopped these schemes. Not only was 
the amount of assignats not reduced, but it had to be increased to 
finance the war with Napoleon. The" schemes" had to be aban
doned, and Speransky himself, as a result of intrigues, lost hia 
position and was exiled to Perm. The manifesto of April 9, 1812. 
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issued very soon after the disgrace of Speraosky, laid- down en
tirely different principles to those marked out in the .. Finance 
Scheme": the assignate were recognized as the proper legal ten
der, their circulation was made obligatory, and they were de
clared the basis of all accounte and payments; in other words, they 
were made the chief currency of the country. This law, howlWer, 
at the same time allowed the circulation of silver coins, the con
cluding of oontracts in this coin, and the acceptance of payment 
at the rot. oj ezcha",,1 of paper to silver. 

We have seen that in 1817 the amount of assigoats in circula
tion reached the highest figure of 836 million roubles (according 
to data as to the end of the year). The subsequent history of the 
assignats ia divided into two periods: during 181S-1823 fruitless 
attempts were made to raise their value by reducing their volume; 
and from 1823 (the ministry of Kankrine) preparations for de
valuation were commenced which finiahed in 1843. 

ClnuIENcY RDoiu.I 01' 1839-1843. The reform 0/ 1889-1848 
which put an end to the circulation of assigoats by tnear&I of de
tJGluotio", a reform associated with the name of the Minister of 
Finance, Kankrine, was initiated by the manifesto of July I, 1839. 
This manifesto established that henoeforth the silver rouble was 
to be the monetary unit. The assigoats II remain.aD auxiliary 
token of value" with a II fixed and unvarying rate of exchange 
against silver .. of 3 roubles 50 copecks per 1 rouble silver. (CI.2). 
This reform was consummated by the manifesto of June I, 1843. 
That manifesto ordered the iasue of credit notes exchangeable for 
silver and preeuibed the replacement of the assigoats by these 
DOtes at the old fixed rata of Roubles, 3.50 assigoats for 1 rouble 
in credit notes. This exchange of assigoats into credit notes c0n

tinued until 1852, and by 1853 there did no" remain any assigoata 
in circulation. Credit ROteI to an amount of 170.2 million roubles 
were issued in place of the 595.8 million roubles aaaipat eiraIla
tioR and henoeforth Russian paper CUrTSDey retained this de
nomination of a Credit Notes" (KreditDie Billeti). The metallic 
reserve serving &8 eeourity for the exchange of these DOtes c0m-

prised, in 1843, lI8.6 million roubles. . 
The relative stability in the field of INI'I'eIlC!y was sbcri-1iYed, 

and came to an end in 1853. In the course of these ten years the 
IO-t rigidly adhered to the law IOftI'IIing the credit IIOUt 
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issue and its cover; the credit notes freely circulated in the coun
try side by side with silver coin, and the bill IIf exchange rates 
de1lected little from parity. All this, however, came to an end in 
1853 when the Crimean War broke out and the government of 
Nicholas I in 1855 started to effect" temporary issues" of credit 
notes specially for war needs. In 1855 credit notes were issued 
for a sum of 215.1 million roubles, in 1856 to a sum of 153.3 
million roubles and, in 1857, 74.1 million roubles. The total circu~ 
lation of credit notes at that period comprised: at the end of 
1853,113:1'.4 rh.illion; 1854,356.3 million; 1855,509.1 million; 1856, 
689.2 miilionj and 1857, 735.2 million roubles. In other words, 
the volume or, credit notes from 1853 to 1857 expanded by 136%. 
Under these cOnditions the redemption of credit notes could not 

• eon'tinue, aDd at first it was embarrassed and eventually in 1856 

tntirelY stopped . 
. Russia entered upon the second stage of a sharp paper money 

roooss, a period which was accompanied by the usual features 
peculiar to this phenomenon. On the one hand the exchange rate 
of the roub!~ ab~ad de1lected from parity and lost its stability, 
while lin the ot~'!'" commodity prices on the home market began 

. to ri.e. A few years after the end of the war, in 1862-1863, an at
tempt WI\8 made to restore the exchange of credit notes into silver 
and to returr. to the eystem of monetary circulation which existed 
before 1853, but this ended in failure. 

The oountry became immersed in a protracted period of 
" chtonic " paper eirculation, which continued right up to 1897. 
Only the period 1877-1879, during the war with Turkey, 8I\W 
another sharp outbreak, which is what in fact we regard 1\8 the 
third pericd of paper-money inflation. It should be 8I\id that na.
tional "economy in th, eighties and nineties of the 19th century 
did not experience suc' violent shocks from the currency as in the 
periods aforementionet In, the course of all this time, however, 
the rate' of the RussiaD currency abroad WI\8 subject to strong 
1Iuctuations, and this perceptibly hindered the development of 
Russia's foreign trade. 'That is why both decades witnessed an 
intensive activity concerned with the preparation of a currency 

. reform, in the direction Of restoring the metallic circulation. At 
this time, however. important developments took place, as is 
known, i4 the currency.Af the European countries when gold 

, . 
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began to displace silver as the metallio standard in many coun
tries. Russia 'f/JIs bound to reckon with this fact, and had 
to adopt the gold e:J:change rouble throU{/h the inconvertible 
credit flotes ifl place 0/ the silver 8:J:Change rooble. This pe
culiar evolution left its mark on both the economic and legal 
aspects of the reform carried out in 1897 by the Minister of Fi
nance Vitts. 

THB RBFoIIM OJ' 1897. The principal features of this reform 
were as follows. First of all, before making the transition to the 
new currency it was essential to accumulate a metallic reserve. 
The accumulation of gold which was afterwards to serve as a 
fund for the exchange of credit notes was commenced in earnest 
under the Minister of Finance Bunge (1881-1887) and continued 
under Vishnegradsky (1887-1893) and Vitte (from 1893). The 
accumulation of a metallio exchange fund by the State Bank, 
whioh was then a bank issuing oredit notes, was effected by way 
of the treasury delivering to it gold II in repayment of the debt. 'l 
The treasury received gold from various sources: revenue from 
customs duties, which since the eeventiee were collected in gold,' 
various other tu: receipts of the treasury, purchasee of gold on the 
open market, the realilation on internal and foreign markets of 
special .. gold" loans - all of which gold was gradually turned. 
over to the exchange fund. By means of theee transfers, whieb 
continued up to the year 1900, the exchange fund was brought at 
that time up to 1,068 million roubles and fully corresponded with 
the note circulation. The currency reform, in this respect, east 
the State very dear. In the rourse of two decades, on the whole, 
about three-fourths of a milliard roubles of State funds were spent 
on the purchase of yellow metal. Such expenditUftS were cer
tainly a great strain on the Russian budget of the nineties. Yet it 
ahould be obeerYed that the very possibility of ~h disblll'BelllBDts 
being made W88 due to the comparatively favorable state of 
Russian linancetl in that period. 

STABILIIATION or THB ExcH.t.NGIIB. Other measures which 
were taken in connection with the preparation of the reform eon
sis~ in atobilUiftg the exchange. One of the measures adopted 
to mitigate the fluctuations of the rouble rate was, first of all, the 
WtrWRtiOll of the Russian Ministry of Finantle, i.e., it eame ou\ 
on the international money market as a buyer andee1Ier of Rue-
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sian credit notes. It should be remarked here that this interven
tion in some periods was more concerned with preventing the rise 
rather than the fall of the rouble rate. The rise in the rate was 
unprofitable for tbe landowners as the exporters of grain and the 
Ministry of Finance endeavored to protect their interests against 
this annoyance. In addition to intervention on tbe speculative 
market anotber important measure, wbich had the same results, 
was permission to receive gold in payment of State taxes at the 
fixed rate of gold coin to credit notes. 

CIRCULATION or GOLD. Among other measures aiming at the 
transition to the new currency an important place was occupied 
by those which were designed to gradually introduce gold in the 
public circulation. Besides these there were other noteworthy 
measures, such as licensing 0/ contracts in gold, the issue of metal 
depolrit certificates made acceptable by the treasury and the State 
Bank similar to specie, and finally the State Bank from 1895 be
gan freely to .. buy and sell" gold coins at the fixed rate. 
This really signified the actual resumption of the credit Jlote 
redemption. 

The #\bove measures did, in fact, signal the transition to a gold 
standard. The laws which were passed during 1896-1897 merely 

,.legalized the already accomplished reform. 
\ :;rhus ended at the close of the 19th century the epoch of paper 

currency in Russia. This time the reform proved to be successful, 
at least in so far as the exchange went on unceasingly and gold 
coin circulated on equal lines with credit notes. The amount of 
money in circulation began to rise steadily, and along with it 
increased the gold reserves of the State Bank. At the same time 
the rate of the Russian rouble abroad was definitely stabilised. 
The Russian money market established close ties with the inter
national money markct. The fears expressed by the opponents of 
the reform that the gold would begin to trickle out of the country, 
ete., were not realized. The gold currency survived without any 
serious shocks the war with Japan and even the revolution of 
1905-1906. The year 1914, however, saw the end of .. the happy 
days" of the gold currency, and Russia entered upon a new, this 
time the fourth, epoch of paper currency. This epoch was des
tined to break many records and assume the most unprec
edented forma. 
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THill DIIlOLINIII 01' RUSSIAN CUlUIIIINCY IN 1914-1922." Imme
diately after the declaration of war the Russian Government en
acted a law which brought about fundamental ohanges in the' 
structure of the oountry's currency. This was the law of July 
27 (August 9, New Style) 1914, providing for: first, the sus
pension of gold payments for bank notes; S6COnd, the granting to 
the State Bank of the right to issue bank notes unbacked by gold' 
to the amount of 1.2 milliard roubles over and above the amount 
which it may have issued previously (before that law the 
State Bank, with a gold stock exceeding Ii milliard roubles could 
put into circulation unsecured bank notes to an amount of 300 
million roubles). In addition the same law gave the State Treae
ui-y the power to discount its ebort-term obligations at the State 
Bank .. to the extant called for by the exigencies of the war 
period." 

By introducing an inconvertible bank note in Russia the law 
of July 27, 19a, was the first step in the direction of increasing 
the amount of monetary tokens. The war demanded great ex
penditure and in Russia, as in other countries, the printing press 
became the chief instrument by which these emergency expenses 
were to be met. But Russia was unable to renounce this kind of 
revenue even after the war had ceased. The war passed into revo
lution. But revolution, like war, is a cause for extraordinary 
State expenditure and occuions the issue of paper money. Thus 
the need for paper money did not disappear in Russia. On the 
rontrary, after the revolution of February, 1917, it became even . 
more urgent. There set in a general decline in production and a 
general fallilll off in national labor. The Provisional Govern
ment tried to etave off the fresh disasters by the issue of paper 
money. The printing preas began also to work for the revolution. 
The employment of paper-money resources, as we eball see later, 
became even more intense after the October revolution. The 
printilll press, released from financilll the World War, was taken 
by the Soviet Government into its service and requisitioned to 
finanee the eoming expenses of civil war and social underiakings. 

THIIQ Parons IN IssvANCli 01' PAPER MONJIY. From the be-

• For ...... deI&ihd iDforma&ioD 011 Ihio period ... the .mhor'e boaIt 
• R ........ C'unsq UIIIl Banb .... Illt-lltM· (P. S. Kine 6: s... I.GDcIc.t, 
18116) Cb. at 
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ginning of the World War down to the time when the old rouble 
was finally liquidated, there were three distinct periods in the 
issues of paper money which correspond with the periods of dif
ferent political regimes. The first is from the beginning of July, 
1914, to the February revolution of 1917, when paper money was 
issued exclusively for financing the war; the second, the period of 
the Provisional Government from the February revolution, 1917, 
to the October revolution, 1917, when both the war and the revolu
tion wer~ being financed by paper money; and the period after 
October, 1917, when paper money began to serve as a means of 
covering the deficit of the Soviet Government. 

After the Law of July 27; 1914, the State Bank was empowered 
by the old government to issue credit notes unbacked by 
gold on four occasions (Laws of March 17, 1916, August 22, 
1916, August 29, 1916, and December 27, 1916) and at the 
time of the February revolution the State Bank thus had the 
right to issue credit notes unbacked by gold up to 61 milliard 
roubles. J 

The IProvisionai Government extended the issuing rights of the 
State Bank on five occasions, the last time on October 6, 1917, 
making a total of 16. milliard roubles. Under the Soviet Gov
ernment credit notes were issued for a long time without any 
special law. But by Decree of October 26, 1918, it was enacted;-

• • 
" For .the purpose of regulating the issuing operations of 

the People's Bank (the former State Bank) the power of is
suing credit notes given to this bank is to be increased by 
33,500 milliard roubles. including in this sum all the credit 
notes issued by the Bank over and above the limits of the 
issuing rights e,stablished by previous legislation." 

Thus, taken as a whole, the fiduciary issue rights of the State 
Bank by the end of October, 1918, had been increased to 50 mil
liard roubleli. After this, however, issues of paper money went 
on without an extension of the issuing rights. The process of 
extension of issuing rights later lost its significance, when at the 
beginning of 1920 the State Bank was liquidated and the issue 
of paper currency was effected through the "Department of 
Monetary and Account Tokens." 
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DWPPIWIANCIII 011' METALLIC MONEY. Before the war, Rus
sian ourrenoy consisted in general of credit notes, gold, token 
silver and copper ooinage. The total volume of money circulat
ing in the country at the beginning of 1914 may be estimated at 
about 2 milliard roubles. Immediately after the declaration of 
war, motallio money began to disappear from circulation. This 
disappearance occurred gradually. First of all the gold.coin dis
appeared. After some months, fine silver began to disappear from 
circulation; the roubles, half-roubles, and quarters. In the sum
mer of 19111 a shortage was felt in small silver and copper money 
and at the beginning of 1916 Russian currency consisted exclu
sively of various kinds of paper. The volume of paper money 
circulation, moreover, registered a marked increase. 

INCIUWIIII IN PAPER MONIIIY IssUES. As is to be seen from the 
following table paper money was issued in the following amounts: 

In 19" 1.311 milliOlllOub1ee, all increase of 80.8'10 
1915 2,670 " .. • .. .. 00.6 
191G 8.480 • .. • " .. ClU 
1917 18,ll113 " • " • • 200.1 
1918 83.&00 • • • " • 122.7 
1918 11K.300 • • • « • 270.1 
19:10 943,1KlO " • .. • " 419.8 
19:11 1C1.8'16.31lO • u .. • • UOO.O 
1922 lJl11,ooo.ooo " " • " • 11,300.0 

The chief consequence of the i8Sl\l! or paper curreney is in
variably the depreciation of money in two directions: a fan in the 
purchasing power in relation to commodities, and a fall in the 
exrhange rate. Both these phenomena took place in the course 
of 1914-24 in Russia, and both the one and the other depreciation 
rearhed enormous dimensions.' . 

Fi.OCTUATION8 IN Pucm To characteriR the first of these two 
procm I!I! mentioned above, that is to say, the fall in the pureh_ 
ing PO'ft1' of the paper rouble, we shall use the figures of the . 
average prices of aoods (indices) of the Gosplan, the State Plan
ning Commission of the Council of Labor and Defense, for 
191~ for the whole of Russia. 
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From these figures we can see that the general index of com
modities for the whole of Russia increased each year as follows: 

1914 by 28.7% with an increase of issue of 80.0% 
1915 .. 20.0 .. .. .. .. .. .. 90.6 
1916 .. 93.5 .. .. .. .. • .. 62.0 
1917 .. 683.3 .. .. .. .. .. .. 200.1 
1918 .. 597.5 .. .. .. .. • .. 122.7 
1919 .. 1,375.6 .. .. .. .. .. .. 270.1 
1920 " 594.2 .. .. .. .. .. .. 419.3 

'1921 .. 1,614.3 .. .. .. .. .. .. 1,400.0 
1922 " 7,196.9 .. .. .. .. • " 11,300.0 

Comparing the growth of the index number with the increase 
of the volume of paper money, the fact is revealed that there is no 
concurrence between the rise in prices and the increase of issue. 
The velocity of issue and of depreciation do not once coincide over 
the nine-year period. By examining these two series of figures 
more carefully we. discover further the fact tbat from a given 
moment tbe rate of depreciation of the paper money unit begins 
violell~ly to outstrip the rate of issue. With the successive issues 
the depreciation of paper money does not increase commensurably 
with the increase in volume, but much more than that. Thus, in 
1917 the volume of money increased, for instance, by 2t times, 
and the rouble depreciated 8 times:' In 1918 the volume of money 
increased 21 times and ·the rouble fell 7 times. In 1919 the vol
ume of money increased 4 times and the rouble depreciated 15 
times. In i920 the volume increased 5 times and the rouble de
preciated 7 times. In 1921 the volume increased 15 times and Jhe 
rouble fell 17 times. The breaking point of this process set in in 
1916. During 191~15 we see the opposite going on. Prices in
crease more slowly than the amount of money in cireuIation. 

FALL IN THE EXCHANGES. Parallel with the depreciation of 
the paper rouble in relation to goods there was also a depreciation 
in relation to gold and to foreign curreney, or a fall in the ex
change rate. ' We will not dwell here on the details of this. It is 
only interestiBg to note that in October, 1920, the gold rouble was 
worth 3,500 paper roubles at an index number of commodities of 
12,400, and the internal depreciation exeeded the external by 31 
times. During 1921 the relations gradually changed. The fall in 
the exchange caught up with the fall in the purchasing power of 
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the rouble. At the end of 1921 the two processes had nearly 
reached a level. On January I, 1922, with the index number of 
commodities at 244,000 the rate of the gold rouble had reached 
150,000. The rate of the £ sterling in Moscow at that time 
reached 1,250,000 roubles and oame very near to the theoretical 
parity. 

A SHOBTAGII or MONIIY. From a certain point in 1916 as we 
have seen above, the rate of depreciation of the paper rouble be
gan to exceed the rate of issue. One of the consequences of this 
phenomenon was the gradual diminution in value of the total 
volume of paper currency in circulation and - in consequence 
of this - a shortage of money in· circulation. According to ap
proximate calculations the purchasing power of the total volume 
of paper money in circulation varied as follows in millions of 
roubles: January I, 1914-2000; January I, 1915-2500; 
January 1,1916 - 3800; January I, 1917,3100; January I, 1918 
-1100; January I, 1919 -379; January I, 1920-93; January 
I, 1921-70; January I, 1922-61; January I, 1923-95. 
From 1920 the total value of paper money in eirculation was 
about 70 to 100 million roubles. At times (as happened in May, 
1922) the value fell to the equivalent of 35 to 40 million pre-war ,i 
roubles; or, in other words, the volue 0/ the volume 0/ paper 
INOMJI 1DGI til.". ii/til timea Ies.t tho" the value 0/ the volume 0/ 
INOMJI iA circulatio" iA 1914. Simultaneously with the reduction 
in value of the total volume of money, there occurred also - at 
the time of the revolution - a decrease in the value of trade in 
commodities; crope and the producing capacity of industries de
creased, etc. Nevertheless, the decrease in .. oommodities .. was 
not 80 considerable. The quantity of money was therefore in
sufficient and both trade and the monetaty circulation were af
fected by a .. money shortage." Another consequence of the dis
turbance of the currency system was revealed in this fact. 

Culuwfcy RuoeM. The disorganiaation of the curren~ 
which was at its highest in 192:1, was liquidated by the reestab
lishment of the currency in'the following years. The reEstahlish
ment of the currency system by the Soviet Government passed 
through two stages. The lim was the issue of banIt DOtes, "cher
voneta," by the State Bank of the R.S.F.s.R. (later of the U.s. 
S.R.) which beau at the end of 1923; and the -d, the fiDal 
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liquidation of the Soviet rouble and tbe issue of a stable Treasury 
note, in February-May, 1924. We will deal with these measures 
in connection with the operations of the State Bank later on. 

RUSSIAN BANKS BEFORE 1917 

Two PERIODS IN THE HISTORY 01" RVBBIAN BANKING. One of 
the first measures of the Soviet Government after the October 
Revolution of 1917 was the nationalizatiop. of the banks which was 
carried out on the strength of various enactments, of which the 
chief was the decree of December 14,. 1917. The nationaliza
tion of the banks, owing to the civil war which commenced soon 
afterwards and a number of other changes in the economic field, 
resulted in the old banks being virtually liquidated by 1919-1920. 
During 1920-1921 there were, generally speaking, no credit insti
tl1tions existing in Soviet Russia. Eventually, owing to the change 
in the economic policy of the Soviet Goverilment and the adoption 

I 
of the. principles of the so-called "new econom. ic policy," it was 
deemed necessary to reestablish the banks. The reestablishment 
of the credit system commenced at the end of 1921 with the in
auguration of the State Bank of the R.S.F .8.R. (afterwards re
named State Bank of the U.S.S.R.), after which certain other 
credit institutions also sprang up. By 1928 the U.S.S.R. had • a number of the types of banks which existed in the coun-
try before the revolution and some banks of a new type; 
the business of these banks reached very large dimensions and be
gan rapidly to catch up with that of the pre-war Russian banks. 
In the sphere of banking Russia thus experienced in 1915-1928 the 
same evolution which it underwent generally in the sphere of na
tional economy-namely, a sharp decline in the course of 1915-
1921 and subsequently an impetuous recovery in the course of 
1922-1928. However, owing to the special nature of banking, 
the ties between the old banking system and the new one proved 
to be much more dissevered than in other spheres of business, as 
for instance, agriculture or industry. The new credit system which 
was inaugurated in Soviet Russia at the end of 1921 bad no 
legal succession whatever to the old credit institutions, which had 

• Aocording to New Style, adopled in 1917-Deo. '11. 



THE STATE BANK 907 

been liquidated completely, and did not inherit any part of their 
assete or liabilities. It WIIS heing built up entirely anew. This 
created a sharp break in the history of Russian banking, 'which 

! 
can now he divided into two periods: the history of the old credit 
institutions whioh existed in Russia up to 1917 and the history of 
the new banks which were created after the revolution. We shall 
dwell in this ohapter on the principal features in the activities of 
the banks in RU88ia before the revolution of 1917. The activities 
of the banks in the U.S.S.R. at the present time will be described 
in the last section. 

CHIEr TYPE8 or BAND IN RUSSIA BErOU 1917. Before 1917 
there existed in Russia a ramified network of credit institutions 
of different types. On January 1, 1914, there were over 3,500 
credit institutions, banks and their branches, besides the institu
tions of amall credit. Generally speaking, all the old credit in
stitutions of Russia may, by their nature, be divided into tha 
following six chief categories: 

1. The Stat. Bank, the 80le bank of i88Ue in the country, being 
at the 8ame time the central institution of credit and the bank of 
the Treasury. 

2. BaRka 0/ ahort-term commercial credit, among which the 
ehief plaoe was occupied by the joint-stock commercial banks, 
the city public banks and the eoeieties of mutual credit. 

S. BaRka ollong-t_ mortllalle credit, among which the chief 
were the two State mortgage banks - the State Nobles' Land 
Bank (Gosudarstvenny Dvoriansky Zeme1ny Bank) anll the 
Peasant Land Bank (Krestiansky Poaemelny Bank), ten private 
loint-atoek land banks and municipal credit institutions. 

4. IMtm.tiona 01 amaU credit.. 
6. TOU'ft .r-barda.. 
8. SaIliftQa bmt4 

• 

Let us doai with the obief of these types of credit institu-
tiona. . 

TH1I &rATS BANE. The State Bank (old one) was founded in 
1860 on the eve of the abolition of feudal rights in Russia, heine 
reorganUed from the former State Commercial Bank. The newly 
established State Bank, which COIWDeIleed operation in July, 
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1860, was authorized to perform the following operations! " (a) 
huy and sell gold and silver, (b) discount bills of exchange and 
other term paper, (c) receive payments on bills of exchange and 
other term instruments for account of clients, (d) receive de
posits! (1) for safe-custody, (2) on current account, and (3) for 
accrument of interest; (e) grant loans, and (f) negotiate State 
paper for account of clients and for its own account within the 
limits of its own resources." 

Furthermore the State Bank took over from the State Note 
Printing Department the issue of Credit Notes (the paper money 
then in circulation). 

Thus, the State Bank was established as a Bank of issue as 
well as a commercial bank. 

The State Bank (old one) existed until 1917, when it was sub
jected to reorganization and soon afterwards liquidated in pur
suance of the decree for the nationalization of banks. In the 
course of the State Bank's 57 years' existence great changes, as 
is known, took place in Russia's economic" life. During that time 
an extensive network of railways had been built up, and industry 
had grown. Radical changes had also taken place in agriculture. 
Landowner enterprise steadily gave way to peasant farining. 
Peasant economy which bad for"aroilg time been cbielly con
cerned with grain farming gradually began to reorganize in the 
direction of an intensive cultivation of special cultures and cattle
breeding products. In short, Russia during this period from be
ing a. purely agrarian country became an agrarian-industrial 
country. 

ACTIVITIES OF STATE BANK AnEcn:D BY ECONOMIC DEVELOP

MENTS. Thus the activities of the State Bank in the course of 
t1Iis period were carried on under conditions which marked an 
important change in the economic life of the country. It should 
be borne in mind, however, that in the meantime certain other 
events had occurred which had their effect on the Central Bank. 
Russia during those years had been conducting three great wars! 
the war with Turkey in 1877-1878, the war with Japan in 1904-
1905, and the war with Germany and her allies in 1914-1917, and 
had lived through three revolutions, those of 1905 and February 
and October, 1917. Furthermore, the country all this time ex
perienced intermittent industrial crises. Great changes had oc-
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curred also in the field of currency circulation. The outstanding 
facts in this respect were the inflation of 1877-1878, the tran
si tion to a gold standard in 1897, and the reversion to a 
paper currency at the beginning of the World War. Finally 
great changes, substantially affecting the State Bank's activities, 
took place in the credit system as a whole. In the first decades 
the State Bank continued to be the dominating factor on the 
money market. Later, however, private commercial banks began 
to arise: after the nineties they became serious competitors of the 
State Bank, which they gradually relegated to the position of 
.. a bank of banks." Of scme importance to the life of the Bank 
was the change in its statutes effected in 1894. The statutes 
of 1894. which were introduced in lieu of the old statutes of 1860 
opened up for the Bank scmewhat wider possibilities in the grant
ing of credits to trade and industry. 

All thess occurrences could not but affect the trend of activi
ties of the State Bank, whicb, while it reacted to the influence of 
all these changes, was at the same time itself a factor in the 
economic progress. Having existed for 57 years in an epoch 
replets with events, an epocb which, taken as a whole, may be 
regarded as one of industrial revolution in Russia, the State 
Bank naturally paased through varioUs phasea both in regard to 
its line of policy and, principally, in regard to its position on the 
money market. 

I do not propose, however, to examine here at length the evolu
tions through which the State Bank passed during these years, 
hut shall confine myself ml'lely to a brief description of the 
deve!opmfln' of its operations. 

CHANOIS IN FuNCTIONS OP SorA .... BANL A closer examina_ 
tion of the ligures showing the movement of accounts of the State 
Bank for the period 1861-1917 first of all reveals that a material 
change took plate in the direction of the Bank's activities a' the 
close of the nineties, a change which allows the history of the 
State Bank to be divided. into two sharply dissimilar periods.lt
These data show tha' before the end of the last eentury the State 

,

Bank eoneentrated the main pan of its activities in operations 
for regulating eurreney eireulation and c:aterintl to the needs of 
the Treasury; it took only a small pan in thfl financinc of c0m

mercial transactions, and only in the eouree of the laS ~ 
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years of its existence did it become a more or less important 
factor in the sphere of credit. 

This conclusion can be drawn from a comparison between two 
operations of the Bank: namely, the accumulation of a gold re
serve and loan and discount operations. For the period 1861 to 
1895 the bank's gold stock increased by 830 million roubles, from 
82 to 912 millions, whereas loans and discounts for the same 
period increased only by 317 millions, from 46 to 363 million 
roubles .. 

If we divide the whole period under review into five-year 
periods and draw an average from the balance of funds em
ployed in loan and discount operations for each five-year period 
(as per 1st January) ,) we get the following picture. 

LOAN AND DISCOUNT OPERATIONS. The total amounts em
ployed in loan and discount operations at the beginning of the 
year were on the average: (in millions of roubles.) 

186l-1865 ........ 49.1 1891:'1895 ........ 248.0 
.1866-1870 ........ 79.6 1896-1900 ........ 348.1 
1871-1875 ........ 928 1901-1905 ........ 483.5 
1876-1880 ........ 203.9 1906-1910 ........ 568.2 
1881-1865 ........ 230.7 1911-1914 ........ 726.0 . 
1886-1890 ........ 2348. 

As the above figures show in the course of the first period a 
more or less perceptible increase in loans and discounts took 
place only in the second half of the seventies when the average 
balance rose from 92.8 million roubles in 1871-1875 to 203.9 
million roubles in the next five-year period. Following this, how
ever, up to 1891-1895 the average balance of funds employed in 
loan and discount operations remained practically unchanged. A 
more or less steady growth of these operations begins from the 
next five-year period. 

As we shall see further, a comparison between the loan and 
discount operations of the State Bank for these periods and the 
same operations of the private commercial banks does not sug
gest that the State Bank was of less significance in the money 
market in the eighties and nineties of the last century than dur
ing the last decades of its existence. Relatively, its .role then I 
was even greater. This, however, is accounted for by the fact, 
that the private banks did not appear until as late as the sixties 
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and seventies and their operationa in those years were a9 yet 
comparatively small. 

The government was cognizant of the fact that loan and dis
count husine81 was insufficiently developed. However, official 
BourceB were inolined to asorihe this faot to shortcomings in the 
bank'B statutes. The true reason for the poor development of 
loan and discount operations of the State Bank was not however 
in a defect of the statutes. It is diffioult to helieve that the bank 
pursued thiB oourse for a period of 40 years only because it held 
" too narrow" a conception of the tasks for stimulating business 
with which it waB entrusted as was alleged at meetings of the gov
ernment committees. This sounds hardly plausible judging from 
the fact alone that the very inauguration of the State Bank, which 
was to have superseded the old Commercial Bank, was motivated 
by the necessity of creating a credit institution to cater to the needs 
of trade and industry. As a matter of fact, the poor development of 
the State Bank's loan and discount businesa was due not so much 
to dcfioiencies in ita statutes as to more deep-lying cauees. A 
mention of these causes is to be found in the work of Gurielf. 
" The State Bank," it says, .. which according to the Statutes of 
1860 had as ita immediate aim the stimulation of oommerce and 
the atabiliaation of the money and credit system, managed to 
fulfill this condition only to a small degree. The main hindrance 
to the State Bank '8 activitiea was the shortage of funds. A large 
part of the Bank'. resourcea, which might have been used for 
atimulating commercial transactions, were expended in operations 
for account of the treasury, such as, for instance, the liquidatioD of 
dobta of the old government credit institutions.' The aame opin
ion is expressed by Migulin. .. The Stata Bank," he says, .. from 
the outset disposed of most insignificant riIeourcea for developing 
ita commercial operations, as it was obliged to apply the bulk of 
ita funds and the deposita of private clienta in connection with the 
liquidation of the old credit institutions, and in supporting the 
private commercial banta whose bills the State Bank rediscounted. 
The Bank in the main eerved as a kind of branch of the Treasur1 
for whose acoount it affected varioU8 disbursements. .. • 

• A. GwW,. • A ~ or the PI",,_ or Credit IDstitutioaa ill R ....... • 
P.l9Ot _ ~ (ill Ruaiaa). 

• P. AI.... • Our Renkinc PoIi«r.- Ehuto". lIIOl. P. D (ill 
Ru.iaA). 
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Thus we are forced to the conclusion that the feeble develop
ment of the State Bank's loan and discount operations up to the 
close of the nineties was due chiefly to the fact that the Bank in 
the first decades of its existence was fettered by transactions con
nected with the regulation of the State debt and the preparation 
for a monetary reform. Only after 1897 when the currency re
form had been c~mpleted and the position of the Treasury had 
consequently improved, did the Bank alter its policy and com
mence tp engage more actively in commercial credit business. 
One can gather from the figures mentioned above that on a five
year average the State Bank had funds invested in loan and dis
count operations as follows: (figures for January 1st): in 1911-
1914, 726 million roubles against 568.2 million roubles invested in 
these operations on the average for 1900-1910, and 438.5 million 
roubles for 1901-1905. Thus for a period of 10-15 years the loan 
and discount operations of the Bank increased on the average 
by 65.6%. 

STATE BANK BECOMES A BANKEBS' BANK. The accommodations 
which'the State Bank afforded trade and industry for this period 
show a perceptible increase. At the same time the State Bank 
began more and more to assume the functions of a "Bank of 
Banks." Tbis found expression in tbe fact tbat tbe State Bank 
invested a considerable portion of its funds through tbe medium of 
private banks, institutions of small credit, and others. In 1900-
1909 the State Bank gave out to banks, institutions of small credit, 
and other credit intermediaries about 20-25% of funds whicb it 
bad invested in loan and discount operations; in 1910-13 it already 
invested a balf of its resources in this way, while only about a half 
were loaned out directly. 

IMPORTANCE oJ' 1'BEAsUBY DEPosITS IN STATE BANK. It is not 
proposed here to go into an examination of the various operations 
of the State Bank for the period under review. It is necessary 
bowever to. point out tbat, according to tbe Bank's returns, tlls 
chief source of funds on which tlls 'P'"0gress of tlls State Bank'. 
asset operations in the course of 1895-1911, was based, was tlls 
rB/IourC88 supplied by tlls Treasury. It suffices to quote by way 
of example the position of the bank's chief accounts OD January 
1,1914. Under a total balance of 3040 million roubles tbe bank's 
assets included the following items: 
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Gold .................................... . 
lnvOltmenta in loan and disoount operations 
Beouriti .. belonging to Bank ....•.•••.••••• 
On .. oounta of Tre .. ury ................. .. 
Other ..... ta ............................ .. 

against which, on the liability side, were: 

Currency DOtes in circulation ............. 
Capital end fundo ......................... 
Fundo of trouury (on tole of Treasury Dept. 

and special fundo and deposita) ••••••.• 
Ale of savinge banka ...................... 
Other d.poeita end accounta •...•••..•....• 
Other liabiliti ............................. 

1,695 million roubl .. 
1,072" tI 

108 II II 

M CI ., 

60· .. 

1,666 • .. 
liS .. a 

951 .. .. 
14 .. .. 

283 .. H 

93 .. • 

Thul, the currency notes in ciroulation together wit'll the bank'e 
initial capital were almost entirely invested in the gold atock. 
The loan and discount operations, which exceeded in amount 
one milliard roubles, were oarried on with funda received by way 
of deposita and current account&. However, out of the total sum 
of 1,228 million roubles comprising deposita and current accounta 
955 million roubles, or 81 ',11., consisted of funda belonging to the 
treasury and the savings banks. The State Bank thus employed 
in ita operations all the available reserves whicb at that time be
gan to accumulate with the treasury, including the ao-called: 
.. available cash" of the Treasury. I 

EFncr 01' THB WAIl ON BTAft DANL The war which broke out 
at the end of July, 19a, brought important changes in the direc
tion of the State Bank's activities. We have had occasion to 
speak of this in connection with lUI examination of the changes 
which took place in the currency in 19U. It will be remembered 
that an important change took place in the'operations of the State 
Bank in connection with the war. The State Bank during this 
period was converted into a chief center from which the war was 
finaneed; it dist'harged th_ functions by means of the issue of 
int'Ollvertible notes which it passed over to the Treasury by way 
of diseounting the sheri-term bills of the Exchequer. The State 
Bank acquired a new debtor in the persoII of the Treasury, which 
alftady by the end of June, 1915, owed to the bank twice as much 
money 118 aU the other bonowere taken qether. This debt of 
the Treasury's which in the bank's retums figured as diseount of 
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the Exchequer's short-term bills, continued to grow during the 
years following; according to the last returns published before the 
October Revolution, i.e., on Oetober 23,1917, this item comprised 
15.5 milliard roubles, while the aggregate amount of funds in
vested in loan and discount operations showed at the same date 
19 milliard roubles. In other words, it exceeded other debts by 4 
to 5 times. At the same time, as we shall see further, changes 
also took place in' the relationship between the State Bank and 
the private banks. 

LIQUIDATION OF STATE BANK. The October Revolution and the 
Jsubsequent financial legislation of the Soviet Government brought 

various changes in the position of the State Bank. The Decree 
regarding the nationalization of banks approved by the Central 
Executive Committee on December 14, 1917, brought about the 
fusion of all private joint-stock banks and banking offices with 
the State Bank. The following two to three years saw the 
gradual liquidation of the State Bank. ' We shall dwell on thi. 
proc~s of liquidation in the next chapter when dealing with the 
history of private banks. Here however we shall merely point 
out that the State Bank renamed the People's Bank (Narodny 
Bank) existed in the shape of II bank for about another two years 
and was abolished in January, 1920, when what remained of it 

I wail turned over to the new Budgetary and Accounting Depart
ment formed under the People's Commissariat of Finance. 

JOINT-STOCK BANKS. Among the institutions of short-term 
credit the joint-stock commercial banks were, with the State 
Bank, the most important factors on the moneY market in RUBBia. 
The joint-stock commercial banks, which, as a type of credit insti
tution, resembled the English II joint-stock banks" or the German 
" Depositenbanken," began to spring up in Russia comparatively 
late, i.e., only after the abolition of serfdom. 

The first jo~stock commercial bank - the St. Petersburg 
Private Commercial Bank-came into being in 1864, and the 
government took part in the formation of its capital stock. In 
1866 was established the first joint-stock commercial bank in 
Moscow - the Moscow Merchants' Bank. Two more banks 
were founded subsequently in the same year; the Kbarkov Trad
ing Bank and the Kiev Private Commercial Bank; in 1869 three 
banks were formed; in 1870 five banks. The articles of associa-
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tion of 12 banka were approved in 1871, of 10 banka in 1872, and 
of 6 banka in 1873. Not all of these banks, however, undertook' 
operations i by the beginning of 1876 there were altogether 'in 
existence 39 banka with 49 branches. 

The network of commercial banks resumed its growth in 1892-
1893, principally in respect to the branches. The number of banka 
up to 1912 fluotuated from 30 to 40. 

During the latter years of their existence the number of joint
stock commercial banks began to increase again. The number o~ 
banks was aB follows: 

February 1st, 1912 .......... 3t with 691 oranoh .. 
Janu..,. lot, 1913 .•••.•••.• 411 .. 732 .. 
January In, 191 ••.....•••. 47 .e 743 " 
January lit, 1916 ...•.•.••• 60 tI '162 • 
January 1at, 1916 .......... SO «'183 • 
January lit. 1917 •.••.•..•. 68 It a 

After the October Revolution the joint-stock commercial 
banks, it will be remembered, were nationaliled by Decrees of 
December 14, 1917 from which time they ceaeed to exist as inde
pendent credit institutions. The history of the commerica1 hanka 
in Russia thus embraoes the period from 1864 to 1917. Confining 
OUrselV1l8 to a description of the fundamental points of the de
velopment of the commercial banks for the period under review, 
we shall dwell first of all on the process of development of the 
banking netwOrk. In the oourse of 1900-1910 the number of banks 
not only did Dot grow but greatly diminished. By the beginning 
of 1900 they numbered 39, and by 1910 only 31. This was due to 
the process of consolidation of the banks which was then begin
ning. The mos\ important instancee of consolidation were: the 
merger of three .. Poliakoff OJ banks into the Amalgamated Bank • (Soyedinenny Bank) in 1909; the merger of the .. Northern 
Bank" (Severni Bank) with the .. Russo-Chin_" into the 
U Russo-Asiatic Bank" in 1910; the abeorption of the Minsk 
Commercial Bank in 1909 and later the Kiev Private Commercial 
Bank by the AIIOv-Don Bank. At the aame time oertain provia-

. cial banks in the same d_de cused their existence, amonc them 
the insolvent Kharkov Trading Bank. From 1910 the Dumber of 
banks began to grow. At the beginning of that yar they num
bered 31, and t& at the beginning of 1913, and 53 at the beginning 
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of 1917. This happened partly as a result of the establishment of 
a few new banks, and partly on account of the fact that certain 
private banking houses were converted into joint-stock commer
cial banks. Among these transformations was the reorganization 
of the .. Junker" banking house into the Moscow Industrial 
Bank, the banking house of Riabushinsky Bros. into the Moscow 
Bank, and some others. 

At the beginning of 1917, there were operating in Russia, as we 
said before, 53 joint-stock 'banks, of which 15 were Petrograd 
banks (i.e., whose head offices were there),' 8 Moscow banks,· 
and 30 provincial banks. The following figures relating to the 
beginning of 1914 demonstrate the relative significance of these 
3 groups in the money market. The resources of these banks 
as on January 1, 1914, were (in millions of roubles): • 

The provincial banks, as shown by the above figures, were not of 
great significance in the money market. The chief position was 
occupied by the Petrograd banks, and next the Moscow banks. 

According to volume of business the largest banks on the eve 
of the rIWoiution, January 1, 1917, were (in millions ofroubles): 10 ., . 

Investments in Loan and Discount Operations 
Rusoian Bank for Foreign Trade ..••.•..••..•••• 608.7 

. Amv-Don Bank ................................. 500.1 
RU8BO-Asiatie Bank ............... ,............... 540.5 
Volga-Kamski 'Bank ............................. 626.7 
Moocow Merchants Bank ....................... _ 4.58.4 
Petrograd International Bank ................... 440.6 
RWllian Trade <I: Industrial Bank ......... ....... 342.9 
Siberian Trading Bank .......................... 298.7 
Amalgamated Bank ............................. 238.2 

• Asov-Don Bank, Volga-KamsIrl Bank, Petrograd Bank, International 
Bank, Petrograd TraiIe <I: Commercial Bank. Petrograd Loan <I: Diaeount 
Bank, Petrograd Private Commercial Bank, Rusoian Bank for ForeigD 
Trade, RUlIIian Trade <I: Industrial Bank, RW!IIO-Asiatic Bank, Rua.o
English Bank, RUlIIO-Dutch Bank, R..-.French Bank, Siberian Bank, 
Credit Lyonnais '(branch), Allied Bank. 

8 Moscow Bank,' Moeoew Merchanta Bank, Moooow N arodny Bank. 
Moocow Diaeount Bank, Moocow Private Commercial Bank, Amalga
mated Bank. 

o According to .. General Balance· for 1914 • . J' 

. Bank'sown Depooitund 
funds Cwr. Aoeta. 

St. Peie';"l1I'1! Banko ••• 544.9 1&14.0 
Moscow ..... 161.7 467.1 
Provincial "... 139.8 237.1 

In_ontain 
Joana aDd diaeounta 

2102.6 
6116.3 
3M.o 

10 AocordiDc to .. Geueral Balanee" for January, 1917. 
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BUSINESS 01' THE JOINT-STOCIt BAND. Passing to the opera
tions of the j oint-stock commercial banks and their role in the 
country's economic life, it should first of all be noted that these 
bank. pused through different phases during the 54 years of 
their existence. 

In the course of the first 25-30 years of their existence, befors 
the heginning of the nineties of the last century, the joint-stock 
commercial banks were not very powerful institutions nor par
ticularly important in economic life. Their relative significance 
in the money market in comparison with the State Bank at that 
time was not very great. A considerable advance in the develop
ment of the commercial banks took place in 1893-1894, when 
Rusaia entered upon a phue of economic progresa, which con· 
tinued up to 1899. During this period the operations of the 
oommerical banks developed rapidly. But 1899 ssw the advent 
in Russia of a general oommercial and industrial crisis which 
lasted until 1902, when it evolved into a prolonged stagnation 
whioh dragged on till 1908. The crisis of 1899-1902, which was 
also, by the way, accompanied by a crisis on the stock exchange, 
delivered a heavy blow to the development of the joint-stock 
commercial banks. The hanks' halance-eheets, the movement of 
their capital stocks, deposits and current accounts and loan and 
discount operations seemed &gain to have come to a stand· 
still. The commercial banks, however, did not get off merely 
with a stahililation of their balance-eheete. A number of 
banks sustained heavy losses and found themselves in serioua 
difficulties. Subsequent government examinations revealed that. 
eome of the big banks and their heada had been pursuing &Il 

extremely UIlSOund policy. In eome casee where there did 
not prove to be any way out of the diffieulty things ended in a 
collllpee. 

DE\'ELOPIIIKNT 01' Jou~'l'-STOc1t BANIt4 BEI'OU TBIi WAIl. The 
blow which W&8 dealt at the commercial banks by the trade and 
industrial crisis of 1~1902 at the same time led to a change in 
their relationships with the State Bank and to a decline in their 
relative significance on the money market.. On the other hand, 
while the operations of the commercial banks on the asset. side 
remained stationary during th_ years, the State Bank's loua 
and diSOOllJlt transactions displayed a rapid IfOwth. 

In the eourae of 1903-1903 the transactions of the eommercial 
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banks somewhat increased, but subsequently up to 1906 they again 
suhsided into a period of stagnation. The economic depression 
terminated in 1908. But the year 1907 already saw a resumption 
in the growth of the banks' loan and discount operations, an influx 
of deposits, a general growth of the balance-sheets, etc. From this 
time until the outbreak of the war the joint-stock banks were 
undergoing an exceptionally rapid development. At this time 
they grew up into powerful institutions. During that most aus
picious period deposits and current accounts were almost trebled, 
and reached on January 1, 1914, the total of 2,539 million roubles. 
The loan and discount business of the joint-stock commercial 
banks showed approximately the same increase and amounted 
to 3,162 million roubles. The bank's own funds also increased by 
nearly three times. 

The same period witnessed a decisive change in the relationships 
of the State Bank and the joint-stock commercial banks and the 
advance in their relative importance on. the money market of 
which mention was made in the preceding chapter. The State 
Bank! 'was forced to a minor position in the financing of trade and 
industry, which became concentrated chiefly in the hands of the 
joint-stock commercial banks. A considerable portion of the 
funds which the State Bank supplied to commerce passed through 
the commercial banks. 

JOINT-STocK BANKS 1914-1917. The outbreak of the war in 
1914 did not interfere with the development of the commer
cial banks' transactionlJ.l Ii was only. in the first few months 
following the declaration of war that the banks were obliged 
to resort to increased borrowing from the State Bank, owing to 
an efBux of deposits during 1914. But the inllux of deposits 
to the private banks began again in the last months of 1914 
and waxed strongly in the course of 1915 and particularly in 
1916 and 1917. This enabled the joint-stock banks to increase 
their investments in loans and discounts; their operations con
tinued to develo'p. 

This progress ean be seen from the table on p. 919, which gives 
the figures from the aggregate balance-sheets of the joint-stock 
banks (in millions of roubles): 
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Jan. 1, July 1, Jan.l, Jan.l, Jan. 1, April 1, 
1914 1914 1915 1916 1917 1917 

Iown aapital •..•... 836.& 987.3 906.1 930.6 993.6 1,089.9 
Depooita and alll'-

NDt aooounta .•.. 2,639.0 1,807.8 1,878.2 3,931.1 6,747.6 7,548.4 
lLoan and diaoount 

3,161.9 aperaticma .••.•. 3,180.8 3,190.1 3,711.6 6,491.5 6,325.6 
trotal baianOHhaat. 6,233.0 6,381.8 6,521.' 8,434.0 18,061.3 14,461.0 

In spite of the faot that the operations of the oommeroial banks 
oontinued to grow in the oourse of 1914-17, it would be wrong to 
regard this period of the commercial banks' activities as a oon~ 
tinuation of the boom of 1907-1913. The resemblance between 
these two periods in the development of the commercial banks' 
transaotions is merely an extraneous one. The development of the 
commercial banks' operations in the period of the war was based 
on the phenomenon of paper-CUfTency in/lation. The growth of 
business, the inorease of deposits and asset operations, was in fact 
an unhealthy distention and not a normal development. 
~HIII NATIONALIZATION 01' THill BAND. The bistory of the R1IlI
sian commercial banks and of the whole former credit system 
terminated with the Decree of the Central Executive Committee 
for the nationalilation of the banks. dated December 1". 1917. 

This Decree reads: 
II In the interests of a proper organisation of national economy 

and with a view to completely eliminating banking speculation 
and entirely liberating the workers, the peasants and entire work
ing population from the e:<ploitation of bankers' capital, and also 
with a view to establishing a single national bank of the Russian 
Republio to genuinely serve the interests"of the nation and the 
poor cla..-. the Central Executive Committee hereby resolve: 

.,' (l) Banking is deelared a State Monopoly. 
(2) All existing private joint-stock banks and banking hoUSM 

are to be merged with the State Bank. 
(3) The assets and liabilitirs of the liquidated institutions are 

to be tahn over by the State Bank. 
(") The mode of the merger of the private banks with the State 

Bank is to be laid down by • special decree. 
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(5) Provisionally, the management of the affairs of the private 
banks is intrusted to the Council of the State Bank. 

(6) The interests of the small depositors will be fully safe
guarded." 

Another decree supplementing this was issued on January 26, 
1918, ordering the complete confiscation of all the funds of the 
former private banks, and the annulment of all bank shares and 
prohibiting the paying out of any dividends thereon. 

On tlie day of the publication of the Decree of December 14 
the management of the joint-stock commercial banks passed 
djrectly into the hands of the representatives of the Soviet authori
ties, who commenced gradually to transfer their assets and lia
bilities to the State Bank, which eventually in 1918 was renamed 
the People's Bank of the Republic (Narodny Bank). Liquidat
ing and Technical Collegiums were instituted at each of the com
mercial banks which were under liquidation and to coordinate the 
work of these collegiums a " Council of Experts" was formed at 
the office of the former State Bank. The nationalized banks were 
converted into" branch" offices of the People's Bank. They still 
continued certain operations in the course of 1915-1919, namely, 
current account business, remittances, and, to a more restricted 
degree, documentary commercial credits. In April, 1919, an order 
was issued for the granting of credits for food purchases, and for 
some time these transactions developed rathel" extensively until 
autumn of the same year when the granting of food credits was 
suspended. In December, 1919, 230 liquidation balance-sheets 

. were received from the 340 offices of the former commercial banks 
which maintained contact with the center; bank values to the 
amount of 12.7 milliards or 94.1 % of the sums of the private 
banks' balance sheets passed to the balance sheet of the People's 
Bank. In this connection the official pUblication of the People's 
Commissariat for Finance, compiled in the middle of 1920, from 
which we have borrowed this information, estabUshed the fact 

\ that "the business of nationalizing the coinmercial banks is at 
present completed." 11 

MUTUAL CIlEDlT SoclEliE8 AND CITY Pum.IC BANIt8. We have 
11 Vide publication of People'. Commiooariat for Finance "The Social 

Revolution and Finaneea" Mel. 1921 pp. 7J..78 (in RII8Iian). 
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said above that in the field of short-term credit there were two 
other types of banks operating in Russia .besides the joint-stock 
commercial banks: the mutual oredit societies and the city public 
banks. The mutual credit societies were small credit institutions 
who catered to small and middle-claes industry and trade. They 
were organiled not on the lines of the joint-stock oompanies but 
on the basis of mutuality. The capital of these societies was 
forced from membership contributions. Each member of the sil-" 
ciety, however, took upon himself responsibility for the affaire of
the society to the extent of ten times the amount of his member
ship contribution. On January I, 1917, there were 1,031 of these 
societies. Societies, to the number of 795 concerning which info~ 
mation was available at the time, had a membership of 442,940, 
working oapital- to an amount of 101.1 million roubles, de
posits and current accounts to a sum of 991 million roubles. 
Their investments in bill of exchange transactions at the same 
dats were 472.9 million roubles, and securities -140.5 million 
roubles. T h. citll public bank. were small provincial banks 
under the administration of the town councils. On January I, 
1916, there were altogether 50 of these banks in Russia in the 
larger (gubernia) towns and 293 in the smaller (ouyead) ones. 
With total assets of 347.6 million roubles, these banks invested 
in discounts of bills with two signatures 105.1 million roubles, in 
time loans against freeholds in the cities 96.5 million roubbles, 
in loans to towns and aemstvoa 11 million roubles, in loans 
against aeourities 10 million roubles. The Mutual Credi~ socie
ties and the City Publio banks were liquidated by order of the 
People'. Commissariat of Finance at the enq of 1918. 

IN8TlTUTIQN8 op LoNG-'IEIIN: MOIl'IGAGII CBEDrr. The first big 
institutions of mortgage credit in Russia were the private joiN
atoe.\; lotId boftka. which existed up to the October Revolution. 
There were altogether ten of them, and all of them sprang up in 
the period 187l-1873. The joint-stock land banks granted long
term loans against mortgagv of lands for various ~ ranging 
from 10 to 66 years, by means of giving the borrowere their own 
mortgage bonds. Mos~ of the mortgage bODds issued by the pri
vate land banks which the borrower bad to realiae for his own ac
count, bore inten18t at 4i". The borrowers, in aeoordance with 
the usual practice of mortgage credit, paid the bank, besides 4i~ 
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interest for payment on coupons of the mortgage bonds, from i% 
to 8% per annum, according to the term, in repayment and from 
i% to i% "for the setting up of the hank's reserve fund, for 
payment of dividends and expenses in connection with the man
agement of the hanks." The credit, in this' way, would cost the 
borrowers 5-6% per annum. Actually it was dearer, since the 
mortgage bonds had a rate below their face value while interest 
was paid into the bank at their nominal cost. 

An idea as to the general progress of the operations of the joint
stock land hanks can be obtained from the following figures show
ing the growth of their mortgage bond circulation. The amount 
of these bonds was (in millions of roubles) : 

Jan. I, 1909 .....• 964.6 Jan. I, 1914 •....• 1,294.2 
" 19U) .....• 1,001.9 " 1915 •..•.. 1,340.9 
" 1911 .. ... . 1,094:. " 1916 .. ••• . 1,337.8 
" 1912 . .... . 1,197.2 " 1917 • ..• .. 1..313.9 
" 1913 ...... 1,222.2 

To appreciate the significance of these loans in the financing of 
agriClllture it should, however, be borne in mind that the land 
banks granted loans not only against farming lands, but against 
real estate in the towns as well. Thus, lbesides big land enter
prises they financed building in the towns. Placing the town 
loans of the land banks separately, we should get the following 
picture of the development of their operations in the financing of 
big landowner enterprise. Their total loans against mortgages of 
lands amounted to: Jan. 1, 1903-537.7 m.r., Jan. 1, 1909-
636.8 m.r., Jan. 1, 1914-897.3 m.r., and Jan. 1, 1917 -946.7 
m.r. 

Besides long-term loans the joint-stock land banks also granted 
short-term loans for terms from 1 to 3 years on mortgaged land. 
Thus, farming enterprise of the big landowners (" Pomeschiki ") 
received through the joint-stock land banks loans to a sum of 
abOut 1 milliard roubles nominal. Of this sum the borrowers real
ized on the money market probably not less than 700 to 800 
million roubles. 

STATE NoBLES Lum BANIt. The credit of the private land banks 
was comparatively dear and could not save the big landowner 
farms, i.e., the enterprise of the U Pomeschiki," from ruin. To 
support the latter the State Noblea Land Bank was founded in 
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1885 by which loans were granted upon mortgaged land ollly 
to hereditary nobles. Later on, in 1890, the affairs and funds of 
the Society of Mutual Land Credit, established in 1866, were 
turned over to the Nobles' Bank where they formed the Special 
Department of the State Nobles Land Bank. Credit was granted 
by the Nobles Bank on very easy terms. The principal facility , 
was that the bank guaranteed the borrower a fixed rate which 
wal to be realized on the mortgage bond. At first loans were given 
in mortgage bonds, but the bank undertook to realize these bonds 
on the market at a margin of 2% in its favor, the borrower being 
paid 98% of the nominal value of the mortgage bond in cash. 
From 1889, however, the bank simply began to grant loans ineash, 
waiving the difference of 2% and even refunding the 2% to aU 
the former borrowers. The bank now sold the mortgage bonds on 
its own acoount. The difference was covered from the realized 
prooeeds cmtained by a lottery loan for 80 million roubles. Thus 
on loans received from the Nobles Bank the borrower did not lose 
on the rate and the credit cost him much less than at the private 
land banks, notwithstanding that the mortgage bonds of the 
Nobles Bank bore interest at 6% while those of the joint stock 
banks were .1%. Very soon the borrowers of the Nobles Bank 
began to receive numerous other privileges. These privileges 
oonsisted of various prolongations and deferments, writing off 
of arrears, and so on, and were granted from the most diverse 
motives. Side by side with these facilities, however, the b0r
rowers' farms still continued to daeline. About as to 40% of 
the payments yearly remained in arrear. Additional loans were 
oontinually being taken upon mortgaged property at the Nobles 
Bank itself. The borrowers of the Nobles Ba, receiving 
therefrom 60'){, of the value of the land, were rarely content with 
this loan and for the most part applied to other mortgage banks 
for additional credit, where loans were taken on seeond and third 
mortgages, and likewise applied to the State Bank which gave 
loans against prOmissory notee secured by land. Up to 1906 seven 
out of e\'ery ten borrowers who received loans at the Nobles Bank
applied for loans under _d and third m~ 

The general development of the Nobles Bank's operations is 
expressed in the following figures. The debt outstandinc on mort.
gaged estates (includinc the debt owed by the Peasants' Bank) 
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was: Jan. 1, 1909-747.2 m.r., Jan. 1, 1912-820.4 m.r., Jan. 1, 
1914- 954.4 m.r., and Jan. 1, 1917 -1,OlO.8 m.r. 

With the continuous arrearage which accompanied the opera
tions of the Nobles Bank it could hardly be supposed that any 
appreciable portion of the sums which the borrowers received from 
that bank were employed for enlarging or improving their under
takings. Most of these funds were evidently used for other pur
poses. Estates, mortgaged at the bank, were gradually being sold 
to persons of .. non noble" origin, on to whom the debt was trans
ferred. Thus, on January 1, 1912, out of 27,256 mortgaged estates 
with a mortgaged area of 12.1 million desiatines, 9,732 with an area 
of 2.2 million desiatines belonged to persons not of the nobility, 
i.e., they were sold by the nobles, who had taken loans, to persons 
of other classes. Moreover, with a debt of 678.9 million roubles 
owed by borrowers the Nobles Bank at that time had a debt owed 
it by the Peasants' Bank of 151.5 million roubles in respect of 
estates which had passed over to the peasants. Thus about one
thir,d of the funds were received from the bank by persons who 
sold their estates and in this way took their capital away from the 
land. Moreover, of the remaining two-thirds hardly much could 
have been used on agriculture if for the reason alone that in 1896-
1900, for instance, only 29% of the estates which remained mort
gaged at the Nobles Bank in 46 gubernias of European Russia 
were cultivated exclusively for account of the owners, while of 
the remainder 51 % were exploited by leasehold and 20% in 
mixed ways. It is diflicult to believe that the bulk of the land
owners would apply for loans and mortgage their lands with 
the aim of improving and enlarging enterprises which they ex
ploited by means of lease. All these funds, obviously, were 
employed for different purposes not connected with agriculture. 

PEAsANTS' LAND BANK. In 1883, a little before the Nobles 
Bank, there was established the Peasant's Land Bank. The aim 
of the bank was to facilitate the process of mobilization of land 
property, i.e., the p888ing of the land from big proprietors to 
the peasants. A part of the cost of the land was to be paid by the 
peasants, the bank providing the rest. This money went to the 
former owners, who retired from the land and took the money 
away with them into the towne to be applied in trade and indus
try. The new owners had to pay into the bank interest and 
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redemption, These p"yments were fairly large and comprised 
at first from 71 to 81'10 and eventueJy from 1894 61 to 
71% per annum, The following figures show the sums received 
by landowners for their lands through the Peasants' Bank: 

v ..... 
11183-18811 
1~1888 
18811-1891 
189:1-18IK 
1896-1897 
1898-1900 
1901-1903 
19O1-1908 
1907-1909 
1910-1911 
1913-1916 

LoanaGranted 

For purch .... 
in thoUB. d .. 

646.2 
70U 
4111.8 
486.2 
784.0 

2,126.0 
2,210.3 
1,486.2 
3.179.0 
B.86U 
l,89U 

To total amount 
(in thoUB. rho.> 

24,151 
18,778 
12,650 
16,476 
34,464 

134M7 
170,062 
134,410 
868,614 
'14,026 

Up to 1915 inolusively altogether 17.7 million desiatines were 
purchased through the Peasants' Bank, Up to 1912 loans were 
lranted for the purchase of land to an aggregate amount of 
1,329 million roubles, 

In 1895 the Peasants' Bank was eubject to a reform as a result 
of which it was given the right to buy land for its own account 
to be subsequently resold to the peasantry. This measure had 
the aim of increasing the demand for land with a view to raising 
its price. This aim was indeed achieved and prices on land began 
to rise. At first the Bank was able to buy land on its own ac
count only with its own resources, but in 1905 it was eJlowed to 
effect Buch purcbases on account of mortgage bonds specially 
issued for the purpose. EventueJly certs.ia government lands 
were turned over for sale to the Peasants' Bank, 90 that it found 
itself in possession of a large land fund which in the last few 
years preceding the war was steadily sold 01[. The land fund 
of the Peasants' Bank was: Jan. 1, 1909 - 4,478 thOUSlllld desia
tines, Jan. 1, 1913 - 2,930 thousand desiatines. 

From 1907 the Peasants' Bank began to grant loans against 
mortgages of peasants' allotments, which bad by that time 
freed themselvee on the old redemption payments imposed on 
them in 1861 at the time of the abolition of feudeJ rights. These 
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were essentially the first loans to fall into the hands of the 
peasants, who could employ them to productive ends. This 
operation, however, did not develop particularly well. Such 
loans were granted as follows: 

Years 
1907 
1908 
1909 
1910 
1911 
1912 

Number 
of loans 

47 
153 
952 

1,113 
1,083 
1,388 

Amount of mort-
gaged land (in Loans granted 
thoua. of des.) (in thOU8. of roubl .. ) 

32.0 504.6 
36.1 1,765.1 
53.9 1,089.1 
45.6 1,213.1 
22.4 1,116.4 

. 22.9 1,078.4 

We have seen that for the same years the Peasants' Bank had 
granted loaDS for the purchase of land to a sum of 782.6 million 
roubles. The money which the peasants received direct from the 
Peasants' Bank thus amounted to less than 1 % in comparison 
with the sums which were received by those who sold their land 
to the peasants and retired from agriculture. During the subse
querit years, 1913-1916, the operations of granting loans to the 
peasant did not develop. 

From the above-quoted figures illustrating the activities of the 
principal banks of land credit in Russia it can be gathered that, 
generally speaking, this form of credit was fairly well developed. 
On January I, 1916, the indebtedness of private owners to the 
joint stock land banks amounted to 947.8 million roubles, to the 
Nobles Bank 854.0 million roubles, while tbe debt to the Peasants' 
Bank on peasant lands amounted to 1,398 million roubles, i.e., 
altogether 2.2 milliard roubles. If we add hereto the debts to 
certain other institutioDS of mortgage credit we would gct a total 
indebtedness for 46 gubernias in European Russia on January I, 
1916, of over 3 milliard roubles . 
. TOWN CREnrr SocIETIES. In the sphere of long-term credit 

an important role was still played in Russia by tbe town (and 
gubemia) credit ,ocietiu. They resembled, in their activities, 
the land banks, operating by help of the issue of their bOnds, 
except that the land banks granted loans both against the pledge 
of farming estates and real estate in the towns, wbereas the 
town credit societies granted loaDS exclusively against mort
gages of town freebolds. In respect of their organuation, how-
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ever, the town credit societies differed sUbstantially from the 
joint-stock land banks, being attached to and under the control 
of the town self-governing bodies. The proprietors of the socie
ties were their members, who elected once in every three years 
the meeting of representatives, and the members of the societies 
were owners of property mortgaged to the societies. On July 1, 
1916, there were 36 town credit soci.eties in Russia, including 
12 in Poland. Their loans to borrowere outstanding at that 
date amounted to 1,361 million roubles. The total amount of 
loans granted by the town credit societies and the land banks 
for building in the towns comprised on January 1, 1914, 1,756 
million roubles and on January 1, 1916, 1,804 million roubles. 

Alter the October Revolution the system of mortgage credit 
was also liquidated. One of the first aots in this connection was 
the decree of November 25, 1915, abolishing the Nobles' Bank 
and Pelllants' Bank, which was published a few weeks before the 
decree concerning the nationsliaation of the banks dated De
cember 14 (27),1917. Next Will issued the Decree of the Council 
of People's Commissaries of May 17, 1919, concerning the liqui
dation of the town and provincial credit societies. 

SlII.u.L CuDrr INSTITUTIONS. In Russia before 1917 there ex
isted three types of small credit institutions: (1) ~ public 
institutioN of small credit, under which ~.ategory were included 
auxiliary and savings banks, volost and village public savings 
banks, volost and village banks, and some others; (2) _ki 
kom of small credit (small banks of aemstvos) ; and (3) credit 
cocipmalillel 01 two typtlS, namely, credit G&SOCiotiona (Kreditnie 
towarischestwa) and loaa-aovinQa associations (sudosberegatel
Die towarisehestwa). Among the institutions of amall credit 
ehould also be added the Stole (SsudDi~ Kasey) and T_ 
l.otRborda. 

All these three t,ypee of institutions, pl'-8S8llt public, aemski and 
coOperative, catered approximately for the same sphere of enter-
prises - amall and medium farms of the pl'-8S8lltry in the villages 
and the enterprises of handitraftsmen and petty trader.! in the 
towns. They furDi~ loans for economic improvements, for the 
~hase of \ools and equipment, raw material nee ery for 
the enterprise. and other similar requirementa. Loans were granted 
as peraonal trust, on surety, or OIl pledge. 0eeasi0Dally loans 
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were made against mortgages on real estate. In most cases 
loans were granted for terms ranging from 9 to 12 months, but a 
certain portion were granted for longer periods, up to 5 years. 
All the institutions of small credit operated both with their own 
as well as outside funds, consisting partly of deposits and partly 
of borrowed money. The latter they received from private indi
viduals, or public organizations, or from other credit institutions. 

The Peasant public imtitutiom of 817Iall credit represented 
small cash offices with a capital of a few thousands, rarely more 
than a few tens of thousands roubles, which were under the 
peasant self-governing bodies in the rural districts. Their num
ber was considerable; on January 1, 1914, there were 4,724 in
stitutions of this kind operating in the country. Their role, 
however, in the country's economic system was insignificant. It 
is sufficient to say that their total investments in loans at that 
date amounted to 100.5 million roubles. The Zemski KasBi of 
small credit were under the gubernia and ouyezd zemstvOB. 
Their basic capital was comprised of the appropriations of the 
institutions of zemstvos and the relief which the government issued 
for this purpose. Besides this they received deposits. Their 
business was of a larger volume than that of the peasant institu
tions. On January 1, 1916, there were 247 zemski kassi in Russia 
with a capital of then- own amounting to 3,164,000 roubles. At 
this date their loan investments amounted to 59.9 million roubles. 

CREDrr COOPERATIVE SocIETIES. Credit coiiperatives began to 
spring up in Russia in the sixties of the last century. The tim 
loan and savings association was established in 1865 by the 
brothers Sviatoslav and Vladimir Luginin in the village Dorova
tov, government of Kostroma. The number of credit institu
tions subsequently began to increase in the following manner. 
There were in: ,', 

1865 ••.•... 1 
1870 ...•••• 12 
1875 ; •••.•• Ii68 
1880 .••.••• 902 
1885 ..••••. 988 

1890 .•... 826 
1900 •. :.. 785 
1906 ....• 1.629 
1910 ...•• 6.693 
1914 ..... 14,562 

1915 ..... 15.450 
1916 ..... 16,()56 
1917 ..... 16,477 

The largest increase took place in the period after 1905. 
The loan-savings and credit associations were organized on 

the following basis. 
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The proprietors of the association were its members, and man
aged its affairs through the general meeting and its elected bodies: 
the Board and Council. Only members of the association could 
enjoy credit therein. The association had a basic capital, which 
was formed differently in the loan and savings and the credit 
associations; this in fact constituted the principal distinction 
between these two types of credit coiiperatives. The loan and 
savings associations were built up on a contributsd capital com
prised of the contributions of the members. Each member was 
obliged to contribute a uniform fee either on admittance to the 
membership of the society or by subsequent payment. Under 
the old charters this contribution could not be more than 100 or 
less tllan 10 roubles. In addition to the contributed capital the 
association may have had other sums in its basic capital, such 
as donations or sums specially loaned for the purpose. Thus, 
the association, besides the contributed capital had a basic capi
tal, made up from other sources and also borrowed capital. In 
the couree of time the associations formed also reserve funds and 
special funds out of allocations from the profits. The credit 
association was not obliged to have a contributed capital. Its 

. members did not malte obligatory contributions. Its basic capi
tal, which might not be less than 1,000 roubles, could be made 
up from borrowed money on the one hand and from sums donated 
and appropriations from the profits on the other. T.hus the basic 
oapital of tile credit associations as well was comprised of otDft 

eollito! and borrowed funds. It should be pointed out that in the 
event of the association's liquidation the sums borrowed for 
building up the basic capital were to be returned to the lenders 
only after the eociety's other debts, such as deposits, loans for 
business requirements, etc., had been paid elf. The members of 
the credit associations, in addition to the contributions which 
they made, bore a C'ert.ain additional liability for the business 
of the association. This liability might be limited or unlimited. 
In the latter case it could not be less than double the amount of 
the maximum cmlit fixed for the respective member. Tbus, the 
oredit and loan-savings associations, apart from the basio oapi
\ai, whirh they actually formed, had an additiooal g'IICII'fIIUee 
capitol The cmlit coiiperativee ~ved deposita for fixed 
periods and ordinary deposits and contrac&ed short-term Joana. 
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In the sphere of their asset business the credit and loan-savings 
associations were remarkable first of all for the fact that the 
volume of credit they were able to give to the individual member 
was limited. Under the old charter the maximum credit could 
not exceed 300 roubles, and only in separate cases reached as 
much as 1,000 roubles per member. Moreover, their asset busi
ness was circumscribed by the range of their loans, Le., they 
could grant loans only for specific purposes, such as .. for business 
turnova and improvements in the enterprise, as well as for the 
purchase of machinery, tools, livestock, and any equipment 
necessary for agriculture or other trade." This restriction had 
the aim of preventing loans being given for ~onsumptive needs. 
Each prospective borrower had to state for what purpose he re
quired the loan. It may be presumed; however, that in practice 
this restriction had no special significance, and probably re
solved itself to a mere formality. The credit coOperatiTes fur
nished ilwo kinds of loans: short-term Iqans for a term up to one 
year, and long-term loans for terms up to five years. 

The cooperative principle was applied by the loan and credit 
associations in the matter of allotting profits, although in this 
connection there existed a substantial difference between these 
two types of cooperatives. The loan-savings associations could 
pay dividends on contributions, but not more than 10%, while the 
credit association did not pay its members any profits. All the 
profits of the credit associations and those of the loan-savings 
aSllOciations, less dividends, had to go to the forming and supple
menting of the society's own capital and could be employed by 
the association in excess of this for charitable and similar pur
poses. In this manner, the associations, after a certain time lost 
some of their interest in accumulating profits. Its policy in this 
case had to be that of making credit for its members as cheap 
as possible. 

To conclude the description of the old Russian credit and loan
savings associations, we must add that they were not purely 
credit institutions, since in addition to credit functions they acted 
as brokers and agents to their members in seIling their merchan
dise and buying for them raw materials, etc. With many of the 
credit coOperatives these brokers' transactions occupied a more 
prominent place than purely credit buainess. 
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In the last years preceding the revolution, owing to the increase 
ill the number and development of the activities of the credit 
coiiperatives, a tendency became noticeable on the part of the 
credit cooperatives of one district or province to amalgamate into 
Unions 0/ credit cooperativeII, or so-called credit coiiperatives 0/ 
the Brad degree. This whole system of coiiperative credit became 
unified into a single chain after the establishment in Moscow of 
a central bank of cooperative credit in the shape of the Moscow 
N arodny Bank. 

An idea as to the activities of the credit cooperatives and loan 
and savings associations during recent years preceding the revo
lution is given by the fallowing data. 

The general returns of the credit and loan and savings associa
tions were as follows: 

Number of Cantrib-." a.oaiatiOOll 
included in Member- uted DepooilB Lo.oa .......... ohip (own) 

balan .. Capital 

obllOt (in mi lliono of r oub).) 

In Jan. I, 1918. 
Cndit AB>ci.Uono .. 7,9M 4,870,351 - 113.5 184.1 
u... '" &viDp » 

oociat.iono. • .•••.• 8,062 1,740,229 - 170.2 212.8 

Ion Oot.. I, 1915. 
11,844 7,784,881 20.2 2M.O 856.' Credit AB>ci.Uono .. 

u... '" &-rinp » 
..... Uono •••••••• 4.00II 2.817.864 48.7 206.7 269.8 

An id~a of the interest which the eredit and loan-saviJIgB asso
eiations paid to their depositors ean be obtained from the follow
ing data, as at the beginning of 1915: 

Up to 4~ _ paid I\f 84 ondi.t -. and • lou '" _Yinp ....... 
• ,,,"" ."IeI" lit -381- ... 
-" .... Cl14'8" .... 153- ... 
.. .,,,. CI .... a&57 lit .. .. 87'S" .. .. 

Over '''' n ....... d .. .. 18 .. .. • 

The majority of the associations thus paid on deposita 7 and 
mars per cent, i.e., at least 3 to • per cent mars than the com
mereial banks. Under these eonditiona the tredit coOperatives 
eharged their borrowera 9 to 10 and more per cent.. 

Deposita were coming in ehie8y from private individuals. 
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The total sum of deposits which the credit cooperatives disposed 
of on January 1, 1915, were received from the following sources: 

At Credit Associations 
(in millions of roubles) 

From private persons....... 100.00 
" private banks •...•••• 0.10 
II institutions of small 

credit ............•. 3.40 
" zemstvos. . . . . . . . . . . . . 0.03 

At Loan &: Savings Asso
ciatioDs (in millions 

of roubles) 

199.20 
0.08 

1.60 
0.01 

ATTITUDE OF SoVIET GOVEBNMENT TOWAlIDSMALLCBEDITSOCIE

TIES. The measures of the Soviet Government in connection with 
the liquidation of the banks were not applied to the small credit 
institutions of the cooperative type. On the contrary, in the early 
part of 1919 an order was issued (People's Commissary of 
Finance, February 2) regarding the registration of the char
ters of all credit cooperatives, which demanded that the charters 
of newly organized credit cooperatives' and loan-savings asso
ciat.illns and their unions be submitted for registration, and stipu
lating that" such charters as have been approved or registered 
in the regular way before October 25, 1917, are not subject to 
obligatory revision and re-approval or reregistration." Never
theless, the cooperative credit institutions in the course of 1918-
1919, owing to the suspension of free commercial intercourse and 
the sharp depreciation of the currency, ceased to be of any im
portance whatsoever. The Decree of January 27, 1920, regard
ing the amalgamation of all kinds of cooperative organizations 
enjoined that" the credit and loan-savings cooperative associa
tions, as well as their district, provincial, and regional unions, 
are to be merged with the local consumers' societies and their 
unions, to whom they are to tum over their assets and liabilities, 
technical equipment, and personnel." 

THE NEW BA1I.TKING SYSTEM OF THE U.s.S.R. 

FOUNDING OF THE NEW STATE BANE. The financial poliey of 
the Soviet Government in the early years after the October revo
lution, during the epoch of so-called" military communism," cul
minated in the liquidation of the old credit institutions. 
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With the liquidation of the credit institutions the varioUs 
credit instruments disappeared from the economic system. Bills 
and checks, securities and drafts, etc., all were elements of which 
the majority of people engaged in business re~ined out the 
vaguest recollection in 1921. The finanoing of the nationalized 
enterprises was, as ie known, carried on under the budgetary 
allocations system, by way of non-repayable grants through the 
organs of the Treasury, in compensation for whioh these enter
prises delivered their produoe to the corresponding Government 
authorities free of charge. In private businees, where it still ex
isted, deals were only made in cash both on account of the absence 
of law8 regulating credit transactions and the continual deprecia
tion of the monetary unit. The keeping and transfer of money 
relapeed to primitive methods. The change in the economic 
policy of the Soviet Government, the transition to the N .E.P. 
could not fail to produce a change in the Government's attitude 
towards credit. It became clear that the supplying of funds to 
big enterpriees could no longer be carried on fully by way of 
budgetary appropriations and that the nationaliled enterprises 
would have gradually to return to the system of obtaining work
ing capital by means of credit. At the same time, with the or
ganillition of a commodity market and the licensing of private 
capital investment in trade, and, to some extent, in industry, a 
demand was created for the restoration of the eredit system as a 
machinery for facilitating cash transa~tiona. At the same time 
a change of opinion ~ame noti~ble in regard to the currency. 
The opinion prevalent hitherto that it was neressary to abolish 
the currency system was superseded by the idea of having thie 
system restored and adjusted, which could not be done in the com
p1eta absence of credit in the country. For these reasons the ne
cessity for restoring the credit system ~e obvious, and the 
idea aroea of establishing a State Bank. During September 1921 
a Regulation for the nN bank was burriedly drafted whi~h, after 
being examined by several tommit~ was approved by th, 
All-Russin Central Exetoutive Committee on October 3rd. On 
October 12 the Council of People's Commissars passed a decree 
establishing the State B&Dk of the R.S.F.s.R. -later renamed 
State B&Dk of the U.8.S.R. in conn~tion with the formation of 
the Union of Soviet Republica. A little later the Central Em:u-
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tive Committee finally confirmed the .. Regulation for the State 
Bank." On November 16, 1921, the Bank started business in 
Moscow and proceeded at once to organize branches in other 
towns. On January 1, 1922, the bank already had 21 local 
offices'and b;anches opened. The main object of the new insti
tution was defined by .Article 1 of the Regulations which states 
that the State Bank was organized with the aim of .. promoting 
by means of credit and other banking operations the develop
me~of industry, agriculture and trade and concentrating mone
tary transactions andfulfiJIing other measures for establishing 
a sound currency." 

INCEPTION OF OTHER CREDIT IN8TlTUTlONS. The State Bank 
was the first credit institution to spring up under the new condi
tions. Its inauguration was followed by the establishment of 
other banks and soon a considerable network of credit institu
tions was formed in the U.S.S.R. In general the following types 
of credit institutions existed in the U.s~.R. in 1928. 

(l) Banks of the ioint-stock type, the largest of which is .. The 
Bank of Long-Term Credits for Industry and Electrification of 
the U.s.S.R." (" Prombank") with the Head Office in Moscow. 
This type also includes the "Bank (or Foreign Trade of the 
U.S.B.R." (" Wneshtorgbank") with the head office in Moscow, 
the" Far Eastern Bank" (head office Habarovsk), and others; 

(2) The Central Agricultural Bank; 
(3) Banks of the coOperative type, including the All-Russian 

Cooperative Bank (Vsekobank) and the Ukrainian Ban~; 
(4) City Banks (Moscow City Bank, Leningrad Communal 

Bank, Kharkov City Bank, Nijni-Novgorod City Bank, Vologda 
Communal Bank, etc.,) as well as the Central Bank for Munici
pal Economy and Building; 

(5) Mutual Credit Societies; 
(6) Agricultural Credit Societies, of which there were 70 by 

April 1, 1928; 
• (7) Credit and agricultural credit associations; 

(8) Town Lombards, of which by April 1, 1928, there were 36. 
(9) Savings Banks. 

THE PII0MBANK. The Prombank commenced its activities at 
, the end of 1922 with an initial capital of 3.4 million roubles nomi-
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nal, as a bank 'of short-term credit. Subsequently, further issues 
of shares were made and on October I, 1925, ·the bank's capital 
oomprised 74.4 million roubles. Although it is a joint-stock bank 
in form the Prombank is on the whole a State credit institution, 
since almost all its shares belong to State institutions and enter
prises. By its aims the Prombank is an institution which is sup
posed to cater for the credit needs of State industry •. In this 
sense it is the bank of the Supreme Council of National Economy 
which has a very close control of its activities. Until 192iothe 
Prombank granted loans to State industrial enterprises If6th in 
the form of short-term loans to satisfy their needs for circulating 
capital, and in the form of long-term loans for the development 
of industry. For the latter aim there existed in the Prombank 
from the year 1926 a special Department for Long-term Credits. 
But In view of the fact, that short-term loans are largely granted 
to State industry by the State Bank of the U.S.s.R., there was 
some parallelism in the work of the State Bank and the Prom
bank in this respect. To avoid this in 1928 the Prombank wss 
reorganised into a Bank of purely long-term credits for industry, 
and its short-term assets and Iiahilities were taken over by the 
State Bank. The Prombank is now receiving its working funds 
from State Budget grants allotted for new industrial building, 
from the assignments out of the profits of Stste industrial enter
prises and eo on. From these funds the Bank grants loans in the 
form of long-term credits to different State trusts and other 
State organisations, which need credits for the purpose of new 
buildings and of enlarging existing plant. 

Cmmw. AORlCl1LTUlW. BANE. The Central Agricultural 
Bank commenced operations in Moscow in July, 192.. Its initial 
capital was provided in the form of a grant of fO million gold 
roubles out of the funds of the Treasury. Besides this it was 
granted considerable credit. by the State Bank. The obiect. of 
this bank is to give credit. to peasant. fanne flW the purchase of 
n~ farming implements, to provide them with initiat. 
workilll capital and facilitafAl the marketilll of farmill& produce. 
The bank doee its work through the Agricultural banks of the 
constituent. republics of which there were 6 banks on April I, 
1928, and the U Agricultural Credit. Societies" which are ulti
mately based on the peasant. credit. and agricultural credit. 
associations. 
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ALL-RuSSIAN COOPERATIVE BANK. The largest bank of the 
cooperative type is the All-Russian Cooperative Bank (" Vseko
bank "). The founders of this bank, which was established in 
1922, are the so-called "cooperative centers"; Centrosoyuz, 
Selskosoyuz, Vsekoles, Vsekopromsoyuz, etc. The object of this 
bank is ~ supply credit to all forms of cooperative societies. 

Moscow CITY BANK. Of the credit institutions of the fourth 
group-the municipal banks-the most important is the Mos
coW" City Bank. This bank began business in Moscow at the 
beginning of 1923 in the form of a joint-stock bank with a capital 
stock of 2.5 million roubles which it subsequently increased by 
further issues. The Moscow City Bank is connected with the 
Moscow Soviet and receives considerable funds from the munici
pal institutions and undertakings. Like other city banks, it ful
fills certain treasury functions in connection with the local budget 
and it frequently becomes the temporary depositary of idle funds 
of the city budgets. 

¥ UTUAL CREDIT SOCIETIES. A peculiar place in the credit sys
tem 'of the U.S.S.R. is occupied by the Mutua! Credit Societies, 
for they are the ouly credit institutions catering to private trade 
and industry and are in the closest eontest with the private 
money market. Not getting, directly or indirectly, any assist
ance from the budgetary sources which to a greater or less degree 
go to replenish the resources of the othet banks, and as they re
ceive comparatively small credit from the State Bank, the mutual 
credit societies are obliged to pay the market rate of interest on 
their current accounts and charge a high rate for their loan 
business. Mutual credit societies, which differ little constitution
ally from the former institutions of this type, began to appear in 
Russia as early as in 1922. The first-the Leningrad Mutual 
credit society - sprang up in June 1922. On April 1, 1928, there 
were 266 of these societies funetioning in the country. How
ever, the business of the Mutual credit societies is developing 

,slowly and they are institutions with a very small volume of 
business. 

An idea concerning the general development of the credit 
system in the U.s.s.R. can be gathered from the following data 
on the operatioDS of different credit institutions (in millions of 
roubles) : 



Otru c.pital Depooit aud Current Acooun .. 
Loan aud Diacoun~ 

0perati0Ds 

'/L'''' I(L.f1215 I/L'. I/Llm 1/ .. 11124 1/&.1126 '/LU211 1/1.1021 l/Ltr.N 1/&.1126 l/s..lnB ',...1027 - -
",. St.te Bonk •••••••. 126.2 1Jl3.1 1112.6 368.7 308.1 733.3 867.9 1,020.9 598.5 1,408.9 1,736.1 2,358.1 

ee;'~···W~i.. 66.6 129.7 19U 292.7 1411.9 337.3 241.7 260.6 252.8 639.2 616.9 910.6 

.......... k, Voekobank, 
Elekkoboulk) 

City....,.. ••.••••....• 16.1 91.2 180.6 146.9 70.2 147.0 219.6 206.8 103.5 266.2 506.2 629.1 
Han .. I.a the PnwInceo. 13.6 16.3 19.4 23.5 19.7 34.0 32.5 39.6 29.6 63.2 65.5 88.7 

(Dalbaok, the UJuaiD. , 
bank and ""ben) 

AplcuJturai ....,.. ..... 48.8 119.5 216.2 279.6 7.7 4U 6U 95.0 103.2 389.9 758.0 1,261.6 
Mutual ereditlOcletu. .. 3.0 7.2 16.1 13.9 U 17.9 27.0 22.1 10.0 29.8 48.8 31.1 

Total ••...•••.•••• 271.7 617.0 827.6 1,125.3 560.8 1,311.0 1,463.0 1,645.0 1,097.6 2,688.2 3,731.5 5,479.2 
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These data show that business of the credit institutions during 
1924-1927 developed rapidly. Deposits and current accounts 
increased froin 560.8 million roubles on October 1, 1924, to 1,645.0 
million roubles on October 1, 1927, and loan and discount opera
tions from '1,097.6 million roubles to 5,479.2 million roubles. 

Together with the absolute growth of the operations of the 
credit institutions their relative importance in comparison with 
the State Bank is slowly but steadily increasing. This can be 
seen fr~m the following comparative figures of loan and discount 
operations: 

Loan and discountLoB.118 and discounta 
operations of of other credit 
State Bank institutions 

Oct. I, 1923 ••••..•... ' 312.3 m.r. 134.7 m.r. 
a "1924. . .. .. . . .. 598.6 " 499.3 " 
.. "1925. . . . .•. ... 1,425.1 .. 1,276.4 " 
" .. 1926 .........• 1,9182 .. 1,913.1 .. 
" "1927 ..•.• " . .• 2,358.1 .. 3,121.1 • 

Percentage of 
column2to 
column 1 

43.1 
83.4 
89,9 

100.0 
132.4 

The percentage of the loan and discount transactions of all 
oth~1- banks to those of the State Bank indeed increased percepti
bly in 1923-1924, although in the next years 1924-1925 and 
1925-1926 it rose more slowly in spite of the fact that the net
work ~f credit institutions had oonsiderably grown during this 
time. 

:QU8INESS 011 THE STATE BANK. THE ISSUE 011 THB CHEBVo

NETZ. II Having described the general trend of the credit system 
in the U.S.S.R. we shall now dwell at somewhat greater length on 
the activities of the central institution of this system - namely, 
the State Bank. The latter not only acts as the central bank of 
note iasue and cashier to the Treasury, but it is at the same time 
the chief bank of short-term oommercial credit. In describing 
the activities of the State Bank we shall deal in particular 
with the monetary reform which was carried out in the U.S.S.R. in 
1922-1924. 

Two STAGES 011 CulmENCY REJIOBM. The State Bank, which 
began operating at the end of 1921, commenced business under 
the conditions of depreciating clirrency which were described in 

IS For fuller information concerning !lie activities of !lie State Bank in 
the early y ...... of ita existence Bee the author'. book, RUMimt C.........ctl """ 
BImkint/. J9J.-J914 (P. S. King ... Son, London, 1925). Ch. IV-V and VIl 
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the first ohapter. This situation, which was extremely embar
rassing for industry as a whole, greatly hampered the work 
of the State Bank, as a credit institution. Inasmuoh as the de
preciating rouble was the only circulating medium and unit of 
account, every loan that was granted, even for a very short time, 
in nominal roubles, returned to the Bank 'considerably depre
oiated in value and the Bank was therefore obliged to employ 
complex devioes in ita credit policy in order to protect ita funds 
from depreciation. The summer of 1922 saw the commencement 
of work at the State Bank for preparing the monetary reform, 
whioh began to materialize at the end of the same year. This 
reform, as we have remarked, passed through two stages. The 
first was the issue at the close of 1922 of new money - the 
to chervonetl," bank notes of the State Bank. For 15 monthe 
afterwards the new bank note of the State Bank issue, the ex
change of which had acquired a oertain degree of stability in re
lation to foreign ourrenoy (the dollar) and to oommodities, 
circulated in the country aide by Me with the old money, the so
oalled to Sovanaka" (Soviet tokens) issued by the Treasury which 
oontinued to depreciate rapidly both in relation to commodities 
and in relation to foreign currenoy (and hence, in relation to the 
charvoneta). Eventually, in February-May, 1924, the old money 
to SoVllnaka," were finally liquidated and, for the purpose of small 
change there were issued Treasury notes which were actually 
exchangeable for chervoneta at their face value. From this time, 
i.e., February-May, 1924, the stabiliution of the ourrency of the 
U .S.S.R. waa completed. . 

THIl IssUANCil 01' BANIt NOTES. The issue of bank notes by the 
State Bank, which commenced on November 27, 1922, is based 
on the following principles, as expressed i&the Deeree of October 
11, 1922, ad elaborated in the supplementary" Regulations for 
the issue, ues, and calling-in of bank notes .. dated October 19, 
1922-

(1) Bank notes are to be.issued by the State Bank in notes of 
I, 2, 3, 5, 10, 2S and 50 chervoneta and to be expressed in gold, 
one chervon~ta being equal to 10 roubles of the former Russian 
&Old coinage, i.e., 1 IOi0tnik and i8.24 dolya of fine &old. 

(2) Bank DOtes are to be secured to no& less than one quarter 
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of the amount placed in circulation by precious metals and stable 
foreign currencies. The remainder is to be· secured by easily 
marketable goods, short-term bills and other short-term securi
ties, and not less than two-thirds of this part of the security shall 
consist of trade bills. 

(3) Bank notes, according to the idea of the Issue Law, must 
in due course be exchangeable for gold. However, at the present 
time they are not convertible, and the law only specifies that the 
date for gold payment against bank notes is to be fixed by II 

special Act of the Government. 
(4) The chief object of the issue of bank notes is to increase 

the working capital of the State Bank to enable it to develop its 
commercial transactions, discount bills, grant loans, buy precious 
metals, foreign currencies, draf~ and foreign bills and securities. 
At the same time the State Bank may alBII issue notes for grant
ing short-term loans to the Pedple's Commissariat of Finance. 
These loans must be secured by precious metals up to not less 
than 50 per cent. -

(5) Information concerning the amount of bank notes put into 
circulatioIl and cover for same is to be published by the Head 
Office of th,State Bank twice a month. 

(6) For' administering the Dote issue an Issue Department is 
to be formed at the State Bank with a special balance sheet of 
its own; an Issue Council is to be formed at the Bank for exer
cising a general supervision and control of the issuing activities. 

We have seen that side by side with the State Bank's cher
vonetz there were still cUrrent old Soviet notes which were still 
being issued by the Treasury. For fifteen months there thus 
existed in Soviet Russia a system of parallel circulation of two 
paper currencies. Between the two currencies there was no ex
change rate fixed by law, and the exchange rate of the chervonetz 
in Soviet roubles was continually rising. The principal motive 
which decided the Government to retain the old money and the 
old emission side by side with the new, was that the issue of paper 
money was considered essential as a means of covering the large 
budgetary deficit which existed at the time. 

GROWING IMPORTANCE OJ' CUERVONETZ ISSUE. Beginning with 
1923 there is to be obseryed a steady advance towards the pre-
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domination of the ohervonetl in the general volume of currency. 
At the same time the chervonetl issue resulted in the increase in 
the value of the total volume of money. By 1922 the value of 
this ourrenoy feU to an insignificant figure. With the transition 
to the new currency - the chervonetz displayed a certain 
amount of stability, and the value of the money in circulation 
increased together with its issues. In this manner was graduaUy 
removed one of the most distressing consequenoes of the paper 
money syetem - the acute shortage of circulating media in 
busine88. The value of the total volume of currency which com
prised on January I, 1923, 118 million roubles gold increased 
by January I, 1924, to 305 million roubles, by Jan. I, 1925, to 
743 m.r., by Jan. I, 1926, to 1,269 m.r., by Jan. I, 1927, to 
1,413 m.r., by Jan. I, 1928, to 1,668 m.r. and by April I, 1928, 
to 1,518 m.r. 

As we have said, during 1923 and the beginning of 1924 there 
existed in the U .s.s.R. two parallel paper currencies, the char
voneta and the Soviet rouble. The former were issued by the 
State Bank in aocordanoe with the law of October 11, 1922; the 
latter were i88ued by the Treasury. Tbe peculiarity of the cur
cancy system of the U.S.S.R. did not, however, consist in the 
fact that there were two paper currencies issued in diJlerent ways. 
In this respect there were not a few analogies during the period 
of the war, notably in the issue of Bank of England notes and 
Currenoy notes in England. The distinctive feature of the Rus
aian ourrency system was that the two monetary nnits ..,.. fIOt 
co_ded bl/ em obligatortl ezeAange rote. The ohervoneta had 
ita exchange rate in Soviet roubles, which changed from day to 
day on the basis of market valuations. The chervoneta was 
quoted in Soviet roubles just the same ae the pound sterling or 
the dollar. At the same time the rate of the Soviet note in rela
tion to the chervoneta, as well as to foreign currency and c0m

modities kept on falling rapidly all the 'time. In relation to the 
ohervoneta the Soviet rouble depreciated In times during 1923. 
Thus, during this period, there were two kinds of paper money 
ourrent, one more or 1_ stable and the other eontinually depre
ciating. In every cash-oflice there was both good and bad 
money. prices were expressed in both, and both actually served 
as a medium of circuiatiOll. 
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THE MONETARY REFORM OF 1924. This gave rise to various 
inconveniences, and at the end of February, 1924, the Soviet Gov
ernment set itself to liquidat"mg this parallelism and unifying the 
monetary system. 

The following are the fundamental laws and regulations by 
which this was enacted: 

(1) Decree of February 6, 19B4, relative to the issue of Treas
ury notes. 

This' decree laid down that the People's Commissariat of 
Finance shall issue Treasury notes in I, 3, and 5 roubles gold 
which shall be legal' tender for all transactions. The amount of 
these notes issued by the Treasury at the 1st of each month shall 
not exceed one-half of the amount at chervonetz issued by the . 
State Bank at that date. The amount of Treasury issues is 
published monthly. 

(2) Ruling of the Central Eucutive Committee and the Coun
cil of People's Commissars of February J4 relativB til the cessa
tion IOf printing of Sovznaks. 

This law ordered the stoppage as from F~bruary 15, 1924, of 
the printing of Sl)viat tokens which do not represent any stable 
value, anli of their issue from ~he reserves of the Commissariat 
of Finance; supplies of these notes remaining unissued on that 
date were to be destroyed. 

(3) Decree of February BB, 19B4, on the issue of IIilver and 
copper coin. 

By this decree the Commissariat of Finance is charged to 
proceed to issue silver and copper coins of the Soviet pattern,' the 
former for 10, 15, 20, and 50 copecks and 1 rouble; the latter for 
1, 2, 3, and 5 copecks. 

(4) Ruling of the Council of People's Commissars of March 
7, 19B4, on the withdrawal of Sovznaks. 

In conformity with this ruling the Soviet monetary tokens 
were to be withdrawn from circulation. For their redemption a 
fixed rate was established from March 10, 1924, of 50,000 roubles 
of the 1923 issue (or 50,000,000,000 old roubles) for 1 rouble gold. 

(5) Ruling of the Council of People'. Commissar. of March 
BB, 19t4, ji:&ing the date when the circulation of Sovznaks .hall 
cetJIIB. 
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By this ruling Soviet notes (" SovJlnaks It) of the 1923 i88Ue 
remain legal tender at the rate of 50,000,000,000 roubles for 1 
rouble gold up to May 10, and will be exchanged at tbe Treasury 
officee and at the State Bank until May 31, 1924. Thus, the 
Sovlnaka ceased to be legal tender from June, 1924. • 

(6) Notice of the State Banle of the U.s.S.R. regarding the 
acceptance of Trell8Ury notes, February 7, 1984. 

The laws enumerated above did not put the State Bank under 
any obligation to aooept Treasury notes in the same way as 
oharvonetl at the rate of 1 chervonetl per 10 roubles. This 
measure waa enforced by an order of the Board of the State Bank. 
The Bank gave notioe that it would accept Treasury notes for all 
payments without limitation at the rate of 1 chervonet. per 10 
gold roubles and likewise freely exchange chervonetl for Treas
ury notes at the same rate. 

CONTROL 01' Ts&AsUllT NOTIIi IssUB. With the liquidation of 
the Soviet note the i88Ue of currency was legally peing carried 
on as before by two institutions: chervonetl were being issued by 
the State Bank and Treasury notes by the People's Commissariat 
of Finance (the Treasury). In this respect we have in the U.s.s.&. 
approximately the same relation as existed in England between 
the Bank of England notes issue and the Currency notes. In 
1925 a further su>p was taken in the direction of technicallv 
linking both emissions, and from that time the issue of Treasury 
notes and ooin has been oarried on by the Stata Bank for account 
of the People's Commissariat of Finance. 

The crux of the reform was to keep the Treasury note from 
depreciating in relation to the chervonetl, and maintaining the 
rouble always as one-tenth part of tha. latter with the same 
stability in regard to commodities and foreign currency. This 
was to be attained by bwo means: (1) restricting the issue of 
Treasury notee to one-half of the ehervonetl issue; (2) the 
aOffptance of Treasury notes in payment by the State Bank and 
the ucllanp of ehenonetl-for Treasury notes. These measures 
proved to be sufficient, and since the reform of 19:H both species 
of monetary tokens are freely taken and ucllanged one for the 
other at the rate of 10 roubles per one ehervoneta, and the Treas
ury note is current neither at a premium nor a diSClOWlt in rela~ 
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to, the chervonetz. DUring the first few months following the 
reform, when the issue of Soviet notes had been stopped, there 
was at one time a shortage of small change, especially in the 
provinces, and in April, 1924, a " small change crisis" arose; in 
other words, the Treasury notes circulated at a premium against 
chervonetz. In May and June, 1924, however, as the issue ot 
Treasury notes increased, this crisis passed over. 

CREDIT BUSINESS OF THE STATE BANK. Passing to 6 more 
detailed examination of the State Bank's operations for 1923-
1928 we shall first of all perceive the importance which the issuf: 
of chervonetz had in this respect. The transition to a stable 
currency enabled the State Bank first of all to put its 1l88et trans
actions on a firm basis of calculation. Elements of this system 
of calculation obtained in the operations of the State Bank as 
early as in 1922, in accounts kept in foreign currency, in loans 
based partly on " a gold calculation," etc. The placing of busi
ness on the basis of a stable currency calculation arrested the 
process of depreciation of the State Bank's balance and the year 
192~1924 saw the commencement of a rapid accretion. Simultan
eously the Bank's importance in the national economy of the 
country increased, 'and found expression first in the continuous 
increase in the resources of the State Bank during 1923-1927. 
At the beginning of 1924 they amounted to over 1 milliard 
roubles; during 1924 they were almost doubled; in 1925 they 
almost doubled again, at the beginning of 1926 reached almost 4 
milliard roubles and to Jan. 1, 1928, they amounted over 5l 
milliard roubles. 

Another influence, which the transition to the chervoDetz had 
on the business of the State Bank was that the issue of bank 
notes was in itself a fresh resource. During the first year of its 
activity the State Bank operated almost exclusively with the 
funds of the Treasury and with sums placed with it on deposits 
and current accounts, and even these were for the most part 
Treasury funds. The note issue itself was a large resource for 
the State Bank, a resource which placed at its disposal at the 
beginning of 1928 as much as 1,044 million roubles. 

Finally, the transition to the chervonet. brought a considera
ble flow of deposits to the State Bank. The carrying of current 
accounts in chervonetz removed the obetacles which had hitherto 
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hindered the influx of II money from outside;" since deposits were 
no longer subjeot to depreoiation and business concerns were en
oouraged to keep their oash at the Bank. The year 1923 saw the 
beginning of a rapid growth of deposits. 

The progress of the State Bank's operations for 1923-1928 is 
seen from the returns, and we shall now dwell at somewhat 
greater length on the various items. 

The Bank', 0VJrI lunda on April I, 1928, amounted to 365.6 
million roubles. These include the Bank's capital, reserve fund, 
and other reserves. The capital waa fixed on October I, 1923, 
when the balance-sheet was finally placed on a gold baais, at 50 
million roubles. It was subsequently increased on October I, 
1924, to 100 million roubles and on July I, 1927, to 250 million 
roubles. The Reserve Fund on April I, 1928, comprised 100 
million roubles. 

The chief resources of the State Bank during 1923-28 were the 
Bank Note Issue and Deposita and Current Accounts. Among 
the deposits of the Stata Bank, an important place is oocupied by 
the deposits and current accounts oj the People's Commissariat oj 
Finance, i.e., funds of the Treasury. 

A more detailed illustration of the composition of the State 
Bank's deposits is given by ·the following figures showing the 
distribution of deposits and current accounts by groups of 
depositore. Out of 749.8 million roubles of deposits comprising 
the bulk of .. other .. deposits beld with the State Bank (i.e., ex
cluding the deposits of the Treaaury) on April 1, 1928, there were 
(in millions of roubles) : 

De~1I and ouimlt ......... 11 or Stale iJldustly •.••.• 171.0 m.r. 
a ... .. • \raDspoft • • • • • • • • • • 36.4 • 
tt ... • • State trade .•..•.•• lU • 
• • • • • coOperatives ..•..... 38.1 • .. lit. • n private clients ...... It.o • 
• • • • • banb .......... ••••• 601.1 • 
• • • • • other orpniatioaa .• I7U • 

As thees figures show a great. amount of the total of .. other .. 
deposits, beld with the State Bank on April I, 1928, was in 
respect. of deposits and current. accounts of the State enteJ-. 
prisee, i.e., tnJats, syndicates, etc. The current. acoounts of the 
coOperative lIOCieties sboftd • oomparatmly amall figure, while 
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those of private persons were still less. Among the accounts' of 
" other organizations" a considerable part is played by accounts 
of administrative and public institutions, including accounts of 
the savings banks, municipal services, etc., and accounts of in
surance institutions, including those of the State insurance 
(Gosstrakh) and Social insurance. 

The predominance of current accounts of State enterprises in 
the liabilities of the State Bank and the comparatively small 
place which is occupied by current accounts of private persons is 
a result of the specific conditions of Soviet economy. This is 
due to the fact that almost all the. more or less important enter
prises' are concentrated in the hands of the State, while the small 
and medium-sized enterprises owned by private persons do not 
generally keep money at the banks, particularly at the State 
Bank. The latter circumstance, in its turn, is due to the fact 
that the State Bank in its asset operations, as ;"'e shall see fur
ther, does business chiefly with the large State and cooperative 
concerns and has little connection with private clients; moreover, 
another reason is that the rate of interest which the State Bank 
allows on current accounts is comparatively low. 

We shall now attempt to total up the funds which the State 
Bank had at its disposal during the period under review. Dis
carding inter-branch accounts, which are merely bookkeeping 
entries between the Bank's institutions, and leaving out" special 
funds" of the People's Commissariat of Finance, sums derived 
by way of short-term foreign credits, and some small items of the 
lillhilities, the principal funds at the disposal of the Bank fot 
investing in its asset business will comprise. three groups: the 
Bank'8 own funds, the note issue, and depoBit8. These three chief 
resources placed at the disposal of the State Bank the following 
sums (in millions of roubles, as of October 1 in each year): 

l/s 1/s 1/s l/x lis 1/i .. 
1923 1924 1925 1926 1927 1928 

Own Capital •••••..•.•.•• SO.1 124.2 153.1 157 Jj 325.7 365.6 
Note llIrue ....••••.....• 235.0 521.9 756.6 856.8 1,026.6 941.8 
Deposits and CUlT. aeeounts. 142.8 308.1 737.4 800.8 1,378.4 1,647.8 

Total .••.•.•..•....•• 457.9 1155.3 1,647.3 1,815.1 2,730.7 2,955.2 

The total of the main resources of the State Bank can thus 
be approximately determined as follows: 
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Oct. I, 1923 ............ to 457.9 m.r. 
II 1, 192t ............ II 955.2 cc 
II 1, 1925 ............ u 1,647.3 II 

.. I, 1926 .............. 1,815.1 .. 
u 1, 1927 ............ If 2,730.7 (f 

Apr. I, 1923 .............. 2,955.2 .. 

A88£T OPElIATIONB 01' THE BTATIII BANE. We shall now turn to 
the asset operations of the Stete Bank. and see how the Bank 
Invested these funds. 

First of all it should be pointed out that in the movement of 
the Stete Bank's funds two drifts will be noticed, both of which 
are typical enough for a bank of issue in the initial steges .of its 
development: namely, one part of the funds went to accumulating 
a stock of precious metels and foreign currency, and the other 
part to provide credit for various enterprises. In addition to this 
the Stete Bank invested a comparatively small portion of its 
funds in commodities (grain) and securities. 

The bullion and foreign currency reserve of which the Stete 
Bank disposes is made up of three items: 

(1) Precious metals j 
(2) Foreign currency in bank notes and speciej • 
(3) Cash balances with foreign banks (under .. Correspond

ents Nostro JJ account). 

The bullion and foreign currency reserve of the State Bank on 
January 1, 1923, amounted to 27.9 million roubles, on October 
1. 1923. it was 144.8 million. on October 1. 1924.297.2 million, on 
October I, 1925, 298.1 million, on October I, 1926. 252.9 mU
lion roubles, on oCtober I. 1927. 299.9 million roubles and on 
April I, 1928, 262.5 million roubles. • 

The Stete Bank's credit opwotUm8 consisted of the discounting 
of bills and granting of various kinds of loans. From the table 
quoted above we can _ tha\ the Bank invested in these trans
actions: on October I. 1924. 598.5 million j on October I. 1925. 
1,408.9millionj on October I, 1926. 1,736.1 III1I.lion and on October 
1,1927,2,358.1 million roubles. On April I. I92&, in these trans
actions were invested 2,822.2 million roubles. 

If we add to these investments in the bullion and foreign eur
rency neerve and credi.\ operations tha disbursements made by 
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the Bank in respect of its own commodities (chiefly grain) and 
securities, we would get the foIlowing picture of the Bank's totaI 
investments (in millions of roubles) as of October in each year: 

1/x-1924 1/,,-1925 1/~1926 1/x~l927 l/iv-l928 
Bullion and foreign currency 297.2 298.1 253.4 299.9 262.5 
Loane and discounts ........ 598.5 1,408.9 1,736.1 2,358.1 2,822.2 
Own commodities and securi-

ties •••.••.•••••.••.•.•• 66.7 
Total •••••. 962.4 

181.8 
1,888.8 

290.1 
2,279.6 

310.1 
2,968.1 

309.5 
3,394.2 

On April 1, 1928, as we have seen, the chief volume of funds, 
amounting to over 2.8 milliard roubles, was invested by the State 
Bank in its discount and loan operations. Let us examine these 
operations more closely. 

First of all we shaIl quote some data showing how these in
vestments were distributed from the formal and technical side, 
that is, on what transactions these sums were paid out. The 
investments of the State Bank in separate discount and loan 
tra!ll!actions were on April 1, 1928, as foIlows (in millions of 
roubles) : 

Bills and special account against bills •••••.•........•....•.•... 1,825.4 
Loane and special accounts against goods and transport documents 326.3 
Loane and special accounts against securities, foreign currency and 

precioua metal. •.•••••.•.•...••..•..•..•••....•.•.•..•...•. 21.2 
Special loane for industry .•.•...•.•...•.••....•.......•.••••..• 206.7 
Financing of grain operations ••••••.••••••••..•.•......•••••••. 292.2 

The chief item is BiIls. On April 1, 1928, they amounted to 
1,825.4 million roubles, or 65% of the corresponding total. 

An idea as to how the State Bank's credits were distributed 
among the various branches of national economy can be obtained 
from the data showing the indebtedness of the Bank's clients in 
respect to its discount and loan transactions. 

The State Bank invested the chief volume of funds in enterprises 
of State industry (48.6% on October 1, 1926; and 52.8% on 
October 1, 1927); the next important of its customers were the 
credit institutions (13.9% and 13.8% respectively); thirdly the 
cooperative societies (13.9% and 12.7% respectively). The 
amount of credit granted by the State Bank to private persons 
and enterprises was comparatively insignificant. 
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The State Bank is, juridically speaking, a centralized credit 
institution controlled by a Board appointed by the Government, 
and carries out the bulk of its operations through the large net
work of its branches. Thus, on April 1, 1928, out of a total SUID 

of 2.8 milliard roubles for discount and loan transactions, 
1.7 milliard roubles figured on the accounts of the branches 
and 1.1 milliard roubles on the accounts of the Bead Office. On 
February 1, 1928, the State Bank had altogether 570 branches, of 
which 32 are chief offices, 167 branches, and 371 smaller branch 
agencies. 

THill CRlliDIT AND DISCOUNT POLICY OF THill STATlii BANK. Bav
ing dealt with the general trend of development of the State 
Bank's operations, we shall now dwell on certain aspecta of ita 
credit and ducount policy. 

The credit JloliCV of the State Bank, as the central institution 
of credit in the country, is of course determined primarily by the 
general principles of ·the Soviet Government's economic policy. 
In virtue of these principles the activities of the State Bank are 
directed chiefly towards supplying credit to State industry, Stats 
trade, transport, and the coOperatives and to credit institutions 
such as the Central Agricultural Bank, the All-Russian COOpera
tive Bank and othere who, in their turn, employ the funds received 
from the State Bank for the financing of the same State and 
ooOperative enterprises. At the same time, however, the State 
Bank in ite credit polioy is actuated by another principle, namely, 
its mdt'OlJOI" to in8vre tAs utmost stability and liquidity of ita 
a888U by investing its funds in such a WIly as would enable them 
to he moved about and transferred from one branch of industry to 
another or from one enterpriee to another as eeasonal or other 
ohangM may demand. The second principlttie one which the State 
Bank is bound to reckon with, in eo far as it is the center of credit 
in tbe country, and at the same time the central agency for the 
regulation of the currency. The correlation of theee two principles 
is wbat determines the couree of the State Bank's credit policy. 
Tbe policy of creating most 'stable and liquid aseets is ezempli
fied, first of all. in the Bank's endeavors to eeleet 1\ olientels 
within the group of State and roiiperative entsrprises. A deter-
mining feature of this policy was the small amount of eredit 
granted to the metallUJlical indusby up to 192" and the indu-
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siDn of individual enterprises out of this group in the bank's 
clientele as and when their business became profitable. AnotheJ 
manifestation of this policy was the granting of credits princi. 
pally in· the form of discount of short-term bills, etc. 

CLIENTELE OF STATE BANK. It is interesting, however, to men· 
tion the following circumstance. Viewing the clientele of the 
State Bank from the point of view of the composition of the 
" corporations" which enjoy credit therein, it must be said that 
there is very little resemblance between theJn and the clientele 
of the old Russian j oint-stock commercial banks. The main por· 
tion of the State Bank's clientele consiets of State concerns, while 
a prominent position is also occupied by the cooperative concerns, 
i.e., clients which enjoyed very little credit with the old commer· 
cial banks. On the other hand the State Bank hardly affords any 
accommodation to private joint-stock companies, which formerly 
constituted the bulk of the commercial banks' customers. If we 
further compare the basic principles of the State Bank's policy 
wi~ those of the old commercial banks, we shall find here again 
mor~ dissimilarity than resemblance. Their common feature, in a 
degree, is their endeavor to insure the utmost security and 
liquidity of. their assets. The private commercial banks, how· 
ever, were alien to a broad national outlook in their business 
practices. On the other hand, the old private banks cultivated a 
different principle.;.... a striving after profit, a principle which is 
not a determining factor in the State Bank's credit policy. Bui 
if we regard the clientele of the State Bank from the point of view 
of their position in the country'. economic life, of the composition 
of the economic unit. or separate enterprises from which they 
are made up, it will appear that the State Bank is virtually sup
plying funda to the same enterpriBea which used to enjoy credit 
with the old private commercial banks. Thus the State Bank 
finances the same metal works, sugar-beet factories, tanneries, 
cotton mills, textile mills, railways, and 80 on, which were for
merly catered for by the commercial banks. A new eleJnent in 
the State Bank's clientele is chiefly commercial concerns, various 
syndicates, coOperative, and state trading institutions which have 
replaced the former wholesale and large commission houses. 

This fact has a double significance in the appraisal of the State 
Bank's investments. First, it shows that the composition of the 
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bank's borrowers is determined by the general condition .of 
eoonomy in the Soviet Union. The State Bank as the central in
stitution of oommeroial oredit discharging the larger Pllrt of the 
oredit business, whioh before the revolution was carried on, by 
the joint-stook commercial banks, must naturally base its activi
ties on the olientele, whioh was always catered to in Russia by 
big oommercial oredit. It is its business to supply funds to large 
industrial enterprises, transport, big trade and to other credit 
Institutions. Inasmuch as all these concerns are in the hands of 
the State and partiy of the oooperative sooieties, the clientele 
of the State Bank naturally oonsists of State and cooperative 
enterprises. On the other hand, the composition of the State 
Bank's olientele furnishes an answer to the question of the secu
rity and liquidity of its investments. Since the clientele of the 
State Bank oonsists predominantly of the principal commercial, 
industrial, and transport enterprises, the quality of the bank's 
investments depends ohiefly on the progress of these concerns, 
on the dcgree of financial eoundnees of the respeetive railways, 
syndicates, trusts, ooOperative establishments, and credit institu
tions, etc., in which the State Bank invested over 2.5 milliard 
roubles at the beginning of 1928. 

DmcouNT POLlCY. As regards dUCOUAt policy, the State Bank 
in the oourse of 1922 adhered to a system of high rates, re
garding interest as one of the means of insuring capital against 
depreciation. In this period the Stats Bank's rate at one time 
reaebed 18~ per month for advances calculated in paper cur
ren~y; for advances calculated on a gold basis the bank applied 
in the same period the rate of 2" per month. With the transition 
to the ebervoneta the State Bank began to lower the disoount rate. 
From July 1, 1923, the rate of di900un' for ahort-term hills 
up to one month (of State organiaationll and ooiiperativss) was 
reduced to 8~ per annum. From April 1, 1924, the State Bank 
again alightly reduced the di900unt rates. Finally, in March, 
1927, the rate of di900unt of bills of State organiaations and ooiip
eratives up to 3 months was fixed at 8" per annum, and the 
rates for other loan operations from 8" to 10," per annum. 

Furthermore, from March, 1927, the rates of interest. which the 
State Bank allowed on current. acoounts is 6," per annum aDd on 
deposits 7-8". 
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To appreciate properly the discount policy of the State Bank 
it should be borne in mind that under the economic conditions 
prevailing in the Soviet Union where the State holds a position 
of !llonopoly, owns big industries, regulates the prices of its own 
manufactures and wields a monopoly over foreign trade, the dis· 
count Tate of the centTal bank cannot aspiTe to the Tole of a Tegula
tOT of the 81Gpply and demand of loan capital. The volume of the 
demands for credit which are tendered to the State Bank by 
the State trusts, syndicates, and cooperative organizations, etc., 
under 'present conditions would hardly be affected if the State 
Bank were to charge a few per cent more or less than the present 
rates of S-10% for the advances which it makes, Hence, the 
State Bank in fixing the discount rate is not prompted by any 
motives for using ·this as a medium to' regulate the supply and 
demand of loan funds, but does so merely with a view td reducing 
as much as possible the cost of credit as a factor likely to in·' 
f1uence the calculation of the cost price of commodities. The rate 
of interest which the State Bank pays' on deposits and charges 
on its asset transactions could not therefore be regarded as the 
" market II price of loan funds. This price on the whole, taking 
into consideration the state of the money market, is admittedly 
low. It it not t/fiflicult therefore to see that the State Bank is 
enabled to give ,credit at a comparatively ,low rate because its 
resources consist·to a large degree of. ndte issue and of funds of 
the 'I'reasury for which it pays no interest. 

This peculiar character of the State Bank's discount rate is 
reflected' in the fact that side by side with this .. official II dis
count there exists in the U.s.S.R. a private discount rate of quite 
a different kind. In a report which the writer had occasion to 
deliver in June 1925 on the subject of the state Bank's discount 

. policy he described the state'of the money market in the U.S.S.R. 
as follows: .. We have in fact in the U:S.S.R. not one but three 
different money markets, each ot which has its own separate ex· 
istence. The first money market is the one which is founded on 
the State Bank's credit. Here the price of money is from S-1O%. 
The rate of 11 % per annum on this market is considered a dear 
one. In the vicinity of and alongside this market are operating 
certain other credit institutions, although they . . . swing over 
to aDother market where money costs 18% and where a rata of 
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12-14% is considered cheap. Besides this credit market which 
is supported hy the State Bank's credit, we have another one
the market of State securities and short-term bonds, of the lot
tery loan, etc. This market has quite another discount rate. 
Here money is procurable, neither at 8% nor at 9%, but at 16 
to 18% per annum, which is oonsidered a normal rate for this 
market. Finally there is a third market, the private market. It 
is assooiated with the activities of ~e Mutual Credit societies, 
which are its cheapest part. There money costs 36%, and some· 
times more per annum. This market terminates with private 
discount. Disoount there is 6 to 7% per month." To appreciate 
the situation one must be mindful of the fact that the relative role 
of all three markets are not alike. The private market is not as 
large in volume as the market which is based on the State Bank's 
credit. It will be sufficient to point out that the investments of 
all the Mutual Credit societies in loan and discount business on 
January I, 1928, amounted to 30.1 million roubles; this com· 
prised only l.6% of the corresponding investments of the State 
Bank, which showed on the same date 2,560 million roubles. 
Nevertheless, the fact that these three markets are dissociated, 
and the large diversity of percentage rates illustrates the peculiar 
signifioance of the State Bank's discount rate. We must say, in. 
deed, that in the last years the rates of the State loans are some
what lower. These loans, issued during the years 1927-1928, 
give an income of about 1~14" per annum to the holdere of the 
respective bonds. Therefore, in the year 1928, the margin between 
the two first parts of the money market has become much 
narrower. 

PLANNING 01' Cunrr. It will not be difficult to gather from 
what has been said above that the market.,Jactors of supply and 
demand of loaD funds do not exercise any essential inlIuence on 
the line of the State Bank's credit policy. As far as the State 
Bank is concerned the discount rate is neither an index of the 
supply and dt'mand of loaD funds nor a regulator of such supply. 
Under these circumstances the State Bank is guided by another 
principie in regard to the investment of its infIowiq funds, 
namely the oUocoliOlt 0/ /tntth CIIROIIO ftMaQaU" ~ credit 

.. A ..... -" All-UIIioD. Coal ........ or Loo.I Mrc I'n or the Sta ... 
&Ilk. 
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Il8pirants in accordance with a definite plan. At times when the 
demands for credit exceed the State Bank's available resources -
as was the ease with rare exceptions almost throughout the five 
years from 1923 to 1927 - the State Bank is obliged to divide 
these funds in some definite way among the enterprises which 
have need of them. The policy of distributing funds systemati
cally among the enterprises demanding credit, materialized in 
the form of quarterly credit programs after 1923-1924. The State 
Bank on the eve of each quarter frames an approximate program 
of its a~tivities for the given period, computes the resources which 
it contemplates receiving during that quarter, and in dependence 
on seasonal and actual demands allocates credits to one or another 
branch of industry. Since the State Bank's customers are in
variably interested in knowing in advance exactly what credit 
they can count on for a certain period of time, the credit programs 
of the State Bank, and lately of other banks as well, are ar
ranged by the banks with the institutions concerned, such as the 
Supreme Council of National Economy, the State Planning Com
mittee, etc. The credit programs during 1923-1927, however, 
merely served the State Bank as a guiding scheme, since it was 
frequently compelled in practice to depart from it in one or 
another degree, in cases when its resources from deposits and 
current aceounts proved to be greater or less than the sums 
estimated for in the programs. 
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PREFATORY NOTE 

The authon wish to acknowledge their indebtedness and gratitude to 
the followinl who rendered them every assistance: Messn. G. R. Pater
eon. A. K. CanninI. R. B. Hogart, D. YOUDI and H. Fraeer Ker. all of 
Barclay's Bank (Dominion, Colonial and Oveneas), Messn. J. Wilmot 
and J. Webb of the Land and Alricultural Bank, Dr. J. E. Holloway 
aod Mr. C. W. P .. rsaU of the Bureau of Census and Statietics. Esp&
tially would they mpotion Dr. Samuel Evans, Chairman qf the Crown 
Mines Limited, and Mr. J. J. I. Middlet.oo, Under-Secretary of Finanoe, 
wbo have also carefully read through the manuscript. 

But the authon alone hold themee\ves responsible for the contents 
of the chapter, 81th for hiB own sectiona, especiaIly,u repros criticiBml 
and conclusiOD& 

BRIEF mSTORY OF THE SOUTH AFRICAN 
MONETARY SYSTEM 

Readara are nminded that" South Africa .. mara to the UoiOD 
of South Africa, whioh OODSists of the four provincea, the Cape, 
Natal, OrIUll8 Free State, and the Transvaal. The Cope was a 
Dutch poeaes&OD from 1652 to 1806, exeept for the British occupa
tiOD from 1795 to 1803. Since 1806 it has been a British DPOSl __ 

slOD. Notol was a Boer Republio from 1839 until May 10, 1843, 
when it was proclaimed a British p1l i m, which it has remained 
e\'8l' since. The Ora"". Free Stat. was a Boer Republic from IBM 

1 Doea 01 haulv 01 Com_ aad PubIio AcImiaioImiaa, 'I'runul 
Uni-.iv CoIlo!le. 

• '--ill ..... 01 EJwom;'" ~.1aI U.u-.iv 000.., ... 
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until the end of the Boer War in 1902. The Tra1l8vaal, except for 
the period of the British occupation from 1877 to 1881, was also a 
Boer Republic from 1852 until 1902, and was known during that 
period as "The South African Republic." From 1902 to 1906 
both the Transvaal and the Orange Free State (known during this 
period as the Orange River Colony) were under Crown Colony 
Government and finally in 1910 the Union of South Africa was 
formed. 

THE CAPE. Until 1680, the monetary unit of the Cape had 
been the Spanish real or the " real of eights," but then it was re
placed by its equivalent, the ryksdaalder (rixdollar) as the unit 
of account. The Dutch and silver coins in circulation at the Cape 
were soon supplemented by a heterogeneous collection of foreign 
gold and silver coins, chief of which was naturally the Spanish dol
lar, which were introduced 3?Y' the ships making the Cape their 
point of call going to and frllm the East. Accordingly tarifis had 
to be published from time to time fixing the relative values of the 
various coins. But when, as a result of the American War of 
Intlipendence, the Cape was completely cut off from Holland, it 
was found necessary to authorize the issue of inconvertible paper 
money for the first time iIi the history of South Africa. by a 
proclamation of May 31, 1782. After the war, the greater por
tion was redeemed, only to be followed up subsequently by fur
ther issues. Thus in 1795,' on the surrender to the British, the 
paper money in circulation amounted to 1,291,275 Rds.; at 
the time of the retrocession in 1803, to 1,786,275 Rds.; and at the 
time of the final surrender. in 1806, to 2,086,000 Rds. Further 
issues, amounting to 1,000.000 Rds., were made between 1810 and 
1814. The value of the rixdollar had in the meantime rapidly 
depreciated. It had declined from 4 shillings and 2 pence, reach
ing 1 shilling and 6 pence in 1825. at which rate its value was 
fixed in that year when sterling was at last introduced. In 1881. 
the British Coinage Act of 1870 was applied in its entirety to 
the Cape. 

NATAL.. Natal was fortunate enough to be spared all the un
desirable experiences of an inconvertible paper circulation. and in 
1882 the British Coinage Act of 1870 was similarly applied to 
this colony. 

THE OJiANGE FBEE STATE. Through the estsblishment of its first 
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bank in 1862, sterling money was introduced into the Free State. 
Two issues of £30,000 and £100,000 of " blue backs" had to he 
made in 1865 and 1866 respectively, and were redeemed in due 
oourse. Efforts to have the Transvaal ooinage declared legal ten
der a few years previous to the Boer War were unsuooessful, 
whereas British sterling had come to he accepted as legal tender 
throughout the Repuhlic without any legislative intervention. 
In 1900 the British authorities declared the Transvaal coins legal 
tender in the Free State. 

THII TRANSVAAL. This Repuhlio for many years existed prao
tically exclusively upon the issues of paper money. !seues of 
£12,000, £20,000 and £45,000 of" hlue hacks" had heen authorized 
in 1866, 1867, and 1868,respectively-thus£77,000 in all. Butin 
1870 it was found that an amount of over £79,000 had been !s
RUed, of which £73,826 were still in oirculation. In 1873, the Re
puhlio rid itself of its paper money, a loan of £63,000 having been 
obtained. As a result of the development of the goldfields, a 
ooncession for the establishment of a Mint was granted in 1890, 
followed up by the passing of the Mint Law No. 14 of 1891, by 
which a coinage system praotically identical with the British law 
was definitely adopted. In 1893, a Mint Conference was held 
at Pretoria to which representatives of the other three States had 
been invited. Unfortunately no agreement could be arrived at 
for the conversion of the Pretoria Mint into a South African 
Mint. Hence, until the Republio ceased to exist, when the Mint 
was also closed, «Kruger coins" were legal tender only in the 
Transvaal.' 

APTElI THIl BOEII WAll. Such was the state of affairs until the 
end of tile Boer War. By an ordinance of 1904, both the Kruger 
ooins and sterling were declared legal tender in the Transvaal. , 

No.of~ VaNe 

Gold •..••••••••••• U6S.2M £3,383,771 10/-
so .... ............ a.37S.4~ 336,761 1116 
~~ ............ 356,:Hll I.4M 8110 
Tow ............. 8,:196,934 £3,722,W7 8/4 
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But in 1906 the Coinage Act of 1870 and its amendment of 1891 
were applied to the Transvaal, and in addition Kruger coins were 
declared legal tender up to the same amount as coins of the Royal 
Mint in the Transvaal including "the dependencies of that 
Colony." After the establishment of the Union of South Africa 
(1910), the British Coinage Act was applied to the whole Union 
in 1911, and Kruger coins were similarly declared legal tender 
throughout the Union. It was not until 1919 that the necessary 
steps were taken to provide South Africa with its own Mint again. 
By the Pretoria Mint Act of 1919, a branch of the Royal 
Mint was established, which commenced operations in January, 
1923." 

BANK NOTE ISSUES. In accordance with the Banking and Cur
rency Act of 1920, the Reserve Bank assumed the note issue 
monopoly on June 30, 1922. Up to that time this privilege had 
been enjoyed by all the banks in the country subject only to 
different regulations in the four provinces. 

In Natal, the only general banking legislation in existence wae 
the Bank Statements Law of 1881, in accordance with which sep
arate statements for each branch bank in Natal had to be pub
lished regularly until the law was repealed by the Bank Act of 
1917. Brit for the rest, there wae no general law affecting the 
banks. With the exception of a few smaIl banks which failed 
shortly after 1862, the only Natal banking institution was' the 
Natal Bank established in 1854. Since it wae established by Act 
of Legislature, provision was made, in this instance only, for the 
issue of notes of not less than £1. 

" The output of the Pretoria Mint between January I, 1923, and Decem-
ber 31, 1926, WII8 .. foIlowa:-

Gold Coin ••••••.•.. 
Silver Coin .•..•.••• 
Bra"",, Coin •••••••. 

£17.8112,704 
984.301- 1-8 

3,241-14-2" 

Total .......••...... £18,680,247- 1-8" 

During this period, British silver coin to the amOlJDt or £502.200 WII8 "'" 
ported and £821,7~11-8 withdrawn by the Pretoria Mint. In addition 
£120,l~ in old TnmsvaaI silver eoiD8 and £66,665 or German silver 
coins (rrom the mandated territory rormerly known .. German South 
West Africa) were withdrawn by the Mint. It.. eatimated that, even 
with the inclusion or importa, a reduct.ion or £388~ baa been broush& 
about in the amount or silver coin in cin:ulat.ion. 
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In the Transvaal, the operations of all blinks were regulated 
by Law No.2 of 1893. No notes for less than one pound could be 
iSBued and a one-third reserve in legal coin was required against 
note iseues, and assete in the Transvaal for the balance. The notes 
were not, however, to be accepted in payment at. Government 
offices though they were payable in gold coin on demand at. the 
appropriate offices of the issuing banks. 

The Orange Free State in oontrast with the Transvaal fixed no 
minimum nor maximum amounts for bank notes in its ordinance 
No. 20 of 1902. All that was required in this instanoe was that 
the notes should be payable at the banks' chief offices in the Free 
State in gold without deduction of any peroentage or charge. 
Further, the specie at both the chief office and branch offices of 
each bank in the Free State should together not be less than one
third of the amount of the notes in circulation of such bank. 

Rrom CoNTROL. The Cape, as a result of its sad experiences 
of bank failures, especially in 1890, resorted to a more rigid con
trol of the note issues of its banks in the Cape Bank Act of 1891. 
This was modeled upon the United States National Bank Act as 
far as note issue was concerned. Accordingly we find that notes of 
the denominations of £20, £10, £5, and £1 only could be issued to 
the banks by the Government Treasury upon the deposit of gov
ernment securities. No bank could issue notes to an amount eJ:

ceeciing its paid-up capital and reserves and, in case of default, the 
Government could sell the securities it held and redeem the notes 
of sucb defaulting bank. In addition, it had a firat lien on all 
the assets of the bank until redemption was secured. Finally, 
in contrast with the notes of the other provinces, these notes 
were legal tender, being generally known as Cape Legal Tender 
Notes. 

Thus on ~ber 31, 1913, we find the following amounts of 
notes outstanding for all the banks in the Union: -

Deoembor 31, Ulil 
Lop) .... eIer ..... (Cape) ........... Il,lS'l.OOO 
O\ber .... _ ........ :................. 1,167.ooo 

£2.1Ot.ooo 

As for dqosit CIII't"8ftCy, however, DO regulations ezisted in any 
of the four provinces and no\ until the pessing of the Banking 
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and Currency Act of 1920 were banks required to maintain re
serves against deposits. 

The currency history of South Africa since 1914 has been very 
similar in essentials to that of most of the belligerents - the his
tory of an embargo, inflation culminating in the boom of 191~20, 
crisis, the abandonment of specie payments, depression and a 
painful period of reconstruction and restriction towards the goal 
of convertibility and stability finally attained in 1925. 

FUNDAMENTALS OF THE SITUATION. To understand what hap
pened to our currency during the war and immediately after it is 
necessary to bear the following facts in mind: -

(1) For historical reasons the Union has been closely con
nected with Great Britain for very many years; by far the greater 
proportion of her trade is with Great Britain; most of her capital 
requirements have been either supplied by or through Great 
Britain; the units of currency, the pound sterling, are the same 
(i.e. when the gold standard is in operation) ; her gold and silver 
cUl"fency was minted in and supplied from London; rates of ex
change between South Africa and other countries were quoted 
via London, the latter therefore being the only rate quoted, ex
pressed as a certain. pm- cent premium or discount.' 

(2) Early in the war the South African banks made an ar
rangement not to have a rate of exchange dependent upon the 
equation of international indebtedness, but an artificial rate by 
which a remittance fee (wider than the pre-war gold points
! per cent as compared with 1 per cent) was charged for ex
change each way. This linked them entirely to the British ez
change .( an advantage in some ways in that the pegging of the 
sterling-dollar exchange by the British Government during the 
war gave the Union similar advantages; but the disadvantages 
appeared later). 

The European crisis produced no immediate adverse reactions 
in South Africa. The Union Government, indeed, took prompt 
steps to assUre the public as to the soundness of the financial 
position, and a notice was issued by the Treasury at Pretoria on 
August 3, 1914, from which the following significant extracts are 
taken: -

• Thia antiquated method of quotiDg exchaose ;';tee is etilI adopted by 
the blDkl. 
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Ie The Government hils had under consideration the proba
ble effects of the present European crisis on financial dispo
sitions within the· Union. The Government can see nothing 
in the present aituation which demands the introduction 0/ 
radical measures, nor does there seem to be any need for 
restricting banking or other financial facilities. The Gov
ernment is carefully watching developments ana will take 
every precaution for preserving and 8a/elluardinll financial 
atability within the Union." 

EARLy PRIIlCAUTIONAIIY MEAsUlIEB. Immediately it was known 
that war had definitely broken out in Europe, the Government 
called a conference of bankers, mining houses and merchants, and, 
following this consultation, negotiations were completed between 
the Bank of England and the Union Government by which it was 
arranged that the Bank of England on behalf of the British Gov
ernment should take over the whole output of the South African 
Mines (lit the usual price), the banks advancing the gold mining 
companies in South Africa against the delivery of their raw gold 
deposited with Ule Union Government, and, in return, obtaining 
from Ule Bank of England in London the equivalent, thus remov
ing a difficulty which was causing anxiety, not only in South 
Africa, but also in London. 

On August 8, it was announced (though it was never actu
ally put into effect for the neceesary legislative steps were not 
taken), that Ule old Pretoria Mint would be re-opened tempo
rarily for the coining of sovereigns and half-aovereignsi and be
cause of the slight disorganiaation of the country's export trade, 
Ule Union Government, again after consultation with the banks, 
IIOIIlpleted a echeme (slighUy altered laW on) whereby cash 
advances could be obtained against deposits of wool, mohair, 
skins, and hides produced in the Union up to SO per cent of the 
certified value of the produce deposited, the produce wanante 
being transferable by indorsement and delivery. Following the 
English enmple, a Publio Welfare and Moratorium Act. wae 
passed on September IS, 1914, which _felTed very wide pow
ers on the Governor-General, these POW'el'S to be exercised by 
Proclamation. 

Ct:tui£NcT A~ OF 1914.. The above measures can be justified; 
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but, despite the Treasury notice of AUgUst 3, radical measures 
were then introduced. By the Currenc,vo ,,"ct; 1914 (passed Sep
tember 15), to" provide for the protection of the Currency," notes 
already issued by the banks could be by proclamation declared 
legal tender throughout the Union, and if necessary further notes, 
also legal tender, could be issued against the deposit of securities 
with the Minister of Finance, such notes to be convertible, 
though it was stipulated that the banks need hold no specie re
serve against them I The Act was to be put into force by procla
mation: no such proclamation was ever issued and the Act (by 
§ 11) therefore ceased to be of any force or effect on June 30, 
1915. While legally therefore it had no effect and note issues 

• continued to be governed by the very lax pre-war legislation, at 
the same time it cannot be absolved from all blame for the in
flationary period which followed, for by disclosing the line the 
Government was likely to take in an emergeney, it made the 
banks less careful and discriminating. It was, indeed, an un
necessary piece of panic legislation, and if its technical effect was 
negligible, its moral effect seems' to have been undoubtedly great 
and the Government's .. monetary lapse in 1914" was to be 
attended with serious consequences later on. 

THE EMBABOO. The first really important financial step was 
taken on November 6, 1914, when by Proclamation 243, issued 
under the provisions of the Public Welfare and Moratorium Act, 
the exportation of .. gold and silver in coin or bullion and paper 
money" was prohibited to U foreign ports in Europe and to non
European ports in the Mediterranean and Black Se88 witb the ex
ception of French, Spanish, and Portuguese ports and Russian 
ports, other than those on the Baltic Sea." The embargo W88 im
posed" as a military measure" and partly perhaps from senti
mental reasons through the Union's connection with Great 
Britain: it was claimed, too, that .. its imposition was inevita
ble." Though it ill easy to be wise after the event, it is sufficiently 
doubtful whether adequate cause existed for it at the time and 
it certainly could not· have been realized how serious a step was 
being taken, for in effect the proclamation aboliahed the gold 
standard in the biggest gold-producing country in the world. 
Though the terms of the embargo were altered from time to time 
and made more stringent, it never W88 and never could be very j 
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effective because South Africa's dealings with the outside world 
are very difficult .for a .Qovernment to control, "partiy because 
the Union is not an island and partly because two sections of the 
population-Natives and Indians ..... do not belong to the gov
erning demooracy and also have oonneotions with the outside. 
Consequently extensive smuggling out of coin was possible and 
was sure to take place if made profitable." Indeed it is worth 
noting that, apparently through a Government mistake, no em
bargo existed at all for a short period (from August 11, 1916, 
to Deoember 15, 1916) I 

INClUWIB IN NOTES AND ADVANCES. Relieved by the embargo 
of the necessity of providing speoie for export, though their notes 
were still oonvertible, and imbued with the .. laudable" ideal or 
" oonserving and economiling the gold in the Union," the banks 
immediately began to increase their Dote issues and at the same 
time to extend their advances. Illegal issues of ten-shilling notes 
even took place in the Transvaal, though such denominations 
were legaliled both there and in the Cape by the Bank Act 
of 1917. 

Ten-shilling notes were also issued in Natal and in the Orange 
Free State. Having regard to legislation in the Transvaal and 
the Cape it was perhaps going too far to conclude that, because 
the laws of Natal and the Orange Free State did not expressly 
forbid tile issue of notes below one pound, such notes coulcj, be 
issued. The Natal Bank Law (No. 43 of 1888) definitely forbade 
that benk to issue notes for less than one pound in value and 
a similar regulation had applied to the note-issuing privileges 
of the defunct National Bank of the Orange Free Stete Ltd., 
(amalgamated in 1910 with the National Bank of South Africa 
Ltd.). 

The increase in their note eirculation and'ln the totals of their 
advlIDreB and deposita was naturally acoornplished by a steady 
increase in the index figure of wholesale pricee and the east of 
living as the table on p. !1M shows. 

TIIAna SITU .. TION. At the ,same time the trade situation to • 
certain extent and Government expenditure to a 1_ extent ao
rounted for aome of the increase in the eirculating mediL The 
pricee of imported goods from Great Britain showed steady in
CI'eI8e8 througbou\ the war and thia combined with the fac\ the, 
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Deposits Bills Notes in Coin in Proportion Index Year Circulation 
ending (Time Discounted 

(Legal 
' the of Coin to Numbers of 

Dec. 31 and and 
Tender & Banks' Deposit Wholesale 

Demand) Advances Other) Coffe ... Liabilities Prices 

£1000 £1000 £1000 £1000 % 1910 = 1000 
1913 ..... 44,874 41,968 2,304 8,160 18.1 1,126 
1914 ..... 46,397 41,303 2,404 8,372 18.4 1,090 
1915 ..... 51,088 41,323 2,732 9,161 17.9 1,204 
1916 ..... 55,288 48,276 3,432 6,961 12,5 1,379 
1917 ..... ' 64,772 48,121 4,658 8,939 13.8 1,683 
1918 ••... 77,593 62,608 6,451 9,337 12.03 1,723 

exchange was linked to sterling, called for increased bank aa~ 
vances to South African importers (the increase in the prices of 
imported goods right throughout showing a close correspondence 
with English wholesale prices). Moreover, as the war progressed, 
the increased restrictions on trade, the decrease in shipping facili
ties and the increase in freights, togeth~r with difficulties of manu
facture in foreign countries, made importations difficult and led to 
the establishment of a large number of South African industries 
which the banks again were increasingly called on to finance. 
Nevertheless, when due allowance has been made for these factors, 
considera.ble inflation and over trading on the part of the banks 
(with the exception of the Netherlands Bank of South Africa) 
took place even though their power to grant advances was some
what limited by the need for paying out gold occasionally for 
internal demands and therefore for importing specie from Lon
don,.though, if they had been very anxious to maintain their re
serves, they could, with the Bank of England's permission, have 
held gold bullion. 

INCBEASE IN CosT OP LIVING. The continued increase in the 
cost of living was responsible for considerable unrest in the coun
try and the Government endeavored in vain to keep down prices 
by legislative action, by the appointment of Cost of Living Com
missions' and by other means. Moreover, the export trade of the 
Union increased enormously, the total exports being in 1913 
- £66,659,552; 1914 - £40,223,283; 1915 - £35,012,365; 1916-
£65,870,473; 1917-£91,728,140; 1918-£70,855,877; 1919-
~106,450,873, with the result that the banks accumulated large 
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balances in London which they could not bring back to the 
Union. 

THill TIwlIll BooM: .. The movement culminated, as in other 
countries, in the inflationary period and the speculative post-war 
boom of 1919-20 for which the banks were undoubtedly largely 
responsible. In 1918 notes totaled £6,451,000; 1919 - £8,220,-
000; 1920-£9,469,000. Advances at the same time reached 
£62,608,000 in 1918; £81,655,000 in 1919; and £91,139,000 in 
1920, the oorresponding figures for deposits being £77,593,000, 
£107,076,000, and £102,332,000; the index number of wholesale 
prices being 1918-1723, 1919-1824, and 1920-2512, and 
the oash reserves of the banks against notes and deposits had 
fallen to 8.08 per cent in 1919, but rose to 11.8 per cent at the end 
of 1920. 

PAIUTY wrrH STERLING. The English paper pound had long 
been inconvertible, but had heen maintained practically at parity 
with the dollar by " pegging" the exchange (4.76 dollars to the 
pound as compared with 4.866) and as South African exchange 
was linked to sterling exchange and all South African bank notes 
were legally convertible into gold, the South African pound was 
a gold pound at par with the English paper pound. With the 
unpegging of sterling exchange in the middle of 1919 the rate of 
exchange was allowed to follow its natural course and there was 
an inevitable decline in sterling showing a corresponding depre
ciation of the English pound, i.e., there was a premium on gold 
in terms of the English pound which reached finally 50 per cent 
on February 5, 1920, when the price in London of a fine ounce 
of gold was 1278. 4d. as compared with the pre-war standard 
rats of 86a. On and after July 25, 1919, the South African gold 
producers were given a free gold market ,lor their product in 
London. 

Throughout 1919 the banks were agitating for the Government 
to issue a proclamation making their notes inconvertible, fordur
jog all this time, owing to the continuous depreciation of paper 
due to its over-issue, the banks had been increasingly ealled on to 
honor their promises to pay and the sovereigns thus obtained 
were emuggled abroad and sold for more than the foreign eur-
reney equivalent of a South African pound. In other words, the 
penalty which they had to pay for issning too much paper was 
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that they had to buy sovereigns in London at 26s. or 28s. and 
pay tbem out in the Union at par. 

THE EXCHANGE POSITION. The exchange position was also af
fected. Despite the higb premium on gold and the fact tbat notes 
in circulation in the Union were convertible, the banks still quoted 
exchange in London as though English currency were on a 
parity with gold when' in fact it was (March, 1920) depre
ciated to the extent of about 22i per cent as evidenced by the 
New York-London exchange. Their quotations, therefore, oper-· 
ated as a handicap on the importers and raised the cost of' 
living, that is, commodity prices in South Africa as regards im
ported goods, to the extent of the difference, namely, 22i minus 
7i per cent, though 8 per cent was the highest rate quoted (May 
1 to ·June 14, 1920). Exporters on the other hand obtained a 
corresponding premium. In other words, the policy of the banks 
either deliberately or through ignorance was such as to make the 
South African pound 1Iuctuate in accord with changes in the Eng
lish; and since England's currency was undergoing at this time 
(1919-1920) the process of rapid post-war inflation, the continued 
inflation in South Africa was masked by the approximate equiv
a)~nce in the exchange rate. Moreover, wages and general costs 
in the gold-Inining industry having increased considerably in 
paper money, it looked as though the interests of the mining in
dustry lay in a continuance of the gold premium, though this 
shortsighted view was strongly combated by Mr. (now Dr.) Sam
uel Evans, Chairman and Managing-Director of the Crown 
Mines. Gold coins naturally disappeared by smuggling, hoard
ing, and illicit exportation and the pressure on the banks, coupled 
with their already depIcted cash reserves, constituted a danger
ous situation. 

SELECT CoMMITl'EB OF 1920 AND THE CENTRAL RESERVE BANIt, 

As a result of their continued agitation, following two currency 
conferences, held in October, 1919, a Select Committee of the 
House of Assembly was appointed in March, 1920, to investi
gate the effects of the embargo on the export of specie upon the 
cost of living, and whether the statutory provisions in force in 
regard to currency and banking should be modified. The consti
tution of the Committee was far from ideal, and it was completely 
doIninated by Mr. (now Sir) Henry Strakosch, aD able 
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witness, but one whose evidence was full of inaccuracies and 
inconsistencies. 

" The Committee never seriously considered the real prac
tical issue which should have been put to it - whether it 
was best for South Afrioa to keep her currency level with 
gold or level with the British paper pound." (Cannan). 

The Committee practically aocepted the whole of his recommen
dations, and a8 a result of its Report, issued in June, 1920, the Cur
rency and Banking Act, No. 31, of 1920, was passed, and came 
into operation on December 17, 1920. The embargo WII8 contin
ued, the notee of the banks were declared inconvertible (prior to 
their oomplete retirement), gold certificates (which were declared 
inconvertible until June 30, 1923, and of which £10,445,901 were 
finally iBBued and aU withdrawn since May 18, 1925) were 
to be iBBued against gold deposited with the Treasury, and 
a Central Bank, known as the South African Reserve Bank, was 
established which opened on June 30, 1921, for the purpose of 
oonsolidating the note iBBue and oontrolling the currency of the 
Union. The organisation and functions of the bank are discUBBed 
in detail in the section on banking. 

THill PlauoD OJ' INOONVEBTIBlLlTY AND DIliFLATlON. The boom, 
as in other couDtriee, WII8 followed by a period of deflation and 
restriction with the avowed object of returning to the gold stand
ard at the pre-war parity and 1920 saw an adveree trade balance 
of £6,929,821 for the first time and the rate on London IIW'IlDg 

round finally to 'I per cent premium (November 30). Unf()l'o 
tunately the banks appear to have reduced facilities in eome 
casos with 118 much haste and as little discrimination as they had 
earlier granted advances, and to have greatly contributed to the 
resulting depression, which was interrupted by the Rebellion on 
the Rand in July, 1922. The appreciation of eterling assisted the 
movement eomewhat and in Maroh, 1923, the South African pound 
1\'811 within 3 per cent of gold parity, but for entirely inadequate 
reasons, as a result of the passing of the Currency and Banking 
Amendment Aot, No. 22, of 1923 (which made eome important 
alterations to the uno Act), following the recommendatioDs of a 
Currency Conference held in October, 1921, and a Select Com-
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mittee of the House of Assembly held in March-April, 1923, thil 
opportunity was not grasped, and the period of inconvertibilit) 
was extended to June 30, 1925. 

THE GoLD STANDARD INQUIRY. The South African pound stead· 
ily approached parity and in October, 1924, a Commission consist· 
ing of Dr. E. W. Kemmerer of Princeton University and Dr. 
G. Vissering, President of the Netherlands Bank, was ap
pointed to decide whether this period should or should not be 
further extended. Their Report, an extremely able and well 
argued document, was issued in January, 1925, and presented in 
convincing fashion the case for South Africa's return to the gold 
standard. After thoroughly analyzing the position (particularly 
with reference to the new Mint and the Reserve Bank) the Com
missioners pointed out that on January 3, 1925, the South 
African pound was actually 0.86 per cent above gold parity and 
recommended the Government "to clinch gold parity while it is 
here and, to that end, to announce to the public at the earliest 
possible moment the intention of the Government to let existing 
legislation stand and to return definitely to the gold standard 
JulJ( 1, next." 

The Report was dated January 8, 1925, and on the 12th the 
Minieter of Finance, Mr. N. C. Havenga, issued a Treasury 
notice which stated inter alill: 

"The Government has decided that it will not introduce 
legislation postponing the resumption of gold payments be
yond June 30, next .. Specie payments will accordingly be 
resumed on July 1, qr such. earlier date as may be nBCB8sary 
tt.nder e:ri8ting legislation." (Author's italics). 

The Reserve Bank bought gold from the gold mines from Janu
ary 25 onwards at less than par and therefore in terme of the 
Currency and Banking Act, Chapter I, S. 7(1) and (1) (a) and 
in view of the above notice, the Union could and should have re
verted to gold immedWtely by rescinding .the Proclamation sus
pending gold payments issued under the above section: for the 
.. market price of gold in the Union did not exceed three pounds, 
seventeen shillings, and tenpence halfpenny per standard ounce." 

The Minieter, however, declined to alter the date determined 
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on, claiming in the House of Assembly on March 29 that " the 
resumption of specie payments on July I, next, and not 8001161", 

has the support of Doctors Kemmerer and Vissering." This 
was clearly a mistake, for Section 19 of their report reads: " At 
the time of writing (January 3, 1925) the banks' T.T. rate on 
London is, and has been for over two months, approximately 
0.86 per cent above gold parity and if a rate as favorable as this 
continues long, South Africa may find itself practically back on 
a gold standard with gold coin in circulation long before 1at 
July." A" golden" opportunity, that of being actually the first, 
was therefore missed. 

Months before July I, however, the eituation foreshadowed 
in Section 16 of the Report arose. The concluding sentence of 
that section was: 

"It is sufficient to say if sterling returne to parity by 
July 1 next, South Africa's problem will have been largely 
80Ived." 

Oreat Britain (her hand undoubtedly forced by South Africa'a 
expressed intention) reverted to a modified form of the gold 
standard on May 11, followed by the other Dominione and 
Holland, and on May 18 the Minister of Finance stated in the 
House of- Assembly that owing to cbanged conditions, the Union 
would revert to gold forthwith, and from that date the move
ment of gold has been freed from all restrictions. 

THE CREDIT SYSTEM 

The rredit system ran bes' be considered under the following 
heads: -

Commercial and banking eredit instruments with rela
tion to:-

(1) Internal Trade. 
(2) External Trade. 

Investment credit instruments and bankers' ~ties. 

(1) IN'ftIBNAL TBADB. n must be emphasUed tha\ for his
\orical re&soII8 • larp proportion of the internal Vade of Sonth 
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Africa is unfortunately on open account, though the practice is 
universally condemned. Many large firms, especially in Natal, 
will neither give nor accept bills, and one large Cape Town mer
chant stated in 1920 that in his own business the proportion of 
bills to outstandings was only 5.8 per cent. The evils of the sys
tem of open trade credit are apparent and since its inception the 
Soutb African Reserve Bank has endeavored to get business more 
on a bill basis, but with limited success. It was because of this 
system, and the consequent lack of suitable high-grade commer
cial paper for rediscounting, that in 1923 the Reserve Bank, by 
the Currency Amendment· Act, was given power to utilize short
date Treasury Bills, both of the Union and of the Imperial 
Government. 

(a) Unless transactions are on open account the movement of 
goods internally from wholesaler to retailer is financed largely 
by billB for collection. Bills of Exchange (including checks) are 
in form identical with those of the United Kingdom. Each prov
ince in South Africa has its separate Bills of Exchange Act, but 
all these are based on and closely follow, though they are not 
precisely identical with, the English Act of 1882, differing from 
it only in minor details. The above documents are all negotiable 
instruments in the broad legal sense of the term. Bills may be 
given to the bank purely for collection purposes, or the whole
saler may - and frequently does - discount such bills with his 
bankers.. In either case the banks are the intermediaries for 
collection purposes. 

With regard to movements of produce, especially from up
country to the coast ports with a view to subsequent export, the 
usual procedure may be illustrated by considering South Africa's 
two principal agricultural commodities: wool and maize. 

The ordinary procedure with regard to wool is for the wool mer
chant at the coast (whether he is buying wool outright or merely 
selling on a commission basis) to establish through his bankers 
a letter of credit authorizing the up-country dealer to draw On 
him at sight, 30 or 60 days, for wool forwarded, a common 
stipulation being, in the case of consignments, that be draws for 
only 75 per cent of the invoice value; the invoice and the rail 
note are attached to the draft which the producer takes to his 
banker at the up-country center, and the latter purchasea it if 
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it is duly drawn in terms of the credit. The merchant at the 
ooast, after selling the wool, in due course settles with his up· 
country client for the difference. A similar procedure is adopted 
with regard to hides, skins, mohair, eto. 

(b) During 1923 and 1924 grain elevators were established at 
different points throughout the country by the South African 
Railwaye and Harbors. These authorities iSBue to the farmer 
(or other owner) receipt. for grain deposited in the elevator, and 
the bolder of this receipt obtsins thereby a right against the 
Railwaye to have the same quantity of grain of the same quality 
delivered to him at any other elevator in the country on pay· 
ment of the necessary chargee for railage and storage. This re
ceipt is transferable, and is frequently used by the farmer in 
obtaining credit from the banks against hiB maise. It may be 
oompletsd and pledged to the bank against advancee or it may 
be attached to a draft drawn on a grain merchant either at the 
coast or aleewhere, and the draft diacounted with the farmer's 
bankers. The receipts are accordingly transferable, but are not, 
in the atrict legal aence of the term, .. negotiable." The pre
vision of elevators and elevator receipts haa greatly benefited the 
farmer, aa he is not now compelled to aell his produce imme
diately, but can obtain an advance against the receipt and hold 
the grain, if desired, until a more suitable period - though this 
haa a tendency to encourage apeculation on his par\. 

(2) ExTEaNAL TaAna. The major portion of the external 
trade of the country is naturally finanosd by means of billa 0/_ 
c1llmoe. and th_ for tlie most part are drawn under letters of 
credit established by the imporlAlr through his bankers. Many 
of the local buyers are merely authoriaed le~tativea of large 
overseas merchants or manufacturers, though there are also a few 
large South African men:hant houses which take an importan~ 
part in the export trade. 
~asionally ~ letters of credit, especially those estab

lished for export of South African goods, embody what is known 
aa the anticipatory overdraft clause. This _blea the accreditee 
to obtain advances from his banker to a defined exten~ in order 
to enable him to have working cash for expet sea and to. __ 
tain extent for purehases.. Anticipatory overdrafte may be of 
two kinds: (1) cle&ll, (2) eseured. Under the former the bank. 
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merely honors checks of his customers to the extent named, but 
he has no means of ascertaining if the payments are in respect of 
produce actually purchased with a view to shipment in terms of 
the credit, while under the latter he is empowered to honor his 
checks only if security has been deposited against the antici
patory overdraft as required by the relative clause in the letter 
of credit. Where produce is so pledged - and for such pledge it 
is essential that the produce be in the hands of a third party who 
holds it subject entirely to the order of the bank - the bank, 
immediately prior to flhipment, instructs the holder to release the 
produce and sees that, in the course of a day or two, a bill of ex
change is drawn under the credit to which is attached a bill of 
lading covering the produce. The bill, of course, is then pur
chased by the bank, and the proceeds go in reduction of the an-
ticipatory overdraft. . 

Imports from Australia and the East generally are financed. 
by letters of credit established by the importer in this country, 
and .I?ayment of the subsequent drafts is made in London. 

INVESTMENT CREDIT·:INSTRUMENTS AND 
BANKERS' SECURITIES 

. 
I. Bonds of various kinds, as detailed below, fall under this 

heading as a considerable number of private individuals, building 
societies and other associations invest funds in mortgage bonds 
over agricultural and other properties. Similar bonds, however, 
are frequently used in order to obtain credit from banks. Bonds 
taken by banks may be of the following kinds:-

(1) A covering mortgage bond over immovable property. 
(2) A special bond over movable assets. 
(3) A general bond. 

(1) A covering mortgage over immovables is effected by 
means of a written contract, known as a bond, which must be 
executed before the Registrar of Deeds, and registered 
against the title deeds of the property. The bond must be 
prepared eitber in the office of the Registrar or by a con
veyancer. The usual practice is for the debtor to grant a 
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power of attorney in favor of a conveyancer, authorizing him 
to appear before the Registrar and execute the bond. The 
power sets out all the terms and conditions of the bond. 

(2) A special bond over immovable assets must be exe
cuted before a notary and registered in the office of the 
Registrar of Deeds. 

(3) A general mortgage of all the debtor's property of 
every description is constituted by means of a bond, known 
as a general bond, which must be executed before a notary 
and two witnesses and registered by the Registrar of De~ 
It is well to remember that, under Roman Duteh law (which 
is the Common law of South Africa), the only really satis
factory method of obtaining a charge on movable property is 
by way of pledge which, to be valid, entails complete poeses
sion or at least control of the assets by the creditor. As 
possession or control is not always practicable (e.g., ma
chinery used in a business), the general bond is taken as an 
alternative but it is not now a gilt-edged seourity as, in faot, 
the law frownll upon such charges. 

Mortgage bonds may be ceded. An ordinary mortgage 
for a specifio loan confers absolute security upon the person 
who aoquires the bond; a covering bond passed to secure 
flUctuating facilities secures only the amount due at data 
of the cession. , 

The great majority of bonds taken by banks are covering' 
bonds, i.e., bonds which cover fluctuating advances. The 
distinctive feature of such a bond, whether it is special or 
general and whether over movable or immovable property, 
is in the debt itself. The bond is giwn in advance to cover 
a liability which may be incurred only in the future, and 
such a bond consequently is of special use in providing cover 
for fluctuating facilities. It is important to note that, in 
order to safeguard the rights of a creditor making advanees 
under such a bond, the preferenoe OODferred by the bond 
dates not from the day on which the advanoe is made bIA 
from the date of registration. Bonds of this nature are fre
quently taken by the banks not only from fanners but over 
town property where i' is desired to have good eecurity 
against advan-. 
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II. Other credi~truments frequently used to secure bank 
advances are:-

(1) Personal guarantees. These, which follow a well 
recognized form, are used to a great extent especially in 
country districts, but they are not negotiable and cannot be 
ceded. 

(2) Pledge (already mentioned), the form of which has 
been evolved from years of experience, may be of three types: 

", it ~ay be a pledge of 

(a) shares or stock; 
(b) merchandise or produce; 
(c) bills for collection. 

Pledges are not negotiable; neither are they security to any-
body who takes them. . 

(3) Cessions of Right. These are of many forms, but all 
are really cessions of debt or of claims due on business 

" transactions. They are not negotiable. 

III. Other investment instruments available in South Africa 
comprise stocks and shares, which,', especially in Johannesburg 

I 
and Cape Town, are frequently pledged to the bank as security. 
Stock and share certificates enjoy a limited negotiability inas
much as they may pass through many hands merely with blank 
transfers attached. Stock available for investment purposes 
comprises municipal stock and Union Government Stock. In ad
dition the Union Government issues from time to time Treasury 
Bills for sums of £500, £1000, and £10,000 for fixed periods of 
ninety days, six and twelve months. The general practice now is 
to issue Treasury Bills at a discount and on and after May 21, 
1926, the rates have been: 

90 days ..........• 3% 
6 months ••••••••• 3%% 

12 months ••••••••• 4% 
" 
" 
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THE BANKING SYSTEM 

COMMmRCIAL BANKING., The Union of South Africa can claim 
the possession of only five oommercial banks: Vii., two British in
StitUtiODl, two South African, and one Dutch institution. It would 
be nearer the truth, however, to say that the Union's population, 
scattered over an area of 470,000 square miles, has at its disposal 
one and three quarter banks, since the total business of four of. 
these five banks does not exceed 75" of that of the largest of them. 
The situation is the outcome of a long process of evolution which 
must be briefly traced. 

BRlD StJRVSY OF BANKING DEVELOPMENT. Banking in South 
Africa dates from the year 1793 when, by the easy means of the 
printing press, a oapital of 680,000 rixdollars was provided, and 
the first and only hundred per cont government owned and con
trolled bank. of South Africa was established, i.e., the Lombard or 
Loan Bank. Rds. 165,000 and Rds. 500,000 were added to its 
capital in 1802 and 1810 respectively. In 1808 the Government 
Discount Bank. was established as a branch of the Lombard 
Bank. Tbus the Government came to enjoy a banking monopoly 
until 1837, but as the result of subsequent competition, this insti
tution ceased to exist in 1842. 

Private initiative was stifled throughout the period 1825 to 
1836, during which several unsucressful attempts were IIUIde to 
obtain chartere and to establish private institutions. In 1836, 
however, governm~ntal sanction was ignored when under Trust 
Deed the first private South African banking institution, the 
Cepe of Good Hope Bank, was established with a capital of 
£75,000, and commen~ OperetiODl in 1837. This lead was fol
lowed and in rapid suecession banks were opened all over the 
country, eo that by 1862 there were no fe"ll'1!l' than 29 such banks 
in existence at the Cepe with a trading capital of £i,35O,ooo. 
The flourishing state of the banks, which were paying bandsome 
dividends, ranging from 12~ to 22,);, naturally attncted the 
attelltion of British investors. 

With the advent of the Imperial Banks, the firat of which, the 
London and South African Bank, opened in South Africa in 1861, 
a new era dawned upon the country, an era of wholesale amal-
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gamations, liquidations, and of a tremendous extension of the 
branch bank system. At least six English banks have operated 
in South Africa at some time or other. Only two of these are still 
in existence, and one of them - Barclay's - commenced opera
tions only in 1926. 

Eighteen to twenty of the Cape banks were absorbed by Brit
ish banks, two or three by other Cape banks, while the remainder 
were wiped out in the crises of 1877, 1881, and 1890. Of the five 
banks' established in Natal, four went out of existence after a 
brief lifetime between 1865 and 1870, while its pioneer institu
tion, the Natal Bank, established in 1854, was absorbed in 1914. 
The four banks of the Free State were all absorbeB, and the 
Transvaal's only institution, the National Bank of South Africa, 
merged with Barclay's in 1926. In 1920 came the American in
vasion with the establishment of a branch of the National City 
Bank of New York, which, however, was liquidated abbUt a year 
later. In 1924; the only two Dutch banks operating in the coun
try '.'fere fused. 

Thus we find that of the existing banks, the Standard Bank 
represents a consolidation of no fewer than seventeen institutions, 
including two British; Barclay's Bank (as far as South Africa 
is concerned) a consolidation of at least eleven institutions, in
cluding two British: the Netherlands Bank, a consolidation with 
the only other Dutch bank, viz., the Transvaal Commercial 
Bank. . The Stellenb08ch District Bank and the Colonial Bank
ing and Trust Company on the other hand have absorbed no 
others. South Africa's grand total of about fifty banks estab
lished since 1837 has dwindled to five, the relative importance of 
which will be brought out by the following figures: -

Ba.nk In the Union Outside the Union 'Total 

~tandard .. : ....... .£35.614.000 £24,378,000 .£59,992,339 
National ........... 28,476,000 10,753,000 38,728,642 
~etherlando ........ 1,928.000 1,468.000 3,39S,328 

328,000 327,800 
~~~~.~~.:: 601.000 22.000 622,974 

Total .......... £66,945,000 £36,621,000 £103,066,033 
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LEGISLATION. Prior to the establishment of the Reserve Bank, 
South African banking legislation ooncerned itself almost exclu" 
aively with the questions of note issue and the publication of 
bank statements. While those sections of the pre-Union law 
relating to these two 'questions have been consolidated in or 
replaced by the Bank Aot of 1917 and the Currency !'Ild Bank
ing Aot of 1920 and its amendment of 1923, yet to this day 
the laws es a whole have not been oonsolidated or repealed except 
the Natal Bank Statements Law. A very comprehensive bill was 
drafted in 1920, "To oonsolidate and amend the laws in force 
relating to Banks," whereby all previous legislation was to be 
repealed j but in its stead the Banking and Currency Aot was 
passed and the former bill seems to have been forgotten. 

Thus in the Cape, banks are still required to furnish the Go"" 
ernment with oopies of their Deeds and keep it informed of all 
amendments thereto. Banks with head offices outside the Cape 
have also to furnish a power of attorney appointing a ohief agent, 
while lists giving the names of shareholders and directore must 
be furnished annually, oopies of which are also to be open for 
inspection at the banks. In the event of any bank's suspending 
payment, or at the request of shareholders or depositors, the 
Government can appoint inspectors to inquire into the affairs of 
such bank. Finally all Cape hanks are required to appoint two 
auditors annually, subiect to the approval of the Government. 

The Free State, like the Cape, requires banks with their head 
office outside of its boundaries to deposit a power of attorney 
appointing a chief agent. In addition to taking out a license, no 
hank can open in the Free State without the sanction of the 
Government. • 

Of the TraMwal and Natal hanking laws, nothing has remained 
&8 a result of the passing of the two Union Acts. 

UNION LI!fl!S!"TION. By the Bank Ad. of 1917, banks are re
quired to furnish in a prescribed form quarterly statements of 
their assets and liabilities within and ~utside the Union. Also 
oopiee of their annual and semi-annual statements as submitted 
to their shareholders must be furnished. All ~ are thereupon 
published in the Goutte at the expense of the banks coneemed. 

TIle c-v GIld BallA;"" Act 01 19.!O. as will be aeeo, de
prived the banks of their note issue privileges, and in addition it 
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imposed certain new requirements upon the banks, some of which 
were amended in 1923. Accordingly banks are no longer under 
any obligation to subscribe to the capital of the Reserve Bank. 
They are, however, required to maintain with the Reserve Bank 
reserves of 10% and 3% (originally 13%, and 3%) against tlteir 
demand IUld time liabilities respectively. This, it should be 
noted, is the first time in the history of South African banking 
legislation that banks are definitely required to maintain specifio 
reserves against deposits. 

Such is the extent of governmental control of banking in South 
Africa. But the subject is sure to receive further attention in 
the near future. In fact, at the 1926 session of Parliament, the 
Minister of Final.lce promised to introduce a general law on 
banking at the next session. 

ROLE oJ' THE BANKS. Owing to the peculiar circumstances of 
South Africa and especially on account of its small population, the 
banks in the Union are called upon to provide facilities which in 
othef countries are offered by specialized institutions. Recently 
one of the bankS even ventured to underwrite a large municipal 
loan, which proved a great success.' Normally the banks ad
vance money for all purposes, long term, intermediate and short 
term, under the cloak of "overdrafts" which are nominally re
payable on demand. As far as possible the banks are induc
ing their customers to secure their long-term credit needs from 
insurance companies and other institutions of that nature. One 
bank even went to the extent of forming a subsidiSrY company 
to provide the long-term needs of industry. But as it was formed 
just prior to the slump, it has not been very successful so far. 
In the financing of foreign trade, the banks naturally play a 
very important role, most of it being done under letters of credit. 
Finally, the banks also finance stock exchange transactions to a 
certain extent. Generally not more than 50% is advanced and 
then only 'on tested dividend paying securities. 

INV1!l8TMENT BANKING. The principal South African securities 
are listed on the Stock Exchanges, the chief of which is at 
Johannesburg. It is interesting to note that gold mining shares 
are most popular in the Transvaal, in oontrast with the Cape 
where there is a decided preference for government and municipal 
stocks. But, strictly speaking, there are no institutions in South 
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Africa which underwrite and place loans. Municipalities as a rule 
issue a prospectus inviting applications direct to themselves, 
but aHowing brokers and financial agencies a small commission 
for aH subscriptions they obtain. This practice- iii also followed 
b:l\the Government. In some caBes, however, municipalities ob
tain loaDS direct from insurance oompanies. It might also be 
mentioned that, by the Local Leens Act of 1926, provision is 
made for the granting of loaDS to local autborities by the Govern
ment through the Publio Debt Commissioners. Not more than 
£100,000 may be advanced to anyone local authority, and the 
amount advanced or to be advanced, when added to the 
existing debt of suoh -body, must not exceed in all the sum of 
£250,000. 

For the rest, South Africa possesses most of the investment 
institutions that are to be found elsewhere. Their ecope, how
ever, ia somewhat restricted owing to the peculiar circumstanoes 
of the oountry, whioh is still predominantly agricultural. Ao
oordingly they are primarily engaged in mortgaga business, ad
vancing money against land. On aocount of the OperetiODS of the 
Land Bank, it is interesting to observe, inauranee companies are 
now being forced to grant advanees on town properties also. 
A brief discussion of the more important types of institutions 
follows: -

TaU8T CoNPANIIl8. Specialisation, which a larga population 
like that of America justifies, can naturally not be expected in a 
GOuntry with a European population of 1888 than two million. 
Hence nothing of the nature of the typiGai American Trua\ Com
pany is to be found in South Afri~ Fiduciary funCtiODS are here 
performed by th, foHowing: - • 

(1) Prit>Gt.lttdWidwJla, wbo for some personal reason, ability, 
or !peciaJ knowledge, have been appointed to act as ~ by 
will. deed, or order of the Courts. 

(2) CorporatioJu registered as incorporated ooneerns, Le., 
Trust Companies. T~ are found _ttered all over South 
Africa. but the ovenrhelmint majority oombine wRh their trust 
work other funOt.iOllS such as insurance, auctioneering, real estate, 
and geDerai .ncy work. A few typical fOIDpanies taken -' 
random are: the Afriean Board of Exeeu&ors and Trust C0m
pany Limited, The Fiollank Eat.-, Exeeutore aad ~ 
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Limited; the Bredasdorp Board of Executors, Trust and Insur
ance Company Limited; Syfrets Trust Company Limited. 

(3) Special Firms not being incorporated as Trust Com
panies: e.g., Accountants, Real Estate Agents, Auctioneers, and 
others who also do a large amount of trust work, especially in the 
smaller towns. . 

(4) The Commercia' Banks, which are absolutely unrestricted 
as far as the nature of their operations is concerned. They also 
do general trust work, though one of them has organized a sep
arate company for this phase of its operations, while another has 
a big financial interest in a local Trust Company. 

(5) The Attorneys at Law, who probably perform the great
est amount of fiduciary work in South Africa. It is the usual 
custom among country as well as town attorneys to carry on an 
agency. trust, and auctioneering business in conjunction with 
their legal practices. It is admittedly impossible for an attor
ney in the country towns and villages to make a living by strictly 
legal,work, and quite three-fourths of the income of many of 
them is derived from work other than legal This may not be a 
very desirable state of affairs, but it is inevitable under the cir
cumstances of the country, and the practice is tacitly recognized 
by the Courts. 

ATl'EMPTED CONSOLIDATION. At the beginning of 1920, the 
South African Board of Executors and Trust Company Limited 
was established with the avowed object of acqniring the business 
of old established and prosperous trust and general ageney con
cerns of the country. until the cOmpany should have branches in 
every town and village in South Africa. A beginning was made 
in the Free State where the ageney, trust, and auctioneering busi
nesses of some thirty attorneys were bought up. In the major
ity of cases, these attorneys were appointed managers ~I the 
branches, while at the same time they were allowed to retain 
their legal practices. As a result, the existing Boards of Execu
tors also vigorously entered the field of buying up attorneys' 
trust departments and opening new branches everywhere, while 
new local Boards of Executors were also established in many 
localities. 

The Incorporated Law Society considered the conduct of these 
attorneys unprofessional A test case was taken to the Supreme 
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COurt, the Appeal Court, and ultimately to the Privy CounciL 
In spite of their appeals, however, the attorneys were ordered 
either to resign as managers of these branches or to surrender 
their professional papers. The former alternative was' adopted, 
and the whole movement received ite deathblow. 

SAVINOIl BANKS. South Africa oan boast only seven savings 
Institutions (three of which are really People's Banks and are 
dealt with elsewhere), in addition to the Post Office Savings Bank 
and the savings departments of the Commercial Banks and the 
Building Societies. 

The oldest of these institutions is the Cape of Good Hope Sav
ings Bank, established by Aot of Legislature in 1831. At one 
time it had branohes in practioally every looality in the Cape, 
but with the establishment of the Government Savings Banks, 
it withdrew, and has since concentrated on Cape Town. The 
others also ooncentrate their efforts on one locality only. 

Like the Commercial Banks, the Savings Banks have thus 
far enjoyed absolute liberty as far as their operations are oon
eerned. In 1921, a bill was drafted by the Treasury II to control 
the investment of Funds held by the Savings Banks," which was 
to have been introduced by the Minister of Finance in 1922, bid 
which was dropped. 

PosT OFPICII SAVINGS BANItS. Post Office Savings Banks were 
established in South Africa as far back as 1868, when Natal 
passed the .. Government Savings Bank Law» followed by the 
Cape ill 1875. For a while, these offices were in charge of the mag
istrates, but shortly afterwards they were transferred to the 
Post Offices. The Transvaal Republic did 1I0t provide its Postal 
Savings System until 1892, followed by the Orange Free State in 
1897. The four systems were consolidated in 1911. The system 
as it exists to-day provides for deposits of one shilling or any 
multiple thereof, but. not more than £200 net in any one year, lIor 
more than £1000 in all including intereet. Provision is made, 
however, for the additiOllal investmen\ in Savings Bank Certifi
eates of £100 each up to £1000. 

CoNNIRCIAL BANItS. All the commercial baob have separate 
Savings Banks Departments. The savings 80 obtained are not 
~ially invested, however, but are meraed with their ordinary 
funds. 
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. It is apparent from the above that the few real savings banks 
are confronted with severe competition, but most of all, probably, 
they are affected by the unfair competition of the Post Office 
Savings Banks. Not only do the latter pay high rates of interest 
and aIlow a high limit for deposits, but in addition interest paid 
by the Post Office Savings Banks is exempt from income tax. 
Moreover, the Post Office Savings Banks also are in charge of the 
issue of Union Loan Certificates, which are sold to the public at 
16/- arid are worth 20/- and 26/-· after 5 and 10 years respec
tively. In this way also the other savings banks are no doubt 
deprived of substantial amounts. 

In conclusion it might be observed that, under the Banking and 
Currency Act, all institutions calling themselves" Banks" were 
required to maintain reserves against their deposits: Accord
ingly many such institutions were induced to drop the word 
"Bank." But since banks are exempt from the operation of the 
Usury Law of 1926, the tendency is agaiil in the opposite direc
tion,·lPld more so-caIled banks are coming into existence. Efforts 
are therefore being made to have the Usury Law amended to pre
vent the use of the word " Bank" by any but genuine commercial 
banking institutions. . 

LAND AND AGBlCllLTUllAL BANX8. As in the case of the Post 
Office Savings Banks, so in the provision for farmers' long-term 
credit needs, South Africa was ahead of the United States. Gov
ernment Land and Agricultural Banks came into existence in the 
Transvaal in 1907, in the Orange Free State in 1909, and in Natal 
also in 1907. The necessary legislation had been passed in the 
Cape also in 1907, but the Act remained inoperative. In 1912, 
the Union Parliament provided for the establishment of the Land 
and Agricultural Bank of South Africa with which the above 
institutions were merged. Thus capital funds to the amount of 
£2,735,000 were transferred from these provincial institutions to 
the new onli .. 

MANAf.lEII(ENT. In contrast with the United States, South 
Africa has only one bank which ie controlled by a central board 
ccnsisting of a Managing Director and five ordinary members 
who are all nominated by the Governor-General The Union is, 
however, divided into five areas, for four of which local hoards 
of three members each are also appointed by the Governor Gen-
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eral, while the fifth area is in the care of the Central Board of 
Pretoria. These local boards have no executive functions what
soever. Their main function is to 'consider and transmit all 
applications submitted to them, with their recommendations 
thereon, to the Central Board, and generally to advise the Central 
Board upon all matters on whioh it may require their advice. 

CAPITAL. The Bank's capital is not fixed but consists of: -

(a) the above £2,735,000; 
(b) such further sums as Parliament may vote from time 

to time; 
(c) such amounts as the bank may recover in respect of 

oertain advances made in the past, for constructing 
dipping tanks and erecting fences; 

(d) such further amounts ae the bank is authorised to 
raise for the purpose of financing cooperative BOcie
ties by means of 

(1) discounting bills of cooperative societies with 
other banks, 

(2) overdrafts with other banks, 
(3) issuing Land Bank bills, and 
(.) receiving moneye on deposit withdrawable at 

not less than one month'e notice. 

Parliament bas annually, with one exception, voted eertain 
sums for the Land Bank, BO that on Deeember 31, its capital funds 
and the reeerve funds amounted to £8,683,768 and £400,11. re
spectively, Land Bank Bills outstanding to £1,.00, and deposits 
to £513,699. It is acl'Ol'dingly a bundred per cent owned and 
eontrolled state institution. But the bank paye interest on all 
tbe funds it has n!Ceived from the Government at an average rate 
of U7~. which is approximately the rate it cost the Treasury to 
raiee thoee funda. Further. the bank paye the ordinary full rates 
for eervieee rendered by the JIO$t.&I and railway administrations, 
and bae its own superannuation fund for the benefit of its ofIicers. 

O_'I1ON8 01' 'I'HlI BANIt. The bank is empowered to make: -

(1) Advaneee on morf«age of \and (freehold or qui\ rent) 
known ae • ordinary advancea.· 
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(2) Advances on Crown Land, 
(a) held under agreement of purchase or 
(b) held under lease, the unexpired period whereof 

is ten years or more. 
(3) Advances to cooperative societies and companies 

(a) for a maximum period of ten years, repayable 
in instalments, 

(b) on a " cash credit account." 
(4) Dipping-tank advances, 

(a) ordinary; (b) to local authorities; (c) through 
the Native Affairs Department. 

(5) Fencing advances. 
(6) Advances for the construction of silos. 
(7) Water supply and windmill advances. 

(1) Ordinary advances are made to farmers for (a) improve
ments, (b) the purchase of stock or plant of all kinds and of 
agricultural requirements generally, (c) the discharge of existing 
Iiabinties, (d) the payments of costs incidental to the subdivision 
of land held in undivided shares, (el the establishment and pro
motion of agricultural and rural industries, (f) the purchase of 
bnd for any of the purposes deseribed in (a), (b), and (e), 
(g) the execution of large agricultural works or improvements 
specially authorized by the Governor-General, and finally (h) 
irrigation, water storage, and boring iWorks. 

Except for special cases, no advances are made for less than £50 
or for more than £2000 except under (g) when the maximum 
&mount is £5000 • .Nor may the advance exceed 6010 .. of the fair 
agricultural or pastoral value" of the land offered as security, 
together with the value of the improvements to be effected, as 
determined by the Central Board. Such advances are repaid in 
equal half-yearly instalments consisting of capital and interest 
within a period not exceeding 30 years. This period naturally 
varies according to the purpose of the loan, and is generally 
20 years. Interest is payable at a rate fixed by the Board, de
pending primarily on the cost of the capital to the bank. Up 
to August 1921, 510 per annum had been charged, but it was then 
raised to 6% and is at present still 610. 

(2) Advances on Crown Lands may also Dot exceed £2000. 
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(3) A. Advances for not more than ten years are made, to 
Cooperative Societies for the purpose of purchasing <a} immov
able property (and erecting buildings thereon), (b) agrioultural 
machinery to be worked on behalf of members, (c) live stock to 
be controlled and used on behalf of members, and (d) plant, office 
furniture, and other equipment for carrying on business of the 
sooiety. 

B. Advanoes in the form of a " oash credit account n are made 
for the purpose of (a) making advances to members against 
produce actually delivered to and aocepted by the society; (b) 
purchasing grain bags, agriCUltural implements, seeds, and farm
ing requisites generally to be supplied to members. 

(4) The advanoes for the making of dipping tanks were orig
inally made by the Department of Agriculture, but since 1912 
the Bank is in charge of these advanoes also. The Bank may 
advanoe any Bum which the Department of Agriculture considers 
Bufficient to oover the initial oost of oonstructing a dipping-tank 
upon a holding. These amounts generally do not exceed £150. 
On an average they amount to £109 and are repayable in ten 
years. 

(5) Fencing advances, repayable in twelve years, are made 
under similar conditions. 

(6) Similarly, advances for constructing silos. which may 
not, however. exceed £150, and which are repayable in ten years. 

(7) Water supply and windmill advances have been granted 
only since 1926. During that year, 378 applications were re
ceived. The maximum amounts are £250 at 5" and the ad
vencee are granted for five years. 

INftRMIIDIAIn: CuDrr. Provision for illtermediate credit wee 
no' made until 1926 when the "Agricultural Credit Act" wee 
passed. As in the case of the Land Bank the machinery created 
by this Act diJrers essentially from that in AmeriCL The Act. 
providee for the division of the country into areas known as 
AgrinAlturall.oaft CiTdft, within each of which an Agricultwal 
Loa .. C-JIOftV may be eetahlished. As in the United States, the 
whole machinery is under the toIItrol of the Central Board of 
the Land Bank, whi~h has divided the country on the basis of the 
existing magisterial districts, which lIQuld provide for the estab
lishmenl of abou' 200 Loan Companies. But. for the pr-u 
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only 14 are to be established. Provision is further made for the 
establishment of Rural Credit Societies within such Loan Cir
oles, consisting of not fewer than seven' and not more than fifteen 
persons, except in special casee, devoting attention to farming. 
These Loan Circles are essentially borrowers' clubs which will 
obtain their funds by discounting bills with the Loan Com
panies, each member of such circle being liable for an amount of 
£200 times the number of members belonging to such circles. 

These Loan Circles are much of the same nature as the Ameri
can Farm Loan Associations, and as in their case, the Loan Cir
cles are required to subscribe towards the capital of the institu
tion. In this instance, however, only an amount of 1 % of the 
advances they receive must be subscribed, which remains a 
permanent investment until such Circle is dissolved. 

CAPrrAL OF LoAN COMPANIES. The minimum capital required 
before commencing operations is £5()()() per company, consisting 
of £1 shares. Shares are offered to the public for 60 days on such term, and conditions as the Central Board may determine. Any 
portion of the £5000 not subscribed for by that time is thereupon 
taken up by the Central Board on behalf of and out of the funds 
of the Land Bank. Subsequently the capital is to be augmented 
by the 1 % contributions of the credit societies. Dividends are 
limited to 8%>, except that the Land Bank is not entitled to more 
than 5% on the shares it holds. Subscriptions have already 
been invited for several of these companies, but it is expected 
that the Land Bank will probably have to advance the entire 
eapital. 

The idea is that the companies shall ultimately be farmer
owned-and-controlled institutions. Accordingly it is provided 
that whenever the credit societies, by their 1 % subscriptions, 
have subscribed such an amount to the capital of a Loan Com
pany as the Central Board may in any particular case determine, 
such company is to apply 25% of any further subscriptions of the 
societies to the payment and retirement at par of all the shares 
held by parties other than credit societies. Shares held in the 
names of persons other than the bank are to be retired first, and 
thereafter those held by the bank. 

All eompanies are required to establish and maintain a Re
serve Fund of at least 25% of their paid-up capital. In addition 
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they are required to deposit all moneys with the Land Bank, 
which is to act as their bankers. 

B VBINESB OJ' LoAN COMPANIES. The most important business 
of the Loan Companies will be the discounting of hills indorsed 
by the credit societies. Provision is also made, however, for 
advances to individuals against the security of grain or other 
agrloultural produce, provided such produce is to be sold through 
80me cooperative argioultural organilation. The oompanies are 
also empowered to accept deposits and in case of need can redis
count with the Land Bank. Finally, though no general Warehouse 
Law exists, these companies alone are allowed to aocept warehouse 
receipts as security. 

The machinery haa thus heen provided to meet the general 
needs of agrioulture, but in oontrast with America, South Africa 
makes no provision for advances for the purpose of raising, 
breeding, fattening, or marketing of live stock. It is boped to 
8upply the farmer with his short-term credit needs at a cost of 
about 8% per aDDUID. The whole scheme is admittedly an experi
ment, and time alone will show whether this extensive machinery 
can adequately provide for the needs of South African agrioulture. 
Eight companies with a minimum capitalilation of :£40,000 in 
all have been formed to date (December 1926), but the total sub
arriptions received from the publio have amounted to only £58. 
Fortunately, the Land Bank does not oonsider this the public's 
estimate of the project, for it is already in communication with 
sixteen more districts with a view to establishing additional 
Loan Companies. 

Mention must also he made of the facilities afforded by 
the Lands and Irrigation Departments: The former makes 
large advances primarily to eettlers, for the purchase of land, 
on most reasonable terms. The latter provides the agricul
tural eommunity with the n~ funds for large irrigation 
IIOhemes. 

ButLDINO Soclii:l'iIii!I. The most 8IIIlCeSSfui I.'OOperatiYe credn 
institutions in South Africa are DO doubt. the Building Societies, 
the lirs~ of which wae established in 186l. Their Dumber baa 
steadily increased and rearhed 56 for the year 1923-4. 

There is no Building Sodeties Law in aistenre ill any province 
of the Union. The only legialation which affecte Building So-
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cieties is the Union's Statistics Acts, under which they are re
quired to furnish certain information for purely statistical pur
poses. A bill for the regulation and control of these societies was 
introduced in the Transvaal in 1909, but was dropped. As re
cently as 1921, a bill was again framed, "To provide for the 
registration, incorporation, regulation, management, and dissolu
tion of building societies." The bill was to have been introduced 
in the 1922 session of Parliament, but for some reason it also 
was dropped and nothing has since been heard of it. The 1926 
Consolidating Companies Act, however, would suggest the possi
ble rehabilitation of a bill of this nature. 

PEOPLE'S BANKS OR CREDIT UNIONS. In addition to the Sav
ings Banks, the majority of which are of the Mutual type, there 
are three People's Banks in the Union, one at Pretoria, and two 
at Bloemfontein. Two of these are of the Raift'eisen type,' and 
the third of the Schulze-Delitsch type. The two former, at aU 
events, are run on quasi-philanthropic' lines, their main object 
being to assist on a commercial basis persons who would ordi
narily have recourse to the money lender. The Pretoria institu
tion, which was the pioneer, has been exceptionally successful 
under very able management, and has succeeded in bringing down 
its interest rates from sixpence to fivepence, and then to four
pence per pound per week; i.e., from 30% to 25% to 20% per 
annum, and a further reduction is'anticipated. 

The Schulze-Delitzsch type institution began only in 1922 
under the egis of the Orange Free State Teachers' Association. 
It possesses a small capital, accepts deposits, and makes ad
vances on promissory notes with two sureties at fourpence per 
pound per month; i.e., 20%. It makes a specialty, however, of 
loans to students at 8% during the first year, and 9% during 
the second year. In addition it advances money on mortgage 
at 8%. 

These three institutions have 80 far been quite successful and 
a great boon to the working classes especially. It is stated that 
the Pretoria institution alone, during its eight years of existence, 
has saved its 5691 borrowers no less a sum than £103,679 in 
interest, when compared with the minimum charges of two 
ehillings per pound as demanded by the usurers. 

• With certain modilicatiODl. 
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Several additional institutions of this nature have been planned 
in recent years, but have not come into existence either through 
lack of leadership or on account of the Cape Usury Act, now 
repealed. But even the existenoe of those already esteblished is 
threatened at present, owing to the passing of the Union Usury 
Act of 1926. According to that law, such institutions are rank
ing as money lenders, who may not charge more than from 30~ 
to 12~, varying according to the amounte advanced. Such 
rates are naturally insufficient to allow any People's Banks to be 
started in our relatively sparsely populated centers, and it is 
feared that, if no amendment is made to the Act in the near 
future, the whole movement will be definitely checked. 

THE CENTRAL BANK AND THE MONEY MARKET 

INAllOURATION. The central bank of South Africa, the South 
African Reserve Bank, was, as has already been eeen, the direct 
outcome of the monetary crisis of 1920 and of the Report of the 
Select Committee though it is worth noting that a II state or 
privileged Bank " had been advocated in 1911 by a Frenchman, 
M. Grosclaude: and in 1913, Mr. J. Postmus, then an Inspector 
of the Netherlands Bank and at present Deputy-Governor of the 
Reserve Bank, suggested the establishment of a central bank. 
Legislation was introduced into Parliament immediately after 
the Report of the Select Committee and the Currency and Bank
ing Act, No. 81, of 1920 (drafted in the Treasury) was passed 
aooordingly and came into force on December 17, 1920, and Chap
ters n and ill of this Act provided for the establishment at Pre
toria of .. The South African Reserve Bank," the first central 
bank established as a result of the war. This Act was amended 
in certain important parti~ulars by the Currency and Banking 
Ac~ Amendment Act, No. 22 of 1923 (in foree June 19. 1923). 
It has always been urged, quite mistakenly, that the Act of 1920 
was modeled very eloeely on the United States Federal Reserve 
Ao," A careful comparison of the ten, however, will show II'Mter 
~b1anoe to the statutes and provisions of the Netherlands 
Bank and the Java Bank. The regulatiOllS taken from the UniW 
Sta\ell Act wen thCIIIII ooncerning: 
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(1) cash reserves for demand and time deposits; 
(2) classification of directors; 
(il) subscriptions by the commercial banks to its capital; 
(4) suspension of reserve requirements. 

LocA!' ORGANIZATION. The bank is a corporate body with head 
office at Pretoria. The bank management consists of a board 
of eleven directors, of whom originally three, experienced in bank
ing and finance, were nominated by the stockholding banks and 
appointed by the Governor General, and were known as the 
banking representatives; three (described as the commercial and 
industrial representatives) who at the time of their election had 
to be actively engaged, one in commerce, one in agriculture, and 
one in some other industrial pursuit, were elected by stockholders 
other than banks; and three, described as the Government repre
sentatives, appointed by the Governor General who also ap
pointed the remaining two, the Governor and :Qeputy-Governor. 
By,the Amendment Act of 1923 the banking representation was 
abolished on June 30,1923, and six directors (the commercial and 
industrial representatives) ,who must be or have been actively 
engaged, three in commerce or finance, one in agriculture and 
two in other industrial pursuits, ,are now elected by the stock
holders. The remaining five are appointed by the Governor Gen
eral as before. The resson foz this change was that the board 
found it difficult to discuss certain aspects of banking policy be
fore representatives of the banks. All the Directors or alternate 
directors (for which provision is made) must be British subjects 
and must reside in the Union. Directors on retirement arc eligi
ble for reappointment or reelection and no person can be ap
pointed as director or alternate director if he is a director, officer, 
or employee of another bank or a member of Parliament oz of a 
Provincial Council. 

CAPITAn. The original capital of the bank, one million pounds, 
of which not more than fifty per cent was to be subscribed at 
par by the commercial banks in proportion to their paid-up 
capital and reserve at the commencement of the Act, and the 
public was to subscribe the remainder at par, any balance still 
remaining to be taken up by the Government. No stockholder, 
other than a subscribing bank and the Treasury, may hold more 



BUSINESS OF THE BANK 991 

than £10,000 of the capital stock and, by the Amendment Act, the 
commercial banks are no longer required to hold Reserve Bank 
Btock and if they sell their present holdings they may not re
acquire stook beyond a total of £10,000. Each etockholder has 
one vote for every £100 of etock except that in 1923 the voting 
power of the commercial banks was limited to £10,000. The 
capital of the bank may be increased with Treasury approval and 
the price of stock for that purpose may be fixed by the board 
with the approval of the Treasury, any premium thus obtained 
to be added to the reserve fund. 

Rl!:uaVII FUND AND ALLocATION 01' S'OBPLl1s. Provision is 
made for the creation of a reserve fund which will ultimately be 
equal to the paid capital. No dividend (cumulative) exceeding 
8 per oent was to be paid as long as restrictions on the export of 
gold or on the oonvertibility of gold certificates were in force 
and during such period any profits after paying a dividend of 
8 per cent were to be placed to a special fund for strengthening 
the gord reserve of ths Bank. This special fund (amounting to 
£258,498.1.5 on Ma~h 31, 1925) was, after legal advice had been 
taken, .. placed to the ordinary reserve fund " on the resumption 
of gold payments - though doubt may be expressed as to whether 
this method of disposal was strictly in accordance with the terms 
of the Act (S.l1 (1». Later, profits in excess of 10 per cent divi
dend will be paid to the Government.. The Bank can also make 
such provisions" usually made by bankers," e.g., secret reserves, 
'contingencies, eto. 

PoWEIIII AND Dl1TIlB 01' THE BANL The Bank may establish 
branrllea and appoint agents and correspondents in any part of 
the Union and may also appoint agents and correspondents, and. 
with the consent of the Treasury, may also establish branches 
and lor.J ClOIDmittees in places outside the Union. It may ac\ 
as bankers and financial agents of the Government including the 
railways and harbors administration, provincial administrations, 
and Government institutions, and it is ftqUired to fiI and pub
lish from time to time the rates at whirh it will disrount the vari
ous classes of bills. 

B1lSINlI:S8 01' '1'IUl BANL The Bank. may engage in the foll01lloo 
ing business: -
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i. Make and issue bank notes. 

.1 

ii. Accept money on deposit, on current account and collect 
money for customers. 

iii. Buy and sell or rediscount bills of exchange, promissory 
notes or other commercial paper, having at least two 
good signatures, not exceeding ninety days. A fifth of 
this business may be six months' bills for agricultural 
purposes or based on live stock It may deal in the 
same way with bills drawn for the purpose of trading in 
Union Government securities and (since the Amend
ment Act) it may buy, sell, or rediscount bills of the 
Union Government or of a local authority in the Union 
having not more than six months to run. . 

iv. Make loans and advances on specified securities. 
v. Make transfers by telegram or letter, ete., to places 

abroad. 
vi. Buy and sell stock, etc., having not more than six 

months to run of the UnioB Government and bf local 
authorities in the Union, may invest a sum not ex
ceeding its paid-Up capital and reserve in securities 
having not more than two years to run of the Union or 
other Governments and may invest its staff and super
animation funds in Union' Government securities of 
any currency. 

vii. Buy and sell securities for customers. 
viii. Buy, sell, or deal in precious metals. 
ix. Accept the custody and management of moneys, secu

rities, and other articles of value. 
l[; Open accounts in foreign eountries and act as agent for 

any bank. 

PRoHIBITED BUSINESS. The Bank may not, however: - engage 
in trade or have a direct interest in any commercial or industrial 
undertaking except as specially provided above; purchase ita own 
stock or the ahares of any other bank or grant security upon them; 
advance money on mortgage of fixed property or on notarial bond 
or cession thereof or become the owner of fixed property except for 
ita own businesa premises; make unsecured loans or advances; 
draw or accept bills payable otherwise than on demand; accept 
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money on deposit for a ~ed term or allow interest on credit 
balances on ourrent account. 

IssUil 01' NOTES. The Bank has the sole right to ieeue bank 
notes in the Union for a period of twenty-five years from the com
menoement of the Act, hut certain provisions were made (includ
ing a 40 per oent gold specie reserve and a tax at 3 per oent per an
num on any excess issue over that of December 31, 1919) with 
regard to the notes of the oommercial banks pending at the 
time when the Bank should be in full operation and, on a date 
to be determined, the commercial banks were to cease to issue or 
re-issue notes. The several laws in force relating to bank notes 
were repealed and two years from the appointed day each 
of the other banks had to pay over the amount of its notes still 
outstanding to the Bank which then assumed all liability for them. 
The Treasury bad to prescribe the denominations of notes, 
which are redeemable in gold specie or gold certificates. It will be 
noticed that the Bank has the sole right to ieeue II bank .. notes. 
It would perhaps be desirable in subsequent legislation to de
lete the word .. bank .. before notes and thus preclude the possi
bility of any future Government note issue, though with the 
issue of lOs notes by the Reserve Bank this loophole has virtually 
disappeared. 

RilsEaVII AOAINeT NOTIIS. The note ieeue is eecured to an 
amount of not less than 40 per cent in gold or gold specie, and the 
remainder in C!OIIlmercial paper or trade bills, and by a firet 
charge on all the assete of the Bank. By the Amendment Act, 
up to June 30, 1928, Treasury bills of the Union Government or 
tbe British Government of • currency not exceeding 90 daye 
ean be used as f!eC)urity for the note issue. up to 35 per cent of 
the total note issue or 140 per cent of the total amount of com
mereial paper or trade bills held by the Bank. The Bank may 
with the consent of the Treasury hold gold balaneea outside the 
Union earmarked for the Bank's .«Dunt under specified condi
tions, to an amount not exeetding one-fourth of the totalresene 
requirements. By the Amendment Mt, too, the Reserve Bank 
notes became legal tender throughout the Union ene~ for pay
mE-lIts tendered by the Reserve Bank. 

Sll8PENSlON OF RBsavs RaQ11JlWIBN'I8. Subject to the COIIIIf!Ilt 
of the Treasury the Bank may 611SPSd for • period not eneeding 
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thirty days, and may renew such suspensions for periods not ex
ceeding fifteen days, the specified reserve requirements provided 
that upon the amounts by which the reserve for notes of the Bank 
falls below the requirements of the Act a graduated tax shall be 
paid to the Treasury at the following rates: -

One per cent per annum when the gold reserve against 
notes is less than 40 per cent, but not less than 32i per 
cent; and in addition Ii per cent per annum upon each 2i 
per cent decrease, or part thereof by which the reserve falls 
below 32i per cent. 

The Bank must increase its rates of interest and discount by at 
least the same percentage, and for the purpose of ascertaining the 
gold reserve held against notes, allowance must first be made for 
the reserve of 40 per cent required to be held against deposits 
(see below). With the exception of the above-graduated tax the 
Bank is exempt from the payment of any tax or duty upon its . \ 
note issues. 

METALUC REsERVE FOB DEPOSITS. The Bank must hold in 
gold or specie a reserve of at least 40 per cent of its deposits and 
bills payable in addition to the gold reserve required against its 
bank notes: (not more than one-fifth of this reserve may be silver 
specie). One-fourth of such reserve may, with the consent of the 
Treasury, be held outside the Union provided such reserve is held 
in the Bank's custody or is deposited in another bank and ear
marked for its account. 

GENEBAL PRoVISIONS. Provision is made for auditing the 
Bank's books and records. The Bank must also transmit to the 
Treasury weekly, for publication in the Gazette, in a specified 
form, an account of the notes issued, gold and silver eoin and 
bullion and gold certificates held and of the other liabilities and 
assets of the Bank; and other statements and accounts must also 
be published. 

CASH REsERVES. Every· bank transacting business in the 
Union must hold reserve balances in the Central Reserve Bank 
equal to at least 10 per cent of its demand liabilities in the Union 
other than notes and 3 per cent of its time liabilities to the public 
In the Union. In the original 1920 Act the reserve holding against 
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demand liabilities was 13 per cent, but this was reduced in 1923 
to the present figure of 10 per cent. All such banks are also re
quired to render to the Treasury for publication in the Gcuette 
monthly returns of certain stipulated items, to whicb certain 
additions were made in 1923. 

ESTAIILIIIHMENT 01' THE BANK. The Aot came into operation 
on December 17, 1920, and Mr. W. H. Clegg, Chief Accountant to 
the Bank of England, was appointed first Governor. Of the total 
capital to be raised £300,000 was allotted to banks, the remainder 
being offered to the public at par. Up to June 18, 1921, when the 
list was closed the amount applied for was only £365,000 leaving 
£335,000 to be taken up by the Government. This fact gave rise 
to a situation in which, by contrast with the Federal Reserve 
System, the Government had a large interest as stockholder in the 
operations of the Bank. The Bank opened on June 30, 1921. In 
December of the same year it notified the Treasury that it was in 
a position to iesue notes under the terms of the Act (S.15(2». 
A proclamation (No. 14 of 1922) was issued declaring that on June 
SO, 1922, all other hanks should cease to issue or re-issue bank 
notes. The Treasury subsequently prescribed the following de
nominations of notes to be iesued: -IDe, £I, £5, £20, £lDO. How
ever, as there was found to be a shortage of £1 DOtes, the Reserve 
Bank at the request of the other banks actually began issuing in 
April. By the end of July the transition was practically accom
plished. By July 1922 the amount of DOtes in circulation was 
Dearly £6,500,000. At the same time between December Sl, 1921, 
and June 30, 1922, the circulation of the other banks within the 
Union was redured by lees than £1,250,000. Under the Act 
(S.15.(S) (e» the commercial banks transferred the liability for 
their outstanding DOtes, amounting to £443,DM, to the Reserve 
Bank OD June 30, 1924, but outstanding DOtes of the Bank of 
Afriea Ltd. (iDcluding Cape legal tender bOtes) the Natal Bank 
Ltd .• and the National Bank of the Orange River Colony Ltd., 
which the National Bank of South Africa Ltd. bad absorbed, were 
Dot paid O''er by the latter bank to the Reserve Bank and the 
Courts in 1925 upheld the view that « its DOtes .. in Art No. 31, 
1920. (S. 15(S» (e), did DOt include DOtes of the absorbed banks. 
It is understood, however, that the National Bank. after winnint! 
the case. voluntarily returued to the Treasury the securities in 



996 CENTRAL BANK AND MONEY MARKET 

respect of a portion of these notes, namely, the Cape legal tender 
notes of the Bank of Africa Ltd. 

Until the issue oUts notes, the business of the Reserve Bank 
was chiefly confined to granting advances to the Government and 
acting as a clearing bouse for other banks, and since then it has 
been engaged in building up a rediscount busineBB. These func
,tions will be examined in detail later on. 

E.uu,y OPERATIONS OF THE REsERVE BANK. Before attempt
ing to discuss and appraise the actual operations of the Reserve 
Bank, it will be well to examine briefly the earlier period of its 
work and some of the weaknesses pointed out in tbe Kemmerer
Vissering Report. It must be remembered too that the Union 
is a large country (473,OOO sq. miles) with a population of about 
7 millions, of whom only Ii are Europeans and of these con
siderably more than. half are concentrated in a few inland and 
coastal towns. Mining (chiefly gold and diamonds) and agri
culture are the principal occupations, though industries fostered 
by a tariff are rapidly increasing. 
"The Reserve Bank did not actually open until June 30, 1921, 

and therefore much of its history has been during the period of 
South Africa's deflation, a deflation that was necessary if the ' 
country was to return to the gold basis without reducing tbe gold ' 
content of its sovereign; and a period of deflation is no time for 
a newly organized central bank to extend its business by low 
rates and liberal credits either to the banks or to the public. 

RESERVE BANK MISUNDERSTOOD. Moreover, there has been all 
along ~ complete misconception on the part of the public and the 
commercial banks as to the functions of the Reserve Bank. Its 
establishment was strongly opposed by the commercial banks, 
who saw in it a possibile competitor, and it is clear from the evi
dence before the Gold Standard Enquiry Commission 1924-25 
that a "gentleman's agreement "was affected with a view to 
limiting its scope of operations and curtailing its competition. 
The idea, therefore, though utterly contrary to the text of the Bill, 
fostered by certain expreBBions in Parliament during the passage 
of the Currency Bill and by jibe attitude of the other banks, 
gained general acceptance, even among the commercial com
munity; that the bank was exclusively a banker's bank and could 
not deal with the public (See QQ.3829-3854) - an impossible 
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idea even considering the circumstances of its birth when there 
were live or six commercial banks, but rendered quite stupid 
when, by amalgamation and absorption, tlu>se banks have been 
virtually reduoed to two large banks, the Standard and the Na
tional (now Barolays), constituting a close monopoly, and by 
agreement oarrying out a oommon policy of exchange rates (ap
parently then fixed quits arbitrarily), discount rates and eom
mercial practioe. Not only, therefore, in the first three years of 
its existence was there practically no oompetition between the 
oommercial banks, but, by agreement, the Reserve Bank did not 
provide the competition which by its powers it could legally have 
exercised. 

A further oonsideration is that the two large oommercial banks 
have oapitals and reserves much in excess of the Reserve Bank: 

Capital paid up Reoerve Fund 

Standard Bank Ltd •..... £2,229,165 £2,893,336 Dea.81,IDU 
National Bank Ltd .•..•. 2,076,500 160,000 " 
Tho S. A. R ...... Bank ... 1,000,000 162,826 J .... 24,I926 

Consequently thl'Y had no need to call upon the Reserve Bank; 
the National Bank, it is true, rediscounted to a certain extent 
with tlle Reserve Bank during the first two or three years of its 
existence, but the Standard Bank all along mlLintained a posi
tion of aloofness and independence. 

Another factor in weakening the position of the Reserve Bank 
is tlle open credit system in the country, to which despite pr0-

testations to the t'ODtrary and many promises to remedy it, the 
comml'ffial oommunity and the commercial banks seem india-
80lubly wedded, tllough it is induhitable that the rate quoted by 
the Bank is itself • serious stumbling-block to the development 
of the hill system. 

Moreover, in contradistinction to the well understood and ceo
erally a~pted print'iple thai ~ntraI Banks should be the ehie! 
depository of Oo\WIIment Funds, the Reserve Bank has in the 
past not been utililed at ail in this way though it will be in future 
(from January 10, 1927). 

Born in • time of financial stringency, therefore, disowned b7 
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the banks, unutilized by the Government, its functions completely 
misunderstood by the public, it is not surprising that the Reserve 
Bank during the first two or three years of its existence was a 
somewhat ineffective institution. 

The above defects were pointed out in the Kemmerer-Vissering 
(Gold Standard Enquiry Commission) Report of 1925 in which 
the following suggestions were made for the better functioning of 
the Reserve Bank with a view to its assisting the maintenance 
of tlie gold standard. It was pointed out that there is no room in 
South Africa for a bank which is almost exclusively a banker's 
bank. 

"The bank must be affected with a great public interest 
and must enter the open market when the public interest 
demands that it should. It must be able to cover its ex
penses, build up a reasonable reserve and pay adequate divi
dends on its capital in normal times. For this it has nearly 
adequate powers under the Act, but tbe following suggestions 

.. \ requiring minor changes in present law are made." 
(1) Loans not exceeding 120 days on bi1\s or one came paper 

secured by warehouse receipts for staple commodities 
not exceeding 75 per cent of value; , 

(2) Direct loans not exceeding 15 days, up to the amount 
of the Bank's paid-up capital, to member banks which 
are collateraled by bills which tbe Bank may rediscount 
and or by short-time government and municipal securi
ties. 

(3) Investment in Union Government or municipal notes or 
bi1\s with maturities exceeding six months to the amount 
of the Bank's paid-up capital. 

(4) Extension of usance for discounting from 110 to 120 days. 
(5) Modification of tbe requirements as to gold balances 

. abroad. 

AnIIUNISTlIATIVE CHANGES SUOOFSTED. The following admin
istrative changes were also suggested with a view to tbe Bank 
functioning more effectively: _. 

(1) The issue of 9O-day Treasury bi1\s; 
(2) Preferential rates for trade acceptances; 
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(3) Use of the Bank as the chief depository for Government 
funds. 

(4) The opening of branches in the principal towns in the 
Union and in London. 

Some of these administrative changes have now been effected: 
9O-day Treasury bills are now issued; as from January 10, 1927, 
practically all the Government accounts will be transferred from 
the National Bank (now Barclays, Dominion, Colonial; and Over
seas Ltd.) and the Standard; branches were opened during 1925 
and 1926 at Johannesburg, Cape Town, Durban, Port Elizabeth, 
and East London, but several more should be opened as soon as 
possible and also a branch in London; and the Bank has not yet 
quoted preferential rates for first-class commercial paper. It is 
understood that legislation will be introduced this Session to 
effect the legal changes suggested by the Commissioners. We are 
now in a position to examine the work of the Reserve Bank to 
date. 

CLEAruNO AND COLLECTION 01' CREeD. On account of the 
fact that banking in South Africa is almost entirely confined to 
two large corporations and tranSllctions between different branches 
of the SlIme bank are not put through a clearing house, the Clear
ing House Returns in the Union, though not without considerable 
interest. must be interpreted with caution. Clearings take place 
in every town in which two banks have branches. The present 
clearance system is closely related to the English system, except 
that in South Africa, instead of a separate clearing institution, one 
or the other bank or even branch takes over the duties of the clear
ing house in its own center. The clearing-hcwse system in Pretoria 
is representative of the other clearing houses of the Union except 
that only in the adjustment of final balanres is there any appre
ciable difference. It should be noted that the Reserve Bank will 
not grant par remittaDcee between its branches as logically it 
should, since its notes are remitted at par. Clearanres in Pretoria 
are controlled by the ReseJ'\'1I Bank which has a special room in 
which each member bank is allotted a place. The Clearing House 
is managed by a Committee composed of one representative mem
ber of each bank or branch bank and presided over by a Chief 
Teller or Inspector of Clcaranres, a Reserve Bank official, who is 
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also Chairman of the Committee. All members must conform to 
the rules laid down by the Reserve Bank. Provision is made for 
the calling of meetings for urgent business and a quorum consists 
of three members and the Chairman, who manages the clearing 
house. Checks, bills, demand drafts, and orders are passed 
through the clearing house but bank notes, country checks, and 
coupons for the payment of interest on bearer bonds are not. The 
Reserve Bank furnishes each member with all the necessary 
books and documents and the books of each clearing bank must 
show the totals of each clearing delivered to and received 
from other banks or branches of banks and all totals must be 
agreed. 

INSPECTOR OF CLEARANCES AND HIS WORK. These confirmed 
totals are daily recorded in the books of the Inspector of Clear
ances, who then gives each member a statement showing the 
amount which has been passed to the debit or credit of the bank's 
current account in the books of the Reserve Bank in settlement 
of ,the day's clearances, and the daily balances thus arrived at are 
adjusted by transfers between the current account of the various 
member banks in the books of the Reserve Bank. To meet the 
possibility of debit balances in the Reserve Bank, the latter fixes 
an overdraft for each of the banks on any excess of which interest 
is charged and the excess must also be reduced, usually by the dis
count of bills. Any bank unable to provide funds for the day's 
settlement, i.e., which cannot reduce any excess overdraft bal
ance, is prevented from using the Clearing House till this is reme
died. 

FORTNIGHTLY STATEMENT. The Reserve Bank renders a fon
nightly statement of the current acconnt of each bank on the 
fifteenth and last day of each month: on full days there are four 
clearings per day, usually at 9:15 and 11:30 a. m., and 2:15 and 
3: 15 p.m., and on half days (Wednesdays and Saturdays) there 
are two at 9:15 and 11:30 a.m. Clearances outside Pretoria (ex
cept.at Johannesburg, Cape Town, Durban, Port Elizabeth, and 
East London where the branches of the Reserve Bank aet as the 
clearing houses) are taken over by one or the other of the com
mercial banks and proceed on exactly the same lines as in Pre
toria exc'ept that monthly payments are made in gold or Reserve 
Bank notes. Country branches effect their own clearances; and 
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the balanoes of their local branches together with the quarterly 
balances of the country branches are taken over by the Head 
Offices of eaoh bank which includes them in its final obligation, 
i.e., the Reserve Bank at Pretoria acts as the Clearing House of 
all the Clearing Houses and this fact must be remembered in 
connection witR the Pretoria returns from July 1921. 

TYPES 01" PAPER REDISCOUNTED. In terms of the two control
ling Acts the Reserve Bank will only rediscount paper which oon
forms to the following conditione: -

(a) Bills must represent commercial or agricultura~
actions. 

(b) There must be two names to the bill. 
(c) The ourrency must be not more than 90 days, except in 

the case of agrioultural bills which may be of a currency 
up to 6 months. 

The redisoount rata is supposed to be 1% to 11% less than 
the official rata, which is 

6i % for bills not exceeding 3 months; 
6% for agricultural bills of maturities between 3 and 6 

months; 
3% for Treasury Bills of 3 months. 

Since its inCl'ption all the member banks have made use of the 
rediscount facilities (some banks more than others) particularly 
at certain seasons of the year when the eXport trade in woo1and 
main is being financed, i.e., from September to March, and 
when as aonsequence the balances of the llOIIlIIlercial banks tend 
to pile up in London, e.g., the balances in the Reserve Bank a\ 
June 30, 1925, were £4,876,000 and at September 30, 1925, 
£6.435.000, domestic bills discounted by the Reserve Bank being 
£37,002 (August 28, 1926) and £889.954 (December .. 1926). 
Treasury Billa outstanding' at January 29, 1927, amounted to 
£377,998.' 

, AtIO<lIdi,. to the Tt..our:r. the total bills iosued ... d oubWMtinl .... 
~ .... 30, um ..... _ted to 110.0:I7.S7S, of ""ida IIl10Wlt D.T15.6'7S bad boftI 
-..e.t to 00_, Deputmea", Q,0'0III,Q ... the Bub" uad ",235,IIOII 
to the publio. 
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FISCAL FUNCTIONS AND RELATION TO THE GOVERNMENT. Until 
beginning to issue notes the business of the Reserve Bank was 
chiefly confined to granting advance~ to the Government on 
Ways and Means account and on July 29, 1922, loans to the 
Government totaled £2,200,000. The figure has fluctuated con-. 
siderably: it has been as high as £2,700,000 (June 28, 1924), but 
the latest figures available (December 11, 1926) show nothing 
whatever under this head though the Bank to a limited extent 
stilI buys and sells Union Treasury Bills. So far the Bank has 
not undertaken the flotation of any Government Loans or Se
curities, and indeed till quite recently it was not even the de
pository of Government funds. Following the recommendations 
of the Gold Standard Enquiry Commission (1925) as already 
mentioned, these have now been transferred from Barclays Bank 
and the Standard Bank. The chief accounts taken over are the 
Railways and Harbors Administration Accounts, Exchequer and 
Paymaster-General's Accounts, the Revenue Accounts (such as 
Inland Revenue, Customs and Excise and Post Office) and the 
Account of the Public Debt Commissioners. Government de
posits are made and Government drafts are cashed at points at 
which the Reserve Bank is established; at other points the elab
orate branch systems of the commercial banks are utilized. This 
transfer is an important one for big accounts are affected (Gov
ernment Deposits at September 30, 1926, in the commercial banks 
totaled £4,631,000) and it will undoubtedly improve the power 
and prestige of the Reserve Bank (though the two commercial 
banks will apparently' suffer no diminution in profits because 
there is no short loan market). The transfer also means for the 
Reserve Bank· a higher gold reserve in respect of these Govern
ment deposits - 40 per cent as against " per cent previously. 
Payment of taxes takes place towards the end and the beginning 
. of the year and at such times, therefore, in future, the control of 
the Bank will be more effective. It is possible that the banks 
previously lent Government deposits in London: and the transfer 
lessens the amount of credit available, because, owing to the lack 
of suitable paper, the Bank's advances in Soutb Africa have so I 
far been very small. . 

I 

DISCOUNT POLICY AND METHOIl8 USED TO CoNTROL CBmIT.: 

Under Section 12(3) of the 1920 Act the Bank is obliged to.· 
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" fix and publish from time to time the rates at which it will dis
oount the various classes of bills." The first announcement, made 
on December 29, 1922, fixed the following rates: -

6 per cent for first-class commercial bills of not more'than 
90 days' currency. 

61 per cent for the first-class agricultural bills with a ma- ' 
turity exceeding 90 days but not exceeding six months. . 

These rates were lowered by 1 per oent in each case from No
vember 21, 1924, and they have remained at these figures, 51 
and 6 per cent, respectively, ever since. Tbe agreed rates quoted 
by the oommercial banks for first-claae paper such as the Re
Berve Bank is permitted to deal in, are the seme as those quoted 
by the latter, though the Bank's redisoount rate is, of oourse, 
considerably lower. How far market rates are influenced or con
trolled by the Reserve Bank discount rate it is impossible to as
oertain, but it is interesting to note that the minimum advance 
fate previously quoted by the other banks and which may be re
garded as corresponding to the discount rate for the period before 
the Reserve Bank quoted a rate (and in a period comparable with 
the present) was 6i per cent (Coastal 6 per cent) on February 
2, 1913, so that the competition of the Reserve Bank has had 
apparently an appreciable effect in reducing rates. At the same 
time the amount of discount business which it does in the Union 
is negligible - bills discounted by the commercial banks at Sep
tember 30, 1926, totaling m.073,OOO, and by the Reserve Bank 
at DetelDber 11, 1926, only £706.030. The reasons are that the 
supply of high grade commercial paper is very limited and the 
oommercial hanks with their huge resolll'Oell and elaborate branch 
systems are in a better position to serve the commercial com
munity than the Reserve Bank. The changes in law rec0m

mended hy the Kemmerer-V_ing Report already n~ (which 
"'ill probably be introduced this Session) may improve the 
position of the Reserve Bank in this respect though they can
not make much difference: and this is particularly true since the 
absorption of the National Bank by Barelays, with its enormoutI 

resourees and world-wide oonneotions. 
DISCOUNTING DoN. IN LoNDoN. Moat 0/ til. BaM'. m:-t

v., loa 10 far '-' dOIIe '" LmuIotI, -' .. 'amp Billa IN-
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counted" tOtaled £I,,9B9,6eJ, on December 11, 19B6. What influ
~nce the Reserve Bank has exercised so far has been through its 
control over exchange, rates, which will be dealt with shortly. It 
must he remembered, also, that the Bank has heen too recently 
established to draw any definite conclusions; that so far there has 
been no need for it to control credit expansion, since during the 
'greater portion of its existence South Africa has been experienc
ing a continuous period of necessary deflation. How far it could 
exercIse a restraining influence during a period of credit expan
sion remains to be seen, .but some indication of this is given in the 

. following paragraph. 
. OPEN MARKET OPERATIONS ANn CONTROL or THE FOREIGN 

EXCHANGES. It is well to state that there is no money market in 
South Africa in the sense in which the term is understood in the 
important commercial countries of Europe and America. The 
classes of paper to which open market operations of the Reserve 
Bank are restricted come under two general heads; acceptances 
and Government securities, and the special conditions governing 
these particular instruments have been already indicated. The 
position with regard to acceptances and, the. alterations in law 
proposed by the Gold Standard Enquiry, Commission and their 

. possible effects, have heen dealt with. Open market operation! 
to date in this class of paper have therefore been practically 
negligible and it is safe to say that under normal circumstances 
the Reserve Bank by this means could do very little to control the 
credit situation ... Dealings in Government securities have been on 
an equally small scale - Union Government Treasury Bills 
under discount at December 11, 1926, being only £183,548 and 
British Government Treasury Bills only £1,645,000, though the 
figures have fluctuated considerably so that the sale of such a 
small volume would scarcely incommode the commercial banks 
in the slightest. 

CoNTROL or CR!:nrr. Perhaps the most important weapon in 
the eontroi of credit and the foreign exchanges which the Reserve 
Bank has is in its purchase of the' complete output of gold of the 
Rand Mines, about £40,000,000' pe~ annum, though it is under
stood that this right at present extended only till September 1927 . 

. The Bank buys the gold bills from the Chamherof Mines, advanc-. 
ing them in South AIrica and receiving credit in London. These~ 
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billa are frequently bought by the commercial banks from the 
Bank, in which case the Reserve Bank's London balances run off 
and those of the commercial baDke increase. In this matter the 
latter are really obliging the former, since normally they have 

. oonsiderable balances in London through their finance of the 
export trade. The import of specie in South Africa is now negligi
ble while the export is very great indeed, and what movements 
there are between South AfriclI and London are very definitely 
controlled by the Reserve Bank, the cost of shipment being about 
12/6 per cent. At the same time the commercial banks export 
annually large amounts (roughly £5,000,000 per annum in the 
last five years) to India and the East at a rats more favorable 
than that charged by the 'Reserve Bank, in order to balanoe their 
exchange position. 

Moreover, there is fairly strong evidence that 80 far as ex
change rates go the Reserve Bank is now in a position to enforce 
ita quotations. The monthly Bulletin of Statistics, illBUed by the 
Statietics Office, for January 1926 contained the following;·-

" An interesting situation has arisen in connection with the 
South Afrira-London exchange rates.. Up to November 30, 
1925, the Reserve Bank and the commercial banks quoted 
tile same rates for Telegraphic Transfers (T.T.). But on 
that date the commercial banks lowered their. T.T •. rate by 
i to I discount whereas the Reserve Bank rate remained 
stationary at par. As the Reserve Bank time rates were 
already based on a lower interest rate than those of the other 
banks, this means that an exporter discounting, for instance, 
a 9O-days' bills with the Reserve Bank would receive t per 
~nt more than he would have obtained from the other 
banks. But on December 21, the commercial banks adopted 
the same rates as the Reserve Bank. and both for T.T. 's and 
time bills. 

The inference that mil)' be drawn from this episode is that 
the Reserve Bank 110. ,xercises a predominant influence 
0\'W the movement of the OYel!lellS exchange rate and that 
ita avowed policy of reducing intel'est rates in this country is 
gradually hl-ooming ef(8('tive. 

"lD. recent years rates were 1 per oent more unfavorable 
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to exporters at the end of the year, when large exports of 
wool, etc., take place, than.in the middle of the year. This 
year (1925) the seasonal movement amounted only to i per 
cent on the rates of the commercial banks and i per cent 
on the rates of the Reserve Bank. If the movements which 
took place in consequence of the shipping strike (October 
1925) are ignored, the movements are still smaller, viz., f 
per cent for the commercial banks and t per cent for the 
l!.eseFVe Bank. 

"We have already indicated one cause for this favorable 
movement in rates. But it must also be borne in mind that the 
restoration of the gold standard has greatly facilitated this 
movement to cheaper rates. The divergence between British 
and South African currency cannot be substantially greater 
than the cost of sbipping gold from one country to the other, 
and thus the reduction in the margin bstween buying and 
seIling rates from. i to i-a reduction which has probably 

., already saved the South ·African public over £100,000 - was 
speedily and easily brought about very soon after the resto
ration of the gold standard. Moreover, it is obvious that un
less the gold standard were in force the Reserve Bank would 

. have continued to find it as difficult as it did before the 
restoration of the standard to obtain and maintain any effec
tive control over rates, whether of exchange or discount." 

EFFICIENCY OF RESERVE BANK. In estimating the efficiency of 
the work of the Reserve Bank it must not be forgotten that it has 
been in existence less than five years; that it has placed the note 
issue on a sound basis; that it helped the commercial banks to 
tide over the difficult deflation period; that, with the support of 
the Union Government and the Bank of England, it stood behind 
~e National Bank in the exceptional period of March 1923 when 
its capital was considerably reduced and its credit somewhat im
paired; that it has created a large amount of extra credit and has 
reduced both discount and exchange rates. On the other hand, in 
proportion to the work done, its salary bill seems excessive. If, 
therefore, it has not completely justified the high hopes held of it, 
its deficiencies are not impossible of correction. The axiom of 
Bagehot that" Good banking is made by good baoken and not 
by lood laws" is atill true. 
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CONCLUSIONS 

The outstanding features of South African Banking during the 
last decade are, thus, a oontinuation of .the consolidation process 
to the extreme, the establishment of the South African Reserve 
Bank, and the agitation for a State Bank. 

COMMIUICIAL BANKING. The state of affairs into which bank
ing has been brought as a result of this amalgamation process, is 
shown by the following table: -

Total Aaoeto Banking Of6oea 
December 31,1925' 1926 

BnmAB,," 
Standard ..................... £59,992,339 280 
National (Bucla,y'.) ........... 88,728,642 317 

98,720,981 597 
NfI1torImtdI' B ..... 
Net.barl""do .................. 3,393,328 17 

SoIOlA J.fri<:mo BaMI 
StelJenboooh .................. 327,800 1 
Colonial ...................... . 622,97. 8 
Total ror all Ranum t.ba 

UniOll. ................... £103,035,083 823 

Thus, roughly, 99'}1. of South Alrira's banking is in the hands of 
companies having their headquarters and management overseas, 
naturally assisted by General Managers in the countri, and in 
one instance at least by a loeal board of direetora. 

A. we have seen, the Government has no control whatsoever 
over the organiaation and administration of banks in the coun
try; not even in the case of merger is its consent necessary. All 
it ~an demand under present circumstances is the publiration of 
statements and the maintenance of the necessary reserves with 
the Reserve &nk. For the rest, there is free banking, free in 
every sense of the word. Whether surla a state of affairs is de
sirable is subject to grave doubt. When two banks alone, be-

I i .... i"'" prior 00 the ......... cI 1M NaIio.! witla ....,... 
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tween them, do roughly 97% of the country's total banking busi
ness, the country, and more especially its Government, can never 
look upon losses or even possible failures with indifference; yet 
it has no control over their administration. The country's ex
periences after the 1920 depression, in the case of one of the 
banks, has definitely established the fact that, under present con
ditions, there is a premium on bad banking in South Africa, 
since in that instance the Government was actually called upon 
to lend its credit to the institution in question. ' 

Obviously, more supervision is absolutely impeJ:ative. It is 
accordingly most regrettable that the Bank Bill of 1920, which at 
all events would have brought about uniformity throughput the 
Union and in addition would have provided for conside:rably 
more control, should have been dropped in favor of the Banking 
and Currency Act of 1920, which ~oncerns 'itself primarily with 
the Reserve Bank. The Government will no doubt have to pay a 
little more attention to this subject in the near future, and provide 
the \ Jlecessary legislation for the proper regulation and control, 
'not only of the banks, but of all financial institutions in the coun
try. It should also earnestly con,ider the developments in its 
sister Dominion, the land of democratic' banking - Canada
which a year 01' two ago found it n,cessary to create the position 
of lnspector General of Banks for the purpose of exercising 
.greater control over the banks. 

THB REsERVE BANK. AB we have seen, the establishment of 
the Reserve Bank took place, no doubt to the detriment of the 
,country, only after the storm was over; and unlike the AmeriCaii''' 
Federal Reserve Banks and the Commonwealth Bank of Austra
lia, it could not avail itself of the business and profits of the war 
and post-war boom period. AB has been aptly stated:-

If Born in a time of financial stringency, disowned by the 
banks, unutilized by the Government, its functions com
pletely misunderstood by the public, it is not surprising that 
the South African Reserve Bank has been so far a somewhat 
ineffective institution." 

Of late, certain efforts have been made to remedy the situation. 
'Several branches have already been established, while several 
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more' are contemplated, and only since January 10,1927, has the 
Bank begun to act as Government Banker, a function which 
ought to enable it to exert a little more influence in the future. 
These changes, it should be observed, are in accordance with the 
recommendations of the JCemmerer-Vissering Commission on the 
Resumption of Gold Payments (January 8, 1925). The Com
mission, however, was very emphatic in pointing out the impossi
hility of the Reserve Bank acting purely 1\1 a bankers' bank, 
under the peculiar conditions of the country, and urged a slight 
widening of its scope and powers, to enable it "to serve the 
public " and to earn its necessary income. Though a bill along 
these lines was definitely announced as forthcoming at the 1925 
session of Parliament, yet it did not make its appearance. It is 
sincerely to be hoped that, after obtaining the advice of these two 
experts, each eminent in his particular field, the one in currency 
and the other in banking, the Government will avail itself thereof, 
and the Reserve Bank will be enabled to perform those functions 
and play that rale in our financial organi.ation for which it was 
primarily established. 

THill STATII BANE AGITATION. The State Bank Agitation dates 
back to the post-war depression, when the hanks adopted a dras
tic policy of de8ation. Since that time, the Labor Party has been 
insistent in its demands for a hundred per cent government.
owned-and-controlled State Bank along the lines of the Common
wealth Bank of Australia. At the elections in 1924, before Gen
eral Hertlog came into power, he promised to have an enquiry 
made into the subject before committing himself. An enquiry 
was actually made by Dr. Vissering at the request of the Minister 
of Finance, and his findings are tmbodied in a special report ad
dressed to the Minister, II Upon Certain Aspects of South African 
Banking lind Currency. II 

Although eome members of the Cabinet have given the agita
tion their hearty approbation from time to time, the Minister of 
Finance has openly declared himself against the scheme, eo tha, 
there is litUe proepec' of a State Bank being established as long 
as he holds his present portfolio. It is obvious, of course, tha, 
what the laborer wants is not commercial credit but consumptive 
credit, and were it not for South Africa's small white population, 
one migh'therefore succeed in getting the. advoeatea of a State 
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Bank interested in the Labor Bank movement instead. At all 
events, the People's Banks already referred to are meeting the 
needs of the laboring man, and will probably do so even more in 
the near future, when more reasonable counsel may prevail over 
party platforms. 

The State Bank Agitation, howevet:, is only a part of the ever
increasing demand for Government control and operation. The 
Land Bank is already a fully Government-owned-and-controlled 
institution. The State Bank has been demanded for some time 
now, and of late another agitation is afoot urging the establish
ment of a State Industrial Banj[. The matter has been referred 
by the Government to the Board, of Trade and Industry, but there 
would not seem to be any undue enthusiasm for the scheme. 
Somehow, the tendency in South Africa to-day is for the individual 
to dream and scheme and to leave the carrying out to the Gov.:. 
ernment. If this tendency persists, there will·be danger of return
ing to the conditions prevailing in the early days of the Cape, 
wl;il'n the Government monopolized practically ~ery profitable 
profession, - banking, surveying, conveyancing, transferring 
slaves, printing, and auctioneering, .. to the injury of numbers 
with little to gain to itself." But a reaction set in at the time, and 
in these days of cycles it is still possible to look forward to the 
day of the reawakening of private initiative when people will 
again realize that he is best servoo.who serves himself. 



CHAPTER XV 

THE' BANKING SYSTEM OF SWEDEN 

BY 

HILDINO MBLIN 

AN mSTORICAL SURVEY 

THB FIRST BANE IN SWEDEN. After the pattern of the Conti
nental If Giro .. Banks, principally the Bank of Amsterdam, the 
first bank was founded in Sweden as far back as 1656. The con
ditions embodied in the charter testified to the Government's 
intention to eltFse a strong lnlIuence upon the bank. The bank 
was allowed to grant loans against securities, mortgaged property 
or pledges and was permitted to receive money on deposit against 
which cheeks <at that time called bills of exchange) might be 
drawn. Though the charter did not contain any provision as to 
the Issuing of bank notes. as early as 1661 the bank began issuing 
notes, thus being the first bank of issue in Europe. Some years 
later, the bank was forced to discontinue its operations under 
private charter, as it was unable to meet its obligations. It was 
at the same time reorganiRd. under the direct ownership of the 
State. 

Although the present Swedish If Riksbank .. is a direct Continu
ation and expansion of the first S\\-edi.sh bank. it is not correct to 
say that at that early time the bank was a .. central hank" in the 
modern sense of the term. On the contrary. it may be said tha~ 
the p_t Rikshank was the first Swedish commercial bank. as 
the activities of this State banking in..«titution. whicb were re
sumed in 1668, were in many respects similar to those of the 
modern commercial bank. It was expresdy prohibited from 
issuing bank notes- contrary to its privately conducted pred
ecessor - and the transactions were ba..<oed upon extensive de-

l Aaoocialecl witb ~ St ....... 1Ia.deWwnba 
lOll 
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posit business, the resultant resources .being used lor important 
lending operations all over the country. 

Later, as a State institution, this bank again encountered diffi
culties and in 1709, experienced a crisis with which it was not 
prepared to cope. During the follOWing decades, the bank was 
incapable of taking any fresh initiative, and its operations came 
virtually to a standstill. Later the bank resumed its activities 
along new lines, the deposit transactions were discontinued, and 
the issuing of bank notes now became the principal activity. 
This institution originally chartered as a private bank in 1656, 
reorganized as a State institution in 1668, is now known as the 
" Riksbank" of Sweden, thus being the oldest central bank in 
Europe, with the exception of the Bank of England. 

AN ATTEMPl' TO EsTABLISH PRIVATE COMMERCIAL . .BANKS. 

For nearly a century this State banking institution, then under 
the name of the Estates of the Realm Bank, (" Riksens Standers 
Bank ") was the only bank in Sweden. Consequently the de
mand for business and private credit had to be satisfied. by 
wealthy individuals, by money-lenders, and commercial houses in 
the open market. Towards the end of the 18th century, however, 
the need was felt for financial institutions which could serve the 
country's growing industry, trade and commerce on a larger scale 
than was possible for the existing State Bank and for individuals 
to do. -Thus quite independently, and almost without any prec
edent from foreign countries, the first real commercial baw 
were founded in Sweden, viz., the "Discount companies." 
Through these new institutions the credit transactions were con. 
ducted on quite different lines from those of the old state insti
tution. The discount companies came to be of grea~ importance 
in many respects. They conducted what were for those times 
very active deposit transactions and they were the first institu
tions to show an interest in short credits based upon a nominal 
guarantee. Unfortunately all passed away during the economic 
crisis which swept over Europe alter the Napoleonic wars. Thus 
the old state institution again became the only bank acting on 
behalf of the business life of Sweden. 

THB FOUNDING OJ' THB MODERN CoMMERCIAL BANK: "EN

BItILDA" BANU. The Napoleonic crisis not only affected Swe
den's private bariks but it also reduced the monetary and finan-
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oial system to a depressed state that discouraged the estab
lishment of new banking institutions. The public and 
business community had to resort to the State Bank or to tbe 
open market in order to obtain the necessary credit support. 
The period during which the present commercial banks were 
organized is more or less ooincident with the reform of the Riks
bank in 1828-1830 and the reconstruction of the monetary system 
in 1834, which together combined to stabilize monetary condi. 
tions after sev.eral decades of confusion. As early as 1824 Parlia
ment had passed a Bill permitting priv.ate persons upon special 
application to establish credit and banking institutions. Some 
years later, in 1830, the first modern commercial bank was char
tered, based chiefly upon the Scottish banking system, as the 
share or .. lot" holdere had to assume personal liability for al\ 
the oommitments 01 the bank. It is noteworthy that while the 
Bank Law of 1824 did not permit the banks to issue notes, they 
did 80 without permission. Finally the Government had to con
cede to them the right of issue, and thereafter the banks based 
their activities mainly on their nots issue privilege. During 
the succeeding years a number of similar .. unlimited liability 
banks" or .. enekilda" banks were founded throughout the 
country. They were all of a local character, organized for 
the purpose of serving a particular province or commercial 
district. Strangely enough they were not located in the capital 
of the country, but in particular districts or provinces, where 
the banks opened a number of branches wbich connected their 
_pective localities with the bead office. As mentioned above, 
these original banks based their activities mainly upon the 
issuing of their own bank notes, a procedllll8 which was considered 
at that period indispensable for banking business. In fact the 
banks received very wide powers in the issuing of bank notes. 
However, ae Sweden had a metallic monetary standard, her price 
level had a fixed relation to international eunency values, and 
only a limited and fixed amount of note! could circulate in the 
country. As the number of issuing banks increased more rapidly 
than the demand for means of payment, it became clear to each 
that their most serious CODC:eI'1l 11118 to k~ the notee steadily 
outstanding. which they had s-=-led in forcing into geoeral 
circulation under mutual competition. 
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JOINT STOCK BANKS. Gradually, however, it became evideni 
that the deposit transactions, which had earlier been so neg· 
lected, were of primary importance. An endeavor was made. 
therefore, to take advantage of the experiences of deposit bank! 
in other countries, and to introduce into Sweden more convenien1 
forms for the extension of credits to the business community. 
Banks with limited iiability on the part of the shareholders and 
without the right to issue notes had their origin at this time. 
The first institution of that kind was founded in the year 1863 and 
took the form of an ordinary joint stock company. Very soon 
other institutions of the same character were chartered and in 
1886 a law was passed to determine the juridical position of 
these joint stock companies as banks. 

In recapitulation it may be said that from the very beginning 
the commercial banks of Sweden consisted IIf two different kinds: 
viz., the " enskilda " banks, private institutions with the right to 
issue .their own bank notes and with unlimited liability on the 
part of their shareholders, and .the joint stock banks, "aktie" 
banks, without the right to issue notes and with the liability of 
the shareholders limited to the amount paid in as original capital. 

Thus the present types of commercial banks in Sweden date as 
far back as 1830. However, their activities were of little impor
tance during the first 30 years, and consequently the stream of 
credit flowed to a large extent outside the banks instead of 
through them. These oonditions were changed between the years 
185S-1873, during which period the banking system was entirely 
reformed. The issuing of notes gradually decreased and modem 
deposit business came more and more into practice. The mod~ 
commercial banking business of Sweden originated, therefore, 
about 1870, coinciding with the industrial revolution. 

THE RIKSIIANK AND THE CuRBENCY SYSTEM. The silver stand
ard, reestablished in connection with the recoDstruction of the 
monetary system in 1834, was abandoned in 1873. At that time 
the gold standard was adopted as the basis for the monetary sys
tem in Sweden; the unit being ten "kronor" in gold. One 
"krona" is divided into one hundred" ore." The mint par of 
exchange with the dollar is $1 - 3.73 kronor, or 1 krona -
26.799 cents. 

THE RlKsBANK AND THE ISsuING or BANK NOTES. It has been 
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mentioned above tbat the old State Bank was originally tbe only 
institution whioh issued bank notes in Sweden but that after the 
modern II enskilda " banks were established in, 1830, another type 
of bank note was issued by these banks, originally with self
assumed power but later with legal authority. The number of 
issuing banks increased rapidly - in the year 1880 there were 28, 
a maximum number - and the volume of notes in circulation 
also increased. As many countries had oentralized the right to 
issue notes in one single institution, Sweden eventually followed 
their example and invested the sole right of iesue in the Swedish 
Riksbank in the year 1897 when a new banking law was passed, 
regulating the central bank. The Riksbank had been gradually 
developing into a modern central bank and it was therefore found 
necessary to revise its regulations. However, as the notes of the 
II enskilda" banks could not be retired immediately, the latter 
banks reoeived permission to extend the period for the retirement 
of their notes to 1904. As compensation for the lost right of issue 
the II enskilda .. banks received the right to rediscount bills with 
the Riksbank at a favorable rate and to receive loans from it, 
whioh privilege gradually diminished, and lapsed entirely at the 
end of 1910. It may be mentioned that during a period of about 
70 years the II enskilda .. banks had been issuing their own, bank 
notes, some of whioh were accepted as a meaba of payment even 
outside of the boundaries of Sweden, and so wisely was this right 
exercised by the note-issuing banks that no note ever lost ita 
value. 

In connection with the centralintion of the note-issuing author
ity in the Riksbank a new Commercial Bank Ad was passed in 
1903, but this was superseded by the Banlting Act of 1911, which 
with a number of amendments is still in force. 

CREDIT INSTRUMENTS 

In modem economio communities, where oommercial life has 
developed on much the same principles, the methods of effecting 
payment are on the whole quite similar. Of course there are 
national characteristics and peculiarities prevailing in the dif
faren\ ooun\riee. lD the _ of Sweden u.- may be said to be 
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the relatively slight development of the check business, the prev
alence of the Bank Post Bill system, and, generally speaking, 
the absence of " one name" credit instruments. 

BANK NOTES. Although the Swedish banking system is of a 
high standard and has kept pace with modern developments, the 
bank note is nevertheless still the most frequently used means of 
payment. Gold has never circulated for general business pur
poses, although gold coins are the standard coinage of the country. 
The Riksbank's notes have been redeemable against gold ever 
since 1873, with the exception of certain years during the World 
War and postwar period. Gold coins and the Riksbank's notes 
are legal tender up to unIimited amounts. Small coins, on the 
other hand, are legal tender to unlimited amounts as towards the 
State, but as between private individuals or concerns only up to 
limited amounts. However, this rule has no practical significance. 

CHEcxs. In comparison, principally with Anglo-Saxon custom, 
checks are employed to only a small eXtent. Sweden is now, so 
to ,speak, on the threshold of the "development of the check sys
tem, and it seems that checks are still being largely used &8 orders 
on a customer's own bank account and less often &8 an actual 
means of payment to a party other than the drawee. 

According to the Swedish. Check Law of 1898, a check shall 
contain, besides the ordinary particulars, the word for" Check" 
expressly introduced into the text, In the Anglo-Saxon countries 
this is not an essential item. The Check Law differentiates be
tween a " local" check, which is payable at the plaee where it is 
.issued, and a " distance" check, which is payable elsewhere than 
at the place of issue. In order to preserve the right or recourse 
against. the drawer and transferer, a local check m'ust be pre
sented at the latest on the 3rd day after issue if the remitter is a 
resident at the place of payment, otherwise not later than on the 
tenth day. A distance check shall be presented at latest on the 
tenth day after issue if the mail between the place of issue and 
the place of payment does not take more than 5 days, in which 
case a respite of 5 days is allowed beyond the time whicll the 
mail takes. On the other hand the time of presentation does not 
affect the drawee's liability to pay. 

In contrast to the provisions laid down in the penal laws of 
several other countries, there are DO regulations in Sweden in 
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regard to particular penalties in the case of criminal overdrawing 
a check aooount.. Aooording to Swedish Law this is treated as 
fraud. It would certainly be an advantage if the penal laws 
laid doWD special regulations. 

BANE POST BlLLB. One of the main causes of t.he small ex
pansion of t.he oheck system in Sweden is no doubt the use of 
Bank Post Bills. A bank post bill is a sight. bill draWD by a bank 

lon itaelf, by a branch office on the bank's head office or by a bank 
on another bank. The banks issue bank post bills against cash 
payment for any odd amount and take no oompensation for doing 
so. By an agreement between the banks, the bank post bills are 
honored without. any special collection charge, with the reeul~ 
that they have become for the public a convenient and cheap 
means of payment, especially for transactions between different 
localities. The bank post bill system introduced in the fifties is 
peculiar to Sweden, though it. is utiliaed to some extent. in 
Finland. 

The instruments dealt with above - bank notes, checks, and 
bank post bills - are used mainly for the settlement of payments 
in cases where there is no interval of time, or practically none, 
between the actions of the two contracting parties; they are thus 
pure means of payment.. 

BlLLB OF ExCHANOB. The bill of exchange has acquired its 
immense importance in the commercial world through the quali
ties that have been ascribed to the bill of exchange by law and 
which may be classified in three main groUJIII. 

Thus, the bill must fulfill certain strictly formal conditions and 
must be issued in accordance with fixed regulations in order to 
acquire tha ebaracter of a bill of exebanp. lD the aerond place, 
a richtful holder of a bill has the righ~ to elaim payment of a due 
bill, and if payment is refused, to pro~ the bill, and after be 
has obtained judgment on the bill, to get. payment by serrinc a 
warrant of distress. Thirdly, a bill of exebange is transferable 
with liability on the bill, i.e.. that all parties who baY!! previously 
signed their name on the bill become jointly and &eYerally liable 
vis-a-vis a rightful holder. 

In all _tials the aboYe-mentioned legal qualities of a bill of 
exebange are quite similar in the different 00UDtriee, althOuch there 
are of course slight diff_ 
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BILLS OP EXCHANGE ACT. The Swedish Bill of Exchange Act of 
1880 prescrihes that the word for " Bill of Exchange" shall be 
expressly introduced into the text of the bill, which however is not 
required in the case of bills of exchange issued, for instance, in the 
United States. Otherwise the formal regulations laid down in the 
Swedish Bill Law do not differ from those of other countries. 
The holder of a bill which has not been accepted must present it to 
the drawee for acceptance not later than six months after the date 
of issue if it is drawn on any place in Europe, and otherwise at lat
est one year from the date of issue. When it is presented, the 
drawee is bound to give an answer within 24 hours. If a bill is not 
paid on the date of maturity the holder of the bill has the right to 
have the bill immediately protested, but, in order to retain his 
right of recourse, he need not do so until the second working day 
thereafter, i.e., on the" third day!' When' the bill has been duly 
protested, the drawer and every previous transferer are liable on 
the bill for six months from the date of maturity vis-a-vis a holder 
resilling in Europe and for twelve months vis-a-vis a holder resi
dent outside Europe. As against the acceptor, on .the other hand, 
a rightful holder has a right of recourse for three years from the 
due date. 

NOTES. As has just been remarked, it may seem strange that, 
with the exception of bank post bills, " one-name" bonds are used 
only to a limited extent in Swedish commercial life. There is 
nothing equivalent to the American" promissory note," since the 
banks are forbidden to give credit or discount obligations without 
security on only one single name. The nature of the security, in
deed, is a matter of greater importance, to the party applying for 
credit than his own bond. Municipalities, district commissioners, 
and similar corporations may however obtain loans without other 
securities than their own bond. The debtor-bond in question is 
thus not a credit instrument occurring in ordinary commercial life 
but a loan instrument. 

What is probably a peculiQrity of Swedish legislation is the fact 
that a debtor bond, not being a bill of exchange or a bill of lading, 
issued payable to " a certain person or to order" has the same 
character as a debtor bond issued payable only to " the holder," so 
that a bood of that kind is a running bond and therefore need not 
be transferred in order to be valid to the holder. It should be 
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pointed out that the Swedish banks do not grant loans against 
bonds other than those of a running nature. 

INVESTMENT CIlEDIT INBTRUMENTS. SHARIII CERTIFICATES. A 
Swedish share certificate consists of a share-" mantle" or cover 
and a ooupon-sheet. The shares are issued in various denomina
tions, I-share, S-share and lO-share oertificates, and in large com
panies in certifioates comprising a still larger number of shares. 
Tbe share oertifioates cannot be exchanged. They are issued in 
the name of a certain person and are transferable only through the 
owner making a transfer in blank in the space provided for the 
purpose on the inner side of the share-" mantle." The signature 
need not be witnessed. When a share is transferred to a new owner 
the fact need not be reported to the Company except in the case 
of unlimited liability bank-shares and certain insurance com
panies' shares, a8 the majority of companies pay dividends on 
profits against surrender of a coupon without reference to the per
son recorded as the registered shareholder. As its name implies, the 
coupon-sheet contains a certain number of coupons for use when 
collecting dividends, In some cases, but theee are rare, the profits 
are paid out in the manner customary in the United States, via., by 
means of checks made out to the registered shareholders. In most 
cases the dividend is paid in one remittance only, although it 
sometimes occurs that it is divided into two payments. 

The Swedish share certificates are always rated at a certain par 
value. The more recent form of share certificate without par value 
is prohibited by Swedish law. There are of course both common 
shares and preference shares - the latter either" cumulative" or 
IC non-cumulative." 

Finally it Should be mentioned that the &vedish Law prescribes 
that, of shares in Swedish companies owning real estate or engaged 
in the mining industry, not more than one-fifth may be owned by 
a foreign subject or, if the company has shares with differen' 
voting-power, only 80 many shares that the number of votes 
represents less than l/S of the number of votes represented by the 
total shares of the company. This regulation was made in 1916 
with a view to preventing rea1 estate in Sweden from p.ssing into 
the hands of foreigners. 

BONDS AND SxllllLAB INSTRCIIIENTS. Unlike a share-eertifieate, 
a bond is a typical investmen\ ~redit instrument, issued for the 



1020 CREDIT IN ST R U MENTS 

purpose of procuring capital. Swedish honds are always issued 
in the name of the holder and, unlike American bonds, cannot be 
registered, either as regards capital or interest. There is, however, 
a similar method of procedure in cases where the National Debt 

, Office receives into safe-keeping free of charge certain Govern
ment bonds, and the General Mortgage Bank of Smden 
its own bonds for the same purpose. The owner then receives a 
certificate showing that he has deposited the bonds in question, 
and the interest is sent to the depositor or otherwise disposed of as 
he may desire. The interest on Swedish bonds is paid half-yearly 
against surrender of the interest coupon for the period covered. 
Bonds are generally issued in denominations of Kr. 1,000, 5,000, 
and 10,000. Bonds intended for the Swedish market are seldom 
issued for lower amounts than Kr. 1,000. 

The security offered for the bond loaDS of private companies 
usually consists of mortgages on real property, railway construc
tions, factory buildings, or debentures mortgaged on plant, etc. 
SoiJ\etimes the security is reenforced by a guarantee. As a general 
rule the security is deposited with one of the banks participat
ing in the issue, and which then safeguards the interests of the 
bondholder. 

CONVERSION OF LoANS. Nowadays, when bringing out a bond 
loan, the debtor generally reserves to himself the right'to convert 
the loan usually after 10 years. In the case of the bonds of private 
companies repayment takes place only by means of drawings. 

. There are different methods in the case of Government and mu
nicipal bonds, either by drawing or by repurchase on the open 
market, or else by a combination of these two methods at the 
debtor's discretion. ' 

In some cases in Sweden there have also been issued so-called 
.. partial prescription certificates" (U partialfiirskrivningsbevis ") 
- bond-notes which are of the same nature as bonds but differ 
from the latter in falling due for payment on a certain date given 
on each note. • 

Another form of credit instrument, which closely corresponds 
to the last-mentioned, is the .. debenture certificate" ~fiirlags
beviset). The peculiar feature of this is that there is no security 
stated and that it consequently rests merely upon the credit 
standing of the issuing concem. The debenture eertificate thus 
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oorresponds to the American debenture bond. In the. event of 
default, holders of such debenture certificates cannot foreclose 
on any speoial assets of the oorporation, for their only redress is 
to bring suit as oreditors on notes which have been unpaid, and 
BO dishonored. It was only a few years ago that debenture cer
tificates were introduoed to the Swedish capital market. A num
ber of hanks were in difficulties and sutTered from a lack of liquid 
capital. Since bonds could not be issued by the banks, they had 
recourse to the above-desoribed form of borrowing. Banks are 
the only institutions that have issued debenture certificates in the 
Swedish oapital market. 

PREMIUM BOND LoANs. It should be mentioned as a curious 
faot that the Swedish State has during the past few years issued 
three Premium Bond Loans, the oldest of which however has now 
been redeemed. Interest on these bonds is paid partly in the 
form of various worth while prilllS assigned semi-annually as a 
result of drawings, and partly ae a bonus falling due when the 
bonds are redeemed. These premium bonds are thus something 
between ordinary bonds and lottery tickets. As the premium 
bonds have been issued only in small denominations of Kr. 50 
(about $14) and otTer the chance of large gains, their purchase 
has become widespread even amongst the general public, which 
ordinarily shows no interest in bond investments. 

THE COMMERCIAL BANKING SYSTEM 

TYPI8 OP BANu. In its original form the Commercial Bank Act 
of 1911 provided that, in addition to the R.iksbank, all types of 
commercial banking business could be ~anied on by joint stoek 
banks (n aktie" banks), unlimited liability banks (" enskilda " 
banks,) partnerships, and private personS. However, an amend
ment to the A~t was adopted in 1918, whi~h enluded private 
persons and partnerships from doing a general banking business. 
On the basis of the Bank A~ with its amendments the Swedish 
rommereial banks may now be classified ae 

(a) joint ~k banks, and 
(b) unlimited liability banks. 
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Since the note-issuing power was centralized in the Riksbank 
in 1897,almost the' only difference between these two kinds of 
banks now lies in the liability of the shareholders. The share
holders in the ordinary joint stock banks have their liability 
limited to their actual holdings of shares, while the shareholders 
in the" enskilda " banks must assume unlimited liability for all 
the commitments of their respective banks, independent of the 
amount of shares or "lots" they own. Both varieties of banks 
are joint stock companies and engage in similar banking activi
ties. According to the law the unlimited liability of the share
holders of the " enskild~ " banks is involved under the following 
circumstances: if on the liquidation of the banks the assets do not 
cover the liabilities, the deficiency is claimed from the share
holders in proportion to each one's holding of shares. Should 
any of the shareholders default, their portions are again divided 
amongst the remainder according to their holdings. Thus the 
liability of the shareholder is practically unlimited. 

TABLE I 

Commercial Banks in operation, 1900-1925' 

Banks in operation 

End of year 
IfEnakilda" II Aktie" Total 

1900 ................... . 
1905 ................... . 
1910 ................... . 
1913 ................... . 
1915 .................. .. 
1920 ................... . 
1001 ................... . 
1922 ................... . 
1923 ................... . 
1924 ................... . 
1925 ................... . 

26 
22 
17 
14 
14 
11 
11 
10 
10 
10 
10 

40 
56 
63 
61 
52 
30 
27 
25 
24· 
22 
22 

66 
77 
80 
75 
66 
41 
38 
35 
34 
32 
32 

PosmON OF DI7FEBENT BANItS. From Table I it will be seen 
that of the Swedish commercial banks the .. enskilda" banks 

• During 1926 one joint mel< bank hat absorbed another similar inotitu
tiOD, and two unlimited liability banks agreed to amalgamate, which 0c
curred in the spring 1927. 
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number 10 and the joint stock banks 22. It is remarkable that 
this type of bank with the liability of tbe shareholders unlimited 
still exists, but these banks appeared first in Sweden, and it has 
never occurred during their century-old existence that any .. lot
holder" has been called upon to meet the depositor's claims. 
However, it should be mentioned that no new bank of this type 
has received a charter since 1893. 

The" enskilda " banks still maintain their old provincial char
acter, but many of them have opened branches in Stockholm in 
order to be in contact with the largest center of finance and credit 
in the country. On the other hand, the joint stock banks have not 
so definitely devoted themselves to any particular province, but 
have in many cases developed into inter-local banks, which more 
or less completely cover the whole country with a network of 
branches. There are, however, BOme purely local .. sktie" banks 
with only one or a few offices. 

BANK CHARTBR. From the earliest history of the Swedish 
blinks the Government's permission was required before a blink 
could be started. The present Bank Act stipulates that a Gov
ernment oharter must be granted before a hank may commence 
operations, or, in the words of the Aot: .. the receiving of deposits 
from the general publio on such accounts as customarily occur." 
It the prospective bank is considered likely to be useful to the 
community it receives a charter for a term of 10 years, which 
mllY of course be renewed. The founders of a joint stock 
blink or an unlimited liability bank must include at least ten 
Swedish eitilens; the shareholders must number at least twenty 
in a joint stoek bank and at least thirty in an a enskild .. bank. 
As will be discussed later, the 1918-1919 amendments to the 
Bank Act stipulata that no bank merger may take place or 
any new branches be opened without the sanction of the Govern
ment. 

VAlUOU8 RmnuCTlON8. The main control over the banks is 
exeftised through the Commercial Bank Act as well as through 
the by-laws of the banks, which have to contain certain specified 
regulations fixed by the Bank In..qpet"tioo Board and whi ... h have 
to be finally approved by the Government. The following are 
the paragraphs in the commercial banks' by-laws dealing with 
bank activities: 
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The Company handles deposits and advances of money 
and deals in gold, domestic and foreign currency, bills, checks 
and assignments, as well as bonds and other obligations in
tended for use in general business. 

The Company accepts funds at interest, to be repaid either 
on demand or else after a certain date or at a certain date 
after notice of withdrawal. Funds are also received on so
called Savings Account • 
. The Company has the right to carry on a collection busi

ness, to grant reimbursement credit and bank guarantees, to 
negotiate bond loans and the purchase and sale of real prop
erty, exercise Trust functions, receive in custody open and 
sealed deposits and rent safe deposit boxes. 

By special Royal Warrant the Company may also carry 
on a Stock Exchange commission business. 

Loans are granted for not more than six months without 
right of renewal, or, if real estate has been given as security, 

, at a certain fixed notice of withdrawal, but limited to three 
months. 

Letters of credit, cash credits, and credit in current account 
are granted for a maximum period of one year. 

The funds of the Company may not be loaned out on one 
name only; nevertheless, a bill issued by a solvent person, 
payable on another place, may be purchased although no 
acceptance has been obtained thereon. A municipality or 
other comparable public institution may also he granted 
loans without any security other than its own bond. '. 
~ccommodation may not be granted in any form what

ever either to a member of the board or to a member of the 
staft' otherwise than against a pledge which in itself is found 
to represent positive security, or through the discounting of 
bills which are found to be based on actual trade trans
aetiODS. 

A claim must be recovered within one month from the 
date of expiration unless the board in view of special circum
stances finds that an extension may reasonably be granted. 

In all cases in which the Bank Act and the by-laws lay down 
no specifio regulations, the banks follow accepted usages. 
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Thus it is left to the discretion of the banks to decide in 
what form to keep the reserve against deposits and the size of the 
reserve, provided however that liquid assets are always main
tained at an amount equal to 25% of the banks' call liabilities. 
Although the Bank Act does not clearly stipulate what kind of 
assets are liquid, the practice is to count cash on hand, checking 
accounts with the Riksbank, sight deposits with domestic and 
foreign banks and bankers, sight domestic and foreign commer
cial bills and bonds quotsd on domestic and foreign stock ex
changes. The current liabilities are those payable at sight, 
namely bank post bills, call loans and deposits from domestic and 
foreign banks and bankers, sight deposits from the public and 
unused credits in current accounts. Although time commer
cial bills do not count as legal reserves, they are coosidered as a 
strong practical reserve, as they may be rediscounted at the 
Riksbank. 

As regards loans, thers are very few restrictions. The earning 
assets may consist of investment loans, bonds and mortgages, de
bentures, call loans or bills of exchange to any amount. Thers 
are no restrictions as to the amount of loans anyone borrower 
may receive, and it is left to the bank's own judgment to decide 
how large an amount it has outstanding on its own acceptances. 
Real estate may only be acquired for the banks' own premises, 
yet commodities or real estate that otherwise may not be owned 
might be taken over by the benk to cover outstanding claims if it 
were obvious that losses would otherwise be incurred. The Act 
prohibits a hank from acquiring or receiving as collateral security 
ite own shares, and an .. enskild N bank may not receive in that 
way the unlimited liability shares of ano~er similar institution. 
On the other hand, the Aot lays down that a bank may on its own 
account deal in gold, domestic and foreign ooiDs, bills, checks, 
drafts, bonds, and debentures. 

CAPITAL AND SuRPLus. A comparison between Swedish and 
foreign commercial banks shows that relatively lIJI"8J..ing the 
Swedish banks have very large capital nsoun:es of their own. 
The relation between capital and deposits in Sweden is I/U, in 
England it is 1/13, in Canada 1/7 wbile the National Banks in 
tbe United States show 1/7. From Table II it will be seen that 
during the las\ decade the eapital nsoun:es haw Id inereased 
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as rapidly as the deposits. It should be mentioned, however, that, 
in relation to the population few countries show as high a total of 
deposits as Sweden. The large capital resources, therefore, indi-

, cate only that the deposits alone have not been enough to meet 
the requirements of the country's rapidly developing trade, com
merce, and industry. 

In its original form the Bank Act of 1911 did not permit the 
.bllnks to receive deposits up to more than five times their own 
capital and surplus funds combined, a stipulation which in some 
cases led to the amalgamation of banks having large deposits with 
banks possessing relatively larger capital resources. Later on 
therefore the law was amended and now permits banks with more 

1. Capital 
stocked 
reserves 

2. deposita 

1. in relation 
to 2. 

, 

TABLE n 
Relation Between Capital FundS and Deposita 

(Amounta in thousands of krono-' 

(End of year) 

1900 11lO5 1910 1913 1920 

254,515 387,633 588,035 . 662,345 1,122,040 

771,805 1,041,712 1,465,068 1,691,988 5,095,337 

1/3.0 1/2.7 1/2.6 1/2.6 1/4.5 

1926 

822,342 

3,494,410 

1/4.2 
-

than 5 million kronor in capital to receive deposits up to eight 
times their capital stock, while the original regulation is still in 
force for the smaller banks. The purpose of this regulation, of 
course, is to safeguard the depositors, and cannot be considered 
harsh as compared with, for example, the double liability of the 
shareholders of the National Banks in the United States. Nor 
are the depositors protected by means of regulations such as exist 
in England, where the banks have a strong reserve in the capital, 
subscribed but not paid in. In the case of the" enskilda " banks, 
however, the depositors are protected through the unlimited lia
bility provision. 
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MINIMUM CAPITAL. The Bank Act also prescribes that the 
capital stook of a joint stock bank must be at least one million 
kronor. However, if the bank is to serve a locality having only 
a small business turnover, the minimum capital may be fixed 
at half a million kronor. The minimum capital stock of an " en
skild " bank is also fixed at half a million kronor. If the capital 
of an unlimited liability bank is less than one million kronor, the 
name" folk" bank must be used and when the capital stock is 
above one million kronor, the title of the bank must contain the 
word "enskild." Based on the total amount of capital and re
serve funds at the end of 1925, the Swedish banks may be grouped 
as follows: 

more til... 1 miU. Ia. but I ... til... 6 mill. 
II et tl e1ccoll

" "18" 
c. a18a ..... "3011 
tt: a SO .. .c 

13 banks 
8 ft 

" . 9 • 
33 • 

Further, the Bank Act prescribes that all banks must set aside 
yearly 15~ of the annual profite to a reserve fund until that fund 
equals 50~ of the share capital. The reserve fund may not be 
used for any other purpose than for covering losses which cannot 
be met out of any otller surplus funds or resources. 

DEPOBlTS. On acoount of the relative scarcity of circulating 
capital in Sweden in relation to the country's need, the banks 
have always found it difficult to increase deposits. Consequently 
the banks have endeavored, by granting various privileges in re
spect to interest rates and length of notice of withdrawal to at
tract that part of the country's savings, which might otherwise 
have been invested without the banks arung as intermediaries. 
Quite a number of different dl'posit aceounts have thus come into 
existence· and the Swedish commercial banks have probably a 
larger variety of different kinds of deposit accounts than the 
banks of the English-speaking countries. 

Regarding the length of notice of withdrawal. these accounts 
may he divided into four groups; long time dl'posits, shed time 
dl'posits, demand depoRts, end savings dI'posits. 

LoNa Tn.r. DEPOSnS. Long time deposits are reeeived OIl de
J'08it account (" Deposition ") and capital aeeount (" Kapital H). 
The receipt for money OIl deposit aeeount is a nl'gOtiabie doeu-
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ment. A new deposit certificate is issued for every additional 
amount deposited, and only the whole amount of a deposit certifi
cate can be withdrawn. The interest is not added to the amount 
deposited but must be withdrawn twice a year. The" deposition" 
account is the oldest form for receiving money on long time notice, 
but as these accounts are inconvenient in several respects, and can 
hardly be classified as true deposits - rather as loans to the 
banks - the " kapital " account is gradually superseding the de
posit· account. On a " kapital " account any amount may be de
posited or withdrawn, the receipt is non-negotiable and. is merely a 
notification 'Of the credit entry. Sometimes a pass book is also 
used f,dr deposits on capital account. 130th these accounts are 
time deposits and are, in general, subject to four months' notice, 
although occasionally three, six, and twelve months' notice is per
missible. It should be mentioned, bowever, that amounts may 

. also be withdrawn at caU, but for this accommodation a certain 
fee must be paid. The interest is credited at a rate which is 
geJileraily !-1 % below the official discount rate. 

End of Total depoaita 

year (in thousando 
of kronor) 

1900 771,805 
1905 1,041,712 
1910 1,465,068 
1913 1,691,988 
1915 1,998,476 
1920 6,095,337 
1921 4,854,136 
1922 4,325,000 
1923 3,868,565 
1924 3,675,489 
1925 3,494,410 

6/301926 3,507,194 

TABLE m 
CIasailication of Depoaita 

. 
Depoait& SaviDga Checking 
capital ac- depoaits accounts 

countBin % in %of in % of 
of Total Total Total 

71 11.8 12.6 
67.7 17.9 10.1 
67.1 19.1 7.1 
65.9 20.7 10 
60.3 21.3 14.4 
56 18.9 19.3 
58.2 18.8 18.2 
56.6 18.9 14.9 
54.9 19.8 13.1 
54.9 21.4 11.6 
57.7 22.3 10.9 
57 22.7 11.5 

Cummt accounts 
in %ofTotal 

demandl time 

'.8 
4.2 
6.7 

2 1.4 
2.4 1.6 
3.3 2.6 
1.9 2.9 
1.7 7.9 
1.1 11.1 
0.7 11.5 
0.8 8.3 
0.7 8.1 

As we see from Table TIl, the long time deposit accounts have 
always comprised the largest part of the total amount deposited 
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with the Swedish commercial banks, and although the amount 
during the last decade has been slightly reduced, nevertheless 
about 67% of the total deposits are now on long time notice. 
The reason for the large proportion of long time deposits is to be 
found in the slow development of the Swedish bond market. The 
public has not sufficient confidence in industrial 'bonds, hut still 
regards bank deposits as the only safe method of investing saved 
oapital. During and after the World War, when the continental 
investment markets oeased to function, the Swedish market grew 
fapidly. Statistics show, however, that this development of the 
investment market had but little influence on the long time de
posits, which only slightly decreased. It can therefore be said 
that the long time deposits in Sweden are intended to be real 
permanent investments of saved capital. The high fats of interest 
on these accounts is also a reason for their importance. 

Demand deposits, checking and current accounts, call money, 
amount to only about 12% of the total. The interest fate 
here is 21-3% below the interest rate on long time deposits, but 
is sometimes fixed irrespective of the last mentioned at 1-2~. 
Such a rate is naturally comparatively high considering the fact 
that the money may he withdrawn without previous notice. The 
permanent scarcity of available capital in Sweden has put the 
depositors in a position to secure high interest rates even on pure 
demand money. It should be recalled in this connection that the 
check system is not so much in use in Sweden as in America or in 
the countries of the British Empire which, however, is the case 
with most of the Continental eountries. In Sweden the check is 
used more as a receipt for money withdrawn than as a means 
of payment. • 

Cuiuu:NT AccouNTS. Current acrounts (CC lopande ") is a 
checking aceount with overdraft allowed up to a ~n limit.. 
The item II current aocount" may appear among the Iiahilities 
as well as among the assets in the statemen\, as some eustomers 
may have credit balanees and others overdrafts. In order to be 
allowed an overdraft the customer must offer as security, ~ 
gages, bonds, stocks, etc., or give a name guarantee. Money 
deposited on ourrent account may be withdrawn either on demand 
or after not more than one month's notice. 

The banks pay an interes\ rate of usually 1-1" below the 
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official discount rate on money subject to four months' notice and 
about 2t-3% helow the discount rate on call money. However, 
customers very often succeed in getting specially favorable rates 
on checking accounts, and it was not unusual for a bank to have 
checking accounts running with various rates, from the rate rul
ing for deposit account down to the usual rate on such checking 
account. In order to eliminate this practice, the principal banks 
a few years ago estahlished a new account - the "notice-of
withdrawal account" (uppsagning). Money deposited on such 
an account is- subject to 14 days' notice and foh!!' interest rate is 
about i% beto~ that paid on savinge account. As the amount 
standing to the credit of such accounts in the official bank sta
tistics is included in the. item" current account time money," we 
have to turn to the statistics published yearly by the Swedish 
Bank Association to find the amount of Il1ICh accounts, which is 
about 7% of the total deposits in the commercial banks.· 

SAVINGS DEPOSITS. The commercial baw may also receive 
mopey on savings account, but in order to avoid competition with 
the savinge banks the total balance on each account may not 
amount to more than 4,000 kronor, except that. accrued interest 
may be credited over and above that total. The interest rate is 
about t-1 % below the rate on long time deposits. According to 
regulations, the customer must give the bank at least one week's 
notice, but the banks have generally modified .this regulation 80 

far that a customer may withdraw each month an amount not 
exceeding 1,000 kronor without notifieation. 

The 'savinge account in the commercial banks is rather new 
compared with the <Other deposit accounts, and although some 
banks had opened savinge accounts earlier, such accounts were 
not commonly used until after the "enskilda" banks were de
prived of the power of issuing notes. It is probable that Swedish 
banking stands alone in .having as much as about 23% of the 
total deposits placed to savinge accounts, the average amount 
deposited -being about Kr. 400. or $100. 

I In the fall of 1926 an agreement W8II made between the members of 
the Swedish Bank AIBociation, whereby duriug 1027 the existing eheekiug 
and current .......... fB shall be 8Upeneded by a new "ehecking account." 
This • checking· account will thWl become reaJ depooit account IlUbjed 
to eaJJ, .. well &II an overdraft account. This arrangement will materia117 
simplify bookkeeping proeedure. 
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In recapituiation it might be said that the deposits are at 
present divided up as follows: 

lonl time money, , month.' notice ........ 570/0 
ahort II 'I J..4 weeks' II • • • • • • • • 80/'0 
demand deposita .......................... 120/0 
I&vinp accountl, 1 week's Dotice .......... 23% 

1000/0 

Contrary to the American custom there are no regulations in 
Sweden governing the minimum sum that may be on deposit. A 
oustomer may deposit as small a sum as he wishes in hie bank 
and he will always reoeive intsrest on the whole amount on all 
deposit accounts except on checking accounts, where no interest 
is credited on amounts less than one hundred kronor. Although 
his account may not pay, the bank reckons upon receiving other 
business from the oustomer which may oompensate for the 
loss. 

EARNING ASSETS. Although at an earlier period the Swedish 
~ommercial banks practiced lending operations as dealers in 
short credits, they iulve gradually developed along the lines of 
the to Continental .. banking system, and may now be classified as 
banks for the financing of industry, i.e., they finance not only 
ourrent trade but also fixed capital transactions. A very close 
relation between the most inftuential banks and industrial enter
prises has resulted, whicb has been accentuated even more since 
the postwar financial depression. Consequently many industrial 
enterprises have lost their independence to the banks, and a sys
tem of interlocking directoratee and acti\'e participation by bank 
directors in the control and administratiolt of the private enter
prises has developed. The reason why the Swedish commercial 
banks have taken up industry-financing may be due to the rad 
that the publio has not given its full support to the rapidly grow
ing industries. The small savings of the public have not been 
in\'e!ted directly in indu..otrial l!et'urities through the Stock Ex
change, but have been deposited in the banks, which have there
rore had to provide industry with both workinc and heel capital 
The absence of any open money market in Sweden for short com
mercial paper is another reason for the greater use of long term 
commitments. 



1032 THE COMMERCIAL BANKING SYSTEM 

Table IV shows that lending operations principally take the 
form of loans. Although the by-laws of the banks prohibit them 
from granting loans for longer periods than 6 and 3 months, 
nevertheless loans actually run for a considerable length of time, 
as they are granted on the mutual understanding that renewals 
will be allowed. 

CASH CJiEnITs. Another form of lending is "cash credit," 
adopted from the old Scottish banking system. A customer is 
granted credit up to a fixed amount and has right to draw checks 
against the account. He pays a fee for the aC'conUnodation, gen
erally t-l % of the total credit, but interest only on such amount 
as has lieen utilized at any given period. Cash credits may be 
granted only for one year at a time, but are subjeC't to renewals, 

End of year 

1900 
1905 
1910 
1913 
1915 
1920 
1921 
1922 
1923 
1924 
1925 

6/30 1926 

TABLE IV 

CIaaoification of Credits 
(Rediscounts included) 

Total Credit Domestic ExtonsioDB Loans in billa in.% of (in tboWl&Dds % of Total Total of kronor) 

949,669 41.2 35.5' 
1,559,101 46.9 34.7 
2,173,814 46.9 31.5 
2,442,032 50.9 28.1 
2,617,021 51.3 29.0 
6,662,646 38.9 36.0 
6,121,576 46.5 29.7 
5,316,_ 56.2 24.8 
4,816,667 57.1 25.0 
4,683,771 56.0 26.2 
4,481,166 57.7 25.3 
4,439,060 57.2 25.3 

Ca.oh credit I< 
cummt 

lICOOunto 
in %ofTotai 

23.3 
18.4 
21.6 
21.0 
19.7 
25.1 
23.8 
19.0 
17.9 
17.8 
17.0 
17.5 

and may 'very often he claBBified as fixed or frozen credits. Cash 
credits are gradually superseded by eurrent accounts, which may 
be regarded as a combination of a checking and a cash credit 
account. 

The collateral security for loans, cash credits, and current ac
counts may at present be classified as follows: 

• RediscountB not included. 
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against mortgag.. ........................ 41 r. 
U share.. . . . . . . . . . . . . . . . . . . . . . . . . . .. 320/0 
U bonda or debenture ............... 110/0 
II name guarantees .............•.... 16% 

100'1. 

FIXED CAPITAL FINANCING. From the very large proportion 
of mortgages we may fully realile the heavy amoUDt of fixed 
capital finanoing which the Swedish banks UDdertake and as the 
oountry has first class iDstitutions for rural and urban real estate 
credits, we may presume also that the greater part of the 
mortgage loans granted by the banks represent accommodation 
to industry. When we add the mortgage loans to the loaDS 
against shares and industrial bonds, which are also indirectly 
industrial aooommodations, the rale of the Swedish commercial 
banks as promoters of long time industrial credit is still more 
aooentuated. In this connection, it should be mentioned that the 
Swedish banks do not disoount or grant loaDS against paper of the 
kind known in the United States as promissory notes. The view 
is held in Swedish banking circles that it is not good policy to 
grant credit simply against the reputation of a person or his firm, 
and therefOl'8' the by·laws of the banks stipulate that the 
oustomer must add some oollateral or surety to his personal 
engagement. 

SHORT BANIt CRmlTl!. The short bank credit is in the first 
place represented by discoUDts, which at present take about 25S1' 
of the total accommodations. However, a large part of the cash 
credits and the ourrent accoUDts are also true commercial credits, 
as the holders of these accounts regulate all their short term trans
actions through them. Further, it quite frequently occurs that 
industrial ooncerns hold as a cash reserve large amoUDts of bonds, 
as loans may always be secured with the bonds as collateral 
Such loans of course are also true eommercial aceommodations. 

As we have seen, the Swedish banking system is quite different 
from the American and the British systems. The Swedish hanks 
do not require the principal engagements to be in self·liquidating 
paper. On the contrary, available ~ are principally in
WIlted at long term and ~t to a large extent the financing 
of capital reconstructions. ADother ooteworthy feature of the 
Swedish banks is that they are constantly .. overloaned," as the 
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total amount of loans, cash credits and discounts always exceeds 
the total deposits by some 25%. This condition, however, in
volves no risk in view of the large capital resources of the banks, 
which consequently make up the deficit. As the cash reserve is 
also relatively small, the Swedish banks are in a non-liquid condi
tion, as seen from the British or American points of view. In this 
connection, however, it must be remembered that about 88% of 
the total deposits of the Swedish banks are on a time basis and 
that the Swedish banks cannot therefore be exposed to the same 
demand for cash as banks in which the principal deposits are on 
a demand basis. 

INDUSTRIAL F~ANCE FUNCTIONS. It has been mentioned that 
the Swedish banks belong to the industry-financing type, and 
although the banks were",even before the World War engaged in 
this business, the war boom extended the banks' industrial inter
ests through direct engagements as well as through the establish
ing of underwriting concerns. How the bank engagements are 
otherwise divided up amongst the different industries it is difficult 
to say, as the statistics of the individual banks on this point are 
not available. However," in banking circles" the opinion is held 
that nowadays loans distribute themselves over different groups 
of borrowers in the following proportion: 

agriculture ...........••.•.....••....•...•• 10% 
eommerce ..... . . . . . . . . . . . . ..... . . . . . . . . . . .. 209"0 
industry •••••.•••••••••••••••••.•••••••••• 50% 
local government bodies, etc. .••••••••••••• 20% 

1000/0 • 

V ARloua ACTIVITIES. During the earlier history of the com
mercial banks their activities were very simple and but little 
specialized. Now, however, a bank performs many varieties of 
transactions. This versatility may be observed partly from the 
different kinds of deposit accounts, conducted by the Swedish 
banks, and partly from the many "indifferent" transactions 
which are handled along with the ordinary banking activities. 
Thus, for instance, all the larger banks have established trust 
departments, by which under the banks' guarantee, securities are 
received in trust or for custody and estates are administered. 

... WeJin-Berger," Swedish Banking and Industry, InduatriaJ Sweden 
Gotbenburg una. 
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Most of the banks have also opened safe deposit vaults at their 
head offices as well as at their principal hranches, where depots 
may be rented and sealed deposits left iIi safe-keeping. Further, 
the banks collect matured coupons of stocke and bonds as well as 
called and drawn bonds, receive instructions regarding collec
tions from both domestic and foreign customers and deal in for
eign securities. It should also be mentioned that the banks are 
as a rule members of the Stock Exchange and have special depart
ments for dealing in securities on the Exchange and for issuing 
bond loans. It may be said therefore of the Swedish baw as it 
is of the American trust companies, that they are "the depart
ment stores of finance," performing banking, ~duciary, agency, 
and investment functions. 

BOND MAauT. It has boon mentioned previously that only in 
a small degree was the Swedish bond market developed before the 
World War. The State, the municipalities, the mortgage 
banke, etc., turned often to foreign markets, principally to 
France and Germany, in order to fulfill their requirements for 
capital funds and the Swedish general public did not take 
part to any great extent in bond transactions. However, the 
foreign markets closed at the same time as Sweden went through 
a lively boom period. Incomes increased and the public be
came interested in investments. Gradually it became possible 
to find a market for all Swedish issues within the country and 
eventually the Swedish publio began to repurchase large amounts 
of the older issues, originally BOld to French, Swiss, and German 
in~ This re-a'j>Ol't of earlier imported capital came to be 
a matter of considerable importance. From being an importer 
of capital Sweden has now become also an exporter. Bonds which 
at one time used to be issued by private bankers as well as by 
banks are now more or less completely in the hands of the big 
banks. As to the purpose of these issues, quite a number are 
placed on the market for the financing of reconstructions or ex
pansions, although almost as many are brought out with a view 
to the conversion of fIoaililg bank debts. Tbe issue is as a rule 
made by a syndicate, formed by aome of the banks, which buy 
the new issue outright, in order to place it on the market through 
their bond departments. Ncither the Swedish bond syndicates 
nor the seIlinc operations of the banks are in any way as e1ab-
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orate as in America, and in this respect, as in most others, the 
Swedish banks adopt a more passive attitude towards the public. 

PRIVATE BANKEBS. It has been mentioned above that in its 
original form the Commercial Bank Act of 1911 stipulated that 
banking business could also he conducted by partnerships or by 
private persons. It has also been mentioned that these private 
bankers have played only a limited part in the financing of trade 
and industry. -At the outbreak of the war, however, when all 
kinds- of hanking business proved to be extremely profitable, a 
large number of private banking firms were founded, some of 
tbem even engaging in deposit transactions. As their depoeitors 
were less protected than those of the long-established commercial 
banks, opposition developed against the private firms, which led 
to an amendment of the Commercial Bank Act in 1918, whereby 
partnerships and private persons were prohibited from doing a 
general banking business. The law looks upon banking business 
as .. the receiving of deposits from the general public on such 
ac,counts as customarily occur," wherefore private bankers were 
deprived of the right to receive deposits. The King may make 
exceptions to tbis rule, which has been done in a few cases. 

SPECIALIZED BUSINESS EssENTIAL. The private bankers of to.
day must therefore devote themselves to a specialized business. 
They principally buy and sell domestic and foreign bonds on 
commission, take part in the underwriting of bonds, deal in for
eign exchanges, make loans on bonds, stocks, shares and other 
securities, etc. Some of them have connections with commercial 
banks and rediscount their paper with them. As the activi
ties of the private bankers are at present so restricted, their 
proper designation should be that of Stock Exchange brokers or 
commissioners. 

THE SWEDISH BANK AssocIATION. As the activities of all the 
.. enskilda " banks were of the same kind and their legal regu
lations were similar, they met together at a very early period of 
their existence in order to discuss topics of mutual interest, and 
in 1880 was held the first meeting of the .. Enskilda Banks' As
sociation." Although quite a number of banking problems came 
up for discussion during the meetings of the Association, the 
issuing of bank notes and the various problems in connection 
therewith were the principal subjects that were dealt with. Later 
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on, when the" enskilda " banks cessed to have the right of note 
issue, the joint stock banks were also invited to take part in the 
meetings of the Association. In 1910, however, the old "Associa
tion was dissolved and the present Swedish Bank Association was 
formed. 

OBJECT 01' AssOCIATION. The principal purpose and object of 
this Association is to promote a healthy development of the Swed
ish hanking system and its methods. The managing committee 
holds monthly meetings and once a year there are ordinary bank 
meetings for all the members, as well as extraordinary meetings 
when necessary. At theee meetings are discussed matters con
cerning the banks themselvee, and also questions of a more gen
eral character affecting the banking and monetary system of the 
country. 

The member banks of the Association have bound themselves 
to follow the various ratee and fees that are fixed by the Associa
tion from time to time. Hence the Association has adopted rates 
for domestio and foreign collections, commission charges for ac
cepting drafts and for issuing various guarantees, charges for 
opening commercial and tra ve1ers' letters of credit, etc. Mini
mum charges have been laid down for acting as paying agent, for 
receiving securities in trust or for custody or for renting safes for 
sealed deposits, etc. The members of the Association have also 
agreed not to sell to tbe general public the foreign exchanges that 
are quoted by tbe ruksbank, at a rate below the sight selling rate 
as quoted at any given time by the Riksbank However, when 
the members are dealing with one another or where the ee1ling of 
large amounta is involved, the agreement is not valid. Quite a 
number of foreign exchange brokers have. also associated them
ee1vee with the agreement, although they are not members of the 
Assodation. 

PtTBLICATION8. The Association also publishes reference and 
oUler books for the benefit of ita members. The Swedish Bond 
Register (" Svensk obligationsbok ") and a list of Swedish Bank 
Plaees (" Svenska bankplat8er ") are issued periodically. The 
Economic Information Bulletin (" Ekonomiska Medde1anden -) 
is published weekly and eontains partil"lllars regarding new bond 
issues, drawn or called bonds, notifieation of shareholders meet
ings, news ahou\ the Stock Exehanae. current inleres* rates ill 



1038 THE COMMERCIAL BANKING SYSTEM 

Sweden, foreign discount rates and other information likely to be 
of -interest to the banker. The Association has also worked out 
forms f6r various contracts, agreements, promissory notes, ete., 
which are used by the member banks. 

In order further to reduce competition the most influential of 
the banks have agreed to bind themselves to a special interest 
agreement, fixing the minimum rates which the members must 
charge for loan accommodations and also the maximum rates that 
may lie credited on tbe different deposit accounts. 

At tbe end of 1925 Sweden had 32 banks. Of these as many 
as 27 belonged to the Association. As the member banks hold 
more than 99% pf the combined resources of all the banks in 
Sweden the importance of the Association will easily be realized. 

THE BANK INSPECTION BOARD. The control of the banks by 
the State dates from the time when the " enskilda" banks com
menced to issue their own notes. In the general Bank Act of 
1846 dealing with note-issuing banks· there appeared a clause 
prescribing public control of banks and banking. The regula
tion contained therein has been subject to repeated modification 
and the present form dates from 1911 and 1919. 

The Bank Inspection Board now receives its instructions from 
the Government, and the main regulations laid down are thus in
cluded in the general Bank Act of 1911. The banks must send 
in detailed monthly reports to the Inspection Board, which are 
drawn in accordance with the standard form and must contain 
details of the assets and liabilities of the bank, the various rates 
of interest given for deposits and charges for loans and the rates 
for discounting bills of exchange. These reports are used by the 
Inspection Board as material for the official reports which the 
Board issues both monthly and yearly concerning the position 
and development of the banks. 

A Commissioner appointed by the Inspection Board is re
quired to take part in the annual auditing of each bank, and at 
least four times a year the commissioner must carry out a cash 
audit at the head office of the bank. Further, he must occasionally 
compare the reports with the accounts and if any discrepancy is 
discOvered it is reported to the Inspection Board. The Board is 
entitled to send II representative to the shareholders' meetings or 
to take part in the meetings of the Board of Directors, and in 
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certain cases the Board is entitled to call an extraordinary meet
ing of the Board of Directore or of the shareholders. Now and 
then the Inspection Board must also undertake a general or more 
speoial investigation of each bank. The result of its investigations 
is communicated to the bank together with the comments of the 
Board. The Bank Act provides that a bank which has lost 10% 
of its capital stock must liquidats, and therefore, if the Inspec
tion Board finds reason to assume that any bank has lost that 
part of its capital stook, the Board can immediately request such 
a bank to draw up a statsment of profit and loss. In the case of 
grave transgressions of the Bank Aet or of the Articles of Asso
eiation of the company, it is open to the Government to declare 
the charter rescinded. This, however, has never oocurred. 

PBOTIDCTION OF D&POSITOBS. The object of the Bank Inspec
tion Board is to safeguard the interests of the depositore. In 
performing its functions the Board exercises supervision over the 
banks and has also an advisory infiuence upon them. 

The expenses of the Bank Inspection Board are mst by the 
banks themselves, each bank contributing an annual fee net ex
ceeding 3/100 % of the total amount of the funds of the bank. 

INVESTMENT BANKING 

'fBI! INvIIsTMEN"l' BANIt Ac:r OF 1909. The Swedish commer
cial banks had for many years been prohibited from dealing in 
stocks and shares on their own aooount which naturally pre
vented them from taking an active part in underwriting trans
aotions. . With the example before them of foreign banks, espe
cially German banks, aiding industry by carrying out stock 
transsctionB, bankers in Sweden began to discuss the possibilities 
of introducing this system into Swedish banking An Act was 
therefore ~ in 19011 permitting the organiaation of investment 
banks, with the right to take part not only in general banking 
business but in founding and in reorg:aniaing commercial firms 
and companies by the purchase and sale of stocks and bonds. 

However, DO investment banks have ever been founded in 
Sweden. The legislation of 1909 has been too strict and the busi
ness was no' found sufliciently attractive after those recuIations, 
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especially as the shares would become totally non-liquid in char
acter, and also because the banks came to take part in the under
writing transactions of the country in a much more simple way 
than by forming investment banks. 

HOLDING CoMPANIES. Quite a number of banks have formed 
holding companies, either separately or in conjunction with pri
vate interests. The holding companies, called "emission com
panies" had as their principal function to acquire, administer, 
and dispose of securities and real estate. These companies have 
nothing to do with the above-mentioned investment banks, as 
they are incorporated companies without right to conduct a bank
ing business. The interests in the companies are represented by 
one or more banks, sometimes by the members of the boards of 
the banks, or by other persons. The commercial banks have thus 
been able to form companies with small capital which aequire, 
and pledge with the bank, shares and real estate of much higher 
value. Underwriting transactions were of course very lively 
during the boom period of the war and a large number of under
writing or emission companies were formed. In 1920, when the 
period of prosperity suddenly gave way to one of depression, the 
underwriting companies were holding large portfolios of shares 
in old aDd new companies. Many of these shares turned out to 
be of little or no value and the underwriting companies suf
fered enormous losses, many of them being forced to liquidate. 
Most of their resources were pledged with the banks, which con
sequently incurred heavy losdes. However, the losses of the 
underwriting companies cannot be simply attributed to poor 
management, but also to the fact that the companies right from 
the very beginning experienced a financial crisis, .which proved 
to be one of the severest Swedish trade and industry ·bas ever en
countered: 'The underwriting companies were ruined by the defla
tion period which prevailed throughout the world in 1920-1922. 

RUBAL CREDIT INSTITUTIONS. The mortgage banking idea is a 
very old one in Sweden. As early as the year 1779 the Riksbank 
advanced money on both rural and urban real estate mortgages, 
which was paid back on a three years' instalment plan. Later 
on the Riksbank discontinued this practice and private mortgage 
associations were founded. As there was no special legislation 
under which these associations could be formed, each one had to 
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obtain individual sanction from the Government before starting 
operations. The articles of the aseociation had also to be ap
proved by the Government. Up to 1861 eight sucb mortgage as
sociations had been sanctioned. The competition among them 
was very keen and sometimes unsound. Each association issued 
ita own bonds and had its own regulations for granting loans, for 
membership, for calculating the liability of the members, etc. 
This lack of uniformity and the unhealthy competition among the 
first private mortgage associations led to the establishment of 
the General Mortgage Bank of Sweden (U Sveriges Allminna 
Hypoteksbank "). 

The General Mortgage Bank of Sweden is at present adminis
tered under an enactment of 1890. It is under state oontrol and 
has rereived from the Government 30 mill. kronor in Govern
ment bonds as a guarantee fund. The Board consists of five 
members. The first ohairman is nominated by the Government, 
the second chairman by the National Debt Office (" Riksgilds
kontoret"), and the three remaining members are elected by the 
mortgage associations. The General Mortgage Bank may con
sequently be considered a semi-publio institution. The purpose 
of the Bank is to grant loans to mortgage associations against 
first mortgages and to issue bonds secured by these mortgagee. 
Thus the Bank deals only with mortgage associations and its only 
business is granting loans to the associations and selling its own 
bonds in Sweden as well as abroad. Since 1920, bowever, the 
bank bas a safe deposit deparbhent, receiving in custody the 
bonds of tlle bank. 

FEw REsTtuCTlONS IMPOSED. Very few restrictions are im
posed in regard to the granting of loans.. The loans are either 
amortilation or straight loans. Amortillltion loans may be 
granted up to SO" of the value of landed property and straight 
loans only to 113 of the value. The last mentioned loans are 
granted for a period of at most 25 years. The amortiaation I~ 
run from about 30 to SO years. 

The Mortgage Bank issues bonds payable to bearer secured by 
mortgages on farm land. The __ iations are jointly responsible 
for th_ bonds, each one in proportion to its balanee of debt to 
the Bank. 

Tbe statement below shows the total amount of loans granted 
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by the Bank to the associations, the repaid amounts and the re
maining loans up to the end of 1925. 

Total loans advanced (1861-1925) .•........ Kr. 864,692,000 
Lo..... repaid and a.mount amortized........ .. 526,980,000 

. Net amount outstanding at the end of 1925 ••.. Kr. 337,712,000 

At the end of 1925 the net claims of the associations against 
farmers amounted to Kr. 337,397,000. The value of the land 
corresponding to these loans was Kr. 992,578,000, which shows 
that the farmers had mortgaged their land to the association up 
to an average of 34% of the value of their farms. . 

MORTGAGE ASSOCIATIONS. At present there are ten mortgage 
associations in operation. They are private inetitutions, but 
their articles must be approved by the Government. The purpose 
of these associations is to grant loans to farmers against first 
mortgages on farm land. :Each one is operating within one or 
more provinces of the country, so that no competition exists 
between them. In general there are no regulations governing the 
use of the proceeds of the loans, which consequently can be used 
for improvements, for repairs, or for repaying other debts. 

Only the actual land itself is taken into consideration on a 
valuation of the property; buildings, forests, and movables are 
not included. Only borrowers are members of the associations. 
An are jointly responsible for the liabilities of their association 
in proportion to each one's unpaid deb&. 

URBAN CREDIT INSTITUTIONS. When the General Mortgage 
Bank was founded in 1861 the owners of town property tried to 
get the Bank organized as a central institution for granting urban 
as well as rural mortgllge credit. They did not succeed, however, 
as it was considered that the values of urban real estate were not 
sufficiently stabilized to warrant State-aided institutions giving 
credit against such security. Such associations were founded, 
although quite privately, by real estate owners in cities or similar 
communities. In a few cities mortgage joint stock companies 
were formed for granting loans on town property. At present 
6 such companies are in operation. The most important is the 
Mortgage Guarantee Bank of Stockholm (" Stockholms Inteck
Dings Garanti AB "), which grants loans on real estate in Stock
holm. This bank ought to be mentioned also because it is the 
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only mortgage company possessing a right to do ordinary com
mercial banking business. 

However, there eventually arose a new demand for State sup
port in the regulating of urban real estate credit with the result 
that in the year 1909 the Town Mortgage Bank of the Kingdom 
of Sweden (el Konungariket Sveriges Stadshypotekskassa ") was 
founded with support of the Government. 

The purpose of the Town Mortgage Bank is to grant loans to 
urban mortgage associations against first mortgages on real 
estates in cities and similar communities. The bank is under the 
control of the Government and has received 50 million kronor in 
Government bonds as a guarantee fund. The Board consists of 
five members. Four are elected by the Government and one by 
the National Debt Ollice. This bank is consequently a semi
public institution similar to the General Mortgage Bank. In the 
same manner both banks issue their own bonds secured by the 
loana which the mortgage aBBociations have granted on urban or 
rural real estate. However, unlike the General Mortgage Bank, 
which is unrestricted, the Town Mortgage Bank may only issue 
bonds to an amount equal to at most 10 times the guarantee and 
reeerve funds combined. 

LoANS TO MOIITGA.C1II AssocIATION&. The method of granting 
loan8 to town mortgage a88Ociations is somewhat restricted. 
Amortilation loans are given only with one half of one per cent or 
one per cent amortilation, and straight loans only for a period 
of 10 or 20 years. Amortilation loans are further granted up to 
50" of the official taxation value of the estate, or 50" of the 
value estimated by the town mortgage association, if this latter 
value is found to be lower than the official value. In some parts 
of the four largest cities in the oountry, however, loans may be 
gr&Ilted up to 60" of the value as above. Straight loans are 
given·on stone buildings up to 37.5" of the value figured as 
above and on wooden huildings to 33". Only improved property 
may be mortgaged. 

As mentioned, the Town Mortgage Bank deals only with towu 
mortgage associations, which at present number 22. The ass0-

ciations are private institutions formed by the owners of urban 
real estate within a certain distrid The by-laws are approved 
by the GoVBl'DlllenL Their purpose is to grant loans against first 
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mortgages on improved urban real estate within the particular 
district of the association. Hence there is no competition be
tween the different associations. Loans are granted on the same 
conditions as loans from the Town Mortgage Bank. At present 
the urban associations are paying proceeds of the loans in bonds 
of the Town Mortgage Bank instead of in cash. The borrower 
receives bonds running with the rate of interest he has to pay on 
his loan from the association. The borrower himself pays the 
discount or receives the premium on the bonds. Further, the bor
rowers have to stand the general administrative costs of the 
association, which in general amounts yearly to to--t of one 
per cent of the amount borrowed. 

VOLUME 0., MOBTGAGE LoANS. At the end of 1925 the net 
amount of outstanding loans granted by the Town Mortgage 
Bank amounted to Kr. 385,274,000 and the amount of out
standing bonds to Kr. 399,337,000. The bank has been very 
successful, which proves the existence of a real need for such an 
institution. 

The owners of real estate have received exceedingly favorable 
terms for their long time credit through the establishments of the 
General Mortgage Bank and the Town Mortgage Bank. As these 
banks are State-aided and semi-State institutions they have been 
in a position to receive foreign as well 88 domestic loans under 
very favorable conditions. Many of the bond issues of these 
banks have been placed in France, Germany, and Switzerland, 
and hav41 been quoted on the stock exchanges of those countries. 

SAVINGS BANKS.. On models adopted from other countries the 
first savings banks were founded in Sweden in the eighteen
twenties. They came into being exclusively through the energy 
and sacrifices of private persons and without the Government 
authorities taking any steps whatever to facilitate their ~nce 
or to ensure their proper administration. In the beginning their 
development was comparatively slow, but from the sixties 0n

wards it became more rapid 88 a large number of 88ving! banks 
were started. The 88vings banks quickly won the confidence of 
the public and at an early stage they proved, both from an ec0-

nomic and from a social point of view, to be of the greatest im
portance and significance for the country. Gradually the demand 
arose that the 88ving! banks in Sweden, as in other. countries, 
mould be made subject to State control, which indeed was brought 
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End of year 

r-~ Number of trieta 
Savings In rural di.&-
B&nks trieta 

Tot&! 

Number of P ... Books 

Tot&! deposita ........•... 
Capital funds ............ 
Total Resources .•........ 
Cash and due from b&nks .. 
Bonds .................. 
Lo&118 against mortgagee ..• 
Lo&118 against D&IDO gt18l' 
- anWes ...•••.•......... 
Lo&DS to municipalities ..... 
MisceliaDeoU8loans .. ~" .... 

TABLE V 

Savings B&nks 

1900 1910 

•••••• o. 111 

........ 325 - -
388 436 

1,228,930 1,560,317 
(in thowoan 

437,391 808,789 
39,534 67,9W 

478,536 879,496 
21,857 35,118 
68,474 85,778 

246,846 493,493 

86,046 -144,484 
20,383 35,484 
29,888 04,667 

1920 

149 

336 -
48D 

2,270,318 
ds of krono 
2,023,954 

112,680 
2,144)053 

76,886 
430,853 

.. 976,868 

319,968 
128,601 
146,728 

1925 

160 

346 -496 

2,497,449 
r) 
2,488,684 

169,414 
2,670,221 

74,383 
678,630 

1,410,791 

289,876 
129,149 
96,533 

an amount which, when added to the savings bank's cash on 
deposit, corresponds to at least 10% of the depositors' balances. 
The l/Iw prescribes that the cash reserve must be in the form of 
-credit balances at the Riksbank or domestic banking company, 
Treasury bills (U skattkammarvixlar") or bonds issued by the 
State, the Town Mortgage Bank, the General Mortgage Bank or 
other undoubted bond loans. Nevertheless, out of the cash re
serve an amount of at the most 100,000 kronor may consist of 
1Il0rtgages within 50% of the tax value. 

The supervision of the savings banks is carried out by the 
District Governor in the respective counties, who appoints a gen
eral representative to follow the operations of the savings banks 
with careful attention. 

Since the savings banks were founded with a view to encourag
ing economy and originally came into being practically as an 
element in the service of the poor relief authorities, they have 
never served the purpose of producing profit for the founders. 
The law in fact prescribes that the founders have no right to 
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participate in any profits that may accrue on the business, but 
that such profits shall either be funded or utilized for the common 
benefit. 

THII POST OFl'IC11 SAVINGS BANK. In ol'der to provide the puh
lic with additional facilities for depositing small savings and 
with a view to serving the numerous places inaccessible to the 
savings hanks, the Post Office Savinge Bank was established in 
1883. It is at the present time the higgest savings bank in 
Sweden, with total deposits amounting to about 165 million 
kronor divided among nearly 740,000 pass books. 

TABLE VI 

The Past Of6ae Savioga Banks 

AmoWlII in thO\l8llllda of kronor 
End Number Numbor 
of of Poe~ of_ Caah""d Municipal MorI«"I' year 016_ boob Depooill due from Bonda 

banks Ioana loan. 

-
1900 2,652 6tI6,!1OII 66,461 t8\I 46,890 16,3M .... 
1910 3,:M5 657,337 46,253 I ,60S 34,889 10,327 1,245 
1920 3,672 661,686 84,366 4,076 63,082 13,384 8,759 
1925 3,763 739,067 165,OtI5 7,390 100,820 28,113 33,770 

All post offices - over 3,700 - act 118 branches of the Bank, 
and deposits and withdrawals OD ODe and the same book can take 
place at any of these offices. As the Post Office Savings Bank 
prindpally aims at aecuring the smallest savings, it supplies the 
so-called savings stamps for as small an amount 118 10 ore (about 
30ents) for the purpose of enabling one to BtVll the minimum sum 
fixed for direct deposit in the Bank, via., one krona. The deposits 
are received under State guarantee. 

Funds are accepted only OD .. Pass Book Aeeount." The maxi
mum sum allowed on earh book is 5,000 kronor. Three hundred 
kronor may he withdrawn earh week without previous notice. In 
the ~_ of withdrawals involving larger amounts a certain period 
of notice is required. 

The assets of the Post Office Savings Bank are mainly invested 
in honds, mortgages, and loans to municipalities and similar 
eorpor:atiOllll. 
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As will be seen from the statistics, the Post Office Savings Bank 
did not show a very strong development during the first two dec
ades of the present century, but the last five years have shown a 
steady increase in the tOtal of deposits. 

BANKING DEVELOPMENT 1900-1925 

From Table VII showing the statistical development of the 
"Swedish banks we find that during the last 25 years many mergers 
and consolidations have taken place and many new banks and 
banking offices have been established. Although 66 commercial 
banks were in existence at the end of 1900 and some 58 banks have 
been chartered during the last 25 years, there are at present only 
32 banks. Consequently a very large number of banks (107) have 
liquidated, of which 84 have merged with other banks, 17 have 
been reorganized, and 6 have gone out of business. From the fig
ures ,dealing with bank officers (Table VII) we find that from 
about 280 at the beginning of this century Sweden has now about 
1,100 bank offices. 

EARLIER BANK MERGERS AND CoNSOLIDATIONS. In accordance 
with the Bank Act, the only limitation on the establishment of 
new banks has been the Government charter. There were no re
strictions before 1918 regarding the opening of branches. Con
sequently the banks have from the earliest times established a 
network of branches over different parts of the country. The 
average number of branches to each bank was about" between 
the years 1880-1900. Mergers are perhaps a more modern 
method by which banks can develop and enlarge their infiuence. 
Practically no amalgamation of the modern Swedish banks took 
place before the year 1903, but since that time mergers have taken 
place almost every year. The earlier amalgamations involved 
only the smaller banks without materially altering the prevailing 
bank-structure. From the year 1910 onwards, when the two 
largest banks merged into one institution, of a size hitherto un
known in Sweden, a second period began, ending with the con
version of the old banking system, comprising a large number of 
decentralized banks, into the modern structure, i.e., a few power
ful inter-local banks, covering almost the whole country with a 
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network of branches, working side by side with some of the lo~g 
established provincial and local banks. 

CAUSES OF MERGERS. The principal cause of the earlier merg
ers was that a bank in difficulties found it more advantageous to 
accept an offer to amalgamate than to reorganize in one way or 
another. From what has already been mentioned it will be re
called that the note-issuing right was taken away from the 
" enskilda " banks between 1897-1904. This was one reason for 

. the many reorganizations that took place during the earlier 
period. Some of these banks found it desirable to give up their 
charter as " enskilda " banks when the right to issue notes was 
taken away from them. Afterwards they organized themselves 
as i oint stock banks. Although most of the banks established 
during the first decade of this century came into being as a re
sult of the general expansion of trade, industry, and commerce, 
quite a number of them are only reorganizations of already exist
ing local credit firms, whose activities had grown to such an 
extent that a banking charter was necessary. 

THE MODERN PBOC~ TowABDS CoNCENTRATION. As already 
mentioned, the merger of two of the largest banks in Sweden in' 
1910 marked a new epoch in the concentration process. This 
amalgamation showed how a growing bank might outstrip its 
competitors through means scarcely realized before, and many of 
the amalgamations of the last ten or fifteen years have had their 
origin in the banks' natural desire to outdo their competitors. 
This fact is especially true of a number of amalgamations which 
occurred during the prosperous years 1916-1919. 

RF..ASONS FOB AlIIALGAMATlONB. Many of the amalgamations 
after 1910 were a natural result of industrial evolution. After the 
period of depression immediately following the outbreak of the 
war, business conditions became active and flourishing, as Sweden 
entered upon a period of inflation. Commercial firms increased 
their capital, many industrial enterprises amalgamated and they 
all expected the banks to support them in their various financial 
problems. This, bowever, the banks were unable to do, not being 
strong enough to render adequate assistance. None of the banks 
was capable of financing the imports or exports of the large in
dustrial enterprises, which were now developing on a scale that 
would previously have been considered impossible. Concentra-
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• tion was thus fo~ced upon the banks by the very evolution of 

industry. Naturally, this simultaneous growth of industrial and 
banking enterprises is of great importance, as there is no open 
money market in Sweden, so that all oredit requirements must be 
met by the banks. Further, the seasonal supply of capital in 
different districts of the country played a prominent part in this 
oonsolidation process. If we view these faots in conjunction with 
the efforts made by the different banks to surpass their neigh
bors, and with the fact that Sweden had altogether too many 
small local banks, we find an explanation of the many mergers 
and oon6olidations that took place during this period. 

Simultaneously the process towards concentration was intensi
fied by the opening up of new branch offices. It has already been 
mentioned that even at the beginning the Swedish banks estab
lished a few branches, which operated side by side with the head 
office, and Table VII shows that the number of branches was oon
stantly increasing. Just as in the oase of the amalgamations, the 
opening up of new branches proceeded comparatively slowly in 
the beginning; during the last ten to fifteen years, however, the 
inorease has become more rapid. The rivalry between the dif
ferent banks grew and the banka vied with one another in being 
the first to open offices in every locality that might possibly be in 
need of banking eervicee. The result was that in every single 
place that could boast of any business transactiollB at all, one or 
more bank offioes were opened. 

FOUNDING OJ' Nsw &NU. From the statistics (Table VII) we 
find that during the same period when many banks liquidated, 
a number of new banks were organiaed. However, it may be said 
that there did not exist in Sweden any real need for new banks at 
this time. In spite of this, a number of them were chartered for 
Buch special purposes ae they were supposed to serve, one mainly 
for the farmers, another for the retailers, a third for the laborers, 
and 80 on. Although some of these institutions were strong fac
tors in the banking world for some yeaJS, they all turned Gut more 
or less ae failures, not being able to compete with the old
established institutions. At present there are only a few of them 
in existence. Some of these new banks may also be ealled 
II counteractive"; that is to say. local sentiment, wbich had 
gradually been opposed to the eentraliaing of bankiDI instiW-

',\., 
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tions, led local interests in a few cases to organize a new bank in 
place of the one which had been absorbed. A few new banks 
were also chartered as direct successors to private banking firms 
when the latter found their activities so curtailed that they were 
being virtually left outside the general banking business after the 
passing of the amendment to the Bank Act of 1918, which states 
that deposits from the general publi~ may be received only by 
the joint stock banks and the" enskilda " banks. 

BANK LIQUIDATIONS. Between the years 1900 and 1925 six 
banks were entirely liquidated. One of them wound up its af
fairs in 1916 only because the shareholders did not like to carry 
on banking business. On the liquidation of that bank the share
holders were refunded the entire share capital together with a 
stock dividend of 7 per cent. The other five, however, were all 
forced to liquidate on account of heavy losses. In two out of 
these five cases the banks failed and were placed under adminis
tration, giving to the depositors in one Case 90.5% (in 1910) and 
in tqe other only 76.8% (in 1919). One bank, which was liqui
dated in 1914, was able to pay back its depositors in full, except 
a small part of the interest due. The two or three banks that 
were unable to pay their depositors in full were fortunately all 
smaller banks and the number of their depositors was compara
tivel'y limited. 

AMENDMENTS TO THE BANK ACT. During the years 1917-
1919 a feeling of resentment began to arise against the mergers 
and consolidations of the Swedish banks. This opposition came 
especially from the provinces, which had lost their old weIl
managed provincial banks. Local interests pointed out that their 
legitimate l\eed for credit accommodation was not sufficiently 
attended to. They claimed that their money was drawn through 
branches of the big banks to the financial centers of the country, 
especially to Stockholm, wheace it was direeted to industrial en
terprises of no interest to the local depositors. The risk of having 
the whole banking business concentrated in a few hands, just as 
in England, was also emphasized. This sentiment led to the 
amending of the Bank Aet in 1918, whereby it was provided that 
no branch office could be opened without the sanction of the 
Government and only when the proposed branch office could 
prove really useful to the community. Further, in 1919, an-
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other amendment was added, which provided that no amalgama
tions between banks were allowed without the sanction of the 
Government, which was to be given only if the mergers in ques
tion did not seem to be prejudicial to the community. In the 
8ame amendment it was prescribed that a bank may not own 
stocks or shares in another banking concern without speoial per
mi8sion from the Government. Thus the mergers have been re
strioted by law, and although quite a number of amalgamations 
have occurred 8inoe the passing of this law, there seems to be no 
doubt that this oheck upon further consolidations came at a very 
opportune time. 

PIllllSENT BANltlNG STBUCTURIII. At the beginning of thie cen
tury Sweden had some 66 oommercial banks, which number had 
gradually increased to 84 by the end of 1908. Although branch 
banking has alwaY8 existed in Sweden, most of the banks had 
found it advantageous to restriot their activities to a certain 
province, and there was at this time in Sweden no banking insti
tution that had more than a provincial or limited inter-local 
character. The" enskilda " banks in particular have heen re
gional banks. They had been founded solely for the benefit "of a 
province, opening branohes in various places within their dis
tricts, thus eonfining themselves to assisting the economical 
evolution of tbeir special communities. By and by, however, 
some of the banks found their way outside their own particular 
eommunity, and it frequently happened that a developing bank 
in a renJote provines opened a branch in Stockholm in order to 
be directly represented in the financial center of the country. 
This movement towards banking concentration, which started 
tbrough tbe opening up of branches as well. through mergers, 
was, as we have seeD, a natural stage in the evolution of the 
whole economic and industrial life of Sweden, and was not a 
result of dissatisfaction with the prevailing system, nor was it 
from the beginning an 1!1Iort by the banks to outrival their eom
petitors. At the outbreak of· the World War this sound process 
of bank concentration had not by any means ebanged the former 
eyst_. The old established provincial banks were sti\l pre
dominllnt as a group, but through mergI!I'S and the opening of 
branches a number of joint stock banks bad grown into limited 
inter-local banks, although on a mna\l scale, as they eovered a 
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number of districts or provinces without extending over the whole 
country. However, this process was followed during the inflation 
period by an activity hardly credible, and in a few years the COD

centration movement had attained results that might otherwise 
have taken decades to accomplish. The old system, with the 
banking business divided between one strong group of provincial 
banks and one of local institutions, now changed completely. 

DOMINANT INTER-LoCAL BANKS. By the end of 1925 Sweden 
had it very dominant inter-local> banks, which cover the larger 
part of the country with their network of branch offices and 
handle about 46% of the total banking business in the country. 
Side by side with them Sweden has a strong group of limited 
iater-Iocal banks, which deal with about 22% of the banking 
transactions of the country, while the provincial banks handle 
some 18%. Hence the local banks, which are still comparatively 
numerous, take the remaining 14%. However, as Stockholm's 
Enskilda Bank and Stockholm's Inteckilings Garanti Aktiebolag 
art: ,quite different from the other local banks - Stockholm's 
EnSldlda Bank on account of its size and its dominating influence 
eved outside the boundaries of the country, and Stockholm's In
tecknings Garanti Aktiebolag on account of its special activity 
as a mortgage bank - these two banks should not be in
cluded amongst the other local banks, if we are to gain a correct 

·view, as above, of the different types of banks. In Table VIII (see 
top of next page) Stockholm's Enskilda Bank and Stockholm's 
Intecknings Garanti Aktiebolag are taken separately, thus 
showing that the 10 small banks with a purely local interest do 
not handle more than about 3% of the banking transactions of 
the country. 

Consequently, we find that the change in the banking system, 
which started at the beginning of this century but which was 
highly accelerated during the war-time inflation period, has 
brought about a rather well balanced division between the various 
groups of banks. In conclusion, it may be said that on the whole 
the development of the banking system, as it has actually been 
carried through, has proved beneficial to the country since it would 
probably have been impossible to meet the economic conse
quences of the war and the post-war conditions with such success 
if the banking system had been as decentralised as it was a dec-
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TABLE YIn 

Commercial Banks 

RelatioDl between bank groupe as to capital; depoeita; 
total ....,urc ... o-mber 31. 1925 • 

Number % Capital % Depoeita % Total 

of 
Raources 

banks 
of total 

lnt.or-looal banks ..... 3 "'.7 46.6 47.3 
Limited inter-looal 

banb ............. 6 21.0 22.9 21.2 
Provinoial banks ..... 11 16.3 20.1 17.4 
Looal banks { ordi~o.ry 10 3.7 2.0 2.2 

"_al 2 14.8 8.5 11.11 

33 100 100 100 

% Aver 
age 

46 

22 
18 
3 

11 

100 

ade ago. However. though it is necessary to have a few strong 
inter-local banks to form the backbone ,of the banking system, 
it must be regretted that many of the old-established banks have 
disappeared, which for decades had exercised their conservative 
judgment and applied their practical experience to further the 
prosperity of their particular provinces. 

THIl Bunts AND POST-WAR DEFlATION. After the boom period 
and the many years of high prices, Sweden entered upon a 
period of deflation, 1\'hich from the fall of 1920 to the early part 
of 1922 sealed down all prices, perhaps more violently than in 
any other country in the 1\wld. From being about 366 in June 
1920, the index of wholesale prices declined to about 160 in the 
spring of 1922. Naturally, such an overwhelIDing price reduction 
and revaluation of everything reckoned in terms of money caused 
the Swedish banks heavy losses owing to the inability of t:1IlI

tamers to fulfill their engagements. A large number of banks had 
to write 011' considerable amounts, and as we find from the statis
tical development., a number of banks had to be eompletely rec0n

structed. The shareholders have in these cases made very heavy 
• "" 11 ....wt of \he _alp_Ii .... in 1938 of _ in~ ... d _ 

limilod inteNooal bank. Ihe f ....... tIIOUP of bub huodI .. about 61 'lit • 
... d Ihe latter. DUDlboriDc I ....-. 18'J1o of Ihe .. tift bukiDc busiD_ of 

Ihe ....... "". 
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sacrifices, but it is only in a few cases that the depositors' money 
was effected. The total amount that has been written off since 
1921 is considerable, viz.-

1921 .....••••••••••.•••.•• 231 mill. kr. 
1922 ...................... 304 " " 
1923 ...................... 47 II " 

1924 ...................... 40 U It 

1925 ...................... 37 II II 

1921-1926 ~ • • . • •• • . •• . . . • .. 659 mill. Ju. 

Of this enormous amount about 390 millions have been taken 
from capital funds already in existence, and some 270 millions 
from profits made during the period involved. 

THE CBEDlT BANK OF 1922. In order to mitigate the influences 
of these bank reconstructions upon general business condi
tions, to prevent losses on the part of tbe depositors, and also in 
some cases to prevent banks from having to be placed under 
administration, the Swedish State, With cooperation of the com
mercial banks, formed the" Credit Bank of 1922" (AB. Kredit
kassan av 1922). This institution was opened with a share capi
tal of 5 million kronor, which was subscribed by the commercial 
banks, and a State guarantee fund of 50 million kronor in gov
ernment bonds, which was later increased to 105 million kronor. 
From the beginning the Credit Bank was organized to support 
banks that had contracted such heavy losses that they were un
able by themselves to carry through a liquidation. The fresh 
capital required by such a bank was then guaranteed by the 
Credit Bank, which advanced money against the shares of the 
reconstructed bank as security up to the par value of those shares. 
But the Credit Bank also directly took over such amount of 
shares as was not subscribed by the public or by the old share
holders. Later on, however, the support thus given was found to 
be inadequate, and the Credit Bank was granted the further right 
to render assistance through taking over some of the banks frozen 
or temporarily non-liquid credits. 

SUPPORT OF CoMMERCIAL BAND. The Credit Bank of 11m 
has supported 6 commercial banks (and also a few savings banks) 
and its total resources, 110 million kroner, now seem to be en· 
tirely invested in the shares of these banking houses and also in 
10Bns which have heen taken over from the ·portfolios of these 
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banks. ~ this institution does not publish any statements and 
as its affairs are confidential, its results could not be known until 
the end of 1927, when an official report on its activities was to be 
presentsd to Parliament, with a view to finding out how this very 
interesting official State-supported credit institution has worked, 
and how much of its resources will have to be written off as losses. 
This much may be said, however, that the frosen engagements 
taken over by the Credit Bank belong t() such industrial enter
prises as in the interest of the whole country ought to receive 
greater support than the reconstructed banks themselves could 
have given them. Hence it was more or less certain, that the 
Credit Bank must occasionally suffer losses, as its engagements 
had to receive a higher valuation in the portfolio of the Credit 
Bank than they would have received had they heen left with the 
respective banks under reconstruction. The Credit Bank WII8 

fully aware of these assumed risks, which indeed could reasonably 
be taken, as the institution can afford to postpone the liquidation 
of its engagements for a number of years. In some cases, after the 
loans had been turned over to the Credit Bank, the industrial en
terprise in question has developed 80 well that its loans could again 
be transferred to the commercial bank 118 normal commercial 
engagements i in other eases, however, the liquidations have pr0-

duced such unfavorable results that the Credit Bank has suffered 
heavy lossea. The motive of the Credit Bank in supporting a 
commercial bank in trouble is thus an effort to aave values which 
would otherwise become immediate and certain losses, by p0st.
poning the commercial enterprises' prospective liquidation until 
BODle later time. 

THE SWEDISH RIKSBANK 

TH. SWEDISH RI"SBANE AS A Cn"I'IIAL BANE.. ~ bas been 
stated earlier, the organisation and management of the Riksbank 
were oompletely changed in 1897 in eonnection with the monopo
lisation of the issuing of bank notes. Before, the Riksbank bad 
l'.rried on banking busiDellll on a large seale with the ~ 
puhlio dired, and its influence upon the money market was DOl 
predominant. Neverthelesa, several of the larger banks regu-
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lated their interest rates on the basis of the official discount rate, 
but most of them adopted a policy of their own in this respect. 
After 1897, however, the Riksbank became a true central bank, 
performing transactions typical of such an institution. The old 
commercial banking transactions, however, have not been wholly 
excluded. Thus the Riksbank has still the right to carry out 
almost the same kind of lending operations as the commercial 
banks, but it very seldom accepts deposits from the general pub
lic. Like other central banks, the Swedish Riksbank is now con
centrating upon the principal problems at issue, viz., to provide 
the domestic market with an adequate amount of means of pay
ment, to regulate money transactions with foreign countries, and 
to maintain the par value of the exchanges. The commercial 
banks, on the other hand, have taken over not only the deposit 
transactions but also to a large extent the lending operations, and 
therefore the Swedish Riksbank may now be referred to as " the 
bank of the banks." 

ORGANIZATION. The Special Bank Act of 1897 still regulates 
th~ activities of the Riksbank, although a number of amendments 
have altered the original provisions. A special ordinance of 1907 
for the management of the Riksbank is also in force •. The Riks
bank is still a state institution, the activities of which are carried 
on for account of the Treasury. However, the bank is not ad
ministered by tbe executive Government but is placed under the 
direct supervision of the Parliament (Riksdag). The Riksbank is 
governed by 7 delegates (fuIImiiktige). One of these, the chair
man, is nominated by the King for a period of three years, and 
the remaining six are elected by the Parliament also for a period 
of three years. Two of the last mentioned members resign each 
year, but they may be reelected. The seven delegates select one 
of themselves to act as first president (deputrad) and two as see
ond presidents, and these three assume principal charge over the 
work of the bank and its administration. A delegate of the Riks
bank may not at the same time be a member of the board of 
another bank. 

The operations and the management of the bank are examined 
by 12 auditors nominated yearly by the Parliament and governed 
by special instructions. The Riksbank must publish weekly 
reports regarding the note-circulation, more detailed monthly 
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statsments and a yearbook containing full particulars about the 
business and the general administration of the bank during the 
past year. 

Tum NOTBI IssUlli. One of the main objects of the Riksbank 
i8 to adjust the means of payment to the needs of the domestic 
money market. In accordance with the amendments of 1913 to 
the Bank Aot, the Riksbank may issue bank notes up to double 
the amount of its gold holdings, and 125 million kronor in addi
tion to that amount. The amount of notes issued beyond the 
amount of gold must be backed by-

1. Readily negotiable domestic and foreign Government 
securities; 

2. Bonds issued by the General Mortgage Bank, ilie Town 
Mortgage Bank, or other Swedish bonds quoted on foreign 
exohanges; 

8. Gold deposited abroad or in transit; 
,. Domestio or foreign bills of exchange; 
II. A credit balanoe at some bank or aocepting house abroad 

maturing within 6 months; 
6. Money advances against securities or bonlls mentioned 

in 1 and 2 above. 

A short time after the outbreak of the war in 191' th_limita
tiona laid upon the nots issue became too nanow, and in 1915 
and 1918 amendments to the Act were passed giving King and 
Parliament together the right to permit the issue of an additional 
250 million kronor (125 + 125) in the event of a menace of war 
or any other MOUI crisis. ~ 

The table at the top of the next pap shows the notes in circu
lation, the gold reserve, and the per cent backing of the notes 
during various periods. 

In order to regulate the note issue the Riksbank may buy and 
eell gold and silver, domestio bonds, foreign eecurities quoted on 
atol!k exeb~ and foreign bills of six monthe or less. 

Aceording to law the Riksbank should bold in its portfolin 
foreign billa to the same amOUDt as the r me fUlld. At present 
the n6e1'Yl'l fund amounts to l2.5 million kronor or 25" of the 
capital stock of the bank. 
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TABLE IX 

Metallic reserves, notes in circulation, and per oent backing 

Average during Gold Notes % 
the year I,OOO.-kr. I,OOO.-kr. BlUlking 

1900 ................. 32,757 59,583 65.0 
1905 ..•.............. 65,476 157,081 41.7 
~910 ................. 80,251 183,281 43.8 
1913 ................. 102,404 209,924 48.8 
1915 ................. 113,197 281,787 40.2 
1920 ................. 268,925 710,710 37.8 
1921.. ............... 280,210 640,615 43.7 
1922 ................. 274,074 554,848 49.4 
1923 ................. 273,014 536,173 50.9 
1924 ....•............ 254,260 510,169 49.8 
1925 ................. 233,018 486,532 47.9 

DISCOUNT AND LENDING OPEllATIONS; In order to regulate the 
meAns of payment the Riksbank discounts bills payable after six 
mo~tbs or less alld grants loans for six months or less or for an 
unlimited period subject to at most three months' notice. The 
loans must be secured by bonds or debentures, shares, documen
tary securifies, or liens on merchandise stored. in public ware
houses or in charge of a trustworthy third party. However, 
among these legal securities only. a few first cJass bonds or de
bentures are in general accepted by the delegates as "eligible 
papers .. and only a very limited' amount is usually outetanding 
against securities other than bonds or debentures. Although the 
Riksbank has the right to discount bills and to grant loan accom
modation to the commercial banks as well as 10 the general pub
lic, it is mostly the banks which apply to the Riksbank for 
accommodation. 

R.nts&ur1t'S CBEDrr METHODS. The Riksbank has no such 
regulations to follow in regard to the credit standing of the 
drawer of the bills, as those governing the Federal Reserve Banks. 
The Riksbank uses its own judgment in determining which bills 
are eligible for rediscount. In general, however, only commereial 
bills are eligible, although even accommodation bills are some
times accepted for rediscount. 

Further, the Riksbank may grant cash credits or overdrafts in 
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TABLE X 

Avwage amount of domeotic billa, Joaoa, and caah credits 

(in thousands of kronor) 

Year Billa in % of Billa Lolollll Cash credits totallouul 

1001. ............ 58,826 19,400 6,663 69.2 
1905 ............. 93,673 13.288 11,458 60.3 
1910 ..•..•.•....• 118.419 19.007 11.439 78.8 
1913 •..•......... 121,466 16.171 2.759 37.1 
1916 ....••....... 93,103 29.116 2.135 74.9 
1920 ............. 637.360 66.716 1.284 88.9 
lIr~l. ............ 460,886 28,566 1.994 93.7 
1922 ......•.•.... 413.360 88.586 2.629 00.9 
1923 ............. 294,210 49.756 1.943 311.1 
111'.14 ••••••••••••• 366.318 ts.M3 2.036 87.9 
lIr~ ............. 813.487 42.873 2,046 37.11 

current accounts for a period of not more than one year and to a 
total amount of 15 million kronor. The Act thus permits the Riks
bank to carry on general banking transactions on very broad linee. 
However. tha Riksbank takes but little advantage of thia free
dom and as will be seen from Table XI only lo-20S1I> of the total 
acceptance portfolio consists of discounts accepted direct from 
the general public. 

TABLE Xl 

Total _\ 01 diaaounts and rediocowlta 

Total IWdiooounta in INrinI yeor (in tboo.oDda '')l, 01 total 01 kronor) 

1000 ................. 368,628 .... 
1_ ..•••••••••••..•. 6:11.530 81.4 
1910 ................. 839.019 37.5 
1913 ................. 938,r.l1 IIll.9 
19UI ................. 793,891 90.8 
11120 ................. a.s«.m IIS.II 
19'J1. ................ a.m3:M 9'J.2 
19'J3 ................. a.071.11K 90.7 
19:13 ••••••••••••••••. 1,017,3117 11.5 
19'J4 ................. 1,4911,628 311.5 
1_ ................. 2,1a8.MI 78.8 

. 
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INSTALLMENT LoA1f FUND~ 'rhe Riksbank ,.Iso ad~inisters a 
speclal installment loan 'fund which at present amounts to 35 
miIlionkronor. From this fund anyone found to be a good credit 
risk )Day receive loans, to be repaid simll-annually during 3, 5, or 
sometimes, even 71 years. No one, however, may receive ac
commodation for more than '6,000 kronor (about $1,600). The 
collateral security for these installment loans is mostly name' 
guarantees although bonds or shares are sometimes accepted as 
collate"raI. It should be mentioned that the installment loan fund 
is specially administered and is not included among the other 
assets of the Riksbank. ' 

In summing up the loan activities, we find that the Riksbank 

1. Discounts and rediscounts bills; , 
·2. Grants loan accommodation principally against a few 

first class bonds or debentures; 
3. Grants cash credits and overdrafts in current accounts, 

also principally·secured by bonds or debentures; 
',' 4. Grants installment loans from a special installment loan 
fund. 

It ought to be mentioned that as a rule the Swedish commercial· 
banks are indebted to the Riksbank either for rediscounts or for 
loans. From Table X we may see that in order to obtain addi
tional funds the banks prefer to rediscount bills than obtain loans. 

CLEARING AND DEPOSIT OPERATIONS. In C!rder to regulate and 
facilitate the money transactions of the country the Riksbank 
receives time or demand deposits without interest, and arranges 
local and inter-local clearings. The Riksbank may further re
ceive interest-bearing checking deposits from such private cus
tomers (with the exception of banks) 88 have arranged for 
discounting facilities with the Riksbank. It should also be men
tioned that in 1920 the Riksbank obtained the right to receive 
interest-bearing time deposits, but such accounts have not yet 
entered into the statement of the bank. The idea was that in 
virtue of this right the Riksbank should be enabled to compel the ' 
commercial banks to regulate their inward as well as outward 
interest rates according to the official rates. 

The Riksbank places at the disposal of the commercial banks 
, without charge rooms and necessary clerical steff for clearing pur
'"oses. ~e olearing institution wal founded in Stockholm in the 



FISCAL FUNCTIo.NS 1068 

year 1899 and in 'Gothenburg il.l·l!118. ~ the oomml!rcial banks 
take part in the clearing either directly QII through another bank. 
The clearing membere who maintain checking' accounts with the 
Riksbank must cover each day the clearing items to their debit. 
Each bank must therefore pledge with the Riksbank, as a guar
antee, approved securities with an assessed value of 200,000 
kronor. Instruments subject to clearing are checks drawn -on any 
of the member banks or payable to anyone of tbem, and II bank 
post bills." 

FISCAL FuNCTIONS. Being a State Institution the Riksbank is • 
obliged to receive State funds on deposit and to make disburse
ments therefrom without any cbarge, thus acting as the fiscal 
agent of the Government. Further, the National Debt Office 
(Riksgiildskontoret) is authoriled to receive advances from the 
Riksbank w'ithout pledging any security up to an amount of 1.5 
million kronor. From Table XII we see that only a small per
oentage of the total deposits with the Riksbank originate from the 
clearing banks, the discounting customere, and the general publio, 
while the principal amount is State deposits. 

Finally, the Riksbank receives securities in trust or for eustody 
through its Trust Department. 

Besides the Head Office in Stockholm, the Riksbank bas 25 
branch offices in certain of the larger towns throughout Sweden. 

TABLE XlI 

A ......... cbeokins .......... ta 
(in &bn".nda 01 kronor) 

Dwiaa1'llr Tot.al State fwada in 
% 01 total 

1900 ................. 33,1130 . ... 
1905 ................. ti,S6:i 811.1 
11110 ................. 43,196 110.' 
1913 .••..••.•.•••••.. 59,616 112.1 
Ullll ................. '19,1. l1li.11 
1Il:10 •••••• , •••••••••. 226,759 112.' 
11121 ................. 192,753 1It.1 
11I:It ................. -.148 IIB.I 
11123 ••••••.•••.••••.. lI08,7811 l1li.1 
1!l:M ................. 196,~ 116.' 
11126 ................. 20:1,651 lIB.' . 
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INFLATlON DmmiG THE WORLD WAR. Although during the 
World War Sweden;remained neutral, she had.to meet much the 
same problems as the belligerent nations. At the outbreak of 
the war it was generally held in Sweden that it would be impossible 
or at least very difficult to keep out of the conflict and the country 
made all possible preparations. One of the first measures was 
to release the Riksbank from its obligations to redeem the 
notes with gold. Further, as in most other European countries, 
the discount rate was raised on two occasions, the one very 

, shortly after the other, in all by 2 per cent. (Chart 2, p. 1071.) 
The banks closed on the first few days after the outbreak of 
the war and the Stock Exchange remained closed for about 3 
months. A Royal Decree concerning a general moratorium was 
also issued, but it was possible to annul the Decree after a few 
IIIonths. 

The following diagram represents the wholesale price index, 
as computed by the "Svensk Finanirtidning" (The Swedish 
Finqnce Journal). 
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This index is calculated on a basis of 48 different commodities, 
weighted in relation to the consumption during the period July 
1, 1913 - June 30, 1914. The diagram follows the quarterly 
average figures. From the diagram it will be seen that the price 
index of Sweden was constantly advancing from the time of the 
outbreak of the war up to October 1918, when the first peak was 
reached - 370 as compared with the index number 100 in 
1913-1914. 
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CAU8m op Plilcm CHANom. The reason fot, this oonsiderabl!l 
advance in prioes or faU in the value of the SlVedish It krona" can 
be ascribed to several different factors. , 

On aooount of the war Sweden beoame to' a large extent isolated 
from her old trading connections. While on the one hand the im
portation of goods was hampered, ~he other hand the demand 
for exports was steadily growing, with the'~lt that the scarcity 
of goods soon became very serious in Sweden. The bellige~nt na
tions offered any prices for oommodities they required and conse
quently Swedish industries oonoentrated upon the p duction of ' 
goods for export. The high prices and the insistent d and ore
ated a very unsound boom, carrying with it a rise in pric as well 
as a scarcity of many important articles of consumpti • In 
order as far as possible to remedy this evil, and, also in or to 
economile the available supplies, the Government very soon too~ 
over practically tile entire economic management of the country. " 
However, the Government could succeed only with strong support 
and intimate cooperation on the part of the banks. At the be
ginning tile Riksbank alone had to finance the enterprises of the 
Royal Commissions, which were charged with the procuring and 
distribution of commodities required for consumption in Sweden. 
AIl agreement was later ooncluded between the Riksbank and 
the oommercial banks to the effect tIlat tile banks placed large 
amounts at tile disposal of the Royal Commissions. However, 
it very eoon proved that tile banks could not supply the credits 
granted without the assistance of the Riksbank in the way of 
rediscount&. The Riksbank, howe\"er, had not sufficient reserves 
and therefore the only possible way out was further inflation. 

RmTRlC'l'lONe ON ExPOllT8. Not only did the Swedish Gov
ernment and tbe National Defences call for credit eupport, but 
the belligerent countriee soon made it a condition of trade that 
exports to the neutral countries oould DIlly be permitted ~ 
vided tile neutral countries placed credits at the disposal of the 
belligerents by means of which imports from the neutrals could 
be finanM Consequently Sweden granted large credits to both 
of the belligerent parties. 

At the beginning these credits were granted by individual 
banks, independently of one another, against opeD accounts or 
bank guarantee and ill the uchangee of the foreign _tries. 
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!.tater, however, til, banks united and formed a special.prganiza
tion for the purpose 'Of granting credits collectively to theforejgn 
nations. By this meaD!!, the industries obtained more favorable 
conditions, as for instMlce the right to quote the prices either in 
foreign exchange at a fixed rate or in Swedish exchange. However, 

• what Sweden needed w~pm!!!odities in hand for credit accounts 
in foreign countri)l8"and· gold and foreign securities were at 
present of less palue. As it became almost impossible to obtain 
goods in ·pal> ent for Swedish exports, the Government later on 
formed a ecial organization :for this purpose. Partly through 

and partly through political agreements, Sweden 
succeeded in getting some of the necessary commodi

change for her exports. 
lplERJu, CREDITS NEEDED. It should be pointed out that without 
sliberal granting of credits to foreign nations the large foreign 

. orders to the Swedish export industries would hardly have been 
possible. The banks, however, had not themselves sufficient 
fUl1qs at disposal for the export credits, but had to tum to the 
Riksbank, as in the case of the financing of the domestic distribu
tion of commodities through the Royal Commissions. 

Besides these direct advances to foreign countries, the export 
of capital from Sweden to other countries took form as reimporta
tion of Swedish securities, formerly placed abroad, and also the 
import of foreign securities. The significance of this export of 
capital may be seen from Table XIII below. 

TABLE xm 
Seeuriti"" purohased from foreign eountri ... 

(in thOU8lUlda of kronor) 

Swedish 
Foreign 

Bonda IIDd _tim 
debentures SharEs , 

July 10Jol-end of 1018 ... 313,871 7,631 37,584 

1010 - end of 1922 ........ 284,145 4,734 13,778 

1923 - end of 1925 ........ 86,074 1,172 84,_ 

Total .................... 684,000 13,537 116,286 

Total 

359,086 

300,667 

152,170 -
813,913 
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As a further example of the difficulties encountered by Swedieh 
importers may be mentioned the blockade, system, which was· 
gradually introduced by the Allied and ·2\ssooiated Powers. Ac
oording to this system the Swedish importers had to guarantee 
that the goods were intended for consumption in Sweden and 
would not be sold to or be used as·.raw materials for goods in
tended to be sold to the Central Pewer~ater on it was not 
even sufficient· to give the personal guarantee ot1h~ importer, but 
he had to furnish a bank guarantee. 

THII GOLD POLICY. In August 1914 the Riksba 
released from its obligation to redeem the notes in g ld. This 
suspension of gold payments was extended by Royal ecree to 
February 4, 1916. During the time of non-redemption, h wever; 
the supply of gold in the vaults of the Riksbank considera '" in· 
creased. From IOS.6 million kronor alt the end of 1914, i ' ....... ~r , 
grown to 124.6 million kronor by the end· of 1915. As there 
seemed to be for thli moment little danger of gold exports, the . 
Riksbank voluntarily resumed gold redemption in January 1916. 

As expected, gold was not withdrawn from the bank, but the 
supplies actually showed a oontinuous increase. By the end of 
January 1916, gold reserves had risen to 142 million kronor, and 
by the end of February to 161 million kronor. 

BUYING GOLD roB RUtllBANL Aceording to the provisions of 
the Bank Act, the Riksbank had to buy all gold offered at a fixed 
price of 2,480 kronor per kilogramme fine gold, lees !% lor 
cost of minting. As gold ooine very seldom circulate in Sweden. 
the Riklibank had to pay for the gold either by iesuing more 
DOtes, thereby increasing the Dote circulation beyond the actual 
need, or by the liquidation of some producti.¥e assets, whicb, how
ever. entailed rieks in view of the large BIIDlS invoh'ed. As. 
result of this situation, an amendment to the Bank Act was 
adopted on February 8, 1916, releasing 'the Riksbank from its 
obligation to pllfthase bullion for coinage or to ezehange gold 
coins for bullion. 

Thus tbe action was taken which has been so much discussed 
both in Sweden and abroad. and which led to the fact that the 
.swedish paper exchange rose above the value of gold. 
, By this amendment Sweden put a ban on gold imports, but thie 
_ eontrary to the recuIations of the Scandinavian Monetar;r 
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Union (founded in 1875), ,>y which Denmark, Norway and 
SWede? had agreed to accept gold coins of the other contracting 
countries a8 legal tender. When the Danish and Norwegian ex
changes weie' quoted at a discount in Stockholm (after the 
autumn of 1916), shipments c.f gold coins in large quantities took 
plaC? from Denmark ane! N, Jrway with a view to building up 
credIt accounts in Sw~.nsh exchange. This highly embarrassing 
ste~e of affairs -continued until the fall of 1917. During this 
penod of a1:> ,out a year and a hali Sweden received 54 million 
kronor in /l .old from Denmark and Norway. 

Howev'dr, after the suspension of free coinage, the lliksbank 
~ent on receiving gold from other countries almost as much as 
~re.. By the end of 1915 Sweden had a· gold reserve of 124.6 

on kronor; at the end of 1916, 183.5 million kronor; at the 
. ""d of 1917, 244.5 million kronor; and at the end of 1918,285.6 
million kronor. One of the main purposes of the suspension of 

. gold purchases was to force the foreign countries to pay with con
signments of raw materials and foodstuffs for their imports from 
Sweden, but in this Sweden was very unsuccessful. 

Another purpose of the lliksbank policy was to prevent 
Swedish exchange from being depreciated to the same extent as 
gold. Neither in this case didthe lliksbank achieve the success 
expected. The increase of notes in circulation continued after the 
exclusion of gold imports a8 rapidly a8 before. The lliksbank 
did not take advantage of this support to stop the inflation; 
hence this gold policy of the Swedish lliksbank failed. 

THE FOREIGN ExCHANGES. On the outbreak of the war con
fusion reigned on the exchange market in Sweden as in most 
other countries, but after a short time particularly the dollar, the 
£ sterling, and the French franc showed a rising tendency, while 
the rate of the mark fell. The dollar and the pound reacbed a 
high point in March 1915. After that even these exchanges be
gan to fall and went below parity towards the end of the year. 
This low valuation of the foreign exchanges became still more 
marked later on, when Sweden, with a view to raising the krona 
above gold parity, as mentioned above, exempted the Riksbank 
from liability to purchase gold at a fixed price. In the following 
pages the dollar exchange will be primarily treated. The dollar 
was quoted in Stockholm below par from the end of 1915 to the 
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spring of 1919. The lowest quotation was in November 1917, when 
the dollar was paid at a rate of 2.34 as compared with the par 
rate of 3.73: i.e., the dollar was quoted at about 3710" below par. 

That the Swedish exchange was quoted below par in relation 
to the dollar, sterling, and franc during the first year .of the 
war was due in large measure to tha fact that the demand 
for Swedish commodities and thereby for Swedish exchange was 
not in proportion to the abundant supplies of Swedish kronor 
abroad. As a matter of fact, the belligerent nations centralised 
the lupply of foreign exohange in order thereby to ensure that it 
was utili.ed in a manner most favorable to that particular 
country. 

The principal reason why the Swedish exchange later reached 
10 high a point is doubtless that the demand for Swedish oom
modities, and thereby for Swedish exchange, increased eo enor
mously. Mention has just been made of how foreign countries 
stimulated Swedish exports by every evailable means, while the 
import to Sweden was bindered in every way possible. When, in 
view of this, Sweden adopted her gold policy of preventing gold 
from being shipped to the country, the oonsequence was that the 
Swedish exchange was overrated and the foreign exchange rates 
came to be quoted so low as they were. 

SWIlDlllB-ENOLI8B-F'lwrcB ExCBANOIL In order fully to ex
plain the exchange relations between Sweden and the United 
States, we must consider also the relations between the Swedish 
and the English and French exchanges. In pre-war years Sweden 
had ordinarily imported less from Great Britain and France than 
she had exported to thess countries. As already mentioned, how
"'81', there was during the war a growin& excess of exports to 
imports from thess countries. 

The favorable balance of trade, together with the advaD~ 
of the neutral poeition as compared with that of the belligerent 
nations, caused the value of the pound and the frano to fall below 
par in Stockholm. 

If we study the balance of trade between the United States and 
Sweden, we find that Sweden purdlased more from the United 
States than she eo1d to tha\ oountry, and although in this case 
the balance of trade 11'88 agains\ Sweden, the dollar was, as pre
viously shown, quoted below par after the end of 1915. This 11'88 
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due in large measure to the fact that the sterling and franc ex
changes were being "pegged" from London:: i.e., the sterling in 
the United States was held by artificial means as higb as about 
2% below par and the franc about 9% below par. As a result 
bills drawn on London and on Paris were bought at a low rate of 
exchange in Stockholm, ana-transferred to New York, where such 
bills were higher in price on account of the " pegging" of sterling 
and francs. In March 1919, Great Britain stopped "pegging" 
her ex~hange, and immediately the dollar rose above par. 

The gold policy of the Riksbank should then have shown its 
effectiveness, inasmuch as the object was to prevent Swedish 
exchange from following the depreciation of gold. Had the Riks
bank succeeded in its policy, the dollar would not have gone 
above par at that time. But the circulation had increased to 
such an extent that Swedish exchange had depreciated below 
gold parity, i.e., prices in Sweden were relatively higher than in 
the United States. As a result the dollar, now representing the 
valu, of gold, rose over the parity of the Swedish exchange when 
the pegging of sterling stopped. 

POST-WAR INFLATION AND DEFLATION. During the war general 
opinion was that the rise of prices was simply a result of the 
conflict. When the peace came in 1918, the public expected 

. reductions in prices. Consequently consumers were reluctant 
buyers at the time when producers were most eager to sell. At 
the time of the Armistice most of the artificial restrictions of the 
international trade had already been abolished and Sweden found 
that she could import a number of long-needed articles. The re
luctance of the purchasers in conjunction with the increase in the 
supply of commodities very largely explains why prices went 
down immediately after the Armistice. The index number, which 
had reached its maximum (370) in October 1918, began slowly 
to fall at the beginning of the year 1919. The bottom was 
reached in October, when the index number was 307, which means 
a reduction of 17% from the highest level. 

But this decline in prices was of short duration. In 1919 a new 
rise in prices began which was as violent as the increase during 
the war. From October 1919 to June 1920, prices soared up
wards, attaining approximately the 1918 level. The index num
ber for Sweden was 366 in June 1920 as compared with 370 in 
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October 1918. Here was of course a new inflation, which could 
not be explained as a direct result of the war. 

Many necessary public improvements in Sweden bad been post
poned during the war, but after the Armistice they all demanded 
attention. Now ensued a period of wasteful public expenditure, 
partly a natural result of the altogether too easily gained war 
profits, which were reaped by Sweden through selling at high 
prices to the belligerent nations. 

Over-spending was by no meana confined to the public, inas
much as wealthy individuals now realized they were able for the 
first time in four years to purchase almost anything that money 
would buy. Demanda for raw materials and foodstuffs increased 
enormously, and the result was a diminution of the large foreign 
balances which Sweden had built up during the war. The final 
outcome of this spending orgy. was inflation, which was further 
increased by the taxpayers' demand for credits to meet their 
unusually high taxes. 

When it became clear that Sweden was involved in the new 
period of world-wide inflation, which would bring about a further 
increase in the volume of currency and a fresh rise in prices, the 
Riksbank tried to check the inflation by increasing the discount 
rate - a remedy which had already been tried in many countries 
in a similar position. 

lij fA H II l' PI;11 '11 
IIMllSl9IIl9Ill9l&l9I9l9tOl!IZIl!IZtl!lr3l1Ml92Sl!IlI 

CRAft n -,.". DuIcoun Il&ft, ..... s-. RutaaurI, 1111'-11125 

DJSCOt!N'I' R.t.ns AND INftoATION. In Ma~h 1920 the dis
CIOUnt rate was raised to 7". By this time the inflation had at
tained such momentum that prices were U" higher than they 
had been about half a year previously. In September 1920 the 
diseount rats was advueed to 7.5", thus establishing a DeW 

ncord for the Riksbant.. This exceedingly higb diseount rail! 
led CODUDen-W banks in their tum to charge 8.5" to 9" for 
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loans, which was more than the borrowers could stand. Conse
quently the summer of 1920 witnessed a greatly diminished de
mand for credit, a contraction of the currency, and a fall in 
prices. Sweden was now involved in the world-wide crisis 
which had started in the United States and affected many other 
countries. In the meantime the Riksbank adopted a deliberate 
plan for bringing IIbout deflation. By rigorously curtailing credit 
and by fixing a high discount rate the Riksbank cut down the 
credit demand and put a check on enterprises in general. The 
result was a realization of stocks and a diminished demand for 
labor. The discount rate, which had been 7i% since September 
1920, was lowered to 7% in March 1921, and further reduced 1% 
every second or third month, reaching its lowest point, 4i%, in 
June 1922. From the autumn 1920 to the end of 1921, a period 
of less than 18 months, the pric:e level dropped from 31 times 
the pre-war level to a little more than 11 times. 

Although a violent fall in prices thus took place, it was not 
possible in Sweden, any more than in the case of other countries, 
for tbe continued lowering of the diseount rate to raise the 
economic life of the country out of the slack-water in which it 
found itself. The reason of this was, of course, that the depres
sion was not only due to the situation on the money market but 
mainly to the political and social conditions, which caused unrest 
in the economic life of Sweden. 

THE REsTORATION or THE GoLD STANDARD. When the postwar 
inflation had raised prices up to the level existing when the 
Armistice was signed, a committee was appointed to discuss the 
problems of preventing a further increase in prices and of 
bringing about a stabilization of the currency. This committee 
recommended in the first place that the policy of the Riksbank 
ought to be that of preventing a further increase in prices; second, 
of increasing the value of the currency gradually, thereby forcing 
down the price level; third, of restoring the gold standard as soon 
as possible. This program was later announced by the Riksbank 
in a new and enlarged form. The first two items on the program, 
vis., to stop the rise in prices and to increase the monetary value, 
had been carried through with such force that in comparison with 
it even the deflation in the United States can be called moderate. 
The recommendation to adopt the gold standard was not so easily 
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carried out. The Riksbank announced that as the value of the 
dollar and of gold had heen so unstabilized for the last few years, 
it would not be wise for such a small nation as Sweden to be the 
first of all European countries to bind her exchange to the dollar 
by restoring the gold standard. However, the Riksbank pledged 
itself to do its utmost .to keep the Swedish exchange stabilized 
with the dollar, without, however, adopting the gold standard. 

Yet the restoration of the gold standard was always an urgent 
question, especially as the Swedish exchange and the dollar were 
later quoted at the old parity. As other conditions were also 
favorable In Sweden, Parliament voted to resume specie payments 
elfective as from April I, 1924. Accordingly from that date the 
Riksbank had to redeem its notes with gold and the embargo on 
the export of gold was removed. The importation of gold, how
ever, was not allowed without authority and without license it 
can still only be carried out by the Rikshank. This last arrange
ment was due to the Labor Party, which was at that time as it is 
at present the strongest political party in Sweden. The reason 
was that there might be an in1lux of gold to Sweden especially 
from the United States, whieh might lead to another in1Iation, 
causing the purchasing power of wages to fall. With the right 
to import gold centrali.ed in the Riksbank, Sweden would he able 
to free herself from a general depreciation of the value of gold. 
On the other hand, owing to the free exportation of gold, the 
Swedish pricae would follow the world pricae in a new process of 
deflation. 

LIST OF THE CHIEF SOURCES OF BANKING AND MONETARY 
STATJSTICS IN SWEDEN 

• Ku,..t. Bank- odl hIldiIIspek&iOll .... U-'ller OWl lIaabrM (lDformatlOll 
aboul the Banb) 
MONTll1.T s... ........ : MOIlthl:y bel ...... oboe\ of the ............... bub, 
J'U'ioulan of the RlbhoDk'a ad the OOIIUIIen:iaI bub' iII_ ... 
OIl depooilll ad 0<1,_ 
y ..... T BrA ........ : a..- duriqthe,.... of: Number of bUIIra ad 
beakiDI om- ill O_bOll. _piW ad ourpI .... depooill!, biIIo ad _ 
_ diDI 1_ bODcIe ad ohaN-hoI~ ......... , due f ...... ad ID 
foreip beake ad ~ ......... 111 wriu... .. , "'" profiw, ala"" _ 
SIa_\ 01 bulk be..... Compariooa 0I1be .... far the W 
1-
IDforma&iGa ~ Bill IIrabn! ad the &edt b:Iump. 
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8veriges Ri"'ban'" Ar.bok (Annual Report of the Swedish Riksbank) 
An account of the activities of the Riksbank during the past year with 
tables showing: Note circulation, foreign business, IOBns, miscellaneous 
branches of business, business done through its branches, the economic 
situation, discount rate and foreign exchange -rates, etc. 
As an appendix various tables regarding the commercial banks. 

8ve'll8ko Bank/Oreningens 8tllTelse. berattelse til! &T.malet (Annual Report 
of the Swedish Bank Aseociation) 
Statistics of the commercial ba.nk covering the last 10 years: Deposita, 
bills discounted, loans, cash in hand, interest ratllll applied to bills and 
loans against dilIerent kinds of collateral, foreign exchange ratee, posi
tion vis-A-vis foreign banks and bankers, expenditure, amounta written 
off, Swedish bond issues, etc. 

n .. vid Davidson, Ekonomisk Tidskri/t (The Journal of Political Science) 
(About 10 numbers published yearly) 
Statistics regarding ra.ilway traffic, weekly report. of the Riksbank and 
other Central Banks, Sweden's eustoms receipta, ba.nk and private 
discount rates. 
Combined monthly balance sheet of th .. principal commercial banks. 

Kommerskollegium, Ekonomisk iJversikt (Economic Review), quarterly 
Statistics regarding money and banking, wholesale prices, cost of 
living, volume of trads' and production, the Isbor market, State 
finances, etc. • ' 

Kunj!!. Statistiska -Centralbyrlln, 8tatistisk AT.bok fOr 8verige (Swedish 
Yearbook) 
Among other statistics chapters dealing with: Joint stock companies, 
benking and money, trade and fi.na.ncea. etc. 



CHAPTER XVI 

THE BANKING SYSTEM OF SWITZERLAND 

BT 

ERNRIT SCHWABZBNB&CK 

AN HISTORICAL SURVEY OF THE SWISS 
BANKING SYSTEM 

INTBODUCTCRY RJiiMAIIItB. Swit.erland lies in the heart of 
Europe between the most important of the continental nations. 
The country Itretches aCl'088 the Alps which divide Europe into a 
northern and 80uthern part. The people of the South of Switzer
land speak Italian, those of the North and East a dialect of the 
German and those of the West speak French. Due to this central 
location with its economic significance and due to the community 
of language with the resulting cultural associations, Swiuerland 
is perhaps more closely bound with the destinies of Europe than 
any other small state. She il too small a political and economic 
unit, of couree, to be able to work out her destiny in a completely 
independent fashion, and much of her welfanl and independence 
rests on the prosperity and good-will of her neighbons. This has 
been true in the past and il true at present. Such international 
importance as regards the Continent manifests itseU in all phases 
of economio life, including, of course, th, money and banking 
phases. 

INDWTIIlAL DEVELOPMENT. About 26,. of the four million 
inhabitants of Switaerland ani engaged in agriculture and since 
one-third of the &nIB of the country is unproductive, agriculture 
has to be carried on in an intensive way. For this a well
developed credit organiaation is a necessity. At the time of the 
Reformation, nligious fugitives brought the silk industry to 
Switaerland from France and Italy, and it is still carried on at the 
~nt time. Law, the manufacturin& of cotton goods, em
broideries and watches was introduced, first remaining dOllK!lRio 

lara 
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industries, but with the gJ:Owth of the credit organization, de
veloping rapidly into important export industries. The industrial 
expansion of Switzerland dates back to about the middle of the 
last century and as in most other countries it was introduced and 
stimulated by railroad building. The unification of the 25 states 
under a Federal constitution -in 1848 brought the necessary politi
cal stability, while the ereation of banks whicJ! were in a position 
to supply the necessary capital or credit, provided the required 
financial basis. The industries developed as rapidly as did the 
banks, the development of the one going hand in hand with 
the development of the other. As economic life became more 
intense and diversified, a distinct banking structure gradually 
evolved. 

DEVELOPMENT OF V ABIOUS GROUPS OF BANItS. In 1650 there 
existed in Zurich a .. Banco Exchange" which received deposits. 
This institution, however, was hardly anything else than an ex
change brokerage office similar to the many exchange agencies 
existing at that time in all the important European cities. The 
first banks were private banks, which in most cases had their 
origin in merchandising or fonyarding activities. Such private 
banks were established in Basel, Geneva, Berne and Zurich 
towards the end of the 18th century. In 1755 the canton or state 
of Zurich established a bank which received deposits and in
vested them abroad for the purpose of reducing the surplus of 
mortgage credits at home and preventing, thereby, a further de
cline of the interest rates paid on mortgage loans. 

FORMATION OF SAVINGS BANxs. Due to the growth in home 
industries the accumulation of capital proceeded rapidly. The 
small saver had practically no investment opportunities. Hia 
accumulations were too small for direct investments in mortgage 
loans. It was from this situation that the first savings banks de
veloped. They were formed on a mutual basis, such as the 
.. Diensten-Zinskasse" in Berne in 1786, with the underlying 
thought of pooling the savings and investing them in mortgage 
loans. Such savings institutions were organized in all the large 
Swiss cities at the beginning of the 19th century and there are 
now 21 savings banks in existence in Switzerland which have 
behind them a history of more than a hundred years. 

TBli OBIODIB OF TBli DI8COUNT BAN1tS. Throughout the aecond 
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and third decade of the last century. home iBdustries and trade 
developed rapidly. Raw materials had to be imported, and fin
Ished products exported. Gradually a great and real need de
veloped for agencies that would supply the necessary short and 
long-term credits. The business men and industrialists now took 
their turn in establishing credit institutions of their ()wn and 

lfounded the so-called discount banks. Banks of this type were 
established in 1837 in Zurich and St. Gall and later in Basel and 
in Geneva. They received deposits and issued bank notes and 
made loana and discounted paper, but were of local importance 
only. 

Most of the large commercial banks in Switlerland were estab
lished in the fifties and sixties of the last century. They financed 
railroads, industry and trade and, while having at the start a local 
character, their activities'soon spread not only over the whole 
country but also to foreign landa. 

CANTONAL BANu. The industrial expansion with its needs for 
ahort- a8 well as for long-term credits, shifted large amounts of 
oapital from the land credit market, and as II result, the interest 
rates on mortgage loans began to rise. As the farm population be
Ian to Buffer from the higher rates they finally requested the can
ton or state governments, direoUy or through the intermediation of 
the Assemblies, to intervene. Most of the states acted upon these 
requests and estahlished issue banks of their own, the purpose of 
which was the granting of mortgage credits. The majority of 
these banks, usually called «cantonal banks," were formed be
tween 1850 and 1890. With the exception of Geneva every _ 
ton has its own bank. 

TH. lasuANCil 01' NImIS. Up to the beginning of this century 
the issue of bank notes in Switaerland has never been limited to 
any specific type of banking institution. The first bank notes were 
issued in 1826 by a private bank in Berne: Other banks followed 
rapidly and it was not until 1881 that. II Federal law regulating 
note issue was~. This law was replaced in 1905 by aD 
aot. which monopoliaed the note issue aDd establisbed a eeotral 
bank. 

GROWTH IN BANItlNG Ornas. The number of banks which 
existed in ISM was estimated to be 307. In 1913, there were 307 
independent banks which publisbed st.atements, while the same 
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official sources reveal at the beginning of 1927, 334 banks.' These 
latter figures do not include the private banks and various mutual 
savings and cooperative banks. Professor J. Landmann of Basel 
counted in 1925, 780 banks and an aggregate of 1800 deposit 
agencies. There exists in Switzerland a deposit agency for about 
every 2200 inhabitants, while in England the corresponding fig
ure would be about 4000 and in the United States about 5000. 

LEGISLATION RELATING TO BANKING. The legislation of a demo
cratic state is usually of the preventative and protective type, i. e., 
measures of a majority against a menacing minority or a reaction 
of the majority against the minority, as a result of losses in
flicted by the latter. Legislative acts commonly draw the border
line between the individual and the general interest and where, 
as a natural outgrowth of existing conditions, be they mental or 
physical, the two interests are made to agree and kept in a bal
ance, no legislation is necessary nor will it be brought into being. 
Quite often traditions, created and supported by a distinct men
tal I/ottitude of a people, take the place of any formal legislation. 

This is distinctly true for Europe. Most of the European COUD

tries, including England, France and Germany, have no general 
bank laws such as we find in the United States, and Switzerland 
is in a similar position. 

No GENERAL BANKING LAW. The Swiss mentality has a liking 
for individuality and independence. It is opposed to excessive 
legislative regulation. Unless there exists an absolute contra
diction between public and individual interest, laws will not be 
enacted. It is commonly assumed that any business enterPrise, 
for its own advantage, will usually maintain a proper balance 
between the public interest and self-interest and since banks, the 
issue banks excepted, are considered as business institutions, no 
necessity was seen for subjecting them to special regulations. 

There ·are no general banking laws in Switzerland with the ex
ception of the Act of 1905, establishing a central bank, the vari
ous cantonal bank acts and the savings-bank laws in several 
states. The only regulations to which the banks are subject are 
those provided for corporations or cooperative societies or limited 

'Statistical Publications of the S";" National Bank (Lea B_ 
Suiu .. l for the y.... 1913 and 1926. The. lllatisti.. iDcJude only the 
ban.ko which publish atatemenw. 
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or unlimited private partnerships. The Swiss Commercial Code 
of Obligations in Articles 641 and 656 requires that corporations 
submit their yearly statements with earnings and auditor's re
ports at least eight days before the general meeting to the stock
holders, and that such statements should be detailed enough to 
allow an insight into the true position of the corporation. About 
the same sort of regulations apply· to the cooperative societies 
and banks. 

At the beginning of 1927 the statistical publications of the 
SwiSB National Bank listed 26 state institutioos, 192 corporatioos 
and 91 cooperative iostitutioDB. The 26 state-owned institutions 
are subjeot to special regulations which vary from state to state. 
These laws usually circumscribe the activities of the banks, 
their administrative organisation and the distribution of the 
profits. Some of the laws contain but a few general provisioos 
while others are quite detailed. 

&VINGlI BANK RI:oULATION. In Article 57 of the Supplemen
tary Provisions to the new Civil Code of 1912 the states are 
authorised, until replaced by Federal legislation and subject to 
Federal approval, to legislate for the protection of savings de
posits. As a result of this provision eleven states have established 
special regulations. These laws define the types of investment 
and _te a special lien thereon. They contain protective provi
sions in regard to the cbartering and supervision of the savings 
banks and usually compel such banks to publish their statements. 
They, however, impose no limitation on the activities of the banks. 
Most of these laws are strongly opposed by bankers, because it 
is maintained that they are too rigid in their investment require
ments and do not CO\W the large savings dtposits which are rep
resented by Ule volume of outstanding debentures. 

AUDITING ASSOCIATIONS. A great number of the banks escaped 
8uch state IlODtrol by simply changing their corporation names 
(leaving out the word .. savings .. that meant inclusion under the 
law), without, of course, chaDging their business, while others, as 
a matter of protection, formed _lied .. auditing associatjons· 
i.e., independent.bodies which had for their purpose the making of 
regular e.'WIlinations of the accounts of -ben. similar to the 
uaminatioos IlODduc~ in the United States by the c1earing
house associationa. There are six states in which the aavings 
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banks formed such examination associations. Several of the large 
commercial banks created similar organizations for the purpose of 
having their books examined by independent outside agencies 
which could also be used for an examination of the financial situ
ation of customers. These" Treuhandgesellschaften" or " Soci
etes fiduciaires," which combine the work of a public accountant 
with the trust work of an Ainerican trust company, are also well 
known in Germany. As far as the outside public was concerned, 
there was also the possibility of using these agencies as a shield 
against possible demands for regular government examinations.' 

BANK: FAILURES. Bank failures in Switzerland up to a Mw 
years before the war had never been numerous, though in the 
case of a number of smaller local institutions, a comparatively 
large number of failures occurred between 1910 and 1913. Causes 
of these included speculation, inexperienced management and 
lack of sufficient supervision. These. failures aroused public 
opinion and in June 1913, a motion was made in Parliament to 
revise the Corporation Act for the purpose of establishing separate 
banking regulations. The Federal government entrusted at once 
to several experts the task of writing a draft for a possible bank 
law but as a result of war developments, nothing farther was 
done. The drafts when completed, were and still are kept secret 
and unless new failures should occur, it is not likely that any 
bank legislation will be taken into consideration within the near 
future, exception being made of the possible regulation of the 
issue of mortgage bonds, which will be discussed later. 

MONETARY AND CREDIT SYSTEM 

CulmENCY PROBLEMS. Switzerland had no uniform currency 
system prior to May 7, 1850, when a law was made adopting the 
silver franc, 9/10 fine, as the monetary unit. In 1852 the French, 
Belgian and Sardinian francs were made legal tender, but even 
before that time and for many years after, Swiuerland was sup
plied with most of her currency from France. The active trade 
relations which the country had with France and the importance 
of Paris as a financial center, willing to finance Swiss railroads 
and industry, were the bases for this dependence • 

• The regulation of the IlOIe iaIue will be ~d oeparalely. 
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THB LATIN MONETARY UNION. The inoreased gold production 
of the liftiee of the last oentury, however, drove silver out of cir
oulation (through the operation. of Greeham's law) and, since 
Switaerland did no minting of her own, the French gold ooins wers 
made legal tender in 1860. To prevent a further decrease in 
lilver oirculation, at the proposal of France, Switaerland joined 
France, Belgium and Italy in forming the Latin Monetary Union 
on Deoember 23, 1865. 

The history of the ourrenoy unit in Switaerland has in the past 
bean olosely bound up with the history of this Union, which is 
diecuased elsewhers in this book. All that will interest us here is 
a sketoh.of the Swiss attitude towards the Union. The almost 
oomplete dependenoe of Switaerland on France in all currency 
and in many financial matters wae the reason ahe joined the 
Union. All already stated, ahe did practically no minting of 
her own at that time and received most of her ooin eupply 
from France, Belgium and Italy. During the Franco-German 
War, for instance, when the French eupply stopped, the ooins 
in Switaerland were so scarce that for several months the 
pound sterling and the United States dollar were made legal 
tender. 

This dependence, however, had oertain disadvantagee. As long 
as the market ratio between gold and silver remained at 1 to 151h 
the circulation of foreign silver coins was perfecUy agreeable to 
Switaerland. A. fall in the price of eilver, however, changed the 
situation. When Germany and other countries adopted the COld 
standard after the Franco-German War, the price of silver began 
to decline, and as Swit.aerland had no interest in p1l is ing larp 
quantities of intrinsically depreciated coias of foreign origin, 
ahe propoeed in 1874 that the amount of silver ooiDs to be issued 
by each member be limited. This was done, and in 1878 it was 
det'ided to 8Ilspend any further free coinage of five-franc silver,. 
piecM!8. In 1885, Switaerland gave notice of withdrawal from 
the Union, but renewed the'membership again when the agree
ment was reached that in case of withdrawal from the Union, the 
rountries had to reimburse each other up to a eertain limit for the 
diJJerence bet_ the nominal and the silver value of the five
frano ailver piecee in their P' iNI, which bad not been minted 
by themselves. 
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iNFLow OF FOREIGN SILVER COINS AFTER THE W AB. During 
and especially after the World War when the currencies of all the 
other Union members began to decline, their five-franc silver 
pieces began to flow to Switzerland where they still could legally 
circulat~ .. This movement stopped for a while in 1919 when the 
price of silver increased and the 1: 15% ratio was reestablished. 
But with the renewed fall in the price of silver which followed, 
the inflow increased rapidly. The country gradually became 
flooded" with five-franc pieces and since the agreement of 1885 had 
limited the amount of five-franc pieces which each member was 
to take back from the others, the Federal Government prohibited 
on October 4, 1920, a further importation of such foreign silver 
pieces and decided on December 28, 1920, that all pieces in circu
lation had to be withdrawn within three months. The conference 
of the Union members of December 9, 1921, approved of this ac
tion and 'arrangements were made for the gradual exchange 0(, 

,and reimbursement for, the silver coirui which were within the 
I~ fixed in 1885. However, no provisions were made for the 

, exchange of Buch silver pieceS (approximately 60,000,000 francs) 
as exceeded the limits, and Switzerland consequently bad to 
absorb the loss resulting from the difference between the nominal 
and tue intrinsic value of 'the coillsi The coin exchange between 
,the various countries began to operate in 1927 and continues until 
1932. 

In 1920 a possible withdrawal of Switzerland from the Union 
Was discussed but it then was decided that, while from a financial 
point of view a withdrawal would be the best solution, political 
and sooial considerations would not justify such action. However, 
in November 1925, Belgium 'served notice of withdrawal from 
the Union. The Swiss Government at once exaInined the situa
,tion resulting from this action and decided on December 3, 1926, 
that such a withdrawal was tantamount to a liquidation of th. 
Latin Monetary Union and informed the other Governments thai 
it would not consider the Union as any longer existing. Accord
ingly, since April 1, 1927, the gold coins of the previous Union 
members are no longer legal tender in Switzerland, and it may 
be stated that on that date the Swiss circulation became com
pletely nationalized. On the whole it may be added that Switler
land would probably have done much better if abe had with-
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drawn from the Union some 20 or 30 years ago, adopting at 
the same time a gold standard. While there is no doubt that the 
uniform currency facilitated trade, it should be pointed out that 
the gold standard, bad it been accepted in 1885, would have meant 
independence and avoidance of losses which had to be borne in re
oent years when the foreign silver coin holdings were melted. Offi
oially, Switlerland was at the beginning of 1928 still under the 
bi-metallio regime, but it is to be expected that legislation putting 
her ourrency system formally on a gold standard or a gold ex
ohange standard basis will be enacted in the near future. 

StlNMAlIY. A short review of the currency media shoWB us 
that up to 1860 nearly all consisted of silver coins, and that there
after gold coins took the place of silver. Since 1873 silver has 
again been circulating to 80me extent, but amounted in 1926 to 
only about 2'% of total currency and note circulation. The bank 
notes constituted in 1926 about three-fourths of the media of 
oirculation. The latest estimates show a per capita currency and 
note ciroulation of about 163.00 as against 142.00 in the United 
States. Compared with 1913 the per capita note circulation in 
Switlerland had in 1926 increased by about 83,%, against a de
crease of 12,% in the United States and an increase of 60')(> in 
Holland, 43')(> in France and 39')(> in Sweden.' The causoe of 
this increase will be discussed under a later heading. 

CREDIT INSTRUMENTS 

The evidence of credit and the exact form which it takes will 
always vary in accordance with the circumstances which gave rise 
to it. These circumstances are dependent on existing economio 

t· ditions subject to laws, eustoms and habits, whil'h means tha\ 
'n each country the form of the credit instruments and their,use 

'II vary somewhat as a result of difl'erencea in local conditions. 
Switlerland is rich in r.ontrasts which are of a political. 

economio, religious and general cultural order and are remnants 
of the European past. Nearly each state 01' .. canton " shows a 
certain individuality which finds its outer expression in diE-

, Slatl.W.l PublicalloD.o 01 ~ s..;. Naliaaal But: 1Hr z..AI. 4 '. Cel-'-' " .. Sell ...... J .... , ... V ....... _ VGOD·",,'. p. t&. 
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ferences of law and custom. Differences, therefore, can also be 
traced in the form and use of credit instruments, although they 
are rapidly disappearing, as state laws have gradually been re
placed by Federal laws and a uniform basis created througbout 
the whole country. The great and increasing amount of foreign 
business naturally has led to the adoption of international 
credit instruments by all the large commercial banks. Many of 
the small local institutions, however, depend for their instru
ments still strongly on local customs and habits. 

The most common commercial credit instruments are the open 
book and giro account, bills of exchange, promissory· notes, 
checks, and the postal checks and giro accounts, while investment 
credit appears in the form of bonds and stock certificates. 

A Swiss bank as a rule, when granting credit, follows the 
American method of crediting the full amount of the loan to a 
loan account, or adopts the continental and British practice of 
fixing a limit up to w·hich the customer may overdraw his regular 
current account. 

GiRo ACCQUNTS. The giro accounts represent non-interest 

/

bearmg balances kept with the central institution for the settle
ment of indebtedness through transfer from one account to the 
other without the use of cheeks or currency. The aggregate 
amount of such transfers was, in 1926, more than five times as 
large as the aggregate amount of clearings made by all clearing 
houses of the country. This may partly be explained by the fact 
that the use of checks is considerably less extensive in Switzerland 
and in all countries of continental Europe than in England and 
the United States. Only business houses or wealthy individuals 
carry deposit or check accounts while a great part of the popula
tion effects its payments with bank notes. 

The use of bills of exchange in Switzerland is much more fre-, 
quent than in the United States, while on the other hand promis-! 
80ry noteaare not so popular. The supply of acceptances de
pends, of course, on general business conditions, i. e., on the volume 
of production and trade. 

POSTAL CHECK SYSTEM. A great and increasing number of the 
smaller payments in Switzerland are effected through the postal 
check and giro sYstem. The whole country is divided into dis
tricts, similar to the Federal Reserve Districts. Each District has 
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a oentral office which keeps the accounte of the members. When 
making paymente an individual ascertains whether the bene
ficiary has a postal giro account and if so, orders the, district 
office to make the necessary transfer. If the benefi~iary has no 
account, he will order the office to make payment in currency 
through the post office of the beneficiary. The whole system is 
very praotioal and convenient and ite use is rapidly inoreasing. 
It might seem to outeiders that such a system would be in oom
petition with banks and deprive them of oertain opportunities for 
profit, whioh is probably true but, on the other hand, it relieves , 
them of a great many small paymente with the ensuing detail 
work and since the system grante no credit, but investe ite hold
ings in government seourities, it is not strongly opposed by 
banking oircles. 

INVliSTNII:NT CBmIT INBTB'ONIINTII. The usual investment or 

tlOng-term oredit instrumente in Switserland are bonds and stocks. 
The bonds are in character and form similar to the corresponding 
instrument used in the United States, exoept that the majority 
of them are notes and debentures and only a smaller part are 
mortgage bonds. The stock certificates are in character and 
significanoe the same. They, however, differ somewhat in form, 
for moat of the certificates are in bearer form with dividend war
rante attached, similar to the coupon sheets on the bonds. Upon 
declaration of dividends th_ warrante are presented for pay
ment like roupODs. No such.intermediaries as a registrar or 
transfer agent are therefore necessary. The certificates are 
usually issued direcUy by the oompany or its banker. The 
liability of the holder of bank stocks is limited to their principal 
amount. _, 

Tu." CAsH OBLIGA'I1ON." One of the most typical Swiss in
vestment instrumente is the so-t'alled .. eash obligation.. a de
benture bond which is issued by nearly .. n the banks for shm 

~
s, such as from one to five years at a fixed rate of interest.' 

It ia more or less the equivalent of the U time deposit aceount .. 
in the United States, issued, however, in the form of a bond. It 
fills to some e.'dent the gap ~t_n short- and lolli-term eredit.. 

The provisions of the Swiss Code which refer to aegotiable 

• DobeDtu .. bonds or a similar ~ ....... t-a aoId ia New York b:f-
of the \up Germaa. bub ia the ........... of 1837. 
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instruments are fundamentally the same as those of all other con-

I 
tinental. countries. As far as negotiability, indorsement, protest 
and enforcement are concerned these laws are more or less in 
agreement with British and American practice. They vary of 
course as to details. There is, however, an important difference 
in regard to recourse. If in continental Europe a check or a draft 
has heen paid in good faith, no recourse can be had, even if some 
of the signatures are forged, while in the United States an instru
ment CQn only be paid to the person who has a good title to it, 
which means, that in case of a forgery, reeourse may be had even 
after payment. This·is a very important difference in the regu
lation of international payments and it has been the cause of 
much· misunderstanding in recent years between European and 
American banks. The time is probably not so far distant when, 

lin this age of economic interdependence," the negotiable instru
ment laws of the most important commercial nations will be re
vised on a uniform basis. The recent efforts of the League of' 
Nations in this direction merit full attention and support . . , 

THE BANKING SYSTEM 

In Switzerland, the various types of credit such as commercial 
credit and long-term industrial as well as land credits are sup
plied by more or less distinct groups of banks which eoiiperate 
with a central hank. The groupS might be cla88ified into short
term credit banks and into investment, i.e., long-term credit insti
tution~. However, a much better insight is obtained if they are 
discussed with a view to the particular type of credit which they 
grant and with a view to their historical development. 

The largest group of banks is the eommercial banks. They 
represent about one third of the total bank resources of the 
country. The cantonal banks hold another third of such J:e
sources, and the last third belongs to the remaining banks. This 
shows clearly that no group dominates absolutely, and that there 
exist on the whole healthy proportions in the credit distributing 
structure. 

UNSPECIALlZBD CHA&\CI'EII or BANXINo. Banking in Switzer
land is not specialized. While it is possible to distinguish be-
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tween certain types of banks, it should be made clear that 
few banks are specialised and that nearly all, probably due 
to the absence of legal restrictions and as a result of competi
tion, grant short- as well as long-term credit. The degree to 
which this is done differs, of course, among the various institu
tions. 

CONCENTRATION MOVEMENT. Up to the beginning of this cen
tury few banks, with the exception of the cantonal banks, had any 
branches. But then, as competition grew stronger and business 
and trade expanded rapidly, concentration took place and the 
large commercial banks began to establish branches in all the im
portant cities of the country. The great number of failures of 
independent local banks before the war and the war eventB has
tened the concentration movement and the development of 
branch banking. 

THE COMMERCIAL BANES. The first rapid development of in
dustry and commerce in Switserland took place during the second 
quarter of the last century. No commercial banks were in ex
istence at tllat time and to satisfy the needs such banks were 
crested in various cities. They limited themselves mostly to 
the disl"Ounting of bills and granting of credits and some of them 
also issued bank notes. 

Around the middle of the century great efforts were made to 
COD8tru~t railroads. At tbe same time, partly due to the increas
ing popularity of the l"Orporate type of enterprise, large industrial 
concerns were established. Both of these types of corporate en
terprise had to be financed. The existing commercial banks 
were not equipped for such financial transa('tiODB and the private 
bank. were too BlDall for the handling of. big business. Other 
banks did not exist. They, therefore, had to be crested, since the 
country did not want to dl'pelld solely on foreign financial cen
ters. Thus a new type of bank arose, .. rombination between 
commerdal and industrial banks. The first bank of this type 
was the credit Suisse whiCh was foundPd in Zurich in 1856 and 
d~'"t'loped rapidly into one of the stroDgl'St ('rroit institutions of 
the country. Other banks followed, but as a true reflection of the 
great regional variety in economic activities they were ~ all 
established in one single money market but developed in the 
nnoU8 rqional centers. There exist today eight large banks 
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of this type. They will be called in this discussion the "big 
banks." Four of them have their head office in Zurich, two in 
Basel, one in Geneva and one in Berne! Most of them, as they 
appear today, are the product of a great number of mergers and 
amalgamations with other banks. The concentration movement 
began in Switzerland around the beginning of the century and 
continued up to and throughout the war period. With the excep
tion of one, all of these eight banks have branch. offices and 
agencies throughout the country, one of them having as many as 
54 branches and agencies in 1926. Most of the oldest commercial 
banks and a great many of the private banks were absorbed by 
this concentration process which, as in the case of all the other 
European countries, was the outgrowth of changed economic con
ditions and of an intensive competitive struggle. The statistics 
of the Swiss National Bank list, at the beginning of 1926, 85 
banks which are of the type that may be included in this grouping 
of commercial banks. Seventy-seven uf them are corporations 
and eight are cooperative banks. Seven of the eight" big banks " 
are 'c'orporations and one of them is a cooperative enterprise with 
a membership of '17,570 persons at the beginning of 1926. The 
eight big banks show resources that are more than three times as 
large as those of the 77 local commercial banks and represent 
about one-third of the aggregate banking resources of the coun-

,try. These eight banks are probably the most important group 
of banks in Switzerland. They have not an exclusive position 
such as the "Big Five" in London or the .. D" Banks in Ger
many, . but they also represent the interests of large commerce 
and industry and handle most of the foreign business. 

CHAllAC1'EBI8TICS oJ' THE LARoE SWIS8 BANKS. For textbook 
purposes it is well to compare and classify banks according to cer
tain characteristics and policies in their activities. Thus we 
speak of deposit banks such as the big English banks and in a . , 

• The eight banks are: Scbweiseriache KreditaDBlalt, Zurich, (Credit 
Suisse); Scbweiseriacber Bankverein, Basel, (Swiao Bank CorporatiOD, 
Societe de Banque Suisse); Scbwei..,riacbe Volksbank, Berne, (Banque 
Populaire Suisse); Scbweiseriacbe Bankgeeellscbaft, Wintertbur (Zuricb) 
(UniOD Bank of Bwitserland, Union de Banqueo Suia!ee); Baaler Ihndelo
bank, B""'" (Banque Commerciale de BAle); EidgenOoaieebe Bank A.O., 
Zurich, (Banque Federale S.A.); Comptoir d'Eecompla de Geneve. Geneva: 
Aktiengeeelloebaft Leu '" Co. Zurich.-
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lesser degree the French banks, or of industrial banks such as 
the Austrian and the German" D "banks. The large Swiss banks 
belong to neither of these types. They might be classified per
haps, somewhere between the French .Credit Lyonnais type 
of bank and the German " D "banks. They are deposit banks 
that carry on a large investment business and do not hesitate to 
finance industry without, however, taking any direot control. The 
Boards of Directors of these banks resemble in composition and 
oompetenoe the average Board of Directors of a big New York 
bank. The directors are mostly merchants and industrialists 
representing a great variety of economic interests and, while the 
hanks have their representative, acting as a financial adviser, on 
the Boards of most of the large industrial companies, it could not 
be said that they usually have any controlling influence. They 
grant credits to the oompanies, and in some cases they may gain 
thereby a oertain influence over their customers, but such in
stanoes are rather exceptional and of short duration. But the 
banks, in their own interest, are of course cooperating with their 
olients wherever they can. Thus they created trust companies 
which had to develop markets and, in some instances, formed 
the channels through which a certain control over industry 
could be eA'8l'Cised. These trust companies will be discussed 
aoparately. 

The large Swiss commercial bank receives deposits, issues short-

I term notee and debentures, accepts drafts, makes short- and long
term loans and invests in securities. It carries on all phases of 
investment banking such as underwriting activities and also ren
ders its oustomers trust services. The balance sheet items of the 
n big banks," in pereentages of the total !;eSOurces, showed in 
1913 and 1926 respectiwiy. the following proportions: • 

B"'- SMe& 
1913 1915 

A_~ ~ ~ 

CuIo _ ... d &iro ... ;.............. UD s.n 
BoDk --.,.. ................... 4.27 18.'11 
PorIfolio ................................ UIZI :110.11 
~ hIoDa •••••••••••••••••••••••••••••• IJID JIl 

TotaJ Short __ .............. ii:ii' 41.4. 

• Slat_Hal pubIico.ti_ 01 !he Swioa N ........ BoDk fur 1813 ........ 
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Brought /cmcard ....................... 28.13 
Loans. . ......•......••.....•.•...•.....• 48.75 
Time loans .....•....................•.. 6.80 
Mortgage loans .•.........•.••......••. 6.76 
Investments and participations •....•.... 8.02 
Rea.! .. tate .••.....•.......•.••...•.•.• I.M 
Various .••.•.••.••.....•.•••..•••...•.• 1.00 

Too:iiii 

1913 
Littbilitiu ~ 

Capital and surplU8 ........••.•.•...... 19.14 
Deposits, savings and debentures .••••••• 64.00 
Acceptanoea and drafts ....•....••••••••• 14.49 
VariOU8 .••••.••.••.•.••••..........•••• 2.31 

100.00 

1913 1926 

% 
Deposits about •....••. 53.20 
Debentures ...•...•.•. 42.47 
Savings ••.••••••••.••• 4.33 

loo.OO 

% 
71.77 
20.66 
7.57 • 

100.00 

41.49 
4i.7l 

1.01 
4.79' 
4.21 
1.70 
.09 

Too:iiii 

1926 

-r 
14.24 
75.79 
8.99 
.98 

Toii.OO 

The total resources of the eight big banks amounted at the 
beginning of 1927 to 5,614,786,000 franca or roughly to $1,083,-
000,000. The largest bank, Schweizeriache Kreditanatalt, Zurich, 
had early in 1928 deposits (including debentures) totaling about 
$152,000,000. Its balance sheet, as a typical SwiBB bank state
ment, showed at the beginning of 1928 the following picture: 

Balance Sheet ... 0/ Decemb .. 31, 1918 
hsela 

Cash ••••••••••••....•.•.•.••.•••...•.....•. 
Portfolio ••••.•.••.•••.•••••..•..••..••••..• 
Banks and bankers •••••••••••••••••••••••• 
Call I08JlB and short term advances ••.••.•.•. 
Security holdings and pennaoent investments 
Shares of the Banque de Zurich ..•.....•... 
Coupons ••••..•••.••.••.••.•.•..•..•..•••.. 
Mortgage loans .• " •... " ••••••••....•••••.•• 

fr. 41.1l5O.629 
100,612,860 
216.329.389 

8.692.926 
17,849.381 
4,992,500 

Carried /t11"tDaTd •••••.•...••...••••.••••.• fr. 

792.593 
1.468.020 

483.788.298 

• The .. SchweiRrische V oIksbank· io the only ODe of the big banb 
which ..... pta streight savinp and mak .. mortgsge I ...... of importanee; 
however aU the other banb accept deposita 00 _boob somewhat on • 
dilferent buill but of • similar charaeter. 
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Broug"t IOnlJlJrd .......................... fro 483,788,298 
387,973,817 
100,074,069 
143,313,256 
23,336,083 
10,500,000 

Se.ured 10&Dll ............................ .. 
U ..... ured 10&Dll .......................... .. 
Acocptanee oredilB ........................ . 
ParticipatiOll iJr. oyndicateo ................ .. 
Real estate ................................ . 
Ful'lliture ................................. .. 

Totalfr ......... .. 
Quaranteal ••. ••••••••••.•..••••.••.••.••••• 

Liabilit .... 
Capital .took ............................... . 
Surpluo ................................... . 
Special _ .......................... .. 
ClbecktDc accounto •.....••.••••••••.•••••••• 
Banb ............................ II •••••••• 
SiJlht deposito ............................ .. 
Aoooptaneeo .............................. .. 
Sitlht dnwintlo, eto. .. ...................... . 
Shan-term deposito ...................... .. 
Time deposito (exceedinrl e mOlltho) ...... .. 
Pue-boolt deposito (equivalent to _ViDP 

deposito) ................................ . 
Dehentureo ................................ . 
Balan .. profit-and-laa acoount •••••••••••••• 

Total fr ......... .. 
Guaran_ .............................. .. 

1 
1,148,984,524 

fr. 19,'I27,OM 

fr. 130,000,000 
16,000,000 
25,000,000 
as,7M,OM 

162,836,&10 
253,894,303 
136,516,1IIK 

6,073,751 
98,2O'J,098 
.1,637,878 

91,160,843 
1.0,790,500 
!C,515.710 

1,148,984,523 
fr. 19,m,OM 

1091 

In glancina over the above percentages at least one of the item. 
must 8trike the reader at once, i.e., debentures. This item is to 
be found on the balance sheet of practically every Swiss bank 
and i8 one of the outstandina eharacteristics of Swiss banking. 
On the balance sheet or an American bank. the COrTeSponding 
Item would read .. time depoaite." These debentures are issued 
for a period of from one to five years at a fixed rate of interest 
which is somewhat higher than the deposit rate. They are 
not quoted anywhere and therefore not subject to frequent 
lIuctuation8. They are very popular aM are naturally much 
appreciated by the commercial banks because of their fixed 
semi-long-term maturities. The aYV&ge na dividend earned 
by the hig banks in 1926 oD the inwsted capital amounted to 
7.34'-'. 

Ra.l.TlON 01' LARa Swtss BAND '1'0 SBCuun FLor./nONs, 
All of the banks are well equipped for and experienced in in...-. 
ment benkina lui far back as 1897 three banks formed a .. Car-
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tel of the Swiss banks" having the character of a syndicate for 
the flotation of all large loans. Today this syndicate includes 
all the big banks and also two other institutions. It floats, in co
operation with the syndicate of the cantonal banks, all the gov
ernment loans. Smaller loans are, of course, floated directly by 
the individual houses. All of the banks have their representa
tives at the stock exchanges and buy and sell securities for their 
own account as well as for account of their customers. In this 
connection they maintain well equipped safe-custody services 
and perform other trust services that arise from this business, 
such as estate management and testamentary execution. Trust 
work, however, is not so actively pushed as by the Ameri
can banks but has still more or less the character of a II side 
line." 

ECONOMIC ROLE OF THE EIGHT LABoE BANKS. The role which 
the eight big commercial banks are playing in the economic life 
of Switzerland is an extremely important one. They are the hub 
around which most of the large business in Switzerland and 
especially the international business revolves. The banks have 
been financing foreign business extensively and spread their in
fluence also to foreign countries. The largest Italian bank was 
founded by German, Austrian, and Swiss banks; Swiss capital 
went also into Belgian, Serbian, and French banks. The banks 
established close connections with all the leading foreign banks. 
Only one of them established a branch office abroad (Swiss Bank 
Corporation in London), while only a few foreign banks have 
established branches in Switzerland .. As a result of these activi
ties the prestige of the banks increased considerably both at home 
and abroad and they succeeded in creating and maintaining an 
important position in international banking and finance which 
became the basis of their rapid growth during and after the 
World War. 

The commercial banks were of great service to the country 
during the War. At the request of the Government they granted 
credits to the belligerents to permit tbe importation of raw ma
terials and foodstuffs. After the war these banks, like the large 
banks in aU the neutral countries, became the intermediaries 
through which the broken threads of international banking and 
finance were reconnected. The Swiss banks, owing to their goo. 
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graphical location and the sound state of the Swiss currency. 
hecame largely intermediaries for Central Europe. This they 
have been for nearly a decade and will probably remain, to a 
smal1er extent, of course, when international relations become 
more normal. In recent years they have been extremely active in 
granting foreign loans to such countries as France, Belgium, Ger
many and others, many of these loans being made in conjunction 
with large New York and Amsterdam issues. These international 
activities increased their power and prestige and in spite of some 
10BBes suffered by most of these banks, they emerged from the war 
and after-war period much stronger than before. 

THII CANTONAL BANKS. The cantonal banks, numbering 24 
in al1, are institutions established by the various state govern
ments, mostly during the third quarter of the last century and 
largely for the purpose of facilitating land credits. Two of these 
24 banks are corporations and the others are stats-owned institu
tions subject to separate state laws. But these laws are no more 
uniform than the various state banking acts in the United States j 
lome of them are detailed and precise, others are ehort and vague, 
but all of them stipUlate to a greater or less extent that these 
banks shall facilitate land credits and finance the email businees 
people. The smallest rantonal bank' has a capital of 500,000 
francs (about $100,000) and the largest lone of 70,000,000 francs 
(about $14,000,000). Out of 22 banks, IS do not pay any taxes 
to the states. The supervision of the banks lies usually with 
the state assemblies. The profits, after deduction of an in
terest charge on the invested eepitai, go in part to a I_ve 
account and in part to the state treasury or to charitable institu
tions. 

Tn. or ACliVlTII& Allusion has &!ready been made to the 
Iffi\t variety of intensta existing in the different states of Swit.er
land. a variation that finds ita reflection in the activities of the 
various state banks. There is litUe uniformity in the activities of 
these banks. Some, mainly in the agricultural states, are similar 
in all ~ts to mortgage banks with practically no other actin
tiM than the granting of land credits. The centonal banks in the 
industrial and commercial states, 00 ____ • have a much wider 

I A~1DDentaodiodoo K ........ ·hDIr 
• Kaatcn· ..... , .IuriaIl... 
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range of activities. They are permitted, as one of the Jaws 
states: 19 

"·To make mortgage loans within the state territory; to buy 
and sen mortgage bonds; to act as receiver; to make loans to 
municipalities and cooperative organizations; to underwrite 
alone or in cooperation with others Federal, state and munic
ipal issues as wen as first-class corporate issues; to make 
l<!anB against chattel mortgage; to discount, collect, buy and 
sen bills of exchange, checks and coupons and to transact 
foreign exchange business; to buy and sen securities for ac
count of third parties; to buy and sen gilt-edged securities 
for own investment purposes; to grant secured loans in cur
·rent accounts; to transact giro and collection business; to 
safe-keep securities and other valuable objects; to handle 
and liquidate estates and execute testaments; to lease safe
deposit boxes; to accept and hold savings; to. organize a 
pawnbroker's shop and provided showrooms for artisans." 

This includes nearly every phase of banking with the exception 
of speculative investment and note issue. Up to 1907, when the 
note issue was centralized, nearly all the cantonal banks issued 
bank notes, part; of which· were covered by commercial paper. 
Through their discount activities the banks came into close con
tact with commerce and industry which explains the great variety 
of their services. 

The following table, which shows the relative importance of 
each item on the combined balance-sheets of the 24 cantonal 
banks, gives a picture of the activities of these banks and 
illustrates also some of the changes which have taken place 
since 1913: 11 

1913 1928 
~~ ~ ~ 

Cash· reoerve and giro ...................80 .96 
Bank oorrespOlldento •••••••••••••••••••• 2.86 4.29 
Portfolio .•..••...•.••••••••.•••••••.•••• 7.71 6.75 
Cell I"""" • •• • • • • • • • • • • • • • •• • • • • • • • • •• • 2.03 .83 

Total ahort.-term _ ••••••.••••••• 13.39 lUll 

19 Act of KantoDalbaDk Zurich, reviaed .. of March 8, 1928. 
11 StatiRical pubJicatiollll of the Swill NatiODal Bank for 1913 " JD26. 
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BroUf11&' lorttIfJJ"d ..................... 13.39 
La ...................................... 1if.7i 
Time 10..... ............................ 8.16 
Mortgage lQaDI ........................ 46.04 
Loana to ,mllllioipalitiee ................ 3.89 
Inv_eote ............ .. .. .. .. .. .. .. .. 4.82 
Real _to ............................ .63 
Varioua ............................... U3 

86.61 
100.00 

1913 
Liabililie. 9'0 

Capital ... d IIlrplua .................... 11.78 
Depoeita, -viDaa ... d debentUl'el ........ '/9048 
Aooeptenooe ... d drawiDp .............. .69 
Ot.ber Iiabilitiee ........................ 8.05 

To1i.OO 

1913 1928 
9'0 '110 

Depoeite about ........ 18.46 1829 
Debent ................. 6'1.04 46.112 
Savinp ............... lUI 34.'19 

""iOiiJii looIiii 

11.82 
17.20 
6.71 

49.90 

10911 

2.90 
8.03 

.89 
2.55 

88.i8 
100.00 

1926 
9'0 

11.57 
85.42 

.86 
2.15 

100.00 

At the belinning of 1927 the total resoureee of these banks 
amounted to .,902,840 franca (1946,000). Tbese banks work 
with a comparatively low capital wbicb caD only be justified by 
the state lUarantee wbich they enjoy. Nearly balf of their re-

I 
eoureea n!SUlt from the sale of their owo debentures and more 
than one fourth are reGeived as savings deposits. Tbese deben
tlmlll bave comparatively short maturities, from 3 to 5 years. and 
efforts are now made to introduce into the. Swiss market lons-
term mortpl8 bonds. As sbowo by the above table, the can
tonal banks stiD invest. about balf of their I'IlSOUI'eeS in mortpse 
loans. Tbeir agsrepte mortpse loans are nearly half as larse 
as thoee of aU the other banks combined. The experiment with 
theee state-owoed institutions has been a very suceessful one. 
The banks were able to issue their debentures often at lower 
interest rates than the private institutions, thanks to their state 
lUarantee and tax exemption, and were therefore in a position to 
eharp 10_ rates on the loans granted. They p-aduaUy suc
ceeded in attradinB a crea' part of this "'mress and became a 
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powerful and stabilizing influence in the agricultural and urban 
long-term credit market. 

The loans made by the cantonal banks to municipalities show 
quite respectable proportions. They are only granted after a 
careful survey of the wealth and the tax situation of a certain 
community. They were especially high in the years immediately 
following the war. On account of the larger profit possibilities, 
the commerciaI.activities of some of these banks increased greatly 
during the war. Such banks as the cantonal banks of Zurich and 
Berne have very large portfolios and a comparatively large 
amount of commercial loans outstanding. Their customers are 
mostly people that do a large business within the state borders, a 
somewhat different class of people than those with whom the big 
commercial banks deal. Nevertheless some competition exists 
between these two groups of banks. The international business 
done by the cantonal banks is not very large. Most of them 
have a number of branch offices and agencies all over the whole 
stat~ territory, which facilitates, of course, the transaction of com
mercial banking, but since these banks as a rule are not allowed 
to grant unsecured loans, their expansion towards commercial 
banking will always be subject to a certain restraint. The net 
earnings of the cantonal banks in recent years have been com
paratively larger than those of any other group of banks which, 
however, is largely due to the fact that they are strongly tax
exempt." 

The important position which the cantonal banks have in the 
banking structure arises from their exercise of a sound control 

lover the long-term land oredit market. Nevertheless, it may per
haps be asked whether these banks were really a success, and why 
the other banks tolerate the competition of such state institutions. 
The cantonal banks are very popular and there is no doubt that, 

, thanks to their iltate ownership, they were able to take a certain 
leadership', and to regulate the credit market somewhat in the 
interest of the general public. The other banks have unquestion
ably felt the competition and have justly tried to oppose an 
unfair (tax-exempt!) competition by these state institutions. 

.. In 1924 the average net dividend on iDveoted ""pital and ""rpl .. 
amounted to 5.63%; in 1925 to 5.76%. Statistical publi""tio"" or the Swill 
NatiODal Bank r", tbe )'e8I8 1924 and 1925. 
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But they did not sucoeed sinoe the actual suocess of these banks 
in granting land credits oould not be denied. 

In 1907 the 24 oantonal banks formed an " Association of the 
Cantonal Banks" for the purpose of adopting uniform agreements 
in rate regulations and especially for the underwriting of Federal 
and state issues. Sinoe 1911, in oooperation with the "Bank 
Cartel" of the big commercial banks this assooiation is suo
oessfully handling all the large Federal and State emissions in 
Swiuerland. 

TRUST COMPANIES. The European trust bank differs greatly 
from the Amerioan trust oompany. The latter is an institution 
that performs all types of fiduciary activities and grants full 
banking service, while the former is rather an investment trust 
whioh offers also oertain banking facilities. The fiduciary funo
tions are oarried on in Europe partly by the commercial banks and 
partly by distinct fiduoiary organilations which were sketched 
previously. 

The Swiss trust bank issues its own stock and long-term de
benture bonds on an average basis (in 1926) of 55% stock and 
0&5% bonds, holds some deposits, and invests these funds to about 
55% in securities and the remainder in 10llDll. The investments in 
securities. whioh form the main object of these institutions. are 
made either with a view of deriving a profit from the margin be
~ween the interest paid on the debentures and received on diversi
fied holdings, or they are made for the purpose of acquiring a 
oontrolling interest in a concern. The first is the typical invest
ment trust, l1li strongly developed in England and Scotland and 
in reeent years in the United States, and the second type is a 
holding ClODlpIIDY or trust aimilar to organiaations found in Bel
gium. Both types of organisations have been known in Switeer
land for maDY years. In fact, it may be said that the first invest
ment trust in Swil.aerland existed years before the establishme~ 
of eimilar institutions in France and England. 

The first trust bank was formed in 1849 in Geneva by a few 
private bankers and Willi of the investment trust type. A~ the 
ooginning of 1927 tha bank statistics of the Swiss National Bank 
listed 30 trust banks with total reeoun:ea of 949,000,000 franca 
($183,000,000). The capital stock of these institutions rangea 
from 500,000 franes (about $100,000) to 75,000.000 franca (a~ 
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$15,000,000). Most of them were established around the begin
ning of this century, largely on the initiative and under the 
control' of the big commercial banks. They formed, to some 
extent at least, a channel through which the banks could ex
ercise an influence on industry without becoming too closely iden
tified with it. In a good many cases these trust banks had to 
create markets for some of the large industries such as the electri
cal and machine industries. They financed, for instance, public 
utility-'concerns in many European countries which in turn had to 
obtain their supplies from the Swiss industries. Many of the 
trust banks, however, were established with foreign assistance. 

BEST KNOWN TRUBT BANKS. Among the most important of 
the trust banks is the Union Financiere de Geneve, which is an 
underwriting concern and holding company of the private bankers 
of Geneva. This institution is practically the only trust bank that 
underwrites loans. It controls a number of investment trusta with 
interests all over Europe, the Balkans, the North American con
tine\.lt and Japan. In Zurich, we find a number of institutions that 
have close connections with the Credit Suisse, such as the Bank for 
Oriental Railroads, which was established with German, French 
and English capital, and the Bank for Electrical Enterprises. The 
A. G. Leu established the Swiss Bank for Capital Investments. 
In Basel, closely affiliated with the Swiss Bank Corporation, one 
might mention the Swiss Metal Corporation and the Schwei
zerische Gesellschaft fUr Anlagewerte and others. The Motor
Columbus, Corporation for Electrical Enterprises, is the large 
holding company of the Brown-Boveri concern, the largest elec
trical manufacturers of Switzerland. 

Each year, Switzerland has a large surplus of savings available 
for investments. A great part of it before the war was exported 
abroad, so that the foreign investments were estimated in 1914 to 
aggregate about one billion dollars, which represents about one 
seventh of the estimated aggregate national wealth. The invest
ment trusts absorbed a considerable part of this surplus and ob
tained up to 1914 good profits on these investments. As already 
pointed out, they sometimes formed II link between banks and in
dustry. In this sense they are a supplementary part in the bank
ing structure of the country and are significant. 

Most of these trust banks were severely tested during and espe-
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cially after the war, and few of them escaped without heavy 
losses, resulting largely from the depreoiation of their large foreign 
seourity holdings. In.the five years following the war these banks 
ahowed losses aggregating about forty-five million dollars which 
is more than 40% of their total investment of 1921. Whether this 
heavy prioe was worth the benefit derived from these banks in 
years preoeding the war may well be questioned. Swiss bankers, 
however, affirm that it was, despite the fact that some of these 
banks had to reorganile. 

The space allotted to this chapter is too limited to describe 
eaob banking group in detail. It has already been pointed out 
that the Swiss banks transact a greet variety of business and that 
there are no clear lines of demarcation between the various 
groups. The division into groups, as mentioned above, is in part 
an arbitrary one made for statistical purposes and it will be well 
to keep this in mind in any study of Swiss banking. 

Loc.u. BANItB. The banking stetistics of the Swies National 
Bank list 77 local banka for the beginning of 1926; 70 of which 
were oorporations and 7 coOperative banks. The term .. local 
banks" includes those institutiona which have purely a local im
portance and transact partly commercial and partly savings bank 
business. The oustomere of theBS banks are the small trades
people, artisans, local business and real estate people who do some 
current business but have no need for the extended facilities of the 
large banks. The deposite of these banks are about five times as 
large as their capital and surplus. In 1925 their deposite were 
received as follows: loaned from other banka about 8", from 
ourrent aooount depositors 27", from other depositors 10", from 
savings depositors 24", and through the issue of debentures 31". 
About 11% of their J'SSOIlnlSB were kept in cesh and with other 
banks, and 10% in portfolio; about 37" were loaned at short 
term, 7" at time and 23% on mortgages and about 11% were in
vested in securities.lO 

These banks may easily be.compared to the average AmericaJl 
state bank with all its advantages and disadvantages. They give 
individual eervice but are subject to the IIuotuationa of Iooal 
business. They orten lad, the tapable and eoDSeIVaUve manage
ment whidl the large banka possm and frequenUy find them-

lO StaUstical PIlbIi .. liou 0( \lie Swioo Nalieal BuIr. far \lie ,.,. 1-' 
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selves involved with local business enterprise. It is this group 
of banks that has shown in the past, and especially a few years 
before the war, the greatest number of failures. The active com
petition of the big banks is making inroads into their number; 
and to an increasing extent they are merged, to be continued 
usually as a branch office of the absorbing commercial bank. 

SAVINGS INSTITUTIONS. The oldest savings bank in Switzer
land dates back to 1786. It was a mutual savings institution 
established mainly for the purpose of the safe-keeping of money 
and only secondly for investing purposes. There are now more 
than twenty-one savings institutions which are over a hundred 
years old. These institutions were of purely local importance but, 
as opportunities developed, many of them did not hesitate to 
transact also some current commercial business.· The bank sta
tistics list for the beginning of 1926, 58 loan and savings banks 
and 116 I!traight savings banks, 67 of which were corporations 
and 82 cooperative institutions. These banks operated in 1925, 
with a capital and surplus amounting to 11.20% and 7.28% re
speCtively of their deposits, the latter being represented by 55% 
and 77% respectively of savings deposits and by 30% and 18% 
respectively of issued debentures. They invested 17% and 4% of 
their resources respectively in ordinary loans, 14% and 5% re
spectively in time loans, and 51 % and 71 % respectively in mort
gage loans and 8% and 13% respectively in securities." These 
figures do not vary so greatly from those of an American savings 
institution except, of course, that the American banks do not issue 
their own debentures. In Switzerland, savings may usually be 
withdrawn on demand or at a short notice if the amounts are 
large, and interest is paid from the day of deposit. About 75% 
of the savings show no movement and nearly the same percent
age is loaned on mortgages. The aggregate savings held by the 
banks. (including the issued debentures) amounted at the be
ginning of 1926 to about 8,400,000,000 francs (11,621,000,000) 
which is nearly one fifth of the estimated national wealth. Only 
,1,400,000,000 francs of this amount were held by the loan and 
savings and straight savings banks against 3,200,000,000 francs 
held by the cantonal banks. U 

u Statistical PublicatiODl of the 8wiaa Natioual Bank lor the .,_ 1925. 
"Ibid. 
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Lmo.u. RlliGULATION OF SAVINGS BANK INVESTMENTS. Under 
the heading II bank legislation" it has already been mentioned 
that 11 oantons have established regulations defining the invest
ment of the 8I\vings deposits and their prior lien and requiring 
periodical pUblication of the balance statements. However, the 
laws do not limit the aotivities of the banks and most of these 
institutions carry on mixed activities. Some of the laws, with 
their strict requirements for part investment in mortgages, have 
had the result of reducing the liquidity of many of these banks. 
The debentures which are nothing else but time deposits are not 
8ubjeot to law and have no prior lien, and the protection is there
fore incomplete. On this and other grounds the laws are opposed 
by many bankers. 

AunmNQ ASSOCIATIONe. In some states as a result of the 
legislation and in othera in order to forestall any further govern
mental interferenoe, the banks themselves established so-called 

[

II Auditing Associations" which provide for a regular examina
tion of the acoounts of their members. In 1921, the banke under 
discussion formed an .. Association of the Swise Local Savings and 
Loan Banke .. for the purpose of protecting their mutual interests. 
The memberahip in 1925 was 44. The Association has its own 
auditing organilation at the disposition of its members. 

SPIIIClAL MOIITOAOII BAKu. At the beginning of 1927, Switaer
land had 18 special mortgage banks. Fourteen of these institu
tions were oorporations, three were stBte-owned banks, and one 
W88 a coOperative institution. The amallest mortgage bank 
showed at that time a capital of 1,000,000 francs ($193,000) and 
tho two largest banks, each one of 30,000,000 francs ($5,790,000). 
Tho aggregate amount of outstanding mortgage loans of these 
banks was then 1,630,792,000 francs ($314,000,000) as eompared 
with an aggregate of 5,901,798,000 francs ($1,139,000,000) of all 
the banks. 

The oldest mortgage bank in Switaerland dates back to 1756, 
BODle one hundred years before cantonal banks were estab
lished for the purpose of granting long-term land oredita. Most 
of the existiq special mortgage banks have been formed during 
the eeoond half of the \&8\ century. 

About 69~ of the deposited funds held by the mortgage banks 
resulted at the beginniq of 1927 from tho aalo of.debenWres and 
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about 21 % from savings deposits. Their current assets amounted 
·to about 3.8% of the total resources and the mortgage loans to 
about 84.8%.'· There is nothing particularly striking about these 
figures, especially for a country that has no banking legislation. 

MORTGAGE LoANS OF CANTONAL BANKS. Two points, however, 
deserve mention. One concerns the cantonal banks, the other 
one the debentures. When discussing the cantonal banks we have 
already pointed out that about 40% of the aggregate mortgage 
loans "Of all the banks are investments of the cantonal banks. 
Their mortgage loans have nearly trebled within the past twenty 
years while those of the special mortgage banks have scarcely 
doubled. The reasons for this are probably the better terms 
made by the state institutions by reason of their state guarantee 
and tax exempt features. This seems to prove that efficient 
state banking is not an impossibility, and eonfirms the experi
ence had in many other countries, including the United States, 
that mortgage banking may with advantage be carried on by 
gOYllrnmental or at least by semi-governmental institutions, pro
vided political influence and bureaucracy can be eliminated. 

The issue of long-term bonds is practiced by mortgage banks 
all over the world. The characteristic feature of the Swiss banks, 
however, lies in their financing of mortgage loans through the 

I issue of short-term debentures which mature from within one to 
five and occasionally within ten years. It is rather an unfortu
nate characteristic since it creates an unstable situation in the 
land mortgage credit market. Short-term obligations imply also 
short-term mortgage loans, or at least a two-sided arrangement 
relative to the adjustment of interest rates in case of any change. 
This possibility of change within a comparatively short time 
makes for serious instability. The Swiss investor is &CCIJlI

tomed to tbese sbort-term debentures which are not quoted au 
any excbange and be will prefer them to long-term bonds. But 
wbile in periods of stable or declining interest rates no difficulties 
arise, the reverse, bowever, applies if interest rates rise. This has 
been tbe case since the beginning of the war, wben it happened 
that the interest margin between the rate received on the loans 
and the one paid on renewed debentures was 110 small that the 
banks often had to operate at a loss. In some instances they 

•• StatiBUcaI PubIi ... IiOlll of,the SwiIo NatioDal Bank for the ,..... 19I18. 
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feared that they would be unable to find buyers for a refunding 
isaue and were compelled to make special arrangemente for a 
prolongation. 

PRoPOSmD MORTClAOIII LEoIBLATION. The failure of this system 
has been evident for many years. Even towards the end of 
the last century the suggestion came forward to establish a 
central mortgage bank, and since then many other suggestions 
wera made. The high interest ratea of the immediate post-war 
period induced the II farmers' party" to indorse legislation that 
would permit a better stabililation and, as a result, a bill was 
placed in the hande of the two Houses with the following main 
provisions: 

The aot eraatea a mortgage bond of standard form which car
ries no redemption right for the holder and may be called by the 
issuing bank from within five to ten years after the date of issua. 
The banks which intend to issue th_ bonds have to obtain the 
authorisation of the Federal Government. The permission is 
granted to institutions which are inoorporated mortgage banks 
with a capital of at least 8,000,000 franca (11,544,000) or to 
central mortgage banks, either oorporstions or oooperative banks, 
with a capital of at least 6,000,000 francs which exclusively 
have been established by and carry on business with other hanks. 
The mor\«agea which serve as collateral for the issued bonds have 
to be entered in a special register and kept separate and have to 
conform to certain requirement&. The banks which issue mort
gage bonds are to report monthly to a Federal inspector who has 
power to supervise them and to examine their account&. 

All in the case of most pieces of legislation, the act is a nom
promise between extremely contrasting vie.... The majority of 
the experts had demanded that one single central mortgage in-

t 

stitution be established possibly with a monopoly in the issue of 
mortgage bonda. n was held that the market waa too small to 
absorb a great variety of mortgage bonda. Howe\'$'. the caD

tonal banks objected strongly to this proposal and maintained 
that, as a result of their privileged positioo (state guarantee). 
they preferred to establish an institution of their own to which 
no other banks would be admitted. In 1923, at local mortgage 
and savings banks promised to form 8veIltually a ceotral mort
gap bank. Thereupon, the new bill waa drafted. 
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CREDIT UNIONS. The so-called " Raiffeisen " banks have de
veloped in Switzerland since about 1900. These are mutual loan 
and savings associations with a purely local character. In 1925 
there were 370 institutions of this type which formed the " Ass0-
ciation of Swiss Loan Banks" with a central office in St. Gall 
and a membership of 29,607 in 1924. The total resources 
amounted in 1924 to 148,800,000 francs (about 130,000,000). 

PRIVATE BANKS 

The private banks in Switzerland have never occupied the im
portant position held by the private banking institutions in the 
United States or in England and in some of the continental coun
tries. The Swiss private banker administrates and safeguards 
private estates. He is the confidential investment adviser of the 
wealthy classes and the curator of old -family estates. He also 
tra~cUj a stock exchange business. As a rule he does not under
write loans and grants no commercial banking facilities. 

While private banks were the first banks in the country, from 
the beginning they limited themselves more or less to the ac
tivities which have just been mentioned and throughout their 
history their attitude was more one of striving to conserve 
existing wealth than of creating new wealth through the financing 
of trade and industry. In this era of giant capitalistic organ
izations this is perhaps the proper task of the private banker, 
who very often is not strong enough to compete with the big 
institutions. 

The Swiss private banks, in any case, suffered from the com
petition of the rapidly growing commercial banks. A great 
number of private banks surrendered and were taken over and 
continued as branch offices by the big commercial banks, while 
others were dissolved. In some plaees the private bankers estab
lished institutions of their own for the purpose of fighting outside 
competition. In Geneva, for instance, a few private bankers 
established in 1849 something like an investment trust and in 
1872 an underwriting house. In 1890 they formed as their under
writing and holding organization the "Union Financiere de 
Geneve" which was one of the founders and !till is an active 
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member of the II Cartel des Banques Suisses" (the underwriting 
organization of the commercial banks). In Basel some of the 
private bankers established a commercial bank but lost the con
trol later on and found themselves competing later with this 
same institution. 

The competitive struggle between these different types of 
banks began in Switaerland at the time that the big banks de
veloped their trust and investment services and it is along these 
lines that competition is still taking place. There is no doubt 
that as the big banks develop their trust and investment facili
ties steadily they thereby threaten the existence of the private 
banker. On the other hand, however, they sometimes lack the 
personal and individual service of the latter. This personal and 
perhaps even traditional contact forms the foundation of the 
existing private banks in Switaerland. 

The greatest number of private banks is to be found in the 
strongly individually-minded western part of the country, espe
cially in Geneva. Some of the houses there are over a hundred 
years old, and their clients rank not only among the Genevese 
families but come also from France and other countries. They de
veloped the Geneva Stock Exchange and had always oIose connec
tions with the French .. Hauts Finance." These banks etill enjoy 
a high reputation allover Europe. Baeel teo, shows a compara
tively large number of long-established and well-known private 
banks which nearly exclusively manage the affairs of some old 
family estates. Zurich does not have so many private banks, 
although their number has been increasing in recent years. 

THE CENTRAL BANK 

IssUlS 01' DIBOO17N'I' AND CurroNAL &No. Up to the central
iastion in 1907, the largest part of the bank note issue was ban
dIed by two IVOUPS of banks, namely by the so-eaIIed co diseoun\ 
banks" and by the cantonal banks. The diseoun\ banks __ 
commercial institutiOll8 similar tc the large national banks in the 
American tities. Most of them were es\ablished during the __ 
ODd quarter of the 1 ... ", century for the purpose of a~mnocl'lltinc 
the expansion of trade. They discounted the billa of the local 



1106 THE CENTRAL BANK 

business people, made loans and issued notes which were secured 
by cash reserves (usually not below 40%) and by their port
folios. Most of these banks were very liquid and kept high re
serves, since the amount of notes issued by them remained low. 
They developed well, but in later years lost their importance as 
issue banks on account of the rapidly increasing note issue of the 
cantonal banks which have been discussed under a separate head
ing. Under the blessings of a state guarantee these latter insti
tutions were both mortgage banks and issue banks at the same 
time, a rather interesting combination. However, it can be said, 
especially in the case of the large ones, that they kept a very 
liquid portfolio and managed their note issue rather with a view 
to the general public needs than with an eye on individual profits. 
Many of them developed within their local territory, aside of the 
discount banks, to something like central banks. Their circula
tion increased rapidly and the development of their commercial 
activities kept pace. Yet, conditions were still too narrow for 
these banks to develop discount policies. 

REGULATION op NOTE I88UE BY LAw OP 1881. Up to 1881 
there were 36 banks that issued notes. The notes of each bank 
were different and since mutual acceptance was neither obliga
tory nor practiced, the notes had purely local circulation. Little 
cooperation took place among the banks. Like the national 
banks in the United States years ago, they had no agency with 
which they could rediscount in . times of stringency and they 
refused to touch their reserves when it might have been neces
sary. Owing to the existence of the Latin Monetary Union 
the banks sometimes rediecounted in France. However, when the 
Franco-German war broke out in 1870 this recourse was im
possible, and an extremely severe stringency oceurred which 
aroused publio opinion and led finally to the passing of the law 
of 1881. This left the old free banking structure but regulated 
the note issue and subjected it to governmental supervision. It 
limited the circulation to double the paid-up capital against a 
reserve of at least 40% in preeious metals and the rest in bills of 
exchange or securities. A tax had to be paid on the circulation 
and regular reports had to be made to the government. The 
notes had to be uniform in print and their aoceptance for pay
ment was made compulsory for all the issue banks. 
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LACK: OF COOPERATION AMONG THIll IssUING BANItS. The Act, 
favored the cantonal banks strongly, and brought a rapid devel
opment in their issue activitiee at the expense of the note ~ssue of 
the discount. banks. Unfortunately both the law and the prao
tioe of the banks had shortcomings. Each bank had and followed 
ite own policy, sometimee with little regard to the policiee of the 
other hanks. Their intereete were too different. This lack of 
ooOperation made any uniform' and effective policy impossihle. 
Some agreements were made between the banks, but they were in
effeotive. Under these cirol1lD8tancee the oirculation was ex
tremely inelastio, especially due to the rigid issue limite and the 
tax imposed on the maximum amount of issued notes. The port
folios oontained quantitiee of finance bills. No foreign exohange 
oontrol was possible and in periods when the French franc was at 
a premium, heavy drainage of silver to France took place at the 
cost of thousands and thoueands of francs to the Swiss issue 
banks. 

STRUOOLIIlI'OR CBNTIIALlIIIID N 17I'IIIIssum. Such oonditions oould 
not last and In the last ~cade of the century an active fight 
began for the centraliaation of the note issue. The struggle 
passed through a number of stages, such as the opposition be
tween the Federalists and the Unitarists (Western and Eastern 
parte of the oountry). between the Federal Government and the 
cantons which demanded participation in the profite as a com
pensation for the busin888 taken from their cantonal banks (fie
cal nature). between the socialists and the conservatives (entire1y 
state-owned or private institution) and between the cities of 
Berne and Zurich as to the location of the bank. In 1891 the 
Federal Statutes had been ehanged as to allow the Federal Gov
ernment to establish a central bank with a monopoly' of note 
issue. In 18&& the Administration presented a bill to Parliameni 
Cl'e6ting a etate-owned central bank. It WIllI passed by both 
Bouses. but rejected by the people in a referendum vote iii 1897 
on account of its state ownership features. A ClOmpromise pr0-

posal establishing an institution partly owned by the Confedera
tion. the cantone and the public was introduced two years later 
but failed to get appro''&! because the Upper Bouse wanted to 
have the baDk lQ('8ted in Zurich and the Lower Bouse in Berne. 
In 190& a new bill was introduced. It passed both B_ CD 
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October 6, 1905, and went into effect on January 16, 1906, cre
ating the" Swiss National Bank." 

THE. SWISS NATIONAL BANX. The Swiss National Bank 
(Banque Nationale Suisse, Schweizerische Nationalhank, Banca 
Nazionale Svizzera) is a corporation with a capital of 50,000,000 
francs ($9,650,000). Two-fifths of the stock were issued to the 
eantons, one-fiftb to the old banks of issue and the remaining two
fifths to the public. The seat of the administration and of the 
department for note issue, metallic reserve and business with the 
Government is at Berne. The management of the discounts, giro, 
accounting and auditing departments is located in Zurich. Each 
canton is entitled to have within its territory at least one branch 
office or agency of the bank. The bank is not subiect to any 
state taxes. 

" NOTE, GIRO AND DISCOUNT BANX." The bank bas to regulate 
tbe ·circulation of currency and to control the foreign exchange 
position of this currency. It is a " note, giro and discount bank " 
authorized: 

'.\ 
1. To issue bank notes. 
2. To discount domestic bills, promissory notes and checks 

hearing two signatures and with maturities of not over 
three months. 

3. To deal in foreign currency bills. 
4. To grant loans for no longer than three months against 

collateral (share collateral excluded). 
5. To accept deposit accounts bearing no interest (except on 

government deposits). 
6. To regulate and practice giro transactions, clearingS; orders 

of payment, and collections. 
7. To buy for temporary investment foreign and domestic 

government bonds and to buy and sell securities for third 
. parties. -
8. To buy and sell precious metals and to issue gold and silver 

certificates. 
9. To give safe custody facilities. 

10. To accept subscriptions for State and Federal issues. 

The note issue is not limited. The precious metal reserve is 
not to faIl below 40%, except under special circumstance8 when, 

• 
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with the permission of the Federal Government, it may tem
porarily be reduced to 331%. The non-metallic cover shall be 
composed of domestic discounted bills and drafts on foreign coun
tries, ohecks, Federal Treasury bonds, promissory notes and by 
demand deposits abroad. The profits are distributed as follows: 
10% to surplus (maximllJl!. 2% of paid-up stock) a dividend of 
6% on the paid-up oapital stock (with eventual eupplemental 
dividend of 1%). The remainder goes to the oantons in pro
portion to their population and their previous share in the note 
issue. 

The supervisory and administrative authorities are the: 

1. Assembly of stockholders (powers somewhat restricted). 
2. .. Bank Council" (40 members, 15 appointed by stockhold

ers and 25 by Federal Government; President and Vice 
President by Federal Government). 

8 ... Bank Committee" (7 members elected by Bank Council). 
4. .. Local Committees" (3 to 4 members elected by Bank 

Council). . 
6. Auditing Commission (appointed by stockholders). 
6. Management (8 directors appointed by Federal Govern

ment on recommendation of Bank Council). 

The Bank Counoil makes propositions to the government and 
to the stockholders; it decides on all general transactions over 
live million francs and on credits over three million francs; it 
appoints the offioera and fixes the salaries. The Bank Committee 
is the aotual executive body of the bank. 

The monopoly of the bank over the note issue is to be renewed 
every ten ye&nI and it was extended in 1926 until 1937. The law 
obliges the bank to handle a11 the cash transactions of the gov
ernment free of charp. 

While the bank is organillld as a eorporation and no stock is 
oWlleci by the Federal Government one cannot help noticing the 
8trona hold which the latter has on the bank in being a110wed 
to appoint the officers and the m~ority of the membere of the 
Bank Council and in having submitted for ita approval a11 the 
reauiations, the reports and the yearly statements. Tbe bill ere
atina the bank is a compromise between all thoee antagonisma 
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which have been mentioned, and it can only be understood and 
explained through a study of the history of the note issue. 

THE SWISS NATIONAL BANIt IN OPmiATION. The Swiss central 
bank, similar to the Federal Reserve Banks, was established at a 
time when the credit organization of the country had already been 
fully developed and when most of the important European coun
tries had centralized their note issue for many years. Thus the 
place which the bank would have to take was clearly indicated, 
and its aetivities were limited from the beginning. It could not 
possess such a strong hold on the credit supply of the country as 
developed in the hands of the Bank of France and of the Reichs
bank. There was no question of competition with the big com
mercial and state banks. The main task of the bank was to 
be a "bank of banks," the foundation on which other banks 
could rely in times of stringency; an institution which by the 
means of a sound reserve, discount and exchange policy 
would give to economic life the stability necessary for a sane 
development. 

cOli-TACT OP CENTBAL BANIt WITH MoNEY MABxET. What is 
the duty which the bank owes to the money market and by 
what means can it influence the eredit supply? There is no sin
gle, large money and capital market in Switzerland. Money 
markets exist in Zurich, Geneva and Basel, but none of them is 
extremely important, with the exception of that in Zurich per
haps. Business and stock exchange transactions, while propor
tionately to the size of the country are on a large scale, move 
actually within narrow limits if compared with the big money 
centers of the world. Tbe hig commercial banks are very strong 
in their resources 88' a result of the large international business 
which they bave done since the war; they are liquid and have 
usually no great difficulties in satisfying tbe needs of the market. 
Their call loans represent only something like one per cent 
of their total resources, which certainly is an extremely low 
amount, while the bulk of their liquid assets are held in bills and 
on call deposit with foreign correspondents and about 4'J{> in 
cash. This cash reserve is usually large enough for their normal 
needs, and only in time of strong business activities or of seasonal 
demand do the banks discount their paper aetively at or borrow 
from the central bank. 
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These discounts and the collateral loans are the only means 
more or less through which the Swiss National Bank, under nor
mal conditions, maintains contact with the money market. The 
bank has a disoount rats for eligible bills and a so-called "lom
bard n rate for the collateral loans. The lombard rats is usually 
1 % above the discount rate. When a bank or an individual that 
keeps a giro account with the central bank presents its or hill 
pllper for discount, the proceeds will be credited to its or his giro 
account from which it may be transferred at once upon instructions 
from the depositor to some other giro account or withdrawn, which 
necessitatss an immediate note or ourrency issue. No bank is re
quired to keep a reserve with the central institution as under the 
Federal Reserve System. The oentral bank, therefore, depends 
for its earnings in part on the balances left in the giro accounts. 

While the Federal Reserve Banks keep in contact with the 
money market either through the discounting of bills at the offi
oial rate or through their open market operations, and the 
central banks of England, France and Germany largely through 
discounting at official and private rates, the Swiss National Bank 
handles but a limited amount of open market operations and 
does not quote any private rates. It is for this reason that its 
in8uence on the money market remains limited. Especially in 
alack times when good commercial paper is scarce and when the 
open market rates are very low; the contact with the other banks 
i8 very looee and any effective discoUBt policy at such times is 
out of question. Since the begioning of the war, however, a 
certain contacl W&8 maintained through the sale of government 
treasury notes to the market and through an active business in 
foreign exe.hange. • 

NI1l1Il IssulB. The table on p. 1112 is the latest available an
nual balance sbeet of the Swiss National Bank (December 31, 
1927). (The bank, of course, publishes weekly statements which, 
howe\'er, are only aummariea.) The figures are liven in millions 
of franee. . 

The Swiss National Bank opened for business on June 30, 1907. 
By 1910. il pcssemd the complete note monopoly. From then 
on until after the World War the circulation inereased steadily. 
Up to 191f, the in_ W&8 sllgbl bulal the end of July and in 
August, 191t, j, increased by abou' 69~. By 1917, ii had 
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ABBets 

Unpaid share capital ........ 2li.o 
Cash reserve (including bul-

lion and gold in mint) ...... 496.9 
Gold deposits abroad. . . . . . . . 84.5 
Portfolio ................... 370.7 
Bills in process of collection. 1.0 
Collateral loans (lombar<is).. 78.5 
Sight balance abroad ........ 338 
Other correspondents ........ 34.6 

Balances' due from Poeta1 
Check Service ............ 1.2 

Various loans ............... 48 
Investments ................ 9.2 
Coupons .................... 8 
Accrued interest on invest-

ments ....... ...... .... ..• .2 
Bank building ............. ~ 

Liabilitia 

Capital stock 50.0 

Surplus (reeerve fund) ....... 7.9 
Reeerve for note printing .... 1.0 
Reserve for war and other 

tax ................... :... 1.3 
Circulation ................. 917.4 
Deposits on giro accounts .... 1238 
Deposits of Federal Govern-

ment and othel'B .......... 2'1.6 
Sundry deposits............ 10.0 
Outstanding transfer or<is1'B 

.... d checks ................. .1 
Rediscounts ................ 1.0 
Net profit.. .. . . . . .. . .. . . . . . . . 6.8 

1,147.5 1,147.5 

doubled, by 1918 trebled and by 1920 nearly quadrupled. In 
1922. # declined by about 28%, but increased again in the later 
part of the year as a result of a proposed referendum for a capital 
levy. Since then it has fallen oft' to a level which in 1928, was 
still more than three times as high as that of 1910. These figures 
show clearly that Switzerland has not been spared from inflation. 
In 1920, the Swiss wholesale price index of Doctor Lorenz was a8 
high ,as 325.6, 1914 being taken as 100. By the end of 1921, it 
~~~to1~~~.~~~tol~&.~ 
of this considerable decline the slow and comparatively small 
decrease in the note circulation is very striking. The Swiss N a
tional 'Bank, therefore, studied the situation during 1927 17 and 
came to the conclusion that this small decrease was due to (a) a 
55% higher price level, (b) a 15% normal growth in economic 
activity, (e) a 15% higher wage level than in 1913 and Cd) higher 
cash reserves held by the banks and hoarding of notes by indi
viduals to the extent of 15%. Previous to this study the state-

, ment had often been made that the high circulation level was due 
toa reduced velocity of circulation and extensive boarding of 
notes abroad. 

1T Der ZabioogSmittelumlauf der Schweio im Jabre 19211 im Vergleich 
..... Vorkriegueit. Mitteilungen des etatietiachen B~ der 8chweioeri
achen NatiODalbank. 



DISCOUNT RATE AND PORTFOLIO IllS 

The lack of elasticity which had been characteristic of the old 
note issue system disappeared at once with the establishment of 
the new bank. The circulation rose and fell along with the needs 
of the market, reaching usually a high peek at the end of the 
year and a low in February and June. 

R.BsmaVES. From the beginning the bank built up a strong 
reserve, consisting mostly of gold. Up to 1914 the yearly average 
reserve ratio was never helow 66%. The outbreak of the war 
brought a low mark of 46.93% (on August 5, 1914) against a 
high of 78.2% a few weeke earlier. The following years show 
an average of from 70.6% to 74.1 % with the exception of the 
years 1918, 1919 and 1920 with an average of 58.9%, 67.0% and 
67.1 % respectively. The lowest ratio ever shown was 45.18% on 
November 12, 1918, when the circulation increased rapidly on 
account of the general strike. In 1918 an amendment to the law 
was adopted, which had been suggested before 1914 and drafted 
with the experiences of 1914 fresh in memory; it permitted a 
331 % reserve instead of the regular 40% precioue metal re
lerve, provided special circumstances were existing and govern
ment authoriaation had been obtained. 

The bank bought most of the gold directly in London contrary 
to tile practice of the old issue banks, and made its purchases with 
a view to industrial requirements and to the general currency 
situation. The silver drainage to France stopped at once, though 
the silver reeerves increased somewhat since the beginning of the 
war due to the great infIUlI: of five-franc silver pieces from mem
ber countries of the Latin Monetary Union. The silver as far as 
tile reeerve is concerned, however. may Dever exceed one-fifth of 
the total legal reserve. 

DISCOVNT RAm AND I'oIrrroLIo. The PC;tentialities of the dis
coimt policy of the SwiSB National Bank have already been 
sketched. The diecount rate is fixed by the three managing direc
tore after hearing the recommendations of the Bank Committee 
(which can only be ~ed upon a nnaniDl'lUS decision of the 
three directors). after a careful examination of its own positioD. 
and of such factors as the money and capital markets, the ceo
eral eeonomio situation, the foreiga exchange position and the 
possible eOOperation with the banks of iImIe of other countries. 
It has been the teudency to keep the rate as stable as possible, 
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sometimes even at the risk of losing contact with the market. 
From January, 1915, to October, 1918 (4l%) , and from July, 1923, 
to October, 1925 (4%), for instance, i.e., for 3t and 2l years 
respectively, the rate remained unchanged. During the first 
years, due to the Latin Monetary Union membership, the dis
count rate moved closely with the rate of the Bank of France. 
But the war changed the situation entirely. 

As a result of the suspension of gold payments during the war 
and of the huge inflation the discount rate lost its regulative power. 
Good trade paper was scarce and the portfolio became filled with 
Government Treasury bills. In the years preceding the war the 
bills discounted had averaged in amount around 6,000 francs and 
in maturity about 25 days. From 1915 to 1922 they averaged in 
amount 38,263 francs and in maturity 66 days, and without the 
Treasury bills 13,423 francs and 34 days respectively. These fig
ures give a splendid illustration of the entirely different character 
of the portfolio since the beginning of the war. At present it again 
shows something like the high pre-war liquidity. While the old 
banIci of issue had carried large amounts of finance bills in their 
portfolios, the central bank established at once a much higher 
standard of eligibility for discounts and succeeded in reducing the 
percentage of finance bills held. It has taken the same attitude in 
recent years, contrary to the wishes of many of the commercial 
banks which strongly object to this close scrutiny in view of the 
limited supply of domestic trade paper. 

At various times before the war 88 much 88 one-third or even 
more of the amount of bills discounted were foreign bills, mainly 
sterling and French franc bills. These foreign exchange holdings 
formed a very useful instrument for the foreign exchange policy 
of the bank. During the war the large dollar engagements of the 
Federal Government necessitated a comparatively large foreign 
portfolio; afterwards, however, the amount of eligible foreign cur
rency bills was very small and the holdings were low. The in
creasing depreciation of some of the currencies of neighboring 
countries gave support to this tendency. With the return of a 
Dumber of countries to a gold basis conditions changed again and 
in 1926, for instance, the average foreign bill discounts were 
nearly twice as large as the domestic holdings. This throws an 
interesting side light on the domestic trade conditions and the for
eign excbange policies and activities of the bank. 



OTHER ACTIVITIES I11S 

OTHEII ACTMTIE8. The collateral or lombard loans of the 
bank have never been very large. The have varied in recent 
years from within 5% to 7% of the total resources of the bank. 
One of the strong defects of the old issue system had been the 
inability of the banks to cooperate for the purpose of faoilitating 
payments and to thereby regulate the circulation. The new cen
tral bank immediately gave its attention to the better develop
ment of the giro system, i.e., payment transfer system and has well 
suoceeded. The transfers have tripled within the last 15 years. 
The balanoes left in these giro acoounts, on which no interest is 
paid, usually represent an amount fluctuating around 10% of the 
total resouross of the hank. 

In 1907, Switlerland had hut two olearing houses; in 1913 the 
central bank had inoreased their number to six and later to eight, 
aoting in each of these oities as olearing agent. The olearing turn
over, adjusted to the difl'erent prioe level, has doubled within the 
last 15 years. - The deposits in ourrent aooount have never been 
very large. 

For the first yeare of its existenoe the earnings of the bank re
mained far below expectations, and the Federal Treasury had to 
advanos the oontributions to the cantons provided for by the 
Bank Aot. This oaueed much criticism and various amendments 
were made in the Act to permit the freer use of its deposits. The 
oontrolling position which the bank occupied during the war in
creaeed its earnings considerably, and allowed it to pay oft' the 
advances made by the Government and to make the contributions 
to the cantons regularly. The dividend paid is 6% and the average 
percentage earned (net) in the yeare 1923-26 on the paid-in 
stock was 24.83%. 

In a discussion of the activities of the Swiss National Bank it 
is necessary to mention the great services rendered by the bank 
to the Federal Government. It is compelled by law to handle aU 
the banking busineB8 of the Government free of charge and has to 
pay interest on the Government deposits. The amount of these 
transaotions haa been enormous, especially during the war. In 
1926, the aggregate amount of debits and vredits on government 
aerounts amounted to over two billion dollare wbich is about 
80% of the aggregate clearings turnover of the whole country 
for that ~.... (The latter, of course, do not include the giro 
tranafere which were about five times Ule total clearingsl) 
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SUMMARY. In reviewing the development of the Swiss Na
tional Bank up to 1914, it can be said that the bank succeeded in 
overcoming most of the defects of the old note issue system. It 
developed the discount market and through a skillful discount 
policy it regulated the note circulation which became elastic 
thanks to the high reserves held. It facilitated payments in de
veloping the giro transfers and establishing clearing houses. It 
laid the beginnings for 'a foreign exchange policy and rendered 
great services to the Government. On the whole, the bank de
veloped rapidly and solidly into its assigned place as a " bank of 
banks" and proved of invaluable assistance in the years that 
followed. Without the central bank the crisis of 1914 would 
probably have been much more severe. 

During the war the bank has been of very great assistance in 
financing the huge governmental needs, in managing the Federal 
Loan Institution and in acting somewhat as agent between the 
Government and the banks. Like most of the other central banks 
it cp,uld not prevent governmental interference and resulting in
flation. These points will be discussed further in the next section. 

Since the war, as in most countries, the main endeavo1'll of the 
central bank have been towards a return and a maintenance of 
the gold standard. 

THE SWISS BANKING SYSTEM SINCE 1914 

THE MEAsURES TAKEN IN JULY AND AUGUST, 1914. The 
talk of war had been -going on for years before 1914. The 
problem had taken on a real aspect and as a result European 
central banks had IDade preparations, by the establishment of 
large gold reserves and the printing of huge stocks of bank notes 
for emergency purposes. The Swiss central bank had acted along 
these same lines. At the beginning of 1914 several small banks 
had failed and there developed a feeling of distrust. Towarda 
the end of July, after the Austrian ultimatum and the subsequent 
declaration of war on Serbia, rumors began to spread, people 
rushed to withdraw their savings and deposits and a regular 
.. run " took place. The banks were besieged and police reserves 
had to be called out. Gold and silver disappeared from circula-
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tion and were hoarded. As a result the central bank informed its 
giro depositors by letter on July 28, that It would break off 
relations with any firm that exported specie. At the same time 
all the banks were asked to cooperate and maintain a strong 
reserve. 

On July 30, at the request of the central bank, the Federal 
Government deolared the ·bank's notes legal tender and authorized 
the issue of twenty-franc bills and a few days later also of five
franc bills. The banks immediately began to rediscount large 
quantities of bills of exchange with the central institution. On 
July 30 the discount rate was raised from 3i')l, to 4i%. The 
next day it was inoreased to 5i% and on August 3 to 6%. The 
note oirculation increased in the last week of July from 268,000,-
000 franos to 409,000,000 franos and the reserve ratio declined 
from 74.3')1, to 48.3%, while the lOBS of precious metal up to JUly 
30 amounted to 17,500,000 francs. The discounts and loans for 
the same week amounted to 175,000,000 franos. The" run II 
oontinued and on August 2 the central institution, with the per
mission of the Federal Government, requested the banks to limit 
their payments to individual depositors to 200 franos and to sav
inge depositors to 50 franos and to make payments to firms only 
against presentation of their wage lists. On August i, the Fed
eral Government dedared a moratorium until August 31, 191"
All these measures together suoceeded in stopping the rush and 
the increase of circulation in the first week of August was only 
21,000,000 frant'B. The hoarding of ooins and the lack of notes 
in small denominations caused the bank to issue, with the eon
sent of the Government, on August 14, Federal Treasury eertifi
tates of 20, 10 and Ii franos for which it hall to provide the same 
reserves as for its own notes. On August 31 the central bank in
treased the diStOunt lines of the banks by about 40% and re
dueed the diStOunt rate on September 10 from 6% to 5%. After 
the _d weE'k 'of Sep~mber, 1914, conditions became quieter. 

In ,Ianring batk at these measures it may be said that the 
rentral bank sucreeded in overcoming the diftkulties, but as in 
most other countries, it did 80 only with governmental assistante 
and ereated thus an influ~nte from whirh it had great difIirulty 
to f~ itself. The attioo of the bank in hringilll about a Iimits
tioo of payments has been strongly eriticiRd. and it probably 
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merited severe criticism because its effects came close to a sus
pension of payments. There is no doubt that a further increase in 
the discount rate would have put a similar check on excessive pay
ments, without, however, injuring the prestige of the institution. 
The actual reason of this extreme measure was the rapid ex
haustion of the supply of hank notes which the bank had on hand. 

THE FEDERAL LoAN INSTITUTION. With the exception of the 
Bourse of Geneva, all of the other stock exchanges had been 
closed·in August, 1914. As lending activities of the central bank 
were restricted by law to a limited type of collateral, the need was 
felt for an agency that could grant credit on other types of col
lateral until the return of normal conditions. On August 15, 
1914, Dr. Frey; the President of the Credit Suisse proposed to 
the Federal Treasury the establishment of a loan institution. This 
proposal, however, did not enjoy the approval of the cantonal 
banks which feared the loss of business, and as a result the central 
bank 'worked out a counter proposal for a Feder!!1 Loan Institu
tioll, which was accepted by the Federal Government on Septem
ber 9, 1914. Two weeks later (on September 21, 1914) the new 
institution opened for business with offices in eight cities. 

The Federal Loan Institution was a separate legal entity fully 
owned by the Federal Government. It was established as a 
temporary agency for the purpose of granting such collateral loans 

,to banks, business and agriculture which, as a result of charter 
restrictions, could not be made by the central institution. As a 
governmental bank it was not to compete with the private insti
tutions and was to be liquidated as soon as conditions would 
permit it. It was managed and operated by the central bank al
though all its books had, of course, to be kept separate from those 
of the central institution. 

The authorized activities of the, Federal Loan Institution 
were confined to the making of loans against promissory notes 
maturing within one to three months secured by the collateral 
deposit of debentures, bonds, stocks, savings pBSSbooks, mortgage 
deeds, raw materials and life insurance policies, the necessary 
funds having been obtained through the issuance of loan certifi
cates of 25 francs each, which were legal tender and not re
deemable in metal or bank notes. The amount of certificates, 
that could be circulated, was limited to 50,000,000 francs and later 
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to 100,000,000 franos, and was never to exceed the aggregate 
amount of loans made by the institution. Authority was given to 
the oentral bank to include such certificates in the non-metallic 
note reserve. Loans oould be made to banks and individuals, as 
well as to publio bodies, states and municipalities, the discount 
rate, as a rule, being about one-half of one per cent below the lom
bard rate of the oentral bank. 

Although the bank developed slowly at the beginning, its out
standing certifioates and loans reached a peak of 65,000,000 and 
68,000,000 franca respectively by the end of March, 1916, but fell 
by the middle of the following year to about 20,000,000 and 
25,000,000 francs respeotively. After that time they fluctuated be
tween 20,000,000 and 30,000,000 france up till 1922, when they de
clined oonsiderably. In the following year they increased again, 
and finally were practioally liquidated in 1924. By far the largest 
part of the loana were made to banks, especially to the mortgage 
banks whioh had met with great difficulties in the sale of their 
debentures on aocount of the rising interest rates. Without the 
aesistance of this institution many of the mortgage banks would 
probably have been unable to carry on business. However, 
trade, industries and individuals bonowed heavily in certain 
years, both banks and businees depositing mostly mortgage deeds 
as collateral security for the loans. With regard to the geographi
cal distribution of the credits it may be said that Zurich re
mained at most times the largest borrowing center. The bank 
was fully holding its own and acoumulated profits which were 
handed to the Federal ~ when it was liquidated. Re
viewing ita work as a whole, it may well be emphasiaed tha\ 
this institution rendered great eervices to the country and formed 
a very valuable temporary link in the banking structure. 

TuDII oUIl) INDUIITBIAL CoNDITIONS SlNCB 1914.. The activi
ties and operations of banks are only a pari of the general 
economio activity of a country and as such they should be con-' 
aidered in conjunction with such factors as industrial and vade 
conditions, money and capital markets, foreign exehange. and 
publio linan~ Only in this wider Betting may 80me of the 
aotivities of the banks be explained. A short sketcll of the de
velopments bearing on the subjects juR mentioned. 8IleID8 there
fora necessary. 
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PRICE OF WAR-TIME NEUTllALlTY. Though usually a favorable 
factor, the central location of Switzerland brought her during the 
World War into an unfavorable position. On all sides she was 
surrounded by belligerent countries which compelled her, in
directly, of course, steadily to watch to her neutrality. She was 
not in the fortunate position of other neutral countries such as 
the Netherlands or the Scandinavian countries and Spain, which 
had access to the open sea and therefore to raw materials, but 
had continually to negotiate and bargain witb tbe belligerents so 
as to obtain their permission for the transit of the necessary food
stuffs and raw materials. The price of these permits, in form of 
credits, will be discussed under a later heading. 

EFFECTS OJ' WAR ON VARIOUS ACIIYHWI. The effects of the 
war on the various lines of activity were not uniform. The hotel 
industry and all the branches connected with it, the lace and silk 
industries, the high-class watch and jewelry industry, and others 
suffered considerably from the ban which was put on luxuries in 
most countries, whereas industries like those engaged in the manu
faCtUring of machines, leather, food products and similar necessi
ties, exporting products demanded by the belligerents, were fully 
occupied. During the first two years, while stocks were on hand, 
the exports increased greatly and in 1916, for the first time in her 
recorded economic history, Switzerland showed a favorable bal
ance of trade; but from 1916 to 1918 exports fell off again because 
the importers met with great difficulties in procuring raw ma
teriaIs.. From 1918 to 1919 both imports and exports increased on 
a large scale, but in 1920 the exports began to decline and were 
followed in 1922 by imports, both of them falling back to the 
approximate pre-war level, rising, however, again somewhat in the 
following years. ; These ups and downs in the foreign trade were 
a fair reflection of the general economic conditions of the country 
as a whole. 

WAR-TIM. FmUCIABY INtn'ItOIIONB. In 1915 at the demand 
of both belligerent camps two huge fiduciary institutions had to 
be established (Societe Suisse de Surveillance, called" S.B.B." and 
Treuhandetelle) to prevent any imported goods from being 
reexported to their enemies. The importers were compelled 
to furnish bond to these organizations, both of which were 
clumsy and slow in their operation. In 1915 the coal consumers 



MONEY AND CAPITAL MARKETS 1121 

were oompelled to form a "Central Coal Office" which oh
tained coal from Germany against loans to the German Govern
ment. A similar organization had to be formed for coal importa
tions from the Entente countries. To prevent extortionate price 
demands the Government created a monopoly for various 
commodities such as grain, rice, sugar, and became a whole
sale importer of these commodities, interfering thus with free 
trade. 

The post-Armistice period with its excessive production was fol
lowed by a period of severe reaction and unemployment wbich 
reached its peak at the beginning of 1922. Many industries suf
fered heavy losses from the depreciation of the foreign currencies, 
either directly in their balances or in investments abroad, or 
indirectly from the competition of these countries. The farm 
population on the other hand experienced during the war a num
ber of very prosperous years. Since 1922 conditions have again 
oonsiderahly improved but no great and lasting prosperity may 
be expected in Switlerland until the whole of Europe has been 
fully stabili.ed and recovered. 

MONEY AND CAPrrAL MAllltJ:TS SINCII 1914. While discussing 
the developments of July and August, 1914, it was shown that at 
the outbreak of the World War money rates in Switaerland, like 
in all other oountries, were very high. A few months later, how
ever, the money market became easier and it remained eo up to 
the second half of 1917. The reasons for this ease lay in the un
certainty of the whole situation which induced people to hold 
funds at call and to handle business on a cash basis, as well as in 
the absence of the usual large yearly outflow of investment capi
tal on account of the currency fluctuations. The capital market 
was, of course, quite dull in 1914 and the existing smaU capital 
supply, which developed, was readily absorbed by the large Fed
eral Government and Federal Railroad bond issues. As a result 
the eapitaJ market continued very tight and few new private 
issues could he brought out, and the Coofederation floated, there
fore, in 1915 a short-term issue of $15,000.000 in New York. The 
money market, however, remained easy. The official rate for that 
period was &xed at 41~ but, as has already been explained above, 
it could not he taken as an indicator of the available money sup
ply. The OpeD market rate, whieh refIeeted the situation much 
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more clearly, averaged for the years 1915, 1916 and 1917 about 
2.88%.18 

In the later war and post-war period the situation changed 
entirely. From a low of It% in August, 1917, the open market 
rate rose rapidly to a high of 5.5% in the last quarter of 1918 
and remained high until the summer of 1921. This tightness was 
mainly the result of: 

1. T.he repatriation of large quantities of Swiss securities from 
neighboring countries on account of the premium on the 
Swiss currency. 

2. The large credits which had to be granted to the belligerents. 
3. The increasing demands of the governmental authorities and 

municipalities on the money market, as well as of the indus
trial borrowers. 

4. Tile flight of capital on account of the general strike and 
the proposed capital levy. . 

Business shifted from a cash basis to a loan renewal basis and 
both .the money and the capital markets became tight. The Con
federation in 1919 again had recourse to the New York market. 1. 

Issue and Maturity Date Rate 
March 1915 1-3-6 year notea • 5% 
August 1919-1929 ••..•..••••. 51% 
July 1920-1940 ••••.•...••. 8% 
August 1923-3 year notes •..• 5% 
April 1924-1946 ........•••• 51% 

Amount 
'15,000,000 . 
30,000,000 
25,000,000 
20.000.000 
30.000,000 

Throughout the war period increasingly high rates had to he paid 
in the land credit market. 

During the deflation years from 1921 on, tbe rates declined 
again on account of the inactivity in trade and industry, and re
mained low. The open market rate fell in September, 1922, as 
low as 1 %. Since then, with some short variation, the markets 
have remained comparatively easy and Switzerland, together 
with the Netherlands, has had in recent years the cbeapest money 
of the world. 

10 Annual Review published by the Swiao Bonk Corpo .. tion for 1915, 
1916 and 1917. 

18 Tb_loano were Boated in New York by the Swiao Confede..uon. 
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THill FOBlilIGN EXCHANGIIIS SINCIII 1914. The prohlem of the 
currency fluctuations since 1914 and their effect upon the trade and 
exchange equilibrium is one of the most interesting economic sub
Jects that may be discussed. The space available is too limited 
to discuss the Swiss franc since 1914 in detail, but it may be said 
at this point that the SwiBS franc, like the dollar, was one of the 
rew currencies that remained throughout the war and post-war 
period at or around par. 

THIll EXCHANGIIIS DURING AND SiNCE THill WAIl. At the out
break of the war in 1914 the exchange rate on Switzerland rose 
In New York temporarily to a premium because of the strong 
demand for SwiBS franc bills of exchange which, unlike the dollar 
bills, were accepted for discount in London and Paris. During 
the autumn of that year the frano declined to par and even a 
little below, and fluctuated around that level throughout the year 
1915 and the greater part of 1916. At that time, under ordinary 
cireumstanoes, gold would have moved from Swiblerland to New 
York, AmsterdlUIl and Stockholm, but the Federal Government 
had prohibited gold exportations in July, 1915. Both in London 
and Paris the Swise frano was at a slight disoount during the first 
few months of the war, while it immediately and inoreasingly 
reached a high premium in Berlin and Milan. From 1915 on, how
ever, all of the It belligerent" ourrencies declined sharply and 
were at a severe dieoount in Swiblerland. In 1917 the rates on 
Zurich advanced rapidly in New York and reached in May, 1918, 
a high of 25.81 as against a par of 19.29, which was an increase 
of about 34%. The only rate which at that time was at a pre
mium in Swiblerland was the rate on Stockholm. The reason for 
the high premium in New York was due to ~e .. pegging" of the 
sterling, frano and lira and the embargo on gold exportations from 
the United States which went into e1I'ect in September, 1917. 
With the .. unpegging" of theea exchllligea in 1919 the franc 
declined in New York and fell below par, like all other neutral 
exchanges, largely due to the much lower priee level in the United 
States. In Deeember, 1920, it reached a low of 15.07, probably 
as a result of the credit _traction in the United States with the 
ensuing liquidation of foreign exchange holdings. As prices de
elined in Switaerland in 1921, the franc appreciated again in New 
York aDd went in the first part of 1922 to II premium in all for-
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eign exchange markets. Gold was moving towards Switzerland 
and for a short while the Swiss National Bank was making some 
of its payments in gold.· Later in the year the Swiss exchange 
declined in New York again below par, partly as a result of rising 
prices in Switzerland, speculative influences and largely on ac
count of a capital leVy proposed by the socialists which caused a 
" fiight of capital" from Switzerland. It was rejected, but the 
franc remained below par until the end of 1924. Since then it 
has been fluctuating around "par in New York, varying slightly 
in accordance with the seasonal influences, rising usually in sum
mer when the tourists' payments flow back, and declining again 
in autumn on account of the harvest purchases of Switzerland. 

REGULATION OF THE ExCHANGES. The regulation of the foreign 
exchanges is in the hands of the Swiss National Bank, as pre
viously mentioned, and there is no doubt that the bank has been 
doing everything possible to protect the exchanges throughout the 
war and afte,r-war period. It suggested"the gold embargo to the 
Gov!=IDeni; it gave its opinion on the advisability of granting 
loans to the belligerents during the "war and at v!lrlous times it 
requested the Government to support the exchanges by Boating a 
loan in New York. This was the case in 1915 and 1919. It also 
made the arrangements for the redemption of 80me of these loans. 
When Swiss industry suffered in 1921 and 1922 on account of 
competition from countries with depreciated currencies, sugges
tions were made that the bank should depreciate its currency 
through inflation, but the central institution took a firm stand 
and rejected all such proposals. On the whole, its foreign exchange 
policy has been quite successful and important, perbaps more im
portant than its discount policy. 

Since 1925 Switzerland has practically been on a gold or gold 
exchange standard. Officially the Swiss National Bank ill still 
free to refuse redemption in specie, but in practice it pays out 
gold and does not oppose any exportation unless special condi
tions should warrant it. The official return to the gold or gold 
exchange standard is just a question of time; although for the 
moment the bank seems to see no special benefit from an imme
diate return, it may be expected that proper legislation, providing 
for the formal adoption of one of these standards, will be enacted 
in the not 80 far future. 
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THII GoVERNMENT AND THE BANltS. Switaerland was no ex
oeption to the rule that in times of emergency the individual wel
fare has to be suhjeoted to the welfare of the community or of 
the state, irrespective of the economic justification or appro
priateness of the latter's actions. The emergency existed and 
.. emergency" measures (often hasty and therefore ill-prepared 
measures) had to be adopted. Such measures were taken by all 
countries, directly or indirectly affected by the war, and Switaer
land was no exception. The Federal Government increasingly 
and of necessity encroached upon the individual liberty and in
terfered with the free course of economic life. The results were 
oentralilations which often were subject to political manipula
tions and therefore, while in theory perhaps quite to be recom
mended, highly inefficient and wBsteful in practice. Tbe many 
natural eontrasts, of a political as well as of an eeonomic order, 
which always exist in a eountry like Switaerland did not moder
ate the situation. While many of the actions of the Govern
ment (such as monopolies) were no doubt a necessity under the 
existing oircumstances and proved very beneficial to the country 
as a whole, their abolition 01' removal after the war was 
nevertheless greeted throughout the Confederation with great 
relief. 

CosTS 01' W do Although Switaerland was not directly in
volved in the war she was nevertheless under the necessity of 
IIIlpporting her neutrality by keeping troops along the border 
which on all sides touched belligerent countries. She thus in
ourred heavy .. mohiliaation n ~ As the war continued 
and became eomplirated through the appliration of the eeonomie 
blockade, the difficulties in importing foodstu.ffs and raw materials 
and in exporting manufactured products increased. To secure a 
proper supply of foodstuffs and goods the Government had to 
esteblish monopolillll and UIlII all its JIftS\.ige with the heJ.1igerents 
in the nt'gOtiation of free markets for Swiss products. As wi1l be 
seen later, in most instanrea I!IICh concession could only be 0b
tained upon the Kr&Dting of larse foreign credits. 

FuERAL RscaPrs AND ~ In 1913 85% of the 
Federal receipts went derived from eI&Stoma duties. They fell 011 
durilll the war in face of large deficits of the railways, poet.al, 
t.elephone and tel~ ~ while the expenditures in-
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creased. enormously. In 1913 Switzerland hoo an average per 
capita Federal debt of 28.95 francs ('5.58) and in 1921 of 546.07 
francs ('105.39). As a result of this increasing indebtedness the 
Federal Government was obliged to borrow heavily and, like most 
other governments, took refuge in the discounting of treasury 
notes with the central bank. These notes were usually withdrawn 
at a later date and replaced by subsequent long-term borrowing 
from the public. From November, 1914, on, until 1918, the Gov
ernment issued nine so-called .. mobilization" loans, which were 
all distributed by a syndicate including all the important banks, 
headed by the central institution. While some of the notes sub
mitted by the Government to the bank for discount had the char
acter of commercial paper since they resulted from the foodstuff 
and raw material importations of the Government, the bulk of 
them, however, were finance paper. ,It was through this channel 
that the Government interfered with conservative central bank 
practice and became co-responsible for inflation. The central 
banI!; sold these treasury notes from time to time to the market 
where they were readily absorbed by ,the banks. 

Although the Government has never directly interfered with 
banking, it did not hesitate to impress the banks throughout the 
war with the desirability of close cooperation. At the end of 
1915, for instance, it requested the banks not to encourage the 
investment of Swisa capital abroad. Consequently the govern
ment was unofficially, of course, consulted about most of the large 
foreign credits granted by the banks and, on the other hand, was 
seeking their advice before entering into loan negotiations of any 
kind with the belligerents. 

CREDlTS TO THE BELLIGEBENT POWE1l8. The first official credit 
had to be granted in the summer 1916 to France. At the sug
gestion of the Federal Government a syndicate of Swisa banks 
was formed which granted to a group of French banks a revolving 
discount credit of 60,000,000 francs in the form of renewable 
notes of high-class French industrial firms, to the order of one 
of the French group members, which in turn indorsed it to the 
Swisa banks for discount. This credit to one of the allied coun
tries was immediately followed by a demand for credit by Ger
many, and in September, 1916, a diseount credit, similar to the one 
to France and also in the amount of 60,000,000 francs, had to be 
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granted by a group of Swiss banks to Germany. It was used for 
the financing of the German cheese purchases in Switzerland. 
A second credit for 25,000,000 francs of the same type, but 
guaranteed by the deposit of Swiss and American securities, was 
given to Germany in 1917 for account of the .. Zentral
Einkaufsgenossenscbaft." In 1917 a credit of 30,000,000 francs 
was granted by the Swiss Government to Austria-Hungary and 
guaranteed by a consortium of Austrian and Swiss banks. 

These officially arranged credits which, with the exception of 
the advance to Austria, had the character of direct loans of the 
bank, were followed by much larger and more official credits 
which, on acoount of their greater risk, had to be handled by sepa
rate finanoial institutions, especially established for the purpose. 
As the war continued, the belligerents began to realile that in 
view of their heavy purchases in Switzerland and of the resulting 
unfavorable balance of trade, they were in a position to exer
cise preseure on this neutral country. They, therefore, condi
tioned the granting of importations from Switzerland and the 
passage of shipments to Switaerland upon her willingness to 
make loans, and the Confederation, having no other choice, had 
to consent. 

GDlIIAN CRJ:Drr or 1917. As a result of negotiations suggested 
by ber, Germany obtained in the spring 1917 a credit of this type 
for 18.000,000 francs. She. however. considered this advance as too 
amall and an agreement was reached on August 20. 1917. which 
led to the establishment of the .. Kohlenaentrale A.G." (Basel). 
Through this financial institution Germany obtained credits 
aggregating about 155,000,000 francs ($30,000,000) and permitted 
in exohange the shipping of coal to. and the admission of imports 
from Switzerland. The credit was to be increased in proportion 
to the amount of coal shipped and had the form of renewable 
9O-day bills of the German Central Purchase Office, indorsed by 
one of the large ~J'Dlan banks. payable in Switaerland in frant'S, 
and diS\'Ounted at a total cost of about 7'J'. It was seeured by the 
deposit of German mortgage bonds. The resourees of the U Koh
lenaentraie A.G." were obtained by the issuanre of prefened and 
common stock in the nominal amount of 137.000.000 frane8, a 
amall part of which was held hy the banks, while the baIanee was 
compulsorily subscribed, by the wbolesale coal dealers and __ 
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sumers and the agricultural export syndicate. It also obtained 
a discount credit from the large Swiss banks. 

CREDITS TO ALLIES. In September, 1917, a few weeks after the 
loan to Germany had been arranged, France suggested credits in 
exchange for permissions of imports and the transit of goods, 
which led on September 29,1917, to a temporary agreement per
mitting a credit of 37,500,000 francs and to a final agreement on 
December 29, 1917, resulting in the establishment of the" Societe 
Financiere Suisse" (Lucerne) in January 1918. This institu
tion was specifically formed for the purpose of handling the loans 
made to the" Allied Countries," and obtained its resources by the 
compulsory subscription to its capital stock of: 

Export Industries ............ 44.000.000 
Banks ........................ 10,000,000 
Federal Government .......... 26,000,000 

80,000.000 

francs .. .. 
.. 

It also was authorized to Issue treasury notes not exceeding the 
amonnt of its capital stock and obtained a large discount credit 
from the central bank. The" Societe Financiere " granted credits 
to France, England and Belgium and made arrangements for 
advances to Italy, of which the latter, however, never availed 
herself. 

France obtained credits approximating 152,000,000 Swiss francs 
($29,000,000) (including a ao,OOO,OOO-franc exchange credit of 
March 25, 1920) in the form of renewable 90-day Swiss franc bills 
of prime French industrial firms, indorsed by a group of leading 
French banks, discounted in Switzerland at a total cost of about 
7% and secured by the deposit of gilt-edged French and Swiss 
securities. England obtained from 1918 on, credits aggregating 
84,460,000 francs (about $16,000,000) ,to which were also in the 
form of renewable Swiss franc bills, indorsed by two of the large 
British banks in favor of the Exchequer and secured by the deposit 
of Argentine and Canadian securities in New York. Belgium re
ceived from June, 1919, on, loans aggregating 17,350,000 francs 
(about $3,300,000)" in exchange for the authorization of 
coal shipments to Switzerland. All these loaDS were fully re-

.. Allise, F.: L'orpnisation des banquea en Suiaoe, 1923. pp. 213 • 
.. Ibid. 
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imbursed by the beginning of 1921 and the " Societe Financiere " 
was liquidated in the same year with a surplus of 6,200.-
000 francs. 

RmsULTS 01' CREDIT GRANTS TO BIIiLLlOERl!lNTS. Reviewing 
these official credits to the belligerents in the aggregate of about 
$85.000.000 it may be said that. although they were remunerative 
to the banks and could be liquidated without losses. they taxed 
the financial capacity of the country very heavily. The pur
chases to which they gave rise undoubtedly increased industrial 
activity but caused on the other hand a scarcity in both the capi
tal and the money markets. and thus reacted unfavorably upon 
the land credit interest rates. It has also been maintained. and 
apparently with good justification. that these credits were im
portant factors in causing inflation and kept. at a later period. the 
SwiBB franc far above its intrinsic value with a detrimental effect. 
at that time. on Swiss industries and their exports. the former 
being no longer in a position to compete with the industries of 
the neighboring countries on account of the currency deprecia
tions. With regard to the benefits derived from these loans by 
the borrowers it may be observed that most of these credits did 
not enable them to support their exchanges. as had been expected. 
which meant that their reimbursements (with the exception of 
the British credits) had even to be made with heavy exchange 
losaea. 

If one considers that the Federal Government, with the eJ:

caption of the Austrian loan. did not grant any direct credits. it 
beeomes evident that, although two eeparate financial institu
tions had been established. the banks were contributing to an 
exceedingly large extent to the II national economic mobiliaation." 
They collaborated at all times with the Government to the fullest 
extent and it was largely the result of the we1l-developed credit 
organiaation of the rountry and of the high prestige of its banks 
abroad, that the Government was able to negotiate for the supply 
of foodstuffs and raw ma~ in exebange for the grantin& 
of leans. 

With the return to more normal conditions in _t years, the 
close ~tact of the war period between Government and banks 
disappeared somewhat, and there have been instan.es in ~ 
cent yeaIII where the banks were criticiaed for their DOD-
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consultive attitude towards the Government when granting for
eign loans. 

Practically all of the floating debt of the Government has been 
consolidated and the budget now is balanced. 

THE BANKS DURING AND AFTER THE WAR 

Under some of the previous headings a few of the war activi
ties of the banks have already been sketched. It is evident that 
the various developments were bound to affect each group or type 
of bank differently. The purely local banks naturally had fewer 
problems to face than the large commercial institutions which 
handled practically all the international financing of the country. 
It is the latter group of banks which interests us most under the 
circumstances. 

Reference has already been made to the numerous foreign con
nections which the Swiss banks had established before the war. 
These connections formed now a valuable basis for the estab
lishment of the financial contacts which were a prerequisite for 
any commercial transactions during the war-time. The unex
pected outbreak of the war had brought international trade to a 
sudden standstill. The uncertainty of the situation and the emer
gency measures which were passed in most countries produced a 
general lack of confidence and the continuous exchange fluctua
tions made the situation more uncertain. When the interrupted . 
trade ties were again established they, therefore, passed more 
closely through the hands of such generally trusted and inter
nationally known intermediaries as the banks and consequently 
the activities of these institutions increased greatly. As the war 
relations became more intricate and more complicated, these close 
relationa extended not. only to business but also to the Govern
ment and the large commercial banks especially, benefited there
from considerably. At the end of 1913 the seven large commercial 
banks then listed in the statistics of the Swiss National Bank 
showed deposits aggregating 1,579,000,000 francs (about $300,-
000,000), while at the beginning of 1927 the eight largest in
stitutions registered deposits of 4,255,000,000 francs (about 
$821,000,000) which in spite of the 50% rise in the price level 
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and the addition of another bank to the group, indicates a re
markable increase. 

FOREIGN TIIAIlII FINANCING. We have already seen that the 
banks faced the emergency of July and August, 1914, witbout very 
great difficulties, mainly by cooperating with the central bank to 
the fullest extent in its endeavors to protect the gold reserve. 
Their main endeavors during the months that followed were to 
find ways and means of rebuilding the broken international trade 
relations and to arrange for the necessary payments. The fiuc
tuations in the foreign exchanges prevented foreign buyers from 
putting orders in Switllerland and Swisa sellers from accepting 
them in foreign currencies. In a number of countries decrees had 
been pB88ed prohibiting the exportation of capital To overcome 

\

tbese difficulties the banks were compelled to grant loans in Swiss 
franca to foreign buyers who expected an appreciation of the 
value of their ourrency, or they extended credits to Swiss ex
portera against the pledging of the foreign currency balances, 
l'8l'eived as sales proceeds, with some oorrespondent abroad. Both 
of these methods presented, of course, under the circumstances 
considerable risks and required skilled execution. The unsecured 
loans and the acceptance credits which had often been used before 
the war for international transactions were replaced by secured 
and confirmed credits. The irrevocable letter of credit became 
the usual credit instrument and sometimes special arrangements 
had to be made to pass payments through the central bank of the 
importing country which in tum credited the Swiss issue in
stitution for account of the bank of the exporter. The ease in 
the money market which developed after 1915 inereased the de
posits at the banks rapidly and was natually a strong induce
ment for them to loan freely to Vade and industry and thus to 
stimulate industrial and commercial activities. Without their 
Willingness to extend the large credits needed, both industry and 
trade would scarcely have profited to as large an extent as they 
did from the business with the belligerents. The coOperation 
given hy the banks to the Government in making direct loans 
abroad and in partil'ipating in the financial in,.1itutions _ted 
for that purpose has been sketched in a preceding paragraph and 
needs no further emphasis here. 

Every war year brought DeW' additioos to the deposits and eon-
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. sequently also to the loans of the banks, such credit increases 
rising much more rapidly than the price level. Many of the 
banking transactions, however, began to take on much more of a 
financial than commercial (Le., self-liquidating) character. The 
loans had to be renewed and, as pointed out before, many of them 
were secured by the pledge offoreign currency balances. Large 
payments passed through Switzerland, similar to other neutral 
states, such as the Netherlands and the Scandinavian countries, 
for aCC9unt of the belligerents, the destination and purpose of 
which, however, remained undisclosed to the Swiss banks. Equally 
large and increasingly more important, deposits began to flow 
into the banks from abroad as some of the foreign currencies con
tinued to depreciate. More will have to be said on this score 
when discussing the alter-war developments. 

THE INVESTMENT OPERATIONS oJ' THE BANKS. In the invest
ment field the banks were not less active than in their commercial 
or deposit line. While the capital market had suffered consider
ably from the closing of all the stock exchanges, except the one 
in G~neva, and from the general uncertainty, it again became 
more animated as investment funds which usually had been .flow
ing abroad remained accumulated at home and as foreign capital 
began to flow into the country. The large and numerous govern
mental bond issues had to be sold to the public, followed later by 
a large variety of state, municipal, railroad, industrial and public 
utility issues. As the Swiss franc continued to bold to a high, 
premium, large blocks of Swiss securities were repatriated, espe
cially from France and were added to the list of securities to be 
sold to the public. Many of the banks acted as agents for the 
liquidation of the large quantities of enemy securities held by 
the nationals of the belligerent oountries, whicb task was fortu
nately greatly facilitated as a result of the extensive foreign Jist
ings existing at the Swiss stock exchanges, especially at the one 
in Geneva, Their number naturally increased during the war. 

The many investment transactions which the banks bandied, 
both domestic and foreign, had also a stimulating influence on 
their fiduciary activities, especially on their services for tbe cus
tody and safe-keeping of securities and valuables. It is believed 
that in spite of existing export probibitions, many large foreign 
estates transferred some of tbeir boldings to Swiss banks and at 
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a later period, as a result of the debacle of the exchanges, these 
transfers no doubt became regular and accumulated therefore to 
large amounts. The handling of estates by the banks, especially 
by the private banks, increased their appointmente as executors 
or as trustees for the many new corporate isaues, and their serv
ices in furnishing guarantees or bonds of indemnity for their 
clients in connection with the many export and import restric
tions became very frequent. While the extent of theae fiduciary 
activities probably could not oompare with the large trust busi
ness handled by the large American trust oompanies, it should 
nevertheless be pointed out here that the war greatly stimulated 
this line of activity of the Swisa banks. 

MOIITGAGID CREDIT. The marked rise in money and capital 
rates which marked the later war years was bound to affect mort
gage and savinge banks and investment trusts severely because 
of their practice of proouring part of their loan funds through 
the issuanoe of short-term cash debentures or notes bearing 
a fixed rate of interest. As these notes and debentures peri
odiclilly matured, higher interest rates had to be allowed on the 
renewal notes on account of the tightening in the money market, 
although the interest rates on the long-term loans remained fixed 
or could not be increased to the same extent. The reeult of this 
situation was not only a narrowing of their profit margin, but 
also in a few instancea involved some of these institutions in an 
embarrassing predicament, in the sense that they experienced 
great difficulties in obtaining the funds necessary for the 
payment of the maturing notes. For . such contingencies the 
Federal Loan Institution had been established and, as outlined 
previously, it acted as a very welcome JeSeI'Ve or rediscount. 
agency, fully equipped to cope with the emergency. While none 
of the banks was compelled to liquidate as a reeult of these de
velopments, the comparative illiquidity of some of the institu
tions in\'Olved was eerious enough to focus public attention on the 
unfortunate practice of these hanks in financing credits of a long
term character on a short-term basis. There is DO doubt. that the 
war uneovered in this respect a weak spot. in the Swiss hankin, 
etructure. Ever since, darts have been made to provide for legi&
lation creating a long-term credit instrument. of the \ype of the 
German mortcage bonds or to 8OID8 extent, of the Federal Land 
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Bank bonds used in the United States. Appropriate legislation 
has been taken under consideration. 

THE TRUST BANKS. It has been pointed out that the group, of 
banks affected by the rising price of money included also the trust 
banks. These banks not only met with the same great difficul~ 
ties in the renewal of their maturing notes and debentures, but 
&uffered also very severely from the decline of the security prices 
which occUrred after the war. Taking 1914 as 100, the average 
of a number of stock priees reached in 1921 a low of 38.3 II and 
of bond prices in 1920 of 63.7. Since a large percentage of the 
holdings of these trust banks consisted of foreign currency securi
ties, they suffered still heavier losses as a result of the deprecia
tion of the respective currencies. Several of these bank!! had to 
proceed to reorganizations by writing down their stock or by 
converting debentures into preferred stock. It seems likely that 
many of these losses could have been avoided if these investment 
trusts or banks had shown a better or' wider diversification in 
their, investments, and had been farsighted enough to foresee the 
currency debacle or had had the courage of taking the small initial 
losses. However, 'it is easy to criticize at this time; look
ing forward in those days was, no doubt, a different proposition. 
The fact remains, nevertheless, that large losses occurred and while 
they cannot be traced to an incomplete or faulty banking struc
ture, their occurrence seems to confirm the view that expert 
management is the most important factor in the investment trust 
'business. In view of the recent mushroom-like growth of the in
vestment trusts in the United States, these experiences of the 
Swiss trust banks during and after the World War should prove 
very helpful. 

ECONOMIC CoNDmONB IN 1920-1921. Post-war banking in 
Switzerland, as in most other neutral countries, was bent upon 
the reestablishment of normal trade relations and was under the 
influence of two distinct developments: first of the deflation proc
-es8 and second of the currency chaos in continental Europe. In 
1920 and 1921, both Swiss exports and imports dropped in value 
by over 50%. Money remained scarce. Many of the exporters 
were compelled to sell their foreign currency holdings at heavY 
lossea as a result of the decline in the exchanges. Merchandise 

II PublicatiODB of Swiao Bank Corporation. 
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atocks aocumulated. Prices began to dr'op and business passed 
ihrough a deflation crisis. Many of the bank loans became frozen. 
,'Some of these aocounts had to be carried by the banks on their 
books for years, but were gradually liquidated as oonditions im
proved again. The resulting illiquidity of the banks and the 
shrinkage in deposits as & result of the drop in the prioe level 
were f Qrtunately more than offset by the steadily growing inflow 
of foreign deposits from the neighboring oountries which possessed 
inflated ourrencies. The Swiss markets, like the Dutch and Scan
dinavian markets, besides New York and London, became finan
cial centers for German, Central European, and Balkan and, later 
also for French, Belgian and Italian financial transactions, whioh 
oeased, with the Btabililation of the currencies involved. In 
the meantime, however, these tranafere of funds, as pointed out 
previously, brought remunerative business to the banks and per
mitted them to keep liquid. It would be difficult to estimate their 
amount, but they no doubt were wry large and permitted the 
banks to owrcome the deftation difficulties with more ease than 
would have been possible otherwise. One of the banks, inci
dentally the oldest Swiss bank, however, had to undergo a reorgan. 
ilation owing to the losses suffered on its large holdings of German 
mortgage bonds. (Only a Bmall part of these mortgages oontained 
gold clauaes.) . 

The significance of these post-war developments for the large 
Swiss banks WB8 very grea~ Although business WB8 more or less 
at a standstill, the banks remained very active as a result of the 
large amount of international transactions which they handled. 
The centrall~ation made it easy for them to do a \arge amount 
of exchange arhitrage and for the same reason they were chosen 
by the business circles of Central Europe to act as their fiscal and 
~ll'Bl'ing agents. They thus strengthened their international posi. 
tion greatly, and were able to hold many of these connections 
even after the various currencies had been atabiliaed. 

P.urrlClPATION 01' Swtss BANu IN FINANCIAL REnARD ITATION 

01' EuitoPL The continuous inflow of funds from abroad and the 
standstill of domestio businees resulted, naturalIy. in an abun
dance of money in Switlerland whi~h found its expteSSion in 
extremely low money rates, maintained throughout the last four 
or five years. This abundanee of money and also of capital pel'-
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mitted the banks to participate on a comparatively large scale in 
the financial reconstruction of Europe. They took a substantial 
interest in the various stabilization loans which were issued, such 
as the Austrian, Hungarian, Czechoslovakian, German, Polish, 
Italian and Greek loans, and assisted both Belgium and France 
directly in their stabilization by granting them comparatively 
large credits. They also participated directly in a great many 
of the European issues floated in New York in recent years, and 
granted directly numerous loans themselves to foreign public 
and private borrowers. These foreign lending activities of the 
banks, which were in line with pre-war practices, were of ·course 
remunerative and added greatly to their prestige abroad. 
Whether they will be continued depends entirely on the position 
of the money and capital markets which may be expected to 
tighten at some future date. That the Swiss markets have been 
able to absorb in recent years as large an amount of foreign 
issues as they did, is by itself a splendid indication of their 
strength and absorptive power, especially if we consider that 
Switzerland, unlike the Netherlands for instance, does not have 
the benefit of colonial resources. This large absorption which, of 
course, may partly be accounted for by sales to foreign investors 
(French, Belgian, German, etc.), would also point towards the 
eXistence of efficient sales methods and of an excellent distribu
tive machinery. 

For some years after the war a discount market was existing 
to a certain extent in Zurich. However, i~ never reached great 
importance and it may not be expected that Zurich will follow 
Amsterdam in aiming at the establishment of such a market. 

LIQUIDITY op BANKS. Were the Swiss banks liquid during 
and immediately after the war? U we were to answer this ques
tion in a 'few words we would say: "Y 88, they were," but we 
would add that, although according to their statements they 
showed a higher liquidity than before the war, intrinsically, they 
were less liquid, largely because of the war developments and of 
the 'governmental interference with all free trade and all free 
financial operations. But after all, liquidity, like everything else 
in human terminology, is a relative term, and considered in the 
light of general liquidity of all the European banks of that period, 
the Swiss banks were no doubt among the most liquid institu-
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tions on the Continent. Keeping this in mind, we now may 
shortly examine the bearing which the various developments, re
viewed previously, had on the intrinsic position of the banks. 

The outbreak of the war found many of the smalI banks with 
very low cash reserves. Thia situation necessitated excessively 
heavy and too rapid drawings through rediscounts and borrow
ings, upon the resources of the central bank and were one of the 
reasons why the latter had to establish stringent limitations on 
payments mentioned under a previous beading. Moreover, the 
banks were unable to cash their large foreign bill holdings on 
aocount of moratoriums that had been established in most of the 
European oountries. Thus one of the pre-war banking theories 
which had always oonsidered foreign bill holdings as one of the 
most liquid banking assets failed to work out under the then 
existing circumstances. The banks were equally unable to selI 
large blocks of securities because of the general closing of the 
atock exchanges, with the exception of the one in Geneva. These 
developments, no doubt, made it hard for them to cope with 
the panio of July and August 191<&, as described under a previous 
beading, but they impressed the banks with the necessity of 
inoreasing their liquidity. The comparative abundance of money 
in the years that followed, with the resulting increase of short.
term deposits. made things for the bank in this respect much 
easier; the seven largcatoommercial banks improved their liquid 
boldings (O&Sh and balancee with central and other banks. p0rt.
folio. call loans) from 28.13% of their total resourcee in 1913 to 
'1.43% in 1917. 

QUo\LlTY 011' BALANCil SHBET IT£MS. The question arises a\ 
once. ""bether the quality or character of the various balance
sheet items in 1917 and later, was the same as in 1913. On the 
crt>dit side. the short-term deposits increased greatly since 191'. 
while the long-term deposits (debentures} remained stationary 
or showed only a slight intl'8&S8. Before the war. the debenturee 
issued by the 8e\'eD largt'St commercial banks were in excess of 
their total deposits in tumnt affilUllts, but by 1918 the latter 
were more than double the amount of the former. This importan\ 
change in the thararter of the deposits ~tated. of rourse, a 
higher ratio of liquidity. On the asset side, the loans and the 
balanees with tornISpondents expanded very rapidly. the latter 
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being in 1918 more than six times as large as in 1913. The charac
ter of these expansions (credits to finance the war needs and for
eign exchange balances left abroad) has already been explained 
and there is no doubt that, although a larger percentage of the 
loans were secured than before the war, they were on the whole 
much less liquid than in pre-war years and, as far as the foreign 
exchange ,balances are concerned, could only have been repatri
ated with losses. The bill holdings of the banks showed an en
tirely <lifferent composition than the pre-war portfolios. The 
prime trade paper that entered and left the portfolio with high 
velocity became scarce j in its stead government finance paper 
gradually began to fill the portfolios, such as treasury bills or 
notes of the Federal and the state governments and of the Fed
eral Railroad. The average amount of the bills increased stead
ily, and their average maturity actually trebled compared with 
the average pre-war maturity of the holdings of the central bank. 
In addition, the portfolios contained large amounts of municipal 
treasury notes, obligations of cooperative societies and the dis
count'paper which resulted from the credits granted to the bellig
erents, a8 explained under a preceding heading. The portfoli08 
were undoubtedly much less liquid, if not less secure, than before 
the war. The investments of the banks, especially of the trust 
banks, were seriously affected by the price declines in the bond 
and stock markets and the depreciation of the foreign ex
changes." In some instances the book losses became so heavy 
that the banks involved hesitated to bring their holdings down to 
market values. They even appealed to the Federal Government 
on the subject, which finally authorized them in December, 1919, 
to list their exchange losses as an asset item to be written off over 
a period of years, while only limited dividends could be paid or 
none at all." 

From this short sketeh of the most important asset items one 
cannot help gathering the impression that the banks intrinsically 

•• The bond inde" of the aw ... Bank Corporation .. given in the Annual 
Review for 1920-21 (page 100, w" in 1913, 9Oli7 and in 1920, 59m. The 
stock indelli W88 in 1913, 183.00 and in 1920, 7627. 

U The large banks, with one minor exception, never availed thelD8elvE'AI 
of the right given in the Decree of Dtoeember, 1919. However, the I_ 
thua carried by 22 smaller banb up to 19211 amounted to about 1100.000.000. 
At the eDd of 1928 they were practically fully written off. 
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were less liquid than in pre-war years, especially if the large 
oontingent liabilities (guarantees to importers, eto.) were taken 
into oonsideration. They probably were .not less secure than be
fore the war, but simply less liquid, being victims of the artificial 
war eoonomy which also all'eoted other parts of the economio 
structure. 

REsEBVIIIS ACCUIIIULATlilD. Fortunately, the banks made larga 
profits during the war, acted very conservatively in distributing 
them and aocumulated large reserves, mostly in hidden form for 
which no figures are available. These reserves mllde it possible 
for most of them to write 011' the larga losses which they sufl'ered 
after 1919 when the rellotion came. These losses were very large 
for some of the banke, especililly for some of the mortgllge banks 
which were holding mark mortgllges lind for the trust blinks and, 
al previously outlined, a few of these institutions had to be re
orgl\niled.'" The larga banks did not hesitate to take their losses 
at once, back in 1920, and made great efl'orts to reestablish their 
pre-war liquidity. The rapid and steady inflow of foreign de
posits whioh took place after the war greatly facilitated their 
endeavors in this oonnection. This steady flow of deposits 
proved that there was no doubt existing abroad as to the high 
liquidity and solvency of the Swiss banks. 

The abolition of the many emergency measures, the liquidation 
of the war credits, and the writing oft' of the losses, permitted 
them to return rapidly to pre-war liquidity, and in recent years 
they have consolidated and enlarged their international position, 
arising thus from the war and post-war period intrinsically, as 
well as extrinsically, much stronger. 

The rapid expansion of the large banks during the war afl'ected 
their ('apita! struoture basically. All of them increased their capi
tal stot'lt during and after the war, some of them repeatedly and 
especially in 1926 and 1927 very large increases have taken place 
improving thus somewhat the ratio of S to 1 for deposits to capita! 
investment which existed ~ the beginning of 1921 for the large 
rommercial banks. 

II In 1931. r ... iDaWlce, the publiobed looooa and .. wrileoolra· of1be eiPt 
bi!r banb iIloIuded ill the _'; .. jee of the s.n. No&.I J!omk ............. to 
lU'iIo of the ..- PR>Iila, .. apiaa 1.1 'AI ill 11111 Ulci U7~ ill lira. AU 
the bub, u.<IOpl -. l*d their ncuJar diYicleAd throucbou\ the wbaIe 
period. 
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CONCLUSIONS 

The banking system forms that organism in the body economic 
whose task it is to segregate and supply the credit needed. 
Wbether this is done in one way or another does not matter, pro
vided the system efficiently supplies all the credit that is required. 
In its ability to do this, rests the test of its efficiency. This means 
that banking systems and banking methods may vary from coun
try to country, since different economic structures, different hab
its and customs, demand different types and methods of banking, 
and it may be assumed that, the more the banking system adapts 
itself to these conditions, the better will it be able to satisfy the 
various needs. 

To what extent now is the Swiss banking system serving the 
needs of the Swiss business community? Is it operating efficiently 
and furnishing the maximum amount of .credit needed? Does it 
thus stand the test of the ideal system? To answer these ques
tionS; it will be necessary to review in a few words the system as 
a whole. 

Switzerland, a confederation of different historical units, rich 
in local traditions and customs, with intensive agriculture on one 
hand and extensive industrial activity on the other, both carried 
on a comparatively large scale by a great number of small 
enterprises, demands a strongly diversified credit system that 
adapts itself to local conditions. The existing structure, indeed, 
presents the picture of such a system. It consists of two major 
groups of banks, vis., the eight" big" commercial banks and the 
cantonal banks. The big commercial banks attend to the needs 
of the large commercial and industrial enterprises, and although 
individually centralized, they have succeeded in having their 
branch offices adapted to local conditions. The existence of as 
many as eight large and many independent small commercial 
banks makes a monopoly of the "big" banks impossible and 
insures cheap terms to the borrowers and a sufficient supply of 
credit. The other group, the cantonal banks (as state-owned in
stitutions) handle largely land credits and tbe smaller domestic 
commercial business, but they possess no monopoly in this field, 
since they have to compets with a large number of independent 
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mortgage, savings and cooperative banks which also attend to the 
needs of the small borrowers. The branches and deposit agencies 
developed by many of the cantonal banks warrant rrufficient con
tacts with local customs and needs. Investment banking is taken 
care of by the " big" commercial banks, by the private banks 
and by the investment trusts, while the administration of trusts 
and estates is handled, to a larger or smaller extent, by all the 
banks. This indicates and confirms the idea that the Swiss banks 
on the whole are little specialized and that the system is supple. 
The country's monetary circulation is confined to a central insti
tution which acts as a bankers' bank, but does not possess an 
especially streng control over the credit supply. This fact, how
ever, does not impair its reserve or central bank capacities or 
functions, 

If now again we repeat the question as to whether or not the 
Swiss banking syetem is well developed, the answer will have to 
be in the affirmative. Credit is developed to a high degree in 
Switzerland and the banks have well adapted themeelves to the 
various needs. It is true that the Swiss system and BOme of ita 
practices differ somewhat from those of other countries (to men
tion only the practice of issuing debentures) but these differences 
are Dot fundamental, and exist merely as historieal adaptations 
to the developments in business and industry. The confederate 
character of the political structure in Switzerland (like that in the 
United States) created a strong individualism which is also Ie

fiet'ted in banking. The variety of economic activity and the 
abseon~ of l~slative limitations caused the banks to diversify 
their services. Thus Swiss banking is Dot specialized like British 
or French banking and does not know the :french centraIiution. 
On the whole the Swiss banking syetem is therefore, while not 
ideal and in many respects badly in need of improvements, DO 

IdoUbt well developed and ranks among the highly efficient bank
illl! syetems in the world. 

The syetem withstood ~ t.est of the war quite well, but suf
fered from two shortrominp which need adjustment. In the firsl 
pla~, the war made it clear that the prat'tice of financing long
term land loans through the issuance of short-term debentures 
~ad to he cbanged. Appropriate legislation crating a long-term 

credit in...~ent (~ial mortgage bond) was therefore initiated 
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and is now pending in Parliament. In the second place, the war 
experiences confirmed the fact that a wide and large diversifica

~ tion in loans and investments are pn imperative necessity for 
ii sound and conservative. hanking operation. A n~ber of Swiss 
banks suffered heavy losses from an overextensIOn of loans or 
excessive investments in neighboring countries with depreciated 
currencies. A more extended diversification, somewhat in line 
with the conservative policies of the British banks and investors, 
might have prevented many of these losses. The banks, and espe
cially the investment trusts, undoubtedly have learned a lesson 
during the war and it may be hoped that they will strive to obtain 
a wider diversification in the future. 

With regard to the administrative side of Swiss banking, it 
may be said that one of the best assets of the banks is their highly 
skilled staffs, both managing and clerical, consisting to a large 
extent of people who for years have lived and studied in foreign 

I countries, and are therefore highly qualified to handle inter
natiollal banking business. The internal organization of most 
of the large banks is up to date and efficient, the same mechani
cal devices being used as in the United States. Since there is no 
legal necessity, most of the Swiss banks publish their statements 
but once a year. It is highly unfortunate that this practice has 
not heen abandoned as yet by the large banks in favor of a more 
frequent, periodical and detailed publication which certainly 
would increase their prestige. 

The war has strengthened the international position of the 
Swiss banks greatly. The neutral and central position of the 
country and its sound currency gave them a privileged position 
for the handling of financial transactions on the Continent, both 
during and after the war and they availed themselves of the op
portunity offered. They were, no doubt, heavily engaged at the 
beginning of the post-war period, but what other haoke on the 
Continent were not in the same or a worse position at that time, 
The fact is if 'It they absorbed all losses without difficulty, re
covered qlfap.y, and arose from the war and the post-war period 
stronger tlMn ever. In recent years they have been doing a tre
mendous amount of international financing, considering the pro
portionately small absorptive investment power of Switserland, 
and it may, therefore, be aasumed that again, as during so many 
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times in the last decade, they have been acting and serving as 
highly valued intermediaries in the continental migration or 
transmission of capital fl'Qlll country to country. That the 
rapidly progressing stabilization and normalization in Europe 
wili tend to limit tbeir international functions somewhat, seems 
natural. Switzerland, unlike Holland for instance, has no com
mand over colonial resources which provide for a steady capital 
supply. The activities of her banks will therefore in the future 
be narrowed to the demands and needs of Swiss trade, industry 
and agriculture and to such business as may be intrusted to them 
from the outside on account of such factors as a central or a 
neutral position, a well-trained management and personnel and 
comparatively low taxation. The indications are that tbis busi
ness will remain large or even increase in the years to come. 



CHAPTER XVII 

fiHE BANKING SYSTEM OF THE UNITED 
KINGDOM ' 

BY 

H. E. BUTHO" I 

THE GROWTH OF BANKING IN THE 
UNITED KINGDOM 

THE GoLDSMITHS. (The foundations of the British banking 
A system were laid in the latter half of the 17th century by the 

goldsmiths of the City of London) In the ,early part of the oen
tury the merchants had'been accustomed'to deposit their surplus 
coin ,'tIld bullion in the Tower of London for safe custody under 
Government protection - an arrangement which was apparently 
satisfactory until in~the King, Charles I, unable by any less 
drastio method of public finance to raiSe funds to pay his dis
heartened army, seized £130,000 of the merchants' gold -de
posited in the Tower and used it to cover his more presSing needs. 
This depredation naturally prompted the mercantile community 
to seek other and safer arrangements for the custody of their 
treasure. They tried keeping it themselves, but the dishonesty 

..:t of their cashiers soon eonvinced them that this method was little 
better than Government protection, and 80 they began to entrust ... 

c.it to the goldsmiths, whose integrity was universally recognized. 
In this way they inaugurate<! a system which in its main fea

'¢ures anticipated the functions of modem English banking. 
The goldsmiths, already familiar with the bullion trade, c0m

menced their banking activities by receiving money on deposit 
and lending the greater ~art of the lodgments to people who 
required accommodation) Receipts were given for IIUIIl8 de
posited, and these BOOn came into circulation in place of the gold 
they represented. These gold receipts, or goldsmiths' notes,_were 
the" earliest form of E.!!Slish_ ,~~~ note. A little later the de-

l B. COM, London. 

U" 
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positors acquired o€Iie h.l!bit of drawing checks on the goldsmiths 
who held their funqs. One of these checks, believed to be the 
oldest in existence, I. still preserved in the library of the Institute 
of Bankers in London. It is dated August 14, 1675, and 
bears all the characteristics of the present-day check, including a 
form of receipt on the back, sTed by the payee, taking the place 
of the modern indorsement. Vn this way, by gradual steps, the 

. goldsmiths, besides a~ting as bullion dealers, began to engage in 0 
aU those operations which are still regarded as the chief func
tions of a bank - they conducted current accounts, received de
posits, granted loans, discounted bills of exchange, and even dealt . 
in foreign ourrencies) In the early stages, no intereet was paid 
on deposits, but the high rates which could be obtained for loans 
ultimately led the goldsmiths to encourage more deposits by 
offering attractive rates of interest. . 

SHOBT-LIvm SUOCI!lS8. So long as they avtlided any business 
relationship with the Government, the goldsmitha seem to have 
prospered i but their BUoress was short-lived, and just as the mer
chants in 1640 had paid dearly for the confidence they placed in 
the'Government, so were the gOldsmitha in their turn destined to 
be ruined by confidence similarly misplaced. , , 
(,When Charlee II came to the tbrol}8 in 1660, the financial posi

tion was little better than that. bequeathed by Charles I eleven 
years previously. Finding the revenue inadequate for his needs, 
the It Merry Monarch" had recourse to the goldsmiths, wJ!o 
granted him loans in anticipation of taxes which had been voted 
by Parliament, the revenue being assignecl'to the goldsmitha as 
l!OOurity, ) This expedient. had been resorted to occasionally by 
Cromwell during the Protectorate, but in.the reign of Charles II 
the goldsmitha were ~led upon to 'advance much' larger sums. 
Tbisthey were not. unwilling to do as tb'ey wert able to exact.
an inereasing rate of interest - eventually as mucb as 12 per 
eent. per annUIU. The eecurity, however, was un-uin since the 
goldsmiths had DO control over the taxes, and with the revenues 
L.,ugned growing more and more distant, the goldsmiths began to 
~ase making further advan~ 

.. SroP OF "~Ex-!.II~\''J1'' ~ID !m the King, 1qeIItly re
quiring uioney for a war against Bolland, took the aeriQUS step of 
stopping all payments from the ED:hequer. )The Governmenl 
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having thus suspended payment to the goldsmiths, the latter 
in' turn had no alternative hut to suspend payment to the mer
chants whose deposits they held, and widespread ruin resulted. 
The.amount owed hy the Government to the goldsmiths at the 
time of the suspension was £1,300,000, and although payments 
on acc.ount of interest were made from time to time, the 
~pital was never repaid, heing eventually merged in the National 
Debt. 

"'{'The "f?top of the Exchequer" dealt a severe blow to the 
..l'ctivities of the goldsmiths as bankers. ~ The wealthiest of them 
-'by far the greater number-rettlEned gradually to their 
original trade. A few of the stronger and more fortunate were 
able to continue a8 bankers, and came to be known as B1lch, al
though they did not for some time abandon their business a8 
goldsmiths proper. 

EARLY HIsTORY all' THE BANIaI' ENGLAND, ( The shock to the 
goldsmiths' credit, combined with increasing unpopularity on 
accOl\llt of the exorbitant terms which they exactea' from their 
customers, directed attention· to the desirability of forming a 
I]anking institution which by virtue of its size and public charac

(ter should be in a position to give the mercantile community 
greater security and more reasonable terms than the goldsmiths 
could offer.) Many projects were brought forward for the forma
tion of a bank which would hasten the growth of English com
merce by providing credit at a low rate of interest and a stable 
bank note currency( The scheme ultimately adopted was that of 
William Paterson a Scotsman, and the development in English 
anking which he origlDate was again closely connected with the 

financial difficulties of the Exchequer.) 
Paterson seems to have realized that his idea of forming a bank 

was most likely to receive parliamentary sanction if it provided 
for a loan to the Government. I!t,1694, he was able to carry out 
his project: William Ill's Government being in need of funds, 
Paterson suggested that sUbscriptions should be invited for a 
sum of £1,200,000 on the underl!tanding that the subscribers were 
to be formed into a, COtp!l;ij'tioll called" The Governor and Com
pany of the Bank of Eng and," and that the £1,200,000, which 
would form the capital of the Company, would be lent per
manently to the Government. Interest was to be paid OD the 



THE BANK RESTRICTION ACT laT. 

,:lloan at the rate of £100,000 a year~ and the Company was to , 
"have the rigl.!i.!lf.le.sWng notes, to the amount of ite oapital. 

THill TONNAGlil AIYr. l The suggestion was adopted, and legal 
effeot was given to the scheme by an Act of Parliament wp~ch 
also introduced certain taxes unconnected with the Bank, and 
which was called the .. Tonnage Act" from the inclusion among 
its provisions of a tax on the " Tunnages of Ships.") The required 
capital wal readily subscribed and in due course the Company 
was incorporated. In spite of the opposition of its political 
opponents, the new bank was a success, so much so that it 
800n became olear that although the Government had reserved 
power to withdraw the Bank's Chartsr after twelve years, nei
ther the Government nor the nation was likely to dispense with 
an institution which was to render such valuable services to 
both. 
~ \.The business of the Bank consiste!!. ~f the issue of notes, ~ 
. receipt of deposita on whic~ in~was p!lid __ and the &ranting; 

of loans on1he security of. real estate.) It appears that no steps , 
were taken to secure the eon\'Crtibility of the notes, an omission 
1\'hich increased the difficulties of meeting the runs made on the' 
Bank from time to time when polititical conditions caused a tem
porary weakening of public confidence. ~ 
, ·THIII BANIt RssTBICTlON AIYr. During the first hundred' 
years of the Bank'i existence, the successive crises, both political 
and economic, in the nation's history wen faithfully reflected in 
the history of its Bank, which was on the whole equal to the 
demanda made upon it. ('Little difficulty was experienced in ob
~ining,.!\'Jl~!,~s of the ~~on arose, a1~houkh each 
renewal involved a furtht'l' loan to the Government, which was 
aenerally arranged by an addition to the Bank's capital) Progress 
continued to be made until, towards the end of the 18th century, 
the Bank proved unequal to roping with the difficult position ere- • 
aled by the Fren~h Revolution and entered upon the least eredita
ble phase in its history - the wigd 9f the BAok Rt'St!ictioo Act, . 
"'hi~~WJ8 io fomt for 22l'1:\1r8. 

i
be difficulties leading to the su~sion of cash paymenta • 

seeI!l to have arisen ~ the unsound financial policy of 
t!!!...~\'ernml'nt and partly f~ mismanagement or ds Dote 
issu.. by the Buk In order to raise funda for the war with 
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France which followed the Revolution, the Prime Minister bor
rowed from the Bank on the security of Treasury bills such large 
sums that the liquidity of the Bank's position was seriously en
dangered. These loans were used to provide subsidies to Eng
land's. allies and to pay the expenses of the British troops abroad. 
Both operations tended to tum the exchanges against Epghlnd I 
and involved a heavy ~ort...!lf seecie, while the Bank, instead of 
attempting to counteract this tendency by reducing its note issue 
and so .lowering prices, unfortunately chose such an inopportUne 
moment to increase the issue by adding £5 noteS to those already , 
in circulation, £114 having previously been the lowest denomina
tion. Th~.drain ouold was in this way accentuated, and the , 
Bank's reservedwindled. In February, 1797, the Bank's troubles 
cuiininated in a run on the country banks, which was precipitated 
by fears of a :French invasion. The country banks, to meet the 
run, withdrew more gold from the Bank of England, the monetary 
stringency being increased by the fact that the Bank had now 
begun to contract the note issue. 

The position of the Bank thus became so serious that the 
Directors had to apply to the Prime Minister for assistance. 
The result was the passing of the Bank Restriction Act of M97, 
by which.the Bank was forbidden to make any payments in specie 
except to the Army and Navy, or by order of the Privy Council.' 
The use -of Bank notes was at the same time encouraged by mak
ing them valid for the payment of taxes, although they were not 
given full legal tender quality. 

For some years after the passing of the Act, the policy of the 
Bank was wisely directed. As Bank notes were now inconverti
ble, there was naturally a tendency towards inflation, as a result 

Vof which Bank notes fell to a discount compareawmi gold. This, 
however, did not reach large proportions until 1809. In that. 

.year, a great change came over the situation. The restriction of 
trade and ~he scarcity of commodities arising from the war with 
France brought about a s~culative mania which the Bank, 
abandoning its former conservative policy, encouraged by grant
ing loans in excess of the requirements of legitimate trade and 
increasing its note issue to an unprecedented extent. The ex
ample of the Bank of England was followed by-the country 
banks, and as a natural consequence of the inflation of currency 
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and credit, the discount on Bank notes increased rapidly and the 
exchanges turned against England. 

'" THill BULLION CoMMITTIIIIII. In view of the alarm caused by 
these symptoms, a committee was appointed by Parliament to 
inquire into the connection between the increase of the note iSSUe} 
on the one hand, and the price of gold and the adverse movement 
of the exchanges on the other. This was the celebrated BuIg 
Committee,' which by defining authoritatively for the first time 
in £'nglaDa ~Iementary principles of .!Q..und mon~tJLr:Y..l?Qli~ 
did much to remove the almost universal confusion of thought 
which then prevailed with regard to these mattdrs. T~.cmrunit
tee reportpd that the high rice of bullion and th adverse ex- , 
changes were ue t Ie excessive note issues arising from the 
alft'pcnslOn 01 cash aymentS and that the only reoWdy was a Q 

rc urn 0 cas I n 'men S I.e., copYeItibility of the potes) whereby 
the issues of t Ie Bank of England would again he brought 
within proper limits. The report was presented in 1810 ... but Par
liament was not at once convinced of the soundness of its con
clusions, and it was only after nine more years of inconvertible 
paper money, during which there was a further heaifdeprecia
tion 01 sterling, that the elements of monetary scienc6' as laid 
down by the Committee were accepted. In .!ll.i an' Act was 
passed which provided for the repeal of the ank Restrictiod 
Aot by gradual steps. Shortly afterwards, gold was again in II 
eirculation, and Bank notee returned to their par value. 

BANE.ING IN THill PIIoVINCI& The expansion of trade which 
followed the resumption of cash payml'nts began to direct atten
tion to the unsatisfactory position of banking in the provincee.. 
By an Act of IBP' the right of issuing no&es in England was re
stricted to the ank of England, and to ~erships of lees thaD 
six persons - an anomalous arran"iiimeDt,"sm~the Smaller Lanka 
were generally the less stable ones. This regulation, h3wever 
did not entirely preclude the establishment of banking 
ships of more than six persons. It applied only to the issue 0 

notes, and it was soon realiaed that deposit banking eould profit.
ably be conducted without the right of issue, the cheek taking 
the I!la~.9B~ U\l.t~"Ne\;wtheJe.ss. "u;e"pOsitiooin the plOYmres -' .. 

• The ... """ of !he C'ommiu ... is ... pria .... ill eam...'lI • TIle Pap. 
Powod of l'm-ISU.- t-daa -Po S. KiDs .. s... 1811. 

• 
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remained unsatisfactory as the Bank of England could not com
pensate for the absence of powerful note-issuing institutions by 
establishing branches. The crisis of 18~ealed the weaknes. 
of the system, and resulted in the Act 0~29t,y which the estab-

11\IiShment of joint stock banks with any number of partners and 
:, with the right of issuing notes was made legal anywhere olltliide. 
\ t_dius of 65 miles from London. By the same Act, the Bank 

otfEngland was empowered to establish bra~~hes. ~ 
: ft~r the passing of this Act, there remained some doubt as to 

th legality of the establishment within 65 miles from London of 
jomt stock banks with more than six partners, but wit.boutUte , 
right of note issue. All dou~t on this point was removed in I.aaa.. 
when, in an Act renewing the Bank's Charter and making &ok 

~
f England no~ legal tend~, the establishment ~r 8U~h , b~nk~ 

was spec11lciilTy declared to be-legal. Shortly afterwards, the 
arliest of the London joint stock bank~ wer,e founded. 

CmsIS OJ! 1837-40. In the years from 1837 to 1840, the finan
cial system passed through another severe ~risis which was to 
prove the turning-point in its history. The experience gained 
during those years led to the passing of the Bank Charter Act of 

v.!844, wlllch may be regarded as the opening of the modem era 
~f British banking. The principles then introduced hav~ stood 
the test of time, and remain, substantially in their original form, 
as the basis of our present-day banking system. The Bank 
Charter Act is therefore a suitable starting-point for an outline of 
the modem organization of the Bank of England, and the position I 

, it DOW occupies in British finance .. 

..;THE BANK OF ENGLAND OF TO-DAY 

tl!nMINISTRATION. As will have been gathered from the fore
going pages, the Bank of England is a joint stock company in- r 
corporated by chaM. It is not a national bank in the sense in \ 
which that description is applied to the central banks of certain 
other countries where the Government exercises direct control, 
but it is national inasmuch as it bears the respOnA;bilities in con1 
nection with the money market usually associated with a ~te\ 
bank besides undertj\king the management of the Dote issue and' -
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the National Deht. Apart from the regulations as to the i.!lsu~ of .... ' _ .. r _.- - .W 

no:n: and the o~~iglltion_t.o pu~hsh_aceol!nts in.. the form pre-. 
8e I ed by tJieAc~.91J& tlieBank is, in theory, free to conduct 
its business as it please(."'" In practice, however, it recognizes the 
duties which arise from its peculiar position as the comer stone of 
the British financial structure, and the directors in framing their 
policy always give primary consideration to the public interest 
rather than the profit of the stoekholdere. 

MANAGEMENT 01' BANK. The management of the Bank is in 
the hands of a court of. lIUireotor.s,.. a governor and a deputy 
governor, all emilient bankere and business men in the City. In 
10 far, however, as they are bankere, they are drawn from the 
privata banking aljl! financial houses, it being an unwritten rule 
that no director of any of the large joint stock banks shall be 
also a director of the Bank of England, since he might by virtue 
of his position acquire a knowledge of the affairs of other banks 
which would give his own bank an unfair advantage over ita 
oompetitors. A slight relaxation of this rule was made recently 
when a dirsotor of one of the British colonial banks was elected 
to the Board of the Bank of England. 

The Governor and Deputy Governor normally hold office for 
a period of two years, but this practice has occasionally been 
departed from when ahnormal circumstances have rendered it 
desirable. The most notable exception is the term of office of tile 
present Governor, who has now held the position for seven years, 
giving a continuity of policy which has been of great value in the 
difficult conditions of the posllwar period. The system of man
agement of the Bank has in the past frequently been criticised on 
the ground that insufficient provision was .JDade for continuitY of 
policy. and it was doubtless to meet this objection that, in 1911\ 
the ~anent offi~ of C0llUltffi\!S!' waa. ereated. The ~ 
~er 18 now the chief ~Dlstrative official, and serves as a link 
between the directorate and the executive officers. 

PosrrroN 01' SrocB:HO' DBPS (rhe stockholders themselvee have I' 
virtually no voice in the manageml'nt of the institutionl Tbt'y 
mel't four times a year as ordained by the Bank Charier, but 
the proceedings are purely formal, the recommendations of 
the directora being invariably adopted. No balance sbefl is 
issued apart from the 1Nek1y return prescribed by the Bank , 
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Cllartfll" Act, and no further information regarding the' Bank's 
bueiness i~ ever divulged. 

It should be added that the Bank has ten branches: two in 
London, and eight in the chief provincial towns. 

THE BANK CJiARTER ACT. To revert to the Act of 1844- its 
ohief provisions were those governing the note issue, and the 
publicabon 'of acr.ounts.The effect briefly was that the right of 
note::}~ hi 'England was confined to banks which possessed and 

eX'f~ised this Priv. i1ege bef?re 1844.~ Subrt ~:~: :::r.::; 
the' Bank of E~g]'lnd was gwpn the ~cJ1I5ye M._I:!_ ~ _ _______ _ 

Tr;' Bank was tob; divided into two departments-the Issue 
, -Department alid the Banking Department. A limit was fixed 
for the fiduciary issue. and notes issued abov, this limit were to 
be fully'covered by gold. The Bank was also compelled to buy 1 
all gold offered to it at the fixed price of £3.17.9. per ounce troy, 
11/12ths fine, and to seUat£3.17. 10¥Z per ounce. Finally, it was 
to pUblish every 'Week a ~ the form prescribed by the Act. '5 

THE BANK'S WEEKLY lb:TuBN. The weekly return is naturally 
an objeet of great interest to the money market'since it is the key 
tu tlJe position of the Bank and therefore one of the chief indi
cations of the probable future course of money rates. It is pub
li~h,d every Thursday morning after the weekly meeting of the 
nirEJ!tors. The following is a copy of the' return published on 
Thursday the 27th of May, 1926. 

BANK OF ENGLAND 
Aa Account pursuant to the A.t 7.,.d 8 Viet. Cap. 32 for the week 

ending a on Wednesday the 26th May, 1926. 

- ~ ~~:v ... " . m;us _AlIT""'" ~. 
• • 1\' ales Iarued •..••••••• 167,576,1115 

" 

167,576,815 

Doled the 27th May. 1926. 

, 
Government Debt •••••• 11,oJ5,100 
Other Securities .'..... 8.'134.900 

. Gold Coin & Bullion ... 147.826,815 
Silver Bullion ......... ===;;: 

167,576,815 

C. P. Mahon, . 
Chief Cubier. 

, The worda • lor the week endins n IIIJA1!Sl that the figu .... are the daily 
4veragea for the week. This is not the case. and a more correct. description" 
.. ouId omit these words Bin .. the ",tum sho ... the position only .. at the 
ol_ of buain .. each Wedneoday. and not over the whole week. 



P~prietors' qlpitaJ ... 
ItNt ...... .. .... 

Uncludin Exchequer, 
8avinllll ODka, Com
mi.mone of NatioDal 
Deb, d Diyidend 

£ 
14,553,000 
3,208,423 

Public D~P ta 

McOu ). .. .. ...... 20,220,299 

Ool",r ~08ita ........ 103,0(1,828 
~ ·ll(ay and Olber Billa. • 3,887 

" 141,027,43i 

J),,~ 1b.:a71b May, 1926. 

• l' , 

Govemment Secwit.ib:l . 
Olb.r $eeuriti., " ...• ". 
Notes ........ ~ ... :0.·. 
Gold and Silver C..,~: .. 

41,03 .128 
71.81" ')48 
2ti.D44 ~'>3 
1,16t~,O 

141.027' 

C: P. Mahon .. 
• Chief Cashier 

",," . 
THII IssUli DEPABTMBNT. The figure ShO} llgaillst .. 'Not.-s 

ls.ued II is the totel amount of Bank notes 0 tstl\.Dding. 0, ... the 
date of the return. The notes are issued for a ount.! of .cS, ar.d 
"uttain multiples of £5, and are convertible denlllnd lOt the 
lllln\t into gold bullion in the form of barB, !I\;!\n!': 'Al'l'rori-
ul~tely 400 ounces of fine gold. Notes which .re p6id in to the 
1..>U& Dep&rtment are never reissued - a fact "j\\'hicb mak80i thJ 
Ellllk of England issue an expensive one to m~t .. ia. Tnf.' noee 
are legal tender in England (except by the B~IIktt..e I II ior &11 
.I<\ounts above £5. .. 

The right hand side of the account of the LeIif' DepartDl~nt 
.ho"'8 the assets held again" the note issue.. U will be seen tlll':,t 
\\;tb the eneption of £19,750.(10 the whole of th~ ~1l8 is ~o':'iIf.1 
by gold roin and bullion. The amount of tho IiJu, ;"!y perl: 
"I the issue W1lII arrived at in the followiJiK waf' 

When the Bank Charter Act was drawn up, it. wu though'. 
tbl\\ the maximum portion of the issue which ......, ~ ...... Ii\;'cly at 
I\ny time to be presented for payment W1lII fH.OOO.ooo. The 
Bank was therefore aut.hOriaed by the A~ to ,,-_ uUla! tf) thia 
&mount COV\lred by seeurit.i!l8 in.ad of gold. N tl _ l!('CW'iti"" 
thf Govemm~nt drbt of £11,015,100 to the Bank .as &0 Corm 

",.ary: It was alSO prov\ded that if any of the couotr\ hau\;.s ...-hioh 
.. ,tained the rigM of is.-ue under the A('\ shOjJld thereafter re
Iin4uish the right, either by teaSing to exist or:by 8malg"mstin!: 
with other baDka within 6S miles of LondOB, Q:.:- Bauk oj ~-
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land should have the rIght of issuing notes against securities t< 
the amount of two-thirds of such lapsed jssues .. The present fig· 
ure of £19,750,000 ~r th~ fiduciary issue represents the origina: 
£14,000,000 plus furthet amounts issued from time to'l(ime iI 

I' plaoe of the' lapsed issues of other ba.nks. ~e Bank of Englanc 

I is now tbe only note-issuing bank in England and Wales, all thE 
j other banks which retained the right of issue under the Act of 1844 

having since lost it, chiefly through the process o{aiDSfgBniiitiiill, 
It ~iIl be noticed that a space is provided in the return fOl 

i~ver bullion. Under the Act,Jilver ~'!..may be held to the 

1
: "ent of one quarter of the gold held in the Issue Department, 
, .~ .. practice .this righ~ is not exercised. It woul~ be'of litt~e 

. If It were,.slnce the Sliver would have to ve reabzed before It 
d be used to meet cash deinands. ' 

, ~THII!BANKING DEPARTMENT. Turning to the account of the 
Banking Department, we find as the first item on the liabilities 

'" .ide the .. Proprietors' Capital." This is in the form of stock, all 
of '$e same class and catryingthe same rights. There is no fixed 
rate of diviliend,p.a it; fa actually seldom varied. It has been 
at the rate of 12 per cent per annum mnce 1923 and the sto£k is 
priced on the Stock Exchange in accordance with its yield on'the 
slime basis as British Government securities. The stock is fully 
paId up, and carries no liability. No holder of less than £500 
stock has power to vote at a general court. 

The "Rest" represents the Bank's undivided prC!!!t. It is 
'~ever allowed to fall below £3,000,000, so that £3,ooo,<ro of it 
c be regarded as the Bank's RelitrVe Fund, and any sum above 
tp. figure asihe balance of the Profit and Loss Account. 
'~blic Deposits" comprise the balances of the various ac

counts whlch tbe Government keeps with the Bank. It may here 
be noted that the whole of the Government's banking busineSs is 
entrusted to the Bank of England with the exception of those 
current accounts wbich for the sake of convenience are kept by j 

certain of the Government's agents, such as postmasters and tax 
collectors, with banks in the towns in which they operate. 

\ 

.. gther Del?osits " arell~item of ,very great importance in the 
money market, for reasons which will appear when we come to 
deal with the Bank's reserve. Under this heading are included 
the deposits o! all the Bank's customers with the exception, of 
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li,a Government. The Bank of England"is sometimes called the 
" Bankers'BaIlk If because all the English banks of any impor
t :;n~1im,ep ~ts with the oentral mstitu.~ion. The balances 
of lhese' aocoun£S, on .which no interest.,is paid, are included in 
Of Iler Deposits and must necessarily form a large proportion of 
tlleln. Until 1877, It was the Bank's custom to show separately 
tlillitotais of the bankers' deposits and the deposits of othe~ cus
hll'frs, and in view of the importance of the bankers' balances 
118 4n index to the strength of the banking position, it is thought. 
by Alany people that it would be an advantage if this practice were 
n,,'ved. \. 
.. The item'<lf. 7-D8Y and Other Bills" is of little importance. ; B 
rdC1'8 to the ''Post-bill,'' a type of bill introduced by the Bankill 
rll1~" when facilities for remitting money were less developed tb" n 

-th~y are now. These bills are drawn by the Bank 011 anY'of't. • 
. hranches, payable to the order of a specified person seven-.qayg 
... !1M' date, and issued to persona desiring to remit against pa\'-
1O~1I\. in rash, the obiect being to give the sender an opportunity" 
or notifying the Bank if the bill should rome into wreng handS in 
tr: .. ,it. This method of remittance is becoming obsolete, having 
lH't'ii superseded by the rhcrk. and by the postal orders and 
llU\Ilt'y orders issued by tlle Post Office. 
, Oil the assets side of the Bankillg Department account we 
eom{, first to .. GoVt'l'nment f:ieeurities." This covers all the 
o""ui-ities of the Britisl\ Government held by the Banking De
I" .. tldent. They may be in the form partly of long-dated and 
lIlarketable Gm-emment ecruritit'S ord~arily so railed, and partly 
(If 1"Jt>asuI}'Bil\s. and in part may consist of the Governmeht'S: 
Iinhility on temporary advanres made to it by the Bank in 
n. nlr .. ' ipation of rBVt'nue.'\I.,.Surh temporary astomm~_ js 
~ "' ,~-!t.. as II WR~'l! Rnd ME'Rna .. a<}l'\Illres. , _ 

'~I h .. ;'1:\('uritjes .. ~ all the investments held by the BlUlk 
,> t1,~-i~;;;;ment Slet'uritit'S, and loans to prh'ate eu...otom.~-, 

'\ I,. lI~nk tiO(!$ not publish uy details of the romposition of thi~ 
" hut. it M\Ws all the l'redit facilities granted by tl\e Bank to 

.... ntl'~r than tl\e Government., either by way of loan again.~ 
. '.~;·ily, or bills diSl'Ounted.' ' .' • 
'Uri BRr.\lb The last twJ'itt'fll.-"Notes" (i.e., Bani of 

l:u&IUd Notes) and It Gold and ::111"<'r C,>in ~:-are perhaps the 
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most significant of all, since together they comprise the total 
amount of cash held by the Bank against its banking liabilities. 
The aggregate is known as the Bank's" Reserve," which should be 
distinguished from the r~serve fUlld referred to ubdllr the heading 

liof "Rest." It must be borne in mind that the reserve of the 
~anking Department is purely a banking rese~e, and is qui~ 

\ f:iStinct from the gold held in the Issue Department· as cover for l he note issue. It will be noticed that by far the greater part of 
he banking reserve is held in the form of Bank notes. In view 

·of the very large proportion of gold held in tile Issue Depilrtment 
against the notes, these may be regarded as equal to gold, and 
when the Banking Department is required to payout gold, the 
notes can readily be converted on ~pplication to the Issue 
Department. . 
..aMPOBTANCE OF REsERVE. The 'great importance attached to 
the Bank of England's reserve aris~arUy. from the i'!.cttha~ 
it represents the only considerOle stock pf gold - that is, inter-

I nati,onally acceptab~ cash - held il\.England against the liabili: 
. ties of the whole system, and partly from the nature of those 

liabilities. It is the custOm of the English banks to hold them
selves only sufficient cash to lI1eet their normal day-to-day needs. 
They keep in their own coffers little more than. a supplY of till
money, and the remainder of their cash reserve consists of their 
balances at the Bank of England which, as we have seen, are 
included in the item II Other Deposits" in the Bank return. The 
Bank is thus thei!" fir.nine of defence, to which they have 1;
medIate recourse in the event of any abnormal demand for cash. 

·Fo. this reason, the ratio between the reserve and the deposit 

1liabilities (i.e. Public Deposits and Other Deposits) is rega,ded 
as the vital feature of the Bank return, and the key to the bank-
ing)losition. . -
~FFECl' OF CASH DEMAND. How directly an unusual demand 

by the public for cash from any of the other banks is reflected in 
the position of the Bank of England will be seen if we consider 
what happens when such a demand is made. Let us suppose that 
a large sum of gold is required for export. The exporter applies 
to his bank for the gold, and as his bank probably holds no 5u1J 
of its own, it is compelled to draw on itlbalance with the Bank 

.of England. Tho. exporter is given a' check drawn by hls own 
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ba~k on its a'ocount with the Bank of England' which he cashes 
in the Banking Department, receiving Bank notes which in tum 
are converf.ed into IjOld in the Issue Department.~he effect of 
the operation. in the Banking, Department is to decrease both 
Other Deposits and the reserfa by the same amount, and as 
Other Deposits are much larger than the reserve, it follows that 

~
the ratio of the reserve to liabilities is also deoreased. 

. The effeot will be the same if the oash withdrawn is borrowed 
from the Bank itself. There will then be an increase in Other 
Seourities and a decrease ip the reserve, while the liabilities side 

\ remainl unaltered, the result being again a decrease in .the ratio I 
of the reserve to the liabilities. A ~imilar deorease follows when 
the Bank makes a loan which, instead of being withdrawn in cash, 
ie drawn on by gheckDy the-borrower to payoff an amount which 
he owes to someOne else. The person wpo is repaid pays the 
oheck into his own bank, which in tum increases its balance with 
the Bank of England. The oJl8\¥ion reflects itself in the Bank 
return al an increase in Other Securities, anc! an increase in Other 
Deposits, with no change in the reserve. 
~NDON AS ~ INTERNATIONAL FINANCIAL CENTER. The sm~1I I 
ness of the central reserve in comparison with the de~i liabili 
ties of t.he banks as a whole is a 'striking' feature of the Bri -
bank'ng system, m!>re,es~ially in view of the exceptional posi 
tiQn occupied by London in world finance. In the 18th and early 
19th centuries Great Britain was the leader of the world in the 

Idevelopment of industry and commerce, and ~a natural eorol
,Iary became also the pioneer country in the establishment of 
i banking facilities. Not only was the internal banking system 
8XpJII1ded and adapted to meet the growill& needs of industry and 
COIIIIIlerce, but, with the extension of her foreign trade, Great. 
Britain became the center also of a complicated network of 
intprnational financial relationship&.""" 

"'hile British leadership was thus growini. it became a tradi
tion that London ahould always lIleet )lei' obligations in gold on 

. demand wliein'equired to do so. Other countries lnight, and did, 
in pre-,,-ar days, put obstacles in the way of the expori of gold 
"'henever such export was thought. undesirahle. The Bank of 
France, for instance, Wall accustomed to charge a small p~U;U; 
on &Old WithdraW1l for ~ and was a1&o at liberty to par 
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out silver in unlimited quantities to meet its liabilities, while in 
the case of Germany, any export which was thought to be inex
pedient was discouraged by less direct means.' In London, how~ 
ever, no restraint whatever was imposed" T~ul~.was that 

1 
theb!!!..~n.L.0~d()!! .~~ I.:egarded. !,broa~!ls tbe nearest approach 
to bullion itsE!!i. and came to fulfil the functions of an inter
nallOnalcurrency 80 that to-day trade between foreign .countries 
with ~whici!.J!:~la!1d .ha~irect con~ern is fr~uentlyJinal!£td 
byTlll!s drawn on London. . 
1n addition therefore to the responsibilities normally assumed 

by a national monetary center, London has to reekon with this 
mass of international bills which, while easily handled in normal 
times, may yet prove a heavy burden in times of crisis, for in such 

Jtimes London as drawee and acceptor must meet the bills in gold 
as and when they mature regardless of whether the parties ulti
mately liable are able to provide the necessary funds. So long a8 
the financial machine is working smoothly the reserve is secure, 
but the slightest derangement of the mechanism suffices to cause 
a withdrawal of gold, and when this occurs, it is always at the 
expense of the central institution's reserve. 

Such were the obligations arising from the position which Lon
don held before the war as the financial center of the world, and 
although England's predominance in this respect has since been 
somewhat lessened, it cannot be said that there has been any 
corresponding reduction in her financial responsibilities. On the 
contrary, she has now to reckon with the additional strain placed 
on the exchange by European countries which find.it more con
venient to remit to New York through London than directly, and 
to hold a large part of their cash reserves in the form of bills on 
and deposits in London. 
(All these liabilities depend in the last resource on the Bank of i 

England reserve for their prompt liquidatioQ) In such circum
stances it is perhaps surprising to find that on only three occa
sions between 1844 and the outbreak of war in 1914 was the Bank 
of England put to any serious difficulty in meeting its obligations 
-during the crises of 1~ 185J,.and 1~~ 

FINANCIAL CIIISE8 SINCE .ISH. In 1847 the difficulty arose 
Irom exceptional exports of gold to pay for heavy imports of 
wheat following bad harvests, and from excessive speculatiOD in 
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home railway seourities. As a result of large advances to the 
market and withdrawals of gold, the Bank reserve fell to such a . 
low figure that, in the ahsence of abnormal measures, the Bank 
would have been compelled to stop discounting. At this juno
ture, with important houses failing on all sides, and the market 
in a state of panic, the Government intervened, and relieved the 
pressure hy informing the Bank that if notes were issued without 
!lold hacking in excess of the limit authoriled by the Act of 1844, 

~t would propose to Parliament a Bill of Indemnity in respect of the 
breach of the Act, it being stipidated that the minimum rate lor 
loana and discounts should. be 8 per cent. The Bank was thus at 
liberty to continue to advance to the market by adding to its 
fiduciary note issue. In the event, however, no infringement of 
the law proved to be necessary. (The mere fact that money would 
be forthooming if required .was sufficient to relieve the tensio~ ~ 
and currency whioh was being hoarded in anticipation of the 
complete exhaustion of the Bank" supply of CBsh was returned 
to the Bank, 80 that the reserve was socn replenished. 

The precedent established in 1847 was followed on two sub
&equent oocasions prior to 1914. The erisis of 1857 was due pri
marily to an over-expansion of eredit at hom!L accompanying 
the rapid extension Of foreign trade. With the market already 
in an unsound condition, a financial erisis occurred in America, 
and its reactions caused numerous failures in London. The Bank 
found itself in the same position as in 1847, and similar measures 
were taken. On this occasion, the Bank actually had to avail 

'lit~lf ot the authority to increase its fiduciary issue beyond the 
limit imposed by the Bank Charier Act, although the excess issue 
at DO time reached £1,000,000, and the i.nfringement of the Act 
lasted only 18 days. 

In 1866, unsound financing of l'Ompanies, and the (VOwth 01 
banking without sufficiimi-attt'ntion to h~dity, Prepared the 

way for a crashwlifcbwas pre;1PIt&tA;d by the unexpected failure 
of a IIU'g1l and influential financial house, Ovoerend, Gurney .t Co., 
generally believed to be of unassailable strength. The Bank was 
on~~!lIthoriRi to !nfrin~ the Aq of 1844, but as in 1847, 
no actual excess issue of notes proved to be Dec: emry. 

In !800 the Bank of England was again f.fed by a very diffi
cult position - this time as the ~ of widespread aDd _ 
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sive speculation in foreign securities, 'which led to the une~;~ted 

, failure of Baring Brothers, an issue house of high standing. By 
the prompt action of the Bank in promoting a guarantee fund to 
provide for Barings' liabilities, coupled with a high Bank rate and 
imports of gold, the situation was prevented from IIssuming the 
. proportions of a serious monetary crisis, but disaster was only 
narrowly averted. Brujligs' liabilities were subsequently met in 
-full, and in the form wf a joint stock company under the name of 
BaringlNothers & Co. Limited the firm quickly regained its 

rt {opuef prestige. 
-~ ELASTICITY OF THE MONETABX SXSTEM. The erie which we 

~aV'e outhned served to reveal what has been regarded by many 

{
'peoPle as the chief defect of the Bank Charter Act tl~.Jacj 

r tha_tJt made no provisiaD for elasticit.IJn the n_ottis~. The 
framers of the Aet of course had a definite objeet in view when 

ey made the ank of England note 0 clo I resemble a gold 
6 

. cate. They believed that the greatest danger they a 
guard against was a system under which the note issue was free 
to 'expand beyond the amount of gold available for monetary 
purposes, and that if this possibility were eliminated, crises would 

~
(ot occur. (In other words, el~sti~ity of currency was held to be 

lI'$Q,lnpatible...JJrith Safe finance) Subsequent events have dis~ 
roved this theory, but have not condemned the structure whic 

was founded in 1844. England now enjoys both an elastic mon 
tary system, which is an essential part of modem economic or
ganization, and comparative immunity from crises, and these 
conditions have been attained by iDethods which can hardly have 
been foreseen by those responsible for the Bank Charter Act. 

lasticity of the monetary system has been achieved by the per- . 
ection to which the use of the check as a credit instrument has 
- n brought, the development of EnJ!l~h banking in this direc
ion having no doubt been stimulated by-the rigidity imposed on 

the bank note issue by the Aet of 1844. But this elasticity has 
ot, since 1866, been accompaniedby the recurrenee of erises 

whi/lh was so much feared in 1844. 
~JULL IN MANAGIlMENT. Such a satisfactory development has 
been due in no small measure to the skill and prudence which 
have characterized the management of the Bank of England, and 
indeed of the banking system as a whole, since 1866, and the 
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system founded in 1844, under able administration has not only 
survived, but has proved well adapted to England's financial 
needs. The comparative immunity from crises which Pitt and 
his colleagues sought to Bem,re by legislation alone has since been 
achieved by sound banking practjce. while the development of 
the check system has enabled us to avoid that sacrifice of elas
{h)ity which was thought in 1844 to be inevitable. 

The w2.rktng gf i h;:::;OBey Rl&rke£ 88 A whole, and the part 
played therein by the Bank of England, will be deall with at a 
later stage. Before turning to these questions, we mlfstogive a 
brief description of the organilation and functions of the other 
units in the market. 

~HE JOINT STOCK BANKS "A C&NTUlIY OP AMALGAMATION. It has already been pointed 
out that the establishment of joint stock banks in London dates 
from 1833, before wbich year there had been some doubt as to 
the legality of joint stock banking within a radius of 65 miles 
from London. It was also stated that such banks, although their 
legality was then established, ~1'Il __ 1I~ given ili.e right of issuing 
n~, this privilege within the 65-mile radius of London being 
still confined to the Bank of England. Tbe lines of development 
of joint stock banking in and around London were tbus clearly ~ 
defined from the outset - in the absence of power to issue notes, 
the banks, in building up funds with which to carry on business 
could rely only on their own capital and on the sums which would 
be deposited with them by their customers, a limitation which 
added to the difficulty of starting a bank, but was not a ~ 

~ handicap when once the bank was established. The inability of r 
II the banks to provide a paper currency"was counteracted by the 
',practice of allowing deposits to be drawn on by check. 
. ",FIRST JOINT SrocI BANI. London was not slow to take ad
vantage of the Act of 1833, and in the next year, the fim. joint 
stock bank in London Was founded." This was the London and 
Westminster Bank, which after having amalgamated with two 

• The BaH: at EbaIaad ;" aIoo otriell7 II joiat Ilock buk. but ill riew aI 
ita _pll..u pooilloQ aDd f~ it;" "",.....u;, d' 'W IS ....... 



1162 THE J 0 I NT S Toe K BAN K S 
• 

other banks and absorbed many smaller ones still plays a prom
inent part in English banking as Westminster Bank Limited. 
Other joint stock banks followed both in London and the prov
inces. The London and Westminister Bank operated only in the 
London district, but other banks which were founded soon after 
at once spread their ramifications farther afield, opening branches 
in the country while keeping their head offices in London. There 
were at the same time many additions to the smaller local joint 
stock J:>ank,s operating in the various provincial districts. 

The -advantages of joint stock banking, and th~~eateL sta: 
bility it afforded to customers as compared with private banking 
were quickly-realized, and -almclst -concurrently with the com
mencemenCiir joint stock banking in London tIiere set In the 
amalgamation movement which has continued down to the pres
~t day. The reallons for this tendency are not far to seek. In 
;.the first place, oti!!:r things l!einKequal. th~ strength of a banking 
institution increases with its size up to a point. Standing and 
rel!!i~~iQu~j-~Qf great~r_imp()rtance iJi banking thanTIilmy otner 
\~silless. A large bal!!!: )~_strongertha,!.an equally well milnage.d 
'-/;mall bank both becau~e ins ·sure to be better known and he
cause-~ith i~ i;r~-;·r~o-;;~e8 it ~ better able to stand a run in 
anyone of the various districts_ in which it operates. 
~FLUENCE OF BRANCHES. Ther-;;is th~-fUrthm. advantage that 
a bank which has its branches well spread over the country is 
better fitted to serve industry and commerce not only in connec
tion with remittance business, but also in mobilizing the country's 
financial resources. A bank operating in both agricultural and 
industrial districts is able to draw funds from regions where de
posits are plentiful and employ them profitably in those pa1"t1 
where loans are most required. Similarly, a bank such as this, 
being connected with a large number of industries is better able 
to stand the effects of a period of depression in anyone of them. 
Finally, there are the advantages to be obtained from economies 
in the working of a large institution. 

In its earlier phases, the movement towards centralization took 
the form mainly of the absorption of the small local banks by the 
larger joint stock institutions. The process was necessarily pro
gressive, because the larger the average size of banks all over the 
country became, the more handicapped were the smaller banks 
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in competing with the large ones. The banking business thu. 
came gradually into the hands of a comparatively small numb~ 
of joint stock banks, the largest being those with central offices in 
London and branches in various parts of the country. In 1900" 
there were in England and Wales 77 joint stock banks having 
3,757 branches. By 1913 the corresponding figures had been 
changed to 43 banks with 5,797 branches,' showing that although 
t.he number of institutions was decreasing, there was at. the same 
time a rapid expansion in the conveniences and facilities offered 
to the public. . . 

THill AMALGAMATIONS 0. THJI WAR PEa!on. During the WIl1", 

the movement took a new form, the familill)" absorptions of the' 
smaller banks by }~ger ioi!!t~i,iIst!tuti~n~being superseded 
by amalgamationQetwe£n the mat ioipt §tpci"'banks them
selves, of which there bad already been one or two examples. At 
tbti end of 1917, it was announced that two of the large joint. 
stock banks with head offices in London had amalgamated, and 
t.his proved to he hut the forerunner of a spectacular series of 
rftl.ion§~hich in their rapidity, and in the magnitude oCtbecle-" 
po&ts which were affected, dwarfed anything which had gone 
before. During the following year, fifteen of the largest banks 
i~ the country became involved in the movement, and by the end 
of 1918 th~ir num\x>r had b~ll redueed to six. 

The ehler reason for tile movement was apparently the antici
pation that. after the war, which appeared to be drawing to a 
close, the financial support which British industry would require 
in m4!'eting the difficulties of the reconstruction period eouId be 
very much better provided by a few large and powerful banks 
than by a greater number of smaller onqs. It was felt that the' 
conso1idation of the country's banking resolllftS was a natural 
and n~ corollary to the increase of Wge-ee.le production 
and the growth in the Bile of the industrial unit, and that only by 
this meaDS tould British industry be given the finaneial accom
modation it would need in m4!'eting oompetition after the war. 
There was no doubt a Bood deal of rea.."OIl in thls arcument. but it 
must at the same time be admitted that the spirit of :dl"JIh;y be
tW1len the banks was a powerful infl~ and that when once the· 
movement bad Started, it received a strong impetus from the am-

I • Eo ~. Benkin, Supplemea& 29do ...,. 1113S. ,p. u. 
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bition of each bank to outstrip its contemporaries in size, and at 
all costs to avoid being left in a position of inferiority in point 
of deposits. 

COMMITTEE ON AMALGAMATIONS. These rapid developments 
provoked a good deal of criticism and fears were expressed that 
the concentration of the country's financial resources was reaching 
a stage at which freedom lif competition among the banks would 
be seriously restricted. In view of these apprehensions that the 
movement might end in the formation of a money trust, which 
would be contrary' to the national interest, a commIttee was ap
pointed by the Chancellor of the Exchequer in March,' 1918, to ~ 
consider the whole question. The Committee came to the con
clusion that .. the possible dangers resulting from further large 
amalgamations are material enough to outweigh the arguments 
against Governnlent interference, and that in view of the excep
tional extent to which the interests of the whole community de
pend on banking arrangements, BOme'measure of Government 
control is essential."· The Committee therefore recommended 
that legislation should he passed as BOon as possible requiring that 

--J the consent of the Government should be obtained before any 
amalgamation could be announced or carried into effect. As a 
general principle for the guidance of the Government in consider
ing whether any particular proposal for amalgamation should be 
sanctioned, the Committee suggested that " .. scheme for amalga
mating or absorbing a small local bank or any scheme of amalga
mation designed to secure important new facilities for the public 
or a really considerable and material extension of area and 
sphere of activity for the larger of the two banks affected should 
normally be considered favorably, but that if an amalgamation 
scheme involves an appreciable overlap of area without securing 
such advantages, or would result in undue predominance on the 
part of the larger bank, it should be refused," 

TBEAsuBy AGREEMENT. A bill was in due course brought for
ward to give effect to the recommendations of the Committee, but 
it was withdrawn before it became law, an agreement having 
been made between the banks and the Government that no fur
ther arrangements for amalgamation would be entered into without 

• Re-, of the Treaawy Committee OD Bonking AmalpmauODl 1918. 
Cd. 8063. 
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the oonsent of the Treasury. This agreement is still in force, and 
a standing Committee of two members now considers all schemes 
of amalgamation, and advises the Treasury as to whether its 
8anotion should be given or withheld. 

No further amalgamations of similar magnitude to thoss just 
desoribed have sinoe taken place, but several more email local 
banks have been absorbed by larger ones and there have been 
various affiliations between English and Scottish or Irish joint 
stock banks. These affiliations have been effected througb the 
purchase of the greater part of the capital of the Scottish and 
Irish institutions by the English banks, the Scottish and Irish 
banks retaining their legal entity. This form of union has been 
preferred to complete amalgamation because in the latter case 
the Scottish and Irish banke concerned would have lost their 
rights of note iesue. 

PREsENT BANIUNO PoemON. As a result of this movement 
which has been in progress for a century and was eo greatly inten
sified during the war, there are now onlI..!§joint stock banks and 
one private bank' operating almost exolusively in England and 
Walea. It must be pointed out that in this oonnection we include 

: \maer the term It bank .. only those institutions whose main busi- "-

l ess is the receipt of money on current or deposit account and the 
granting of loans, the money on current account being available 
to be drawn on bfcheck. We exclude the London finance houses I 
of various types whose busiDell8, although it is banking in the 
broader _ of the word, does not come under the definition 

~~~ R:qr~ 

~ 
Of Ule joint ewk banks mentioned above, ~ ,\\aDd out from I 

. he others by reason of their exceptional siae. These are the 
lidland Bl\nk, Lloyds Bank, Barda,'!! Bankl Westminster Ba!!k, 
~d National Provindal funk (arranged a~ to the total 
I~f deposils held) and they are known in common parlance aa the 
.. Bi~ Fh,;.." . On the 31~ December, 1925, the total deposits of 
tileS English joint stock banks amounted to £1,806,810,000,' and 
of this amoun\, the deposita of the Big Five accounted for DO 

'Tbe • E<aeomiol· llukillll s..p~t tel....... to below ..... • '-"toea joilll otook ........... d four pft\'Me bub. Two 01 U- ioiIlt lit_ 
..... 100, ho_\,",. and lhne 01 !he pft\'ale boaks do 110\ _ ...... !he 
~ .. , de6uiti .... 01 a baU: . 

• • EMMmn. • Br.nkinl SuppIem-\ .. ~. l8IL 
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less than £1,513,935,000. It will readily be seen therefore that 
by far the greater part of English banking business is in the hands 
of these five institutions. . 

LEGAL CONSTITUTION OF THE JOINT SroCK BANKS. With regard 
to the legal regulation of British banking there is little to be said. 
Apart from the prohibition of note issue by banks in England, 
and the stipulations as to annual returns mentioned below, the 

! 
banks of the United Kingdom, as banks, are not subject to any 
special legal provisions. The banks coming within our definition, 
with three exceptions, are limited liability companies i~olJlorated 
unjm:.the.~C!..~ofJ)arliament governmg the lormiitioil and conduct 
of companies in generar~A few of the English banks operating in 
the coiorues, and two or three of the Scottish banks are incor
porated by Royal Charter, while a few of the London finance 

/houses are Jlrivate partnerships subject to the law of partnership, 
but these instituhons do noE come within the scope of this section. 
-1tmISTRATION . {Any banking business- owned by more than ten 

per~ons must be registered as a company.) The most important 
preliminary to registration is the filing of the company's Memo
randum and Articles of Association with the Registrar of Joint 
Stock Companies. These documents, which must conform to 
certain rules prescribed by law, define the objects and powers of 
the company and lay down the general regulations uoder which 
it is to be administered. When registration hA been completed, 

I the company becomes a legal entitY ,and acquires the important 
prhdl.elt\LQUimited liability, which means that the sl!!!!hQlders 
cannot be made liable f9UIDY sums beyond the nominal amount 
of .~e s~arFthei:@. All companieS' incorporated under the 
Annual Returns Acts must include in their titles the word 
U JjIoited." 

YREoI8TRATION OP STOcKS. Once incorporated, the company, 
must send every year to the Registrar of Joint Stock Companies I 
among other information a list of shareholders, and an audited I 
balll!lc.~uheet showing .its capital, liabilities andp-s;~t8: This 
obligation is common to all . limited companies. ~anking com
panies working uoder the Acts are required in addition of file a 
list of places where they carry on business. The legal require
ments in connection with balance sheets sent to the Registrar are 
very locse, no special form being laid down for the balance sheet 
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or the auditor's certificate, and there is consequently considerable 
scope for misrepresentation in the case of unscrupulous com
panies. The particulars filed with the Registrar are available for 
inspection by the public, but such provisions for giving publicity./ 
to the alI airs of companies are not of much practical importance 
as far as banks are concerned, as British banks are accustomed 
of their own accord to give wide publicity to their balance sheets. 
Banking firms conducting business in England or Wales, but 
not incorporated under the English Companies Acts, are re
quired to send to the Inland Revenue Office once a year a return 
ahowing the names and addresses of the members of the firm and 
th2 placea where business is carried on. 
~The Acts furOler atipulata that a general meeting of the share- I 

holders ahall be held at least once a year.) In recent years, it has 
become the practice of bank chairmen in presenting their annual 
reporta to give a general survey of financial and economic con
ditiona, or a disquisition on economic or monetary theory, and 
the annual meetings of the banks are consequently of considera
bIt publio interest. 
.,fPBlVATB LII.lITKII COMPANIES. The Companies Acta also pro
vide for the formation of what are knmm as .. Private Limited 
Companies." These companies are similar to those described 
Ikbove, with the exception that the number of shareholders is 

... ~imited to fifty, .e right to tranafer shares must be restricted, 
)and no invitation may be issued to the public to subscribe capital. 
"such companies are exempt from the obligation to file a balance 
sheet with the Registrar. Some of the smaller London banks are 
incorporated in this form, which combines the advantages of an 
ordinary business partnership with the privilege of limited 
liability 411 . • 

The amount of the capital of the compsny is stated in ita 
Memorandum, and when the Memorandum has been registered, 
this amount becomes the authoriled capital of the compsny. Not 
all of the autlloriaed capital, however, need be issued, and a part of 
it is fnIQuently reserved for possible future issue. Nor need the\ 
whole of the issued rapital be paid up; it is indeed usual in the 
~_ of English banking companies for only a ~ of the cspital 

"to be paid uJl.J.. the remainder being availahle ror call as occasioo 
aemantIS, enep' where provision is made for part of the unpaid 
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capital to be callable only in the event of the liquidation of 
the bank. 

THE BALANCE SHEET OF THE BIG FIVE. We now pass to a brief 
consideration of the part played by the joint stock banks, as 
revealed by their balance sheets, in the financial system of the 
country. The table shown on the opposite page is the combined 
balance sheet of the Big Five as on the 31st December, 1925, to 
which has been added the proportion of each item to the total of 
liabilities and assets respectively. 

CAPrrAL. This is all in the form of ordinary shares, there being 
no instance among the large English banks of the division of 
capital into pr~nce and ortli!!.ary or deferred shares. In some 
cases, however, the capital of a bank is divided into two classes, 
one being fully paid and the other partly paid. Both rank equally 
for dividend, but the fully paid shares are frequently limited to a 
certain maximum rate. The unoolled liability on the partly paid 
shares is equivalent to an additional reserve fund, although in 
view of the small proportion which it bears to the total liabilities, 
the' protection thus afforded to the depositors is not of any great 
importance. ,The protection is, however, in some cases increased 
by a provision that a certain ,amount of the uncalled capital sball 
!only be callable in the event pf the liquidation of the bank. 
N'i'BOPORTION TO LIABILITIES. It will be noticed that the propor
tion of capital to total liabilities is exceptionally small in English 
banks as compared with that generally maintained in other coun
tries. This accounts for the high rate of profit which English 
banks bave been able to earn on their capital. It is also one of 
the reasons why English banks prefer not to make loans for long \. 
periods, the fact tbat they work to such a large extent with bor
rowed money making it desirable for them to seek securities 
which can be quickly realized and which are as far as possible 
self-liquidating. 

REsERVIIi FUND. The reserve fund represents amounts which 
have been allocated from profits from year to year to form a 
reserve against contingencies. The figure shown cannot by itself 
be regarded as an accurate indication of the reserve resources of 
tbe banks, as it is well known that the banks also carry consid
erable .. hidden reserves" in the form of investments (especially 
premises) written down to, and consistently maintained, at a fig-
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ure below market value. This fund, moreover, is never in practice 
drawn upon, as further reserves are maintained to meet con
tingencies. The total of these latter funds is not shown separately, 
being included in the deposits, but they are believed to be more 
than adequate for their obiect. It will be noticed that the reserve 
does not fall far short of the paid-up capital. 

"'CURRENT, DEPOSIT, AND OTHER ACCOUNTS. To the practical 
banker, this item is the measure of the resources available for the 
conduQt of his business; to the economist, it is an index to the 
credit position of the country. As loans expand deposits increase, 
for an overdraft in the books of one bank becomes a deposit in 
the books of the same or another bank, and when credit is con
tracted, deposits show a corresponding decrease. Variations in J 
the total of deposits are thus intimately connected with trade 
movements. 

",( The deposits of British banks fall into two classes - the bal
Vances on current account and ':the balances on deposit aC,co1l.nt. 

Current accounts are those which can be drawn on by Check, the 
money being payable on demand. It is not customarYtO allow 
interest on the balances of these accounts, the banker having the 
use of the money in return for his services in conducting the 
account. If, however, the balance maintained is not sufficient 
to remunerate the banker for the work done, he makes up the 
deficiency by charging a 't:ommission. III the case of deposit 
accounts, the balance is not usually available to be drawn on by 
check, and is generally subiect to seven days' notice of with
drawal, although special arrangements are sometimes made for 
shorter or longer terms of notice. As the work involved in keeping 
deposit accounts is much less than in the case of current accounts, 
and the banker has also ordinarily the right to notice of with
drawal, he is able to allow interest on the balance, at a rate nowa
days generally fixed at 2 per cent. below Bank rate. It should be 
added that in practice, bankers seldom avail themselves of the 
right to notice of withdrawal and are usually willing to repay on 

'demand. A slightly higher rate is allowed on deposits for a fixed 
period, but there is no uniform scale of interest for these accounts, 
the rate being a matter of negotiation . 
.,.GBOWTH m DEPOSITS. The deposits of the banks have in
ereased to a very great extent in recent years. This has been due 
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primarily to the inflation of currency and credit during the :war 
period, and in a lesser degree to the extenswn onJieoa!lkjnl habit, 
as a result of which there has been a considerahle increase in the 
proportion of payments made by check to those made in cash, 
with ,oorrespondinl ecoiioinY'l.n legiltendeLDloney. This of 
course is not to say that the currency in circulation is less now 
than before the warj it is in fact much greater, but the increase 
would have been even more pronounced if the use of banking 
facilities by the publio had not increased. 

It may be well to give here the legal definition of a check.J 
This is contained in the Bills of Exchange Act, 1882, which is thil 
basis of the law relating to bills of exchange and checks(The Act 
defines a bill of exchange as an II unconditional order in writing 
addressed by one person to another, signed by the person giving 
it, requiring the person to whom it is addressed to pay on demand, 
or at a fixed or determinable future time, a sum certain in money 
to or to the order of a specified person, or to bearer.'~ I n a later 
~tion of the Act, tite rheck is define<:f~s~II~~'~~~~~ 
drawn on a banker a 11 checks are subjec 
to a ed stamp duty of twopence, which is thought by some pe0-

ple to be unduly high, and therefore to discourage the extension 
of the use of banking facilities by the public, with its attendant 
advantages of economy in legal tender currency. 

ACCEPTANCEII AND ENGAOEMBNT8.·· The greater part. Q( the 
liahility under this heading is no doubt in respect of bills ao
eepted by banks on behalf of their customers. These acceptances 

• are concerned almost entirely with foreign trade, and comprise 
bills aooepted by the banks on behalf of bome impoiters, often 
against deposit of the documents of title to the goods eonoerned. 
Engagements include commitments in dlnnection with forward 
l';Sh"nge. The whole of this item is offset by the liability ~e 
customers shown on the assets side. 

UNDI8TBDIVTD ~ This item s~ for itsell. n gen
erally inrludes the amount available for paying tbe final dividend 
for the year. -

NOTIIB IN~. This small item refers to the note, 
issue of a bank, formerly operating in the Isle of Man, which was 
not subject to English banking law, and was takt;Jl over _ 
y&ar8. by one of \he English banb. 
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CASH IN HAND AND WITH THE BANK 01' ENGLAND_ UDder this 
heading are included all the cash resources of the banks_ It 'is a 
defect of the British' bank returns that the balances with the 

~
ank of England are not shown separately from the actual cur

ency held, As the Bank of England itself does not show a sept 
rate total for the bankers' deposits which it holds, it is impossible 
to ascertain the exact extent to which the joint stock banks 
are dependent on the Bank of England for supplies of cash to 
meet any abnormal demands for currency on the part of the pub
lic. The grouping of cash in hand with the balances at the Bank 
of England tends to give the impression that the latter a11l as 
liquid an asset as cash in hand. This is far from being the case, 
for, although· the amount of bankers' balances included in the 
" Other Deposits" shown in the Bank of England returns can
not be ascertained, it may be surmised tLat the cash resources 
of the Bank would not be sufficient to liquidate the whole of the 
bankers' balances at any one.time, especially as exceptional de
mands by the bankers would probably coincide with hell vy de
manlls for cash by other depositors of the Bank. Balances at :the 
Bank of England therefore can be regarded as the equivalent of 
casb in ~and only if it be assumed that in the event of any excep
tional stringency, the Government would come to the rescue of the 
Bank by sanctioning an increase in the fiduciary note issue beyond 
the limit imposed by the Bank Charter Act or otherwise providing 
additional currency. There is in fact legislation in force at tbe 
present time under which the fiduciary issue can be thus ex
panded, but this is a survival of the war period, and it is not yet 
certain whether it will be made permanent. 

It is generally understood that the cash held by the .banks is 
little more tban is necessary to provide for the cash requirements . 
of their customers from day to day. The currency heM is in the 
form of Bank notes, currency notes, and silver and copper coin, 

..... the amount of gold being negligible. As will be explained later, ! 
the gold in circulation was drawn into the banks at the OUtbreak! 
of war in 1914, and subsequently passed on by them to the Bank 
of England. It has not since been restored to circulation. 

BALANCES AND CHECKS. In English banking, it is usual to 
give customers credit for checks on other banks as soon as they 
are paid in for collection, except in the case of certain London 
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offices which do not give credit for country checks until they are 
cleared. Consequently at the olose of the day's \lusiness, each I 
bank holds as an ~sset alarge nUJ!ll:ter...IIUhe~ksdrawn on other 
biiiksl which will be put forw~;d for clearing the next day. in. 
thecase of anyone of the Big Five, the greater part of this item 
will consist of ohecks on the four other big banks, and as we are 
here dealing with the oombined balance sheets of the Big Five, in 
order to approximate more closely to the net total of the deposits 
the ohecks in oourse of oollection should be deducted from the 
deposits shown on the liabilities side. It should be mentioned 
that in the oase of one of the Big Five, this item is not shown sep
arately, but is included in Cash. 

MONBY AT CALL AND SHORT NOTICB. Next to the cash in hand I 
and at the Bank of England and balances with other banks, the 
money at call and short notioe is the most liquid of the banks" 
assets. It consists entirely of loans to bill brokers. and Stock 
Exchangtdimiioiltbe -SeCuritY of bills of exchange and Stock 
Exchange _securities. The greater part of these "loans are made 
fofBXed periods of a week or at most ten days. A smaller amount 
is lent to the bill market from day to day. such loans command
ing a lower rate of interest than those for longer periods. When 
the banker requires to strengthen his cash position, he can do eo 
merely by refraining from renewing his short-term loans as they 
mature. Money lent at call or short notice does not of course 
earn such a high rate of interest as the ordinary bankers' ad
vances, and the rates are particularly sensitive to variations in 
the supply of money in the market.. More will be said on this 
8ubieo~ later when we deal with the bill brokers, and with the 
general working of the money market.. 

BILLS DI8COUNTED. This item compriSes bills of two types
trade bills and Treasury billa. The trade bills are pun:hased ~ 
.from the banks' customers, or from bill brokers and run for vary
ing periods up to three months, and occasionally up to Biz. The 
English banks playa large part in the financing of overseas trade, 
and a certain proport.ion of the trade bills are DO doub\ foreign 
ones. Jreasury bills are offered for sale by the Government from 
week to week, and are a form of more or less perinanen~ though 
8oat.in& Govenunen\ debt, the amoun\ outstandinc being eo Iarp 
tha\ it can be nduced only by small steps.. This method of nia-
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ing money was introduced during the war, and at present the 
proceeds are used to payoff outstanding bills as they mature. 
Treasury bills natur~,jorm an ideal banking investment, ex-

• cept ofcourse"'£liii.rihe interest yiiM is lower than'that obtained 
from advances and trade bills. Tbe~have the liquidity of bills 
of exchange, and are at the same time a British Government 
~Ry:- ---,.,-' ' 

The fact that no distinction is made between trade bills and 
Treaslp'y bills in bank balance sheets renders the total of bills 

I 
discounted unreliable as an indication of the extent to which the 
banks are financing trade by this means, for although the Jwo 
types 'of bill are similar from the banker's point of view, to the 
economist they have little in common. Variations in the total 
may be due' to changes in 'the holdings of either trade bills or 
Treasury bills, and it is possible for considerable sums which had 
been lent to the Government to be withdrawn and employed in 
financing trade without any alteration.in the total of bills dis
counted, the banker merely allowing Treasury bills to run off, 
and 'buying trade bills with the proceeds. The proportion of dis-I 
counta to advances has in recent years shown a decline, which is t 
probably due to the growth of joint stock enterprise, under which 
it is apparently found more convenient to borrow by means other 
than the discounting of bills. 

INVESTMENTS. The banks do not give full details of the com
position of this item, but sufficient particulars are given to show 
that the investments are all of the gilt-edged type, and that a 
very large proportion conSist8oTsecurities of the British Govern
ment. No money is lent j.g...iqdustry under this heading, as 
the banks prUei nat oo"loclnlp their funds iIi indu";"trl;l enter
prises to the extent which would be necessary if they made a 
practice of holding the stocks, shares or debentures of industrial 
companies. 

The investments show considerable variation from time to time 
in accordance with the requirements of trade and industry. When} 
the commercial and industrial demand for accommodation ex-I 
panda, it is chiefly by the sale of investments that the banker: 
provides the additional funds required. Conversely, in times or, 
trade depression, any money which is no longer required for indus-! 
trial finance Bows back into the category of investments. 



ADVANCES TO CUSTOMERS 1175 

It should be added that the total of investments includes capi~ 
tal held by the Big Five in affiliated Scottish and Irish banksr 

and foreign and other auxiliaries. 
ADVANCES TO CUBTOMmBS. This item is the most important, 

channel for the employment of the banks' funds. The loans are 
either byway of overdraft on current account'; or on separate 
loan account. In i1ie latter case, the loan is debited to the cus
tomer's loan account, and credited to his ourrent account. The 
prinoiple underlying the granting of loans by British banks is 
that no part of their funds shall be permanently locked up in any: 
one enterprise. They refii;; as far as possible to make loans to 
aily customer who cannot see his way to repaying the loan within 
/I reasonable tUne either in one sum or by instalments. This of 
oourse does not mean to say that large sums are not advanced to 
industrial enterprises. On the oontrary, advanoes to joint stock. 
companies on the security of either specifio property of the com
pany or a floating charge on its assets are a usual feature of 
bankinl businees(but such loans would not be made for indefinite 
periods.) They would rather be made to cover /I temporary short
age of WQrking capital, and if the position of the company did not 
within /I reasonable time become sufficiently liquid to enable it 
to repay the loan, arrangements would have to be made by the 
company to raise capital by the recognised methods of permanent 
tclmpaDy finance, and to repay tha bank loan with the money 
raised. 

The advancee are made on various types of security. The kind 
most favored by the banker is the good class Stock Exchange 
security which besides being generally marketable, bas /I defi
nitely ascertainable value which can be watched by the banker 
during the currenry of the loan. Security in eo convenient Ii 
form, however, is not always forthcoming, and in its absence; the 
banker a~ts deposit of title deeds of Nal or leasehold property, 
lUarantees, lire insurance policiee, and documents of title to 
goods. The rate of interest. is in the ordinary comse determined 
by Bank rate, being ~ at a certain amount, usually 1 per cenlol 
above the central institution's rate of diStoUllt with a minimumlj 
of 5 per cent. This obviously is an advantqe to \he banker for, 
aa the rate of interes\ he pays on deposits aleo DIOWII with Bank 
rate, he can, eo far aa the amount of his advancai to oustomera 
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is concerned, count on a fixed margin. of profit which is not 
affected by movements in the price of money. 

The total of advances to customers varies roughly in accord-
• ance with changes in the volume of trade. In times of expand
ing trade, the demand for loans increases, and at such times, 
in view of the vastness of the resources at th~ir disposal, the 

flianks are placed in a position of national responsibility, for by 
'discrimination in granting loans, they can do much to check 

excessive speculation and prevellt the trade position from be-
coming unsound. 

LlABU,ITY OF CUSTOMEBS AND BANK PREMISES. These two items 
are self-explanatory. It may bl! remarked, however, that the 
premises probably Jltand at a figure considerably below their 
market value and are therefore a concealed source of strength. 

In addition to their annual balance sheets, the London clearing 
banks issue at the beginning of each month returns showing their 
position during the previous month. The figures given in these 
returns are the averages as on a certain fixed. day of each week 
durmg the. preceding month. The figures are useful as showing 
the positions of the individual banks, and the combined figures. 
give a·general indication of the banking position, but their value 
is somewhat lessened by the fact that the banks have not all 
chosen the same day of the week as a basis for their figures. 
There is further a tendeney for the banks to strengthen their cash 
positions on the day chosen as a basis for the returns in order to 

,make a good showing - a practice which is also resorted to in 
~ much greater degree at the end of the year before the publica

tion of the annual balance sheets. 
THE SCOTl'lSH BANKS. The development of banking in Scot

land has been roughly contemporary with the course of events in 
England. The .Bank of Scotland, which for some time after its 
establishment occupied a position analagous to that of the Bank 
of England in English banking, was founded by the Scottish 
Parliament in 1695, Scotland being then distinct, politically, from 
England. It is noteworthy that the Bank of Scotland, in contrast 
to the Bank of England, was founded primarily to further the 
progress of commerce and industry and not with the objeet of 
rendering financial assistance to the Government. Modern de
velopmenta have considerably modified the iDlIuence of the Bank 
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of Scotland 1108 the center of Scottish banking, and Scotland now
adays can hardly be said to possess a separate money market of 
its own. The Scottish money market' must rather be regarded as 
affiliated to the London market, and the Scottish banking system. 
as part of the British system as a whole. All the large Scottish 
banks have offices in London, and are in close touch with the 
London Money Market. 

EasmNTIAL CHAlIACTEBI8T1C. Nevertheless, Scottish banking 
has always differed, and still differs in one important feature from 
banking in England - that is with regard to the i88ue of notes.' J 
Scotland has in the past been less rich in natural resources than 
England, and an abundant supply of credit has therefore been in-J 
dispensable for the development of her economic resources. This 
credit has been supplied by the i88Ue of notes, by means of which 
the banks have been able to &BBist Scottish industry to an extent 
which would have been impOBBible if the right of note issue had 
been restricted as it was in England. The importance of this 
feature of Scottish banking was recogoiled in the Scottish Bank 
Notes Act of 1845, which now governs the Scottish note isaues, 
and which gave the Soottish banks much wider powers of i88ue 
than were allowed to their oontemporaries in England. By this 
Act, the right of isau8 was confined to banks already exercising the 
privilege, and each such bank was authoriaed thenceforth to have 
in circulation an amount of notes equal to its average circulation 
during the year ending on May I, 1845, plus the average amount 
of gold and silver coin held at its head office from time to time 
(both th_ amounts being based on averages over successive 
periods of four weeks). The coin was not, however', to be ear
marked as a reeerve against the notee, bu~ mezged in the general 
assets of the bank. The minimum denomination of the notes was 
&xed at £I, and it was provided that any banks which amalga
mated could continue to i88Ue notes to the amount of their ~ 
gate issuea before amalgamation. 

\.,. TR1I Cussrc DANKlNQ SYSTEM. By prohibiting the estab-
lishment of further note-issuing banks, the Act virtually gave • 
monopoly of banking business in Sootland to the banks already in 
existence In 1845, as it is commonly supposed to be impossible to 
~ud a DOlI-issuing bank profitably ill rompetition with banks 
which eo,joy the right of issue. This belief is borne ou\ to acme 
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extent by the fact that no new bank has succeeded in establish
ing itself in Scotland since 1845. 

The Scottish Banks, besides realizing the advantages of note 
'issue, have developed the check system on the same lines as have 
been followed in England. They have thus availed themselves 
very fully of the possibilities of banking as an aid to industry and 
commerce, and it is because of this completeness of their system 
that it has been called the classic bankin s stem of the world. 
Judged by the success with which it has mobilize an us all 
-the available capital for the furtherance of economic develop-

.. j ment, and by the comparative freedom from financial crises which 
Scotland has enjoyed, there would appear to be good grounds for 
this description, and certainly the Scottish system is the one 
which has been most widely copied in other countries. This how
ever does not necessarily mean that the Scottish system should 
have been followed in England, or that the English system has 
not proved well adapted to the country's particular needs and 
circumstances. 

f B'anking iilScotland is now in the hands of eight banks which 
i are all of the joint stock type, the last private Bank having dis
I appeared as long ago as 1843. Of these eight, four are controlled 

by English joint stock banks which own the greater part of the 
capital of their affiliated Scottish institutions. From the point of 
view of legal constitution, the banks are of two kinds, some being 
.incorporated by charter, and some under the Companies Acts. 
Of the latter type, a few were originally incorporated by charter 
without the privilege of limited liability, but have since gained 
this quality by registration under the Companies Acts, so that all 
the banks now enjoy limited liability. 
~ERVlCES RENDERED BY BR1TI8H BANIS. The leading functiona 
'Of British banks, as will have been gathered from the foregoing 
pages, are the receipt of money on current and dep'!!sit accOUllt 
(money dB cUmht aecodfit Berng ivaudble to be drawn on by , 

'check) a!,d the eme10yment of a ~ubstantial part of their ~ 
ments in the prOVISIOn of w . ea it 0 eree . -
,. a on to these primary functions of deposit and 

r~ltt!!!,ce bankin!!. they also render to t~e publi~ all. th.e servICes 
which are generally understood to compnse banking m Its broad
est sense. The chief of the subsidiary services is the general 
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handling of invest~. Besides accepting securities for safe 
custody, the banks undertake the purchase and sale of stocks and 
.hares on behalf of their customers. It is not their practice to deal 
in securities themselves, such transactions being invariably ef
fected on the Stock Exchange through the medium of a broker. 
There is an arrangement in force with the London Stock Exchange 
whereby the brokers pay over to the banks one half oftheir com
mission on all transactions which they effect on behalf of cus
tomers of the banks, so that persons doing Stock Exchange 
business through their banks do not have to bear any extra 
expense. 

An equally important service rendered by the banks is the ~ 
transaction of all kinds of foreign business, including the pur-I· 
chue and sale of exchange, the negotiation of clean and docu
mentary bills and the opening of oommercial credits. This' 
is undertaken by the foreign departments of the joint stock 
banks, which have oorrespondenta in all the chief towns of the 
world. 

In oomparatively recent years, the hanks have extended their 
operations to inolude the undertaking of ~.l!~nsl! IIf ~stee ~\ls!: ~ 
ness. Thi~ Innovation was introduced a "few years before the war, J. 
and has proved very successful. AD the chief English banks now 
have trustee departments through which they act as execUtorB\ 
and trustsee of wills, trustsee of settlements, and trustees in con
nection with issues of debelltures. Such duties were before the 
war undertaken almost. entirely by private persons, but it is a 
type of business which the banks are well fitted to undertake by 
reason of the confidence they naturally inspire, their close knowl
edge of investments, and the continuity of management which is 
secured by appointing a oorporation as.oppo..'<ed to a private per
eon. It is probable therefore that 1.be activities of the hanks in 
this direction will increase in the future. 

\. TIl. Cu.uuNo S\'S'IDI. As might b8 expected ia a country 
where remittance banking has been eo highly developed, British 
hanks have for many years lIad the advantage of expeditious and " 
efficient olearing facilities. In certain of the large provincial 
towns, the hanks have established small clearing houses where 
their representati\'1lS meet and Ut'hange checks drawn OIl the 
branches in the town itsclf, while in the smaller toWDS npresents-
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tives of the banks call on each other to exchange local checks. 
With these exceptions the whole of the clearing for England and 
Wales is done through London. Here there is 'a large clearing 
house where representatives of the banks are constantly engaged 
in the work of settling their claims on each other. 

Membership of the clearing house is limited to eleven of the 
big London banks, including the Bank of England. Other banks 
which are not themselves members of the clearing house keep 
accounts with one or other of the clearing banks who act as their 
agentS for clearing purposes, and the branches of the' clearing 
banks clear through their respective head offices. . 
nhe clearing is organized in three sections-to~metr~oli
tan, and country. The town clearing deals with checks iIrawn 
on cleanng bsnlCs in the City itself, the metropolitan section 
handles checks drawn on clearing banks within the London metro
politan area, and the country clearing covers the whole of the 
remainder of the country with .the exception of the local clear
ings referred to above. The three clearings are all carried out in 
the ,same building, but at different times, and the procedure is 
roughly the same in all cases. The clerks of each bank exchange 
the checks on other banks which they hold against the checks on 

-their own bank held by other banks; total of the amounts due from 
each bank to each other bank are arrived at and agreed, and at 
the end of each clearing the differences between the variolla 
ba. are settled by transfers between their respective accounts 
at the Bank of England. In this way, the vast number of trans
actions which are carried through every day all over the country 
through the medium of the check are eventually settled by en
tries in the books of the Bank of England without any necessity 
for handling cash. . 

Cl.E.uuNas AND TRADE. The clearing ligures are to some extent 
Jan incfex to trade conditions, but in this connection they must be 

used with caution. The town clearing is largely affected by 
purely financial operations such 88 money market and Stock 
Exchange transactions, and its ligures bear no very close relation 
to the volume of trade. The metropolitan clearing, however .. 
reflects roughly the state of retail trade in London, and the coun
try clearing totals may be regarded 88 an indication of general 
trade conditione all over the country. 
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The following are the totals of checks passed through the 
respeotive olearil,lgs in 1925:-

London Clearint!: 
Town ............................... 135,801,284,000 
Met.ropolitan ........................ £ 1,678,347,000 
Country ............................. £ 2,957,508,000 

Ten Provincial Clearings in England •.•.• £ 1,789,488,000 

~NDON'S OVERSEAS BANKING CONNECTIONS. Just as the 
British nation depends for its subsistence more on overseas trade. 
than any other country, so is London an international banking 
center to a greater degree than any other city in the world. This 
characteristic London owes to the widespread nature of its own 
trading connections, the freedom of its gold market, and thel J 
absence of any restriction on the establishment of branches ~ 
England by foreign banks. 

To deal with the foreign connections of the English' banks ./ 
themselves - each of the Big Five has in London a separate 

I department, called the foreign or overseas branch or department 
which is specially concerned with the hank's foreign business. 
These branches undertalte all the transactions generally described 
as foreign banking. (I'hey keep accounts in the various cur- ~ 
rencies, handle foreign \rade bills, act as agents for foreign banks" 
arrange credit facilities for travellers in all parts of the world~ 
and transact a large business in foreign exchange. In this way, '\ 
in coOperation with their agents in foreign countries, the English 
banks are able to render important services to the nation's foreign 
trade. This branch of British banking is a development of recent 
years. It was commenced a few years before the war, and grew 
up largely during the war period and imml\diately afterwards. 

FOIIEIQN BlWfcm:s. British home banks are, so far as England 
is _relOed, free also to establish branches in foreign countries, J 

but the stepe taken in this direetion have not gone very far, and 
further extension seems unlikely at present. One of the Big 
Five has refrained 88 a matter of poli"Y from the establishment 
of branchee outside England and Walee, but the other four DOW 

have foreign auxiliaries with branches in the more important 
towns of France. two have offices in Belgium, and one of them 
recently opened branches in Rome and Genoa. During the war, 
one of the banks went a litUe farther afield, and opened branchee 
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in Spain, but the experiment was apparently unsuccessful as these 
branches were closed in 1923 - probably on account of trade de
pression and Spanish legislation designed to discourage the estab
lishment of foreign banks in that country. The opening of 
branches abroad having been pursued only to this limited degree, 
it may be concluded that British banks find that business can be 
conducted more conveniently through foreign correspondents and 
affiliations than by direct representation abroad. 

An interesting step has however been taken recently by 
Barclays Bank, one of the Big Five, towards the coordination 
of banking facilities within the Empire. By means of the fusion 
of three banks working in different parts of the Empire, mainly 
in Africa, a subsidiary bank with wide imperial connections has 
been formed by Barclays Bank to work in close cooperation 
with the parent institution, by which it will be controlled. As a 
result of this arrangement; Barclays Bank is now represented 
through its subsidiary in a large number of towns in the West 
Indies, Egypt, and Palestine, and in practically every part of 
Africa under the British flag, as well as in parts of foreign Africa. 

Such are the overseas connections of the English banks. There 
are in addition in London branches of all the more important 
banks of the world which engage in international business. For
eign banks are free to establish branches in London without any 
restriction, and to work under the same conditions as British 
banks,' and there can be no doubt that their presence in London 
has been beneficial both to their own countries and to the United 
Kingdom. 

STATISTICAL APPENDIX TO SECTION ON 
JOINT STOCK BANKS 

Names of the individual banks involved in amalgamations are 
too numerous to be given here. For these particulars, reference 
should be made to Appendix II to Mr. Sykes's book mentioned 
above. 

Details of changes in the names of banks are listed in the 
Bankers' Almanac (published annually by Thomas Skinner & 
Sons). 
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No coordinated statistics of banking resources involved in 
amalgamations are available. 

~HER CONSTITUENTS OF THE MONEY MARKET 

THB MERCHANT BANUIIS. The joint stock banks are respon';
ble for by far the greater part of English banking business 
properly BO called, but there is in the London money market an
other group of banking houses which specialize in a branch of 
husiness which English bankere do not include among their main 
rUr;ctions, although they have heen giving increasing attention to 
it in recent years - the arr~ptance of bills of exchApge. These 
firms are known as merrhant bankers or acceptanre hOJl§C!!
Most of them ars very old established firms, and the large number 
of foreign names among them is evidence of the prominent part 
played by foreigners in building u/LEngland's financial connec- . 
tiona ahroad in the days when domestic hanking was still in its 
infancy. 

Most of thess houses started husin888 as merchants pure and 
simple. In courss of time, as their trade expanded, they became 
well known in various parts of the world both for the extent of 
their business, and for financial reliahility. Small tradere abroad, 
who W\lI'8 not known outside their own cities, finding difficulty in 
establishing their credit when dealing with other countries, found 
that matters were simplified if they arranged for these merchants 
of high standing to accf.'pt their bills for a commission. The mer-I 
cbants were in a good position to do this because, through their 
agf.'nts in othf.'J' cities. they were able to get reliable information as 
to the position of the tradere whose bills'th •. were to accept. 
Tbe arrangement commenced with the acceptance by the London 
merchants of bille drawn by Englishmen.on the foreign traders, 
but was soon extended io bills drawu by and on countries 
other than England, in respeel of produce with which England 
was not coneerned. Finding the b~ profitable, thess pal'

ticular houses gradually relinquished their activities 88 mer
chants and gave more and more attention to the accept.anee of 
bills. 

Nowadays, this forme their main business, but thq alan keep 
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current accounts and act as agents for foreign bankers. Besidel 
this, the larger of them do an extensive business as agents fOI 
foreign governments, which involves the flotation of loans, an~ 
work incidental to this type of borrowing such as the receipl 
of remittances for the service of the loans, and the paymenl 
of coupons and drawn bonds. Some ·of the merchant banker! 
continue to work as private partnerships, but many of them 
have converted their businesses into private limited liability 
companies. A few of the merchant bankers are also dealers in 
bu~on. • 
f'1'HE BILL BRQK!iiM. The organization of its discount market 

ris a characteristic feature of the English financial system for e 
ondon money market is pecu ar m avmg a separate group 

of firms who concentrate tl)eir attention entirely on the discount
ing of bills of exchange. In no other financial center do there 
exist such highly developed facilities for both lending and bor
rowing on the security of bills. 

The firms which engage in this business are of two types. First 
there are the big discount houses. This group consists of three 
public joint stock companies and a few old established private 
firms. 'Their own' cap-ltal forms only a small proportion of the 
resources with which they oper(l..te. The remainder of their funds 
they obtain by acceptin~oslts, on which they pay a rate of 
interest slightly hil!J!er than that paid on deposits by the banks, 
and by borrowing at call and short notice from the banks. These 
funds are employed in the discounting of bills which are hought 
from the foreign and colonial banks, and from the mercantile 
community in general. The greater part of the bills are bought 
for holding, but some are retailed to the banks. 

DISCOUNT H~ REsouBcEs. The discount houses do not 
lock up the whole of their resources in bills, but retain a small 

, _. ~ 

reserve of cash In hand and at bank, and a larger amount of 
short-dated gilt-edged securities. Their position is therefore a 
strong one from the point of view of the depositor for, apart from 
the cash in hand and securities, the bills of exchange in which 
the greater part of their funds are employed are a liquid invest
ment. and the number of bills bAodled makes it possible to spread 
the risks widely. The three public companies referred to ahove 
were in 1923 conducting 118 much as OIle hall of the total discount 
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business of the market.' The following is the combined balance 
sheet of the three oompanies 1108 on the 31st December, 1925.'0 

Liabiliti .. 
£ 

Capital &: R ... rv.. .... 6,060,111 
1.0l11li, Depoaita &: Other 

Accounts (inoludiDI 
undivided profits) .• , 8'7,761,782 

I Bill. RedilOounted ..••• 33,993,48'7 
, Rebate on Bill. not due 1,499,929 

138.914,3011 

Assets 
£ 

Cub at Bankel'l ....... 2,430,581 
Investments •..••.•...• 10,5071f1/1 
Billa DilOOunted .•...•. 110,482,583 
LOI1lll and sundry al>-

counts .......... ,.... 6,493,318 

138,914,309 

v1>RIVATli FmNs, The second group of firms operating in the 
disoount market &re the private firms of bill brokers who disoount 
bills mainly with the object of reselIing them aionce to the banks 

~
t a rate of discount slightly low'er1lian theyWemselves gave for 
he bills. ..Like most other dealers, the bill brokers require to 
arry a stock of the commodity in which they deal- in this case, 

bills of exchange, &nd for this purpose they must have & certain 
amount of money &t their disposal. This is provided to & very 
small extent by their own capital, and to & much greater extent' 
by the loans which they obtain from the banks. Indeed, this 
class of bill broker and the discount houses previously referred 
to &re tile chief ueers of the :s'n~y at call and short notice which 
appee.re in all bank balance leets. ..... 

The existence of the bill brokers and discount bouses is of great 
benefit to the London bank~. as these loans to the market provide 
them with a means of employing profi tably any portion of their 
resources which it is not desirable to place in the less liquid forms 
of investment, and any surplus funds they 9!!y h&ve on hand 
from day to day. Money 80 employed can lie ealled in aImostt 
at once as occasion demands. The position of the brokers them'" 
eelvea is somewhat precarious, for in times of monetary striD-

nc tht" are the first to fet"] the stram, and always run the 1 
aVlDg pay alger rate ell' mone.:r 

Ulap, Ole rate at «"iilt thfi hAN dl§tOaht!@:t!le DUtS £bey are 

• I. $,vbB'a ." Am~matioa Mo_' in ~ish &:;:::s:!5-19:H." London: . S. ma SOiii.!C 
\ '-:5 til. ~ ... ~ .... lrom u:e ~e;..: ROnkinc &IPPI:-. 
\:J9Ih N.." 1M. 
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carrying. We shall return to this subject at a later stage, when 
dealing with the general working of the money market. 

WORK AS RETAILEBB OF BILLS. The bill brokers and discount 
houses, besides being useful to the banks as borrowers, render 
th~m important service IIs-ret.8iiers of bills. The bankers them: 
selves have neither the time nor the opportunity 'Ie ac~uire a 
specialized knowledge of the bill market, whereas the bill rokers 
in the course of their business are able to become intimately 
acquainted with the standing of the parties to the hundreds of 
bills which come into the market. They not only have at their 
finger tips the most up-to-date knowledge as to the credit of the' 
parties to the bills, but also they know roughly the amount of 
paper of anyone firm which is circulating in the market, and can 
estimate whether any of the houses are entering into commitments 
greater than their resources would justify. For these reasons, 
the banks, apart from bills which they discount for their own 
customers, are content to leave it to the bill brokers to provide 
them with such bills as they wish to buy, knowing that the 
btokers are always ready to sell them par~Js of bil~s_o1.Jwy 

~m.!!turity they may require. and that the brokers will, for the sake 
of their own credit and standing, buy and pass on only such bills 
as they feel confident will be met in due course. 

There are also in the market a few brokers, called" runninjt 
brokers," who aot merely as intermediaries between peoPle who 

",wish to have their bills discounted,and banks who wish to buy 
the bills. These brokers never become parties to the bills, and 
never pay for them,-woildng- mereIYoif a COIDmISBIOiJ basis. 
The running brokers have been superseded to a large extent by 
the two types of firm just described, and are now practically 
obsolete. They -are nevertheless of historical interest, for they 
were. the real founders of the discount market in London, and 
were' established there as long ago as the beginning of the 19th 
cen~., 

v..A'UE FOREIGN ExCHANGE MAIIKET. The foreign exchange mar
ket in London in its present form has grown up largely since the 
war. In pre-war days, London merchanl§ .. concerned themse1ves 
as little as poSsible with foreign currencies, overseas business be
ingir8iisllcted ~hieBy' in sterling, and the tendeney was to leave 
t1ie -risks and profits of exchange business to foreign centers. Ex-

~ 
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ohange operations ill J..ondon were maicly ill the hands of the Loll- , 
dOilbianohes of foreign and colonial banks, and a few private 
banking houses. A large proportion of the busilless was ill long 
bills, by means of which dealers, ill addition to exohuge profits, 
took advantage of differences ill discount rates betweell the vari
oUa oenters, 
....oBOWTH o~ FOIllllION ExCHANOII. Even before the war, how
ever, methods were being moderniled, and Lolldoll waa taking 
a growing interest ill foreign exchange, as was shown by the 
establishment of foreign branches or departments ill London by 
the joint stock banke to deal exclusively with overseas business .. 
There had also commenced another development which has be
come a modem oharaoteristio of the market - the increased 
attention to cable business. The violent fluctuations in rates 
whioh resulted from the disturballoe caused by the war made it 
necessary for Londoll merchallts to assume a part at allY rate 
of the risks of the..8Xohpnplloi hence-the greater iIlterest taken in 
this bruoh-of bankillg. At the eame time the uncertainty of the 
outlook made it impossible to see as far ahead as is necessary 
when dealinl with lonl bills, and as a result.JlPl!t transactions 
belan to take the plaea of the more common pre-war dealings in 
lonl billa. Another rea&Oll for the IfOwth of the busilless was 
the expansion of the trade of the Dnib;! 8t.a~ The iIlcrease 
in the number of transactions to be carried through called for an 
improved mechanism, which took the form of lfDat1y extended 
telephonio faoilities by means of which the membere of the mar
ket were linked together by a network of private lines. 

CoNSTlTtlTlON ~ MAlIUT. The foreign exchallg8 mma in 
London to-day differs from that of moat otller centere in that there 
is no place where dealers meet in person to transact busillesa. Be
fore the war, dealere used to meet twiea II week in the Royal Ex
ohange, but th_ meetings were even then losinK their importance, 
and have since the war ceased oomplt~tely. 80 that nowadays busi
ness is done entire\:t.!>IjeleJl!lone. It is noteworthy that II similar 
tendenoy is beginnillg to Sliow itself ill continental eentere where, 
although the eessions at the Boursee are etill 'Very animated, an 
incrcasiDl amount of business is beiIlg done by telephone. 

The dealere in the London market are the foreign and fOIODial 
banks, the foreign branches of the joint stoek banks, and eertain 
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of the private finance houses, a few of whom direct their atten
tion exclusively to foreign exchange. All of these institutions are 
in direct contact with the public. There are in addition some 

j fortJC firms of brokers who as a general rule transact business only 
with tqe dealers, and do not come into contact with the public. 
Nor do the dealers do business with each other; they act simply 
as intermediaries between the public and the brokers. The 
brokers for their part do not work as principals, their funetion 
heing to link up the various dealers with each other, putting those 
who wish to buy into touch with others who wish to sell. They 
are not .holders themselves of the currencies in. which they deal, 

f but work on a commission basis. It should be added that the 
\ activities of the brokers are "Confined to London. Transactions 
by cable and telephone between London and foreign centers are 
carried through by the London dealers directly with dealers in the 
other centers. The London market of course deals largely in all 
foreign currencies. The greatest volume of business now is in 
d2!!ars, with the French franc perhaps occupying second place. 

I 
'i'he business in eastern and South American currencies is of spe
cial importance as London is the only European center dealing in 
these currencies to any considerable extent. 

V'OBOWTH 010' FORWARD OPERATIONS. A feature of the market 
since the war has been the increase in forward operations as· a 
resultbf the unstable condition of the chief European exchanges. 
The banks now quote forward rates for all the chief currencies, 
thus enabling traders dealing with foreign countries to eliminate 
the element of exchange risk from their transactions by covering 
themselves as soon as their contracts are made. The forward 
rate of exchange is the rate at which the banks are prepared to 

I buy or deliver the foreign currency on a given future date, and is 
exp~essed as a discount or premium on the spot rate. The amount 
and direction of the difference between spot and forward rates 
are determined by market anticipatio!l'! as to future m..<lvement8 
in the currency concenwi, and by differencgs in the interest ra~ 
for short-tenD loans in the respecti;e centers, The banks are 
not involved in any risk in dealing in forward exchange since a 

uforward sale to a customer is always covered by a forward pur
uchase and a forward purchase from a customer is slmtlarly offset 

by': a forward sale, the market being sufficiently extensive to 
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enable these compensating transactions to be effected without 
difficulty. The ~orward exchange market has grown to its present' 
dimensione largely in response to the need for such facilities dur-

ling the financial instability of the post-war period, and as t~ ~
toration of stable currencies in Europe progresses, the imp'ortance 
of this branch of foreign exchange business will probably tend 
to decreBSe. 

v 
THE WORKING OF THE MONEY MARKET 

THill PoeITION IlEFORBI THill WAIl. \ The money market of a 
nation, broadly speaking, comprises the whole of the organization 
whereby persons or institutionSwhOhave money to lend, whether 
for short or long periods, are able to place it with other pereone 
or institutions (including the Government) who require to boITOw 
money, either for their personal needs, or for the development of 
the trade or industrY in which they are engaged, and in the case 
of the Government, for meeting expenditure which is not covered 
hy revenue. In practice, however, it is generally found that the 

" 

~ket for mM.e)" divides itself ioln two ee!ltio.ns: one dealing 
with flol\~ng mo.n~L wlilch for various reasons it is nOtcreSirable 
to lock up in anyone enterprise, and the other with money which 
it is convenient both for the lender and the hoITOwer to sink for 
long periods in trade or industry. The distinction between these 
two functions of finanl'B is clearly defined in the United Kingdom, 

I and the term It money market" is generally understood to ref~ 
rather to the mlU'ket for floating capital than to that for fixed 

I capital.1This SOIDt'what nll!'fOw application of the term is a 
convenient one for our purpo..oe, ana In flliij section"onIy the short
tstm..!!!ont'y_ml\r~e!..!iIlJl!.!Onsi<!~. the market for fixed capi
tal being left for a brief description at 1\ later stage. It must, 
however, be horne in mind that the two divisions of the market 
are really very closely connected and are oonstantJy reacting on 
each other. 
~ONIITAIIT Oao.um.\TION. AD a~t of monetary orgaDiA
tion in England at the present time (May, 1926) has to make 
allowance for the fallt that the transition to normal eooditiona 
after the disturbance t'au..oed by the war is not yet quite complete. 
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The financial mechanism has clearly not yet assumed its definite 
post-war form, and although it appears likely that the monetary 
system when it has ·reached this stage wiII not ·differ very ma
terially from the system which obtained before the war, it woulc:lt 
nevertheless be misleading to describe it as it now exists without 
reference to the events which led up to the present position and 
to the changes which wiII probably be made in the near future. 
In these circumstances, it is proposed first to describe the .l1re-war 
position of the money market, then to sketeh the changes result
ing from the war, and finally to indicate the steps which remain 
to be taken to complete the return to what may be called normal 
conditions. 

The legal tender money circulating in England before the war 
consisted of gold, silver, and copper coin, and Bank of England 
notes in denominations of £5 and upwards. There were also 
notes of a few country banks in smaller denominations, but these 
were negligible in amount. In Scotland the circulation of bank 
notes was much larger than that of the English country banks as 
alllthe Scottish banks had the right of issue. Only a small pro-:'l 
portion, however, of the total of b\1Siness transactions was effected 
by means of coin or notes, their place having been taken to a 
large extent by the use of the check. This meant that the banks 
had manufactured a currency of their own, tor tire development 
~osit banking involves in the main the additi!l!l of check 
cWTency to the metalhc ana paper wonet, and n~.1JlereJy the 
BiThstituti(1!!::S!l the rbeelr Eono much currency" The banker does 
not retain the whole of hi~ lodgl!!ents ~I.egal tender mon~, but 
only such a proportion as experien~ "bas taught him wiII be suf
ficient to meet demands for oash. The-greater part of the bal
ance is employed in loans to customers - i.e., in giving to 
borrowers the right to draw checks on the hanker. Checks thus 
drawh may be paid into the banks by the person who receives 
them from the original borrower &;;;t ~!!l~ thLha8~ fo!.!'. fresh 
JI.syance, and this process ma~ gJjlD until the original deposlt is

r 'multiplied several times ov.!l!".\j1(I1 these deposits on current ac
count give the right to draw checks to the amount of the deposits 
and 80 provide a supply of currency in addition to the ordinary' 
lega,l'tender money. ,--.---- - -- ... - .. -.... -----.-

(CBBeD AND LEcw. TBNDEIIII. The volume of check currency, 
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however, was not independent of the amount of legal; lender 
money in the country. On the contrary, prudent baDltin( prac
tice demanded that a certain though not rigidly defined ratio of I 
cash to deposits should be maintained, and any contraction in 
tlieVcilUln~gal tender money BUch as would follow a consid
erable demand for gold for export could not fail to be reflected in a 
curtailment of loans by the banks with a corresponding reduction 
in the volume on!cposits. J The monetary system therefore was] 
really on a fun gold haslS, and was highly sensitive to variations 
in the quantity of gold held by 1IieBli:Dk-cif"""Eiigiaiid - and 
other banks. 

The nation's principal gold reserve, as we have seen, was held 
by the Bank of England, and apart from the central bank's hold
ing, there was no concentrated stock of gold in the country. 
The joint stock banks ~eld little more than su.llicient gold to 
cover their day-to-day needs, and their holdings, like' the gold 
actually in circulation, tended to remain constant, allowing of 
course for seasonal fluctuations. Exceptional demands for gol4 
such as aross when the mstal was required for export were met 
from the reserve of the Bank of England, just as imports of gold 
resulted in additions to the Bank's reserve. In BUch ciroum
stances it was natural and indeed essential that the Bank of 
England should be in a position to control the credit structure 
which was based on its gold holding. This control was uercised 
throUgh the medium of the discount market.. 

BANII: R.l.TII AND '!'Hili MONIIY M.umIIT. It will have been gath
ered from the foregoing pagee that the chief lenders in the dis
count market were the banks, both English and foreign, and that 
the chief borrowere were the bill brokers. !<mong the lenders, the 
Bank of England occupied a somewhat peculiar position. In 
volume of re&ol1ffi!8 it was overshadowed by the much larger joint 
stork banks, and in normal times the amount lent by the Bank 
to the market was negligible in eomparisoD with the amount lent 
by the other banks. It was, and still is, the custom of the Bank 
every week (on ThUl'Bdays) to announee "Bank Rate "-that 
is, the minimum rate at which it is prepared to discount apprmed 
bills for parties other thu ita own regular eustomers, for whom it 
habitually distO\lnted at market rates. One of the requirementa 
of the Bank in CODDeCtiOD. with hills for di.seount was that they 
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should bear at least two English names, one of which must bl 
that of the acceptor. It should further be mentioned that Bani 
rate also determined the rate charged by the Bank for short 
period loans on marketable securities, this kind of accommoda
tion usually being granted at i per cent above Bank rate fOI 
periods of a week. Now Bank rate is always somewhat above thE 
rate prevailing in the market for the discrnlOt of bills. Conse
quently, when ihe market is in equilibrium, that is; when thE 
amount of money available for lending is roughly equal to thE 
demands of borrowers at the existing rates, the funds of the Bank 
of England are not drawn upon apart from discounts for and 
loans to the Bank's own customers at market rates. 

CONTROL OF TENDENCY TO INFLATION. Suppose, however, that 
a tendency towards inflation of credit develops. The consequent 

(rise of prices discourages exports of goods and encourages im
ports, and wi!:h a relat}ve ~!ling off in the d~m,!nd for sterling, 
the exchang~QY-e_.lIgl!inst Englag.d, Ifilus goes on for any 
considerable time, the result is an export of gold which is taken 
froin the Bank of England's reserve, either directly by the 
exporter, or through another bank. In either case, Other Deposits 
and Gold Coin and Bullion at the Bank are reduced by the 
Bame amount, with a consequent reduction ill, the ratio of re
Berve to liabilities. Stringency begins 'toile, felt in the short-
10anA!!met, 'for the market naturally"has a close knowledge 'of 
such happenings, and even if it had not, the change in conditions 
would become clear with the publication of the weekly return of 
the Bank. The banks, who are the lenders in the market, with a 
view to strengthening their cash position begin to have recourse 
to their second line of defence, which is thell' snort-tel'lii loani to 
the~Uiit'market,'and are less ready to renew their holdings 
of bills as they mature from day to day. The result is felt in a 
rise in rates for short-term loans, and in the'market rate of dis
count, untrr1Iieserate8eomevery close to the Bank of England 
rate:- The ~oIT.owers in the market then turn to the Bank for 
aocoI!lDlodation. 

cQ'NTROL OF M~. When this point is reached, the Bank 
of England has full control of the market, for the borrowers, find
ing that sufficient funds are not forthcoming from the banks, 
whicn normally keep them supplied with money, are compelled 
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to borrow from the Bank of England, the only institution wbich 
is always prepared to lend - at the rate fixed by itaelf. Such 
borrowing inoreases Other Deposita and Other Securities without 
any addition to the reserve, thus further decreMing the ratio of 
reserve to liabilities. This compels the Bank, with a view to 
proteoting its reserve, and therefore the interests of the market 
as a whole - f~!.Bank's reserve i~ Jhe. basilL.of .the .. whole 
finanoial systam, - to raise ita rate of discount to whatever point 
it considers high enough to discourage borrowing and thue bring 
about the neoessary contraction of oredit. Under the inlIuence of 
the higher rates thue established, less bills come forward for dis
oount,,ltlhile foreigners are encouraged to acquire balances in 
Londo'h., Thlf1ncreBsea demand for sterling abroad turns the 
foreign ~changes again in favor of this country and the outflow 
of gold is stemmed, and ultimately converted into an influx. As 
loon as. this happens, the resulting improvement in the Bank of 
England '8 reserve relieves the stringency all through the market, 
and tile banks are able to lend more freely. With these loans the 
market is able to repay the sums borrowed from the Bank. Mar-
ket rates for loans and discounts fall, and Bank rate is corre
spondingly lowered, although it still remains at a point slightly 
above the market rate. 

GoLD AND P1UCIIlII. Such a movement as we have just outlined 
was a fairly frequent ocrurence in the money market. One of the 
functions of gold as the basis of monetary systems is to maintain 

"prices in gold-standard countries at approximately the same 
le\'el at any given time, and the fulfillment of this function in,. 
volves the constant movement between the varioue countries of • 
quantity of gold which, although very small in comparison with 
the total stock of gold in use as currency. "'or as the basis of CUI'

reDay, is nevertheless sufficient to lower the price level in • coun
try where a reduDdanry of money tends to raise prices above the 
"tIwld level, and to raise the price level in another country where 
it has become temporarily depressed below the world level: These 
movements produce the required effect on the eurreney systems 
of the countries conrerned in various ways aecording to the par
ticular monetary organisation of each country. What we have 
just tried to describe is the manner in which movements of gold 
become effective in the partioular _ of Englaruf. Such_ 
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· ments would generally produce little eff tsidit the discount 
· ~9.rket"liecause, be-roY '. ect.had begun to be -feK more 
· w~ely:tn; ouiflow of golct would hf,lve been checked, and normal 
condi!io_~~Jestored. Indeed, between countries where an abso
lutely free gold 'm~ket prevails any tendency for the price level 
in anyone country to deviate from the general level is adj usted 
so quickly that the effect of the working of the system is to antici
pate and prevent these deviations rather than to counteract them 
after .they have occurred. 

RATES AND ".lIooMS." If, however, an exceptionally strong 
boom in trade resulted in a pronounced rise of prices above the 
world level, a high Bank rate would affect the whole of the coun
try's financial system. It will be remembered that the rate of in-
I terest on ordinary bank loans generall moves in syro ath i 
Ban rate, so . at I a high Bank rate were to continue for any 
length of time, itS effects would spread through the whole range of 

,industry and commerce, and tl}e .. increased cost of the capital 
~quire~ io,! c;,arrying stocks of goods would result in forced Iiqui~ 
'oatinn, whicbt 'by lowering the. price level would tend to increase 
the country's :~rts of goods and so turn the exchanges in our 
fll"'or. Nor would the effect of the high rate be communicated 
to trade and industry only through the banks, which deal chiefly 
with the morC! liquid kind of capital. The high rate obtainable 
for short-term loans, by attracting money from the perma
nent forms of investment, would increase the rate of interest 
which would have lo be offered for this kind of capital as well, 
so that there would be a general increase in the rates for all 
forms of capital, thus hastening the return to a lower price 
level. 

RATES AND CoNTRACTiONS. Occasions sometimes arose when, 
althougb the international monetary outlook was such as to 
render a contraction of credit and a reduction of lending abroad 
desirable, funds were for the time being so plentiful that diseount 
and short-loan rates remained at a low level which encouraged 
borrowers to put forward their bills for discount, and made it 
probable that the exchanges would move against us. Under such 
conditions, the Bank of England, although it might appreciate 
that the abundance of credit must lead ultimately to an export 
of gold Clnd a consequent period of stringency in the market, was 
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powerless to efl'ect a contraction of credit by means of a rise in 
Bank rate because at the moment its rate was not effective, bor
rowers being able to obtain all the funds they required from the 
banks a~market rate. The Bank's method of dealing with a 
situl\tion o(this kind was to enter the market itself as a borrower 
!t ml\rket rats, or as a seUer of investments, The sums thus pai(f 
to the Bank were in the form of checks on one or other of the 
London banks, and the result of the payments to t~ Bank was 
that its liability to the other banks was decreaeed - i.e., the 
bankers' balances were reduced. In order to replenish their 
balances, the banks would restrict their loans to the market, and 
in due eourse the bill brokers would seek accommodation at the 
Bank of England and would lind that the money taken off the 
market hy the Bank could only he re-borrowed at Bank rate. Its 
official rate having thus been made efl'ective, the Bank of Eng-. 
land was in control of the position, and could maintain high rates 
until it thought the need for them had passed. Bank rate would 
of course eventual1y have become efl'ective in any case, as soon 
as the inflation of credit had induced an export of gold, but by 
these measures, the Bank was ahle to anticipate the trend of 
events, and by iteelf oreatiug a slight degree of stringency, to 
save the market from the more violent efl'ects which would have 
followed an export of gold. 
JE;xCEPTlONAL EFI'IlC'I'IVENJ:88 01' ENGLISH BANK RATS. The 
ahility of the central bank to control the import and export of 
gold before the war merely by altering it!! official rate of discount 
was peculiar to the United Kiugdom. ~ all other countries, 
when an export of gold was threatened, or in progress, a rise in 
the official rats of discount had to be reenforeed in varying de
grees hy other measure&, such as a premium on gold withdrawn 
from the central hank for export. Even in these countries, a rise 
in Bank rate, provided it produced • general-Jise in money 
rates, and assuming that the export of gold ftduced the quan
tity of money in circulation, would ultimately have lowered the 
country's price level, and, by increasing exports of goods, 
would have clle<-ked the outlow of gold. The efi'ec\, however, of 
the high money ratee could only have been felt gradually, and the 
country's st,o(-k of gold might have been seriously depleted in the 
meantime. Hence the DeC:eSSity for supplementary _ 
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The rapidity with which changes in Bank rate influenced gold 
I movements in the case of England was due to the fact that Eng-

1land was always on balance a cr~4itm: to a considerable ex!ent 
. in the international short-loan mar~t.....~he g~ea~r part -or-these 
. debts arISIng frOm tlie discount of foreIgn b!lls 1D London, and 

from the acceptance in London of bills on behalf of foreign 
drawees. As has been mentioned, an export of gold caused the 
banks to curtail their loans to the bill brokers, and they in turn, 
owing to the high rate charged for accommodation at the Bank of 
England, were compelled to restrict their discounting by a rise in 
rates. The demand in London for foreign currencies for the 
rel1!ittance-oLthe_ proceeds of foreign bills_ discounted was con
sequ-;ntly decreased, and this tended to turn the exchanges in 

jfavor of England. The influence on the exchanges arising from 
England's position as a lender to foreign countries was reen
forced by the popUlarity of the sterling bill abroad, both as a 
·medium for remittance, and as a short-term investment. A rise in 
dis~ount rates lowered the price of all bills except those payable 
at sight, and so increased the foreign demand for sterling while 
decreasing the London demand for foreign currencies, the result 
being that a rise in Bank rate was quickly followed by a move-

, ment of the exchanges in favor of England. 
THE DIFll'ICULTIES OF THE BILL BROKERS. It will have been 

noticed that the position of the bill brokers is a somewhat diffi
cult one. As intermediaries between lenders and borrowers in the 
short-loan market, they are the medium through which changes 
~ Bank ... ate produ~e their effect. Like middlemen dealing in 

any other commodity, they bear the brunt of the risk of changes 
in the price of the commodity they handle. The price of money, 
however, which,is their particular stock-in-trade, is governed by a 
more complex series of factors than that of any other commodity, 
and the bill bd:ers have the additional disadvantage of working 
on an exeeptionally small margin of profit. At any given moment, 
they are carrying a quantity of bills which they have discounted 
at a certain average rate, and their profit depends entin:ly on 
their being able to borrow at a somewhat lower. rate sufficient 
money to carry their stock. Even the smallest unforseen bard
ening of money rates is sufficient to eliminate their anticipated 
profit on any transaction, and wbenever they are compelled to 
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borrow from the Bank of England, a loss is c8l'tain since the 
market rate of discount is always below Bank rllte. 

BILL BROURS AND RATES. The difficulty of the bill: broker's 
'.~-

position is especial\y noticeable at times when the Bank of Eng-
land is seeking to raise discount rates in spite of an abundance,,
of funds in the mllrket. At such times. the brokers on the one 
hand are competing with each other for a number of bills which I 
is hardly sufficient to absorb al\ the funds at their disposal, while 
the Bank of England on the other hand is making efforts to cause 
the banks to reduce their loans and raise their rates. Nor is the 
lot of the brokers made any easier by the fact that when Bank 
rate is rising, it is almost invariably increased by steps of 1 per 
cent, while when the movement is downwarda, it is generally by 
,stopa 01 only one-half per oent, with the result that, other things 
;being eQual, the losses made by the brokers when Bank 

E
te is rising are greater than the profite made when Bank 
te is falling. It must be added, however, that their experi

nce and knowledge of the market enable the brokers to fore
st future movements with a good deal of accuracy and, if one 

.can judge from the results of the publio companies engaging 
in this typa of business, to earn profits which are fairly commen
surate with the useful function they perform in the financial 
mo~hanism. 

LoNDON BILL BaoUR8. The existence pf • &TQ\UL of .. fi1'l!!! 
, d~9ling exdusi\'ely in bil!u!.!x<:.~II.U~ i~ ~uliar ~t.heI4mdOIl . 
I ml.\rk.l:i. In oUler countries, holders of bills discount them at the 

banks without tile inter\'ention of a middleman, and so the funds 
which in England would be lent to the bill market at call or sborl 
notice are lent directly to the trading community. Consequently. 
the banks in these countries. whenever they need to strengthen 
their rash positions( must_rediscount their holdings of bills a~ 
tl!eir eentral banks.) In LOndon. however. this ~ure is Dot 
necessary. Nf the ~ neyet ftdis('()unt bills It the penh _8f 
,J:,A~'!!l~ \ at Uley do is to call in their loans to tlle bill mar
ket, thus compelling tlle bill brokers &0 have recourse &0 tlle Bank 
of England. Tbe effect, of course, is the same as in other countries, 
the only dill'erenee beiq that the lI!<!!lqu~ lent by _the een
trill institution to .. the bill brokers instead of the banks. In 
either _. the money lent ap~ in the form of an increase 
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in the bankers' balances with the central institution, since 
the sums bOlTowed from the Bank of England are used by the 
brokers to. repay their loans from other banks, and are paid in 
by the banks to the credit of their accounts with the Bank of 
England. 
, FREQUENCY OF FLUCTUATIONS IN ENGLISH BANK RATE. A fea
tine of the English system which was before the war a subject 
of frequent discussion was the fact that fluctuations in Bank 
r,te, I.\nd therefore in money rates generaIl~ were far more fre
quent in England than in other countries. his of course was a 
consequence of the unique position. occupie by London as ·the 
centli' of the world's finanCIal mechanlfim'':;:::a'}1osition which was 
basedOD'ihe wiaespreainiature· of Engiand's trade and business 
connections, and the certainty that anyone who had a claim to 
receive cash on demand in London could always rely OD. obtain
ing payment in gold which would be available for export without 

J let or hindrance. As a result of the popularity of the sterling bill 
abroad, as a medium both for reInittance and investment, Lon
don \ was expcsed on all sides to demands for gold which might 
at any time reach dangerous proportions, and against which Bank 
rate was the primary weapon of defence, assisted by open market 
operations. Added to this was the fact that the developm:;;t of I 
deQ.osit banking ha\lled to an economy gf gold which render llie 
country's central reServe perilously small in proportion to the ; 
enorniOuii'structure or credit which was based on it. LThe fre
quency of fluctuations in Bank rate therefore was a necessary 
consequence of the nature of the English bankmg system, and if 

Ithe resulting instability of money rates was disadvantageous to 
industry and trade, it must also be borne in mind that the country 
,reaped great economic benefits from the pcsition occupied by 
iLondon in world finance, and from the high degree of perfection 
ito which depo~ banking had been carried. 

4aving now sketched in very brief outline the working of the 
money market before the war, we must proceed to consider the 
changes brought about by the financial upheaval which followed 
the outbreak of war in 1914 with a view to understanding tbe 
somewhat abnormal conditions which still prevail. 
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v4HE MONEY MARKET DURlNG THE wAit 
Tum CluSIS 011' 1914. The summer of 1914 found the money 

markets of the world in a condition of weakness in which a mucb 
smaller crisis than the one wbicb actually occurred would have 
sufficed to bring about a serioue collapse in credit. Prices bad 
been steadily rising for some yeare, and with boom conditions 
prevailing in industry and trade, and especially on tbe world's 
ohief stock excbanges, credit had been expanded to a degree at 
whiob the slightest sbock to business confidence was bound to 
bave far-reaobing effeots. It is not, bowever, suggested that the 
disturbanoe wbicb followed tbe outbreak of the war was to any 
appreciable extent due to the weakness of the finanQial position. 
The disorganilation of international relations was unprecedented 
in the number of great nations involved and the suddenness and 
completeness of the rupture between them, and sueb a political. 
ohaos could not fail to react on the world's economic system in a 
manner which was equally unprecedented, and wbicb no amount 
of foresight could bave averted or even modified. 

The financial problems wbicb the United Kingdom was called 
upon to faoe may be classified under four beadings: 

1. The shock to confidenoe made it probable that there 
,>would be a run on tbe banks "'bicb would render the amount 

of legal tender money inadequate to meet the demands 
for it. 

, 

2. Owing to the disturbance to the foreign excbangee and 
the severanoo of diplomatic relationships, the foreign debtore 
of the London accepting housee (i .•. , the parties on wbose 
behalf bills had been affilpted in London) were unable to 
remit funds to London to meet the bills at maturity, with the 
result that the accepting houees found the greatest difficulty 
in meet.ing their obligations. 

3. Tbe inability of the al'«!ptore of bills immediately and 
fully to discharge their liabilities made it impossible for the 
bill brokere to obtain payment of the bills held at maturity. 
At the same time, the banks were ca\linc in their loans to 
the market in ~er to strengthen their cash positions. As a 
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result of this combination of circumstances, the discount 
market was on the verge of collapse. 

4. On the Stock Exchange, a large business in foreign secu
rities had been done for foreign clients, who on balance owed 
the market considerable sums. The dislocation of the for
eign exchanges made it impossible for these foreign debtors 
to remit. Added to this, there was a general depreciation 

J of all types of security, with the possibility that the banks 
wDuld refuse to renew their loans to the Stock Exchange as 
they fell due for repayment, and would certainly reduce the 
amounts in order to keep intaet the usual margin between 
the value of the security and the amount of money advanced. 
Under these conditions, business could not be carried on in 
the absence of emergency measures. 

PROTECTIVE MEASURES. The first of the problems indicated 
above - that of meeting a general run on the banks - did not 
prove as serious as had been anticipated. The measures taken 
to cbmbat this danger, however, proved to be more lasting and 
far-reaching in their effects than any of the other expedients 
resorted to during this critical period. 'Ihe various regulations 

j made for the protection of the discount market and the Stock 
Exchange were able to be relaxed by gradual steps as conditions 
became less abnormal, and are now a thing of the past, but the 
measures adopted for the provision of internal currency and for 
the protection of the natioD,'s gold reserves continued to exert 
their influence on the whole financial system of the country 
throughout the war and for some time after. They are even now 
still partially in force, and will probably prove to have exercised 
a permanent effect on the country's financial system. As the ar
rangements in connection with the. currency and the gold reserve 
are thus of greater importance in relation to the present position 
of British ,finance than any of the other emergency measures, we 
propose to pause for a moment to outline these less important 
happenings, and then to return to the currency legislation and its 
bearing on the present position. 

SrocK EXCHANGE CLOSED. It was on the 4th August 1914, that 
war was declared between Great Britain and Germany, three days 
after Germany had declared war on Russia, and two days after 



MORATORIA 1201 

the outbreak of war between Germany and France. The crisis, 
however, really began on the 30th July. During the previous 
week, the course of politioal events had been causing an increasing 
degree of alarm. One aftsr another of the continental stock 
exchanges had been obliged to shut down, and at the close of 
busineBB on ,the 30th July, the London Stock Exchange fol
lowed their example. This step was rendered necessary by th~\J 
fact that the foreign exchanges were at a deadlock, and London'; 
foreign debtors were unable to remit. The dislgcAtion Of *ke est 
cllllDgcs was indeed the fundamental diffi'culty with whioh Great 
Britain had to oontend. the extreme measures which had to be 
taken for the protection of British finanoe being the result not 
of any weakneBS in the British system, but rather of the great 
strength of London in oomparison with other countries. Early 
in the crisis, London began to take advantage of her position al a 
oreditor in the short loan market by calling in oredit on all sidee. 
This caused a big demand for sterling bills on the part of foreign 
debtors, and the supply Will soon exhausted. As the remittance 
of gold was impractioable owing to restriotions on its export from 
other oountries and the difficulties of transport, the foreign ex
changes quiokly moved in England's favor until sterling stood at 
a ~on$iderable premium in all countries except France, this excep
tion belDg (1M W the IAct that the Paris banks bad large balances 
in London which they withdrew to strengthen their own position. 
Rates. however. became purely nominal, business being impoesible 
owing to the lark of bills. 

The closing of the Stock Exchange was followed in rapid suo
cession by a aeriea of further proteetiVII measures. On the 30th 
July Bank rate was raised from 3 to 4 per cent, the next day it 
reached 8 per cent, and on the 1st Augnst it jumped to 10 per 
cent, as a result of heavy demands for aceommodation on the 
part of the bill brokers. These steps, however. were of little avail 
as an inllux of gold was impossible under the conditions prevail
ing, and the ext'eSSively high rate for money only added to the 
diffirulties of the bill brokers. 
vrt\OB.\TOIUA. The firs\ measure for the proteetion of the bill 
marbt was taken on the 2nd, Augul4,wben a proclamation was 
iS$Ued which made it legal to postpone tlle 'payment of all bills of 
G'liigtllceepted before the 4th August for one month fi:om'the' .. ~ ~----- - ~ 
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original date of maturity. This however did not apply to checks, 
and the postponed bills had to be reaccepted for the original 
amount plus interest to the new date of payment at the Bank rate 
current at the date of reacceptance. On the 6th August, the 
1"'~J!Q~tl!Q!li!!g pay,ment..of bills of exchange was supplemented 
fly a more general moratoriuin'e;utliorizlng debtors to postpone all 
payments until the 4th September, with certain exceptions such 
as sums not exceeding £5, wages and salaries, payments by 
Governl1lent departments, and the encashment of bank notes by 
the isSuing banks. The period of the moratorium was later ex
tended to the 4th Nov~mber. In order to give time for the 
preparation of these and other measures, a proclamation was 
issued declaring the 4th, 5th, and 6th of August Bank Holidays 
- the 3rd had been a Public Holiday in the normal course. 

EFFECT OF MORATORIA, The effect,of ~~e two moratoria was to 
save the bill brokers and theaccepting houses from the collapse 

wlijch-nl1.ist otherwiseci!!eifut,h1y l.l~ve resulted from the inability 
of their foreign debtors to discharge .their liabilities, while the 
m'Oi,ley market.as a whole was spared the chaos which would have 
followed a .series of bankruptcies in the discount market. With 
the bill market thus temporarily saved from disaster, and with 
the additional support of enactments with regard to the currency 
which had been made in the. meantime (and which will be de
scribed later), the banks reopened to the public on the 7th 
August .. On the preceding day, Bank rate had been reduced from 
10 to 6 per cent, and on the 8th August it was further reduced 
to 5 per cent. Business was thus restarted, but it was on an arti
ficial basis. The bill market remained at a standstill, and until 
this could he remtll'led, there was no pOSSibility ola resumption 
of foreign exchange business. The foreign exchanges on the other 
hand could not begin to function until the machinery of the bill 
market was set in motion. 

With a view to terminating this deadlock, it was announced on 
the 13th August that the Bank of England would discount any 
approved bill of exchange accepted before the 4th August at 
any time before its due date at Bank rate without recourse to the 
holder, and that at the maturity of the bill, the Bank would give 
the acceptor the opportunity of postponing payment, interest 
being payable in the meantime at 2 per cent above Bank rate. 
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.. Approved" bills were to include the,.!ill!§..Pr!liP~rUy.discounted 
b~ the Bank, good tr~~]!J>ilIs, and the acceptsnces of foreign and 
colonial firms established in Great Britain, and the Government 
guaranteed the Bank against any loss it might incur in discount
ing auch billa. 

STRINGENCY RIIlLIII:VII:D. Thc.1!cilities thus given for the dis
count of bills greatly_~ljeved the stringency in the market, as the 
financial houses were at oncll able to rediscount their holdings of 
bills with the Barufor-England, and in this way to increase their 
liquid resources. They did not, however, assist the foreign ex
change market by bringing new bills forward for acceptsnce be
cause accepting houses were still afraid that funds would not be 
forthcoming at the maturity of the bills. To remove this diffi
culty, it was announced on the 5th September that the Bank 
of England, under Treasury guarantee, would provide aoceptors 
with funds to pay all approved pre-moratorium bills at maturity. 
The drawers and endorsers of suoh bills were thus released from 
their liability, but the acceptors were to collect the funds due to 
them aB soon al possible, and apply the Buml oollected in the 
reduction of the advances by the Bank of Eogland, interest being 
charged on the advances at 2 per cent above Bank rate. The 
13ank of England undertook not to claim repayment of such ad
vanres until one year after the end of the war. It was announced 
at the same time that the joint stork banks would on similar 
terms, and with the assistsnce of the Bank of England and the 
Government, advance to clients the amounts necessary to pay 
their acceptsnces at maturity where the funds had not been fur
nished by- the clients of the acceptor, provided they were sati&
fled as to the nature of the transaction, and the reason why the 
money was not forthcoming from the acceptor's clients. 

Some weeks later, at the end of October, the GoV8l'lllDent turned 
its attention to the Stock Ext-hange, which was still closed and 
eould not resume business because of the moratorium, which 
enahled its debtors to postpone payment of the amounts owing, 
and thus prevented settlements between the members of the 
market themselves. A srheme for the assistance of the Stock 
Exchange was formulated whereby the"banks. which were able 
to take advantage of the eurrenry measures undertook Id_ to 
~ for repayment of their loana to the Stock Exchange ~til 
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a year after the end of the war, nor to demand any increase in 
Uiesecurity for sucn foans.-·With regard to loans to the Stock 
Exchange by lenders other than the banks, it was announced that 
the Bank of England under Government guarantee would ad
vance 60 per cent of such loans at the rate of 1 per cent above 
Bank rate, and would not press for repayment until one year 
after the end of the war. 

MORE NORMAL CoNDITIONS RESTORED. Under the combined op
eration of these measures there was a gradual return to more nor
mal conditions. The importance of the assistance rendered by the 
Bank of England under the various Government guarantees is 
clear from the amounts advanced by the Bank. The total of bills 
discounted under the guarantee was some £120,000,000, which was 
probably about one-third of the bills in the market at the out
break of war. Advances to acceptors to enable them to meet 
their /lcceptances at maturity amounted to about £60,000,000, 
while loans to ·the Stock Exchange reached the comparatively 
small figurebf £520,000. By the 4th November, it was found 
possible to terminate the general moratorium, but it was not until 

. the 4th Janu8ry, 1915, that the Stock Exchange was reopened, and 
-1 thea. only under stringent regulationS imposed by the Treasury . 

. THE ISSUE OF CUBRENCY NOI'E8. We have now to return to the 
measures taken for the provision of an adequate amount of cur
rency to meet a possible run on the banks. It will be remembered 
that the currency circulating in England before the war consisted 
of gold, silver, and copper coin,' and Bank of England notes, 
which' beyond thenxed fiduciary issue had to be backed by gold 
to their full value, the minimum amount for which nbtes could 
be issued being £5. There was also a negligible amount of coun
try bank notes, and in Scotland there were bank notes for £1 and 
upwards, the issue of which, however, could only be expanded 
against gold to the full value of the increased issues. ~'w!!~. no 
ellwfu:ity of nOt4!issue, therefore, the legal tender currency could 
expand' onrias the result of an import of gold,) We have seen 
that London had had no experience of an intensive run on the 
banks since the crisis of 1866, so that, apart from the time
honored remedy of suspending the Bank Act, there was no prec
edent to be followed in dealing with an extensive demand for 
legal tender money. 
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FIWI 01' A II RUN." When the crisis was reached in 1914, the 
fear uppermost in the minds of all bankers was that the shock to 
confidence would cause the public to demand cash for their bank 
balances to a greater extent than could be met by the amount 
o[J.egaHender-monel' the!L!lVailabICAt anelii'ly ·ljtage in the 
crisis, the Danks began to call in their loans to the bill market, 
foroing the bill brokers to borrow heavily from the Bank of Eng
land. The loans granted to the brokers by the Bank swelled the 
bankers' balances with the central institution, and the banks at 
once drew on these increased balances to replenish their tills. 
This course of events is reflected very elearly in the returns of 
the Bank of England dated the 29th July and 5th August, 1914, 
from whioh it appears that while the reserve during this period de
creased by lOme £17,000,000, and Other Securities rose by about 
£18,000,000, Other Deposits (which consist to a large extent of 
bankers' balanoes) increased by\onl~ £2,250,000. That the fears 
of a shortage of legal tender mon~ not without foundation" 
is clear from these figures, and from a letter which the Bank of 
England addressed to the Chancellor of the Exchequer on the 
1st August, steting that during the preceding five days upwards of 
£27,000,000 had been advanced to banks, bill brokers, and mer
chants, and that the reserve (which on the 29th July had stood at 
£26,875,194) would by the close of business on that day (the 1st 
August) have been reduced to about £11,000,000. It was pointed 
out in the same letter that although no legitimate application for 
assistance had 80 far been refused, it was feared that the Bank 
must shortly curtail its facilities unless steps hre taken to sue
~nd...'h!.!e~ limiUition on the fiduciary issue of &ok notes. 

1n response to this letter, the Government. authoriled the Bank 
to issue notus against eet'uritiee in excesS of the maximum al
lowed by the Bank Act so far as was necessary in discounting bills 
and advancing on approved seeurities to meet. the wants of 
legitimate commerce, provided that no such discount or advance 
was made at a rate of less than 10 DE'1' cent. The Bank Act was 1 
thus on the evening of Saturday. theist August, l!IISpeIIded for the 
first. time since 1866. The following Monday. was a Bank Holi
dll,.v in the ordinary eourse, and the nen three days were de
clared additional Bank Holidays. This gave time for the formu
lation of a echeme for the issue of small euneney to supplement 
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the provision already made by the suspension of the Bank Act, 
which, by itself, did not do anything to .meet the need for notes 
of a lower denomination than £5. 
f . ISSUE OF SMALL CUlUIENCY. The small currency was provided 

J by the Currency and Bank Notes Act of the 6th August, 1914-
the most important of the emergency measures if judged by its 
effect on the financial history of subsequent years. This Act pro
vided for the issue by the Treasury of currency notes for £1 and 
lOs. which were to be legal tender in the United Kingdom for 
the payment of any amount, a!ld convertible into gold coin on 
demand at the Bank of England 11 at their face value. The notes, 
by the joint operation of the Act and a Treasury Minute of the 
same date, were to he issued through the Bank of England to 
bankers as and when required up to a limit not exceeding, in the 
case of any bank, 20 per cent of its liabilities on deposit and 
current account, and were to be treated as an advance by the 

J Treasury to the bank concerned, bearing interest at Bank rate, 
and secured by a floating charge on the assets of each bank up to 
the \ amount of notes issued to it. The advances could be re
paid at any time, and sums received in repayment were to be 
applied by the Bank of England in cancelling currency notes 
returned from circulation. To enable the banks to obtain ad
vances although actual currency might not be required, arrange
ments were made for the Bank of England to issue certificates in 
lieu of actual notes. These arrangementa applied to Scotland 
and Ireland as well as to England and Wales, but in the case of 
the first two counf!ies, the currency notes instead of being issued 
to the public were to be used by the banks of issue as cover for 
their own notes. The Act also indemnified the Bank of England 
in connection with the suspension of the Bank Act which had 
been authorized on the 1st August. By a further clause of the Act, 

J Postsl Orders were made temporarily full legal tender, but this 
provision was of little importance. 

REoPENING OF BAND. With a ready supply of eurrency thus 
assured, the banks were able to reopen on the 7th August without 
any fears as to their ability to meet demands for casb. In the early 
stages of the crisis, there had been evidence of a certain demand 
for gold on the part of the public for hoarding, which was unfor--

11 Tbio provision for convertibility .... 110& ell"ective, .. "ill be 0-
plained later. 
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tunately encouraged by the action of some of the banks in meet
ing their liabilities in lIank notes, and refusing to payout goldJ 
This the banks were fully entitled to do, but their action never
theless caused a good deal of apprehension, and a considerable 
number of Bank notes were taken to the Bank of England to be 
exchanged for gold. 

It became obvious, however, soon after the reopening of the 
banks that the slight lack of confidence in the banking system 
which had marked the olosing days of July had been effectively 
dispelled. The fiduoiary issue of Bank notes authorised by the 

l ank Act was exceeded on only two days, and by a trifling 
amount, while the banks availed themselves of the power to ob
tain advanoes in the form of currency notes to the extent of only 
lome £13,000,000, although they could if necessary have ob
tained as much as £225,000,000. EveJI the small amount actually 
borrowed was quickly reduced, so tbat by the end of September 
the amount outstanding was negligible. This, however, does not 
mean to Bay that the measures taken were unneceseary, or even 
too liberal. On this occasion probably, as in prev. ioua finanCial, 
crises, the Jact thatJlurrency could be obtained if required we,s in 
itself 8uffioient to make the public refrain from asking for it. 
If it had not been available, they would almost certainly have 
wanted it. 

CoNcmNTllATION 01' GoLD. Provision having thus been made 
for a supply of paper money, it was thought desirable that the 
gold resources of the country, a large proportion of which before 
the war WB8 circulating B8 gold coin, should &t concentrated in 
tlle hands of the banks, both for the sake of the moral effect of a . v 
large gold reserve, and in order that the metal might be available 
for export by the Government, if necessary, to pay for war sup
plies from abroad. This object was achieved wit1!out any legis-I 
lation, the public being merely asked by the Government to pay. 
in their gold to the banks or post offices, and not to exchange i 
chet'ks or notes for KOld. 'fhe response to this I'fqUeSt was al
most universal, and gold soon ceased. to clreulate, its place being 
taken by Clurrency notes: The country's gold _ were still 
further centraiiaed in 1920 when the banks handed Ofti' their 
own holdings of the metal to the Bank of England. 

Soon after the commencement of the war, an important change 
in the method ot issuing clllftlleY nota! came gradually into opel'-
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ation. When the notes were first issued, the asset held by the 
Bank of England against the amount issued was the liability of 
the banks for the loans to them which the issues represented. As 
the banks had to pay interest on these amounts at Bank rate, they 
naturally paid off the advances as soon as they found it possible 
to dispense with assistance in this form. 

How NOTES WEBl!l OBTAINED. Thenceforward, the banks ob
, tained the notes they required by drawing on their accounts at 

v the Bank of England, and the Bank in turn credited the amounts 
withdrawn to the Currency Note Redemption Account. If the 
process had stopped at this point, the currency note issue would 
have been backed by a balance at the Bank of England. This, 
however, was not the case. Early in the war, various sums of 
gold were earmarked as a currency note reserve - i.e., these sums 
were withdrawn in specie from the Currency Note Account and 
held by the Bank as a Teserve against the notes - and this gold 
was after the war supplemented, and later superseded by a larger 
amount of Bank notes similarly held. Practically the whole of the 
retDaining balance of the account was then borrowed by the Gov
ernment, which substituted its own securities for the amounts 
borrowed, so that the whole of the currency notes outstanding in 
excess of the earmarked gold or Bank notes represented a loan 
to the Government. In this way, the Government borrowed free 
of interest upwards of £300,000,000 from the general public dur
ing the war, and of this over £200,000,000 is still outstanding. 

The method of issuing the currency notes will be seen from 
the following sp~imen of the Currency Note Return, which is 
published every week:, 

CURRENCY NOTE ISSUE 

JW.\NaI 8BIIET-26nr MAY, 1926 
Notes out.otanding - ! Advances- £ 

One Pound .•.......• 237,239,340 Other bank.... .. ..... 
Ten ShiUing ...•..... 42,1164,446 Currency Note Redemp-' 

Certificates Outstanding 18.760,000 
Total ............... 298,963,786 

Notes called m but not 
yet cancelled ........ 1,304,381 

In..-enls Reserve A.,. 
count .............. . 12.261.852 

312.530.019 

tion Account-
Gold Com '" Bullion. 
Silver Coin •.•...•..• 8,550.000 
Bank of England Notes 88.21iO.ooo 
Government Seeuriti .. 249.6Ot,425 
Balance at Bank of 

England ........... 125.594 
312.530.019 
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The return speaks for itself with the exception of two items
Certificates outstanding, and Investments Reserve Account. The 
former are the Currency Note Certifioates issued under the ar
rangement already referred to whereby the banks, if they wish 
to hold oash which will not be required for issue to the public, can 
obtain it in the form of certificates representing currency notes 
instead of actuaDy holding notes. This is merely a matter of 
oonvenienoe. The Investments Reserve Acoount represents in
terest on the advanoes whioh were made at the beginning of the 
war to the banks, and interest on the Government securities held 
against the notes. A balance of approximately Ii per cent of 
the Government eecurities held against the note issue from time 
to time is maintained to meet any depreciation in the securities, 
and amounts in excess of this are transferred to the Exchequer 
and merged in the general finances of the country. 

INFLATION. It will be clear from the foregoing that the issue 
of currency notes, which was commenced with the object of pro
viding a sufficient eupply of legal tender money, gradually de
veloped into an instrument of Government finance, for to the 
extent to which it issued notes against it;'wn eecurities, the Gov.:
ernment was simply Mancing itself by means of. the printing " 
press. This proress of course could not continue without involv
ing inflation both of currency and credit, because the country was 
no longer on an effective gold standard. 

This statement that the gold standard had been abandoned 
may appear eurprising in view of the fact that the Currency and 
Bank Notes Act provided for the convertihility of the currency 
notes into gold at the Bank of England, for there was until 1925 
no modification of this provision, and it might therefore appear 
that the gold standard WBS maintained in force throughout the 
war. This was far from being the case. Although the notes were 
COD\wtible, there soon ceased to be any object in withdrawing 
SOld from the Bank for export ~ .. use the greatly increased ex
pense of insuring and transportina \he !D~ta\ placed the &Old 
export points very much below their normal level, ud none of 
the foraigo enhange rates actually moved below these points, 
although, in the ca.. .. of the United States of America, the rate 
was bpt abo'1I the new gold export point only by the aid of 
exports of &Old on Government account, &lid artificial me&SUI'Ii8 
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such as enforced sales of British-held dollar securities, and the 
raising of credits in the United States. 

MELTING OF GOLD ILLEGAL. With the private export of the 
metal thus precluded, partly by the expense of transport, and 
partly by artificial support of exchange rates, there was never
theless a possibility that gold coin might be withdrawn from the 
Bank for melting and sale within the country, to take advantage 
of the riee in its price - there etill being a market in the metal 
because newly mined gold could be exported under licence. To 
combat this, at an early stage in the war, the melting of gold 
coins was made illegal, and to complete the coneervation of the 

~ation's gold resources~ it was provided that gold bullion should 
be imported into the country only by the Bank of England.' For 
all practical purposes,. therefore, the paper currency was incon
vertible, and the gold standard was definitely abandoned, al
though gold was exported from time to time on Government 
account .. 

INFLATION AND Pmcm. In these circumstances, the export 
of' gold which would normally follow a riee in prices, and 80 

check inflation, could not take place, and the process of inflation 
and rising prices was free to continue so long as it did not depress 
exchange rates below the new and abnormally low gold export 
points, ,a result which was not likely to occur in view of the fact 
that the exchanges were supported by artificial meaDS. The ex
pansion in the currency note issue, however, must not be regarded 
by iteelf a8 the cause of the great riee in prices which took place 
during the war period. The primary factor was the expansion of 
credit resulting from Go;'emment borrowing, which took the form 
both of more or less long-dated loans, and of short-term loans in 
the shape of Ways and Means Advances, Treasury Bills, and 
loaDS from the banks. The manner in which Government bor
rowing to finance the war led to an expansion of credit, with • 
parallel increase in the currency note issue, is very clearly de
scribed in the following extracts from thefuport of the Cunliffe 
Committee:/! ' 

.. Suppose, for example, that in a given week, the Govern
ment require £10,000,000 over and above the receipts from 
taxation and loaDS from the public. They apply for an ad-
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vance from the Bank of England, which by a book entry 
places the amount required to the credit of Public Deposits 
in the same way as any other banker credits the account of a 
oustomer when he grants him temporary accommodation. 
The amount is then paid out to contractors and other Gov
ernment creditors, and passes, when the checks are cleared, 
to the oredit of their bankers in the books of the Bank of 
England - in other words is transferred from Public to 
• Other' Deposits, the effeot of the whole transaction thus 
being to increase by £10,000,000 the purchasing power in the 
hands of the publio in the form of deposits in the Joint Stock 
Banks and the bankers' cash at the Bank of England by the 
same amount. The bankers' liabilities to depositors having 
thus inoreased by £10,000,000 and their cash reserves by an 
equal amount, their proportion of cash to liabilities (which 
was normally before the war something under 20 per cent) 
is improved, with the result that they are in a position to 
make advanoes to their oustomers to an amount equal to 
four or live times the sum added to their oash reserves, or, 
in the absence of demand for such aocommodation, to in
crease their investments by the difference between the cash 
received and the proportion they require to hold against the 
increase of tbeir deposit liabilities. Since the outbreak of 
war, it is the second procedure which has in the main been v 
followed, the surplus cash having been used to subscribe for 
Treasury Bills and other Government securities. The money 
so subscribed has again been spent by the Government and 
returned in the manner above described to the bankers' cash 
balances, the process being repeated again and again until 
each £10,000,000 originally advanced by the Bank of Eng
land bas creatEod new deposits representing new purehasin~ 
power to several times that amount. Before the war these 
proc esscs, if oontinued, compelled the Bank of England to 
raise its rate of disoount, but, as indicated below, the un
limited issue of Cummey Notes has now removed this cheek 
upon the oontinued expansion of uedit. n 

.. The greatly increased volume of bank deposits, repre
senting a oorresponding increase of purchasing power and, 
therefore, leading in OOQjunetion with other causes to a great 
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rise of prices, has brought about a corresponding demand for 
legal tender currency which could not have been satisfied 
under the stringent provisions of the Act of 1844. Contrac
tors are obliged to draw checks against their accounts in 
order to discharge their wages bill- itself enhanced on ac-

J count of the rise of prices. It is to provide this currency 
that the continually growing issues of Currency Notes have 
been made." 13 

The tendency to inflation was further accentuated by the ar
rangements made by the banks for granting advances to their 
customers to enable the latter to subscribe to long-term Govern
ment loans, this process being encouraged by the banks at the 
instigation of the Government. 

PROCESS OF ExPANSION. The space at our disp08al,does not 
permit of any detailed analysis of the process of credit expan
sion, but the table at the top of the next page will serve to show 
roughly the extent of the disturbance to the country's financial 
system which resulted from the monetary and economic difficulties 
of the war period. 

C31I RATE INFLUENCE LosT. One of the most important conse
que.nCes of the abandonment of the gold standard was that Bank 
rate lost its normal influence on the money market. ..u the leader 
of the discount market, the Il.rimary function of a central bank 
is, as far as possible, to mAintain stability of prices by controlling 
,;llie movement of gold to and from the country . .J This the Bank 
of England could no longer do after there had ceased to be a free 
gold market and a definite connection between the volume of 
gold and the volume of currency in the country. At the same 

. Jtime Bank rate was robbed of its influence even on domestic 
V finane' by the predominating position which the Government 
• assumelr in the money marke\. The Government's operations, 

both as a borrower, and as a provider of currency, completely 
dwarfed those of the other constituents of the market, and the 
Government necessarily became a financial dictator. Aplirt from 
the successive loans in more or less permanent form which were 
raised at gradually rising rates of interest, the chief instruments 

13 F'iI8t Interim Report of the Committee on Cummcy and Foreign 
Ezclumsee after the Wor. Paragraph 10 (foo_te) and porapaph 11. 
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Fiduciary Com-
End Floating Debt Currency Total of Britisb modity 
of Outatandinll Note Isaue Bank Deposita u PricaIndex 

Number" 

£ • £ 
1918 23,000,000 ......... 1,142,038,000 100 
1914 106,390,000 19,978,000 1,322,267,000 100 
19111 466,611,600 74,626,000 1,433,374,000 127.1 
1916 1,286,847,000 121,644,000 1,667,700,000 159.6 
1917 1,360,617,000 184,282,000 1,909,083,000 206.1 
1918 1,649,922,000 294,741,000 2,274,729,000 226.6 
1919 1,849,324,000 323,662,000 2,598,696,000 241.9 
1920 1,408,081,000 319,676,000 2,739,155,000 296.3 
1921 1,269,840,000 277,634,000 2,699,068,000 182.4 
11122 941,061,600 253,186,000 2,553,147,000 164.1 
1923 860,452,600 249,620,000 2,486,153,000 151.8 
1924 846,826,000 242,431,000 2,510,291,000 164.6 
1926 816,641,000 240,527,000 2,490,054,000 '159.6 

This tabl. mould not be ftlprdod .. OD """'" index to the monetary ODd 
6I\8Dcial position during the period .overed. It is intendod merely .. a rough 
iUuatration of the changeo,-"broUlht about by war ODd poo .... warfinancinK. 

~ f ~rnment borrowi;;; were Ways and Means Advancell from 
the Bank of England, Treasury bills, and loans of bankers' spare 
balances which were arranged through the_Bank oLEnglan~._ 
The rates which the Government had to pay on such loans were 
the minimum rates necessary to ensure that the amounts re
quired from time to time would be forthooming, and these auto
matically became the minimum market rates for short-term 
mont-yo There was a steady rise iii'interest rates throughout Die 
war, but this was 1_ pronounted than it would otherwise have 
been owing to tbe fact that the Government, although it was a 
hea,.,. borrower, was at the same time ereating c:redit in the man- • 
nel' dest'ribed in the extract from the Report of the Cunliffe Com
mittee given abo" 

THs Nsw YOIIE-LoNooN ExcHANGB. In the foreign euhange 
marbt during and after the war, the chief interest eentered in the 
rate on New York. The pricie of the dollar was an important fac
tor while the W8l' _tinued because the United States was the 
chief aounlCl of W8l' supplies, and later, .... hen the question of ra-

Il • Stalilt, • Britioll llaDkinc Sodioa. I9IIl May •• _ p. II7S. 
to • Stau..· IncIu NIIIIIbot of wlaolmole priceo, -.v ..... 1 
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establishing monetary stability in Europe came to be considered, 
the dollar was regarded with equal interest because New York 
was the only important free gold market and held by far the 
greater part of the world's supply of gold. 

When the war crisis began, the New York exchange moved 
sharply in favor of London, owing to the demand for sterling in 
New York to meet obligations in London, a demand which could 
not be met because there were not sufficient trade bills forth
coming, and there was a general unwillin/{less to create finance 
bills. This, however, proved to be only a temporary phase, and 
when the available foreign exchange mechanism had been re
stored to working order, the rate moved gradually in favor of 
New York. In spite of British Government exports of gold and 
securities, the rate in September, 1915, touched the low point of 
4.47. After this, there was a recovery until January,1916, when 
the American Dollar Securities Com~ttee began operations. 
From this point until March, 1919, the rate was maintained in the 
region of 4.76 by mea~!the mobilization and exPort of foreign 
se~es on a very large s~aleJ the raising of loans id the United 
~nd !uUJt~()rts_of gold. The difficulties of support
ing the exchange were increased by the granting of loans by the 
United Kingdom to the Allies, a Jarge part of these loans being 
used to purchase commodities in the United States . 

.. PmaING "ENDED. In ,March.)IUlI. the Government support 
of the dollar exchange was removed and the unpegging of the rate 
was followed by a rapid depreciation in sterling. It was clear 
that as soon as the dollar-sterling rate was left free to reflect 
economic and monetary conditions, the much higher price level 
prevailing in the United Kingdom a8 compared with the United 
states must quickly cause the exchange rate to fall below the 

J gOld export point. This wouJd have led to heavy witbdrawals of 
gold from the Bank for export. So long, however, as there was 
no causal connection between the gold reserve and the volume of 
credit and curreney, exports of gold could have no influence on 
the price level, and therefore could not bring about any per
manent improvement in the position. Moreover, any depletion 
of the nation's gold resourees would have made the problem of the 
ultimate return to the gold standard much more difficult. In 
such circumstances, the only possible course was to make the 
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exParlj)f gold iI1eg;~ and this was done by an Order in Council 
of the 1st April, 1919. 

This regulation was in Deoember, 1920, embodied in an Act of 
Parliament 11 which provided for the continuance of the prohi. 
bition on the export ·of gold coin and bullion and the melting of 
gold coin uhtil the 31st December. 1925, From March, 1919, on· 
wards,·-in -ihelibiienceof artifici~1 support, and as the result 
mainly of continued Inllation in England, the value of the £ 
sterling continued to. faU, the rate on New York touching its 
lowest point. - about 3.20 - on the 4th February, 1920 • 

.JfHE MONEY MARKET AFTER THE WAR 

./ THII PROBLEM OJ' RE:lmnuNQ THII GoLD STA.NDAIID. The close 
of the war, therefore, was not foUowed by any immediate im
provement in the counu?'a financial position. There was indeed 
until 1920 .. _dimtinued deterioration, due mainly to the fact that 
it was not found possible at ones to stop Government borrowing. 
With national expenditure stiU on a huge scale, the expansion of 
Ways and Means Advances, and the growth in the amount of 
Treasury billa outstanding continued, and were reflected in a 
further inllation of credit and currency, accentuated by the boom 
in trade which followed the war. The lloating debt reached its 
highest point in June 1919, but it was not until the Spring of 1920 
that the real turning point came with the general collapse in 
pri~ which ended the trade boom. 

The problem of returning to more nonnal conditions which 
presented itself in 1920 was a very difficult one. The pre
ourrenoy of gold and Bank notes (whi~ were practically the 
equivall'nt of gold) had been replaeed by a mass of virtually in 
convertible paper money subiect to no limitations of issue, an 
hl'aring no definite relation to the Deeds of ~ and as a 
_ult chiefly of this development, Bank rate bad lost its fonn 
inlluence over the eountry's credit system. Tbere could be no 
return to monetary stahility until the _tials of the gold stand
ard were restored - i.e., until arrangements wwe OOc:41 more in 
forca whereby the 'VOlume of credit and currency would be regu-

to Gold ..... SiPw (Elpon c....roI, ek) .... taG. 
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lated by movements of gold, which in turn would be controlled 
by the Bank of England as the leader of the discount market, 
through the medium of Bank rate. That a good deal of ground 
would have to be covered before such conditions could be re
established was evident from the substal)tial discount on sterling 
in New York. 

VTux CuNLIFFE COMMITTEE. The difficulties which would arise 
were realized even before the end of the war, and early in 1918 a 
Committee (subsequently known as the Cunliffe Committee) was 
appointed" to consider the various problems which will arise in 
connection with currency and the foreign exchanges during the 
period of reconstruction, and report upon the steps required to 
bring about the restoration of normal conditions in due course, 
and to consider the working of the Bank Act, 1844, and the con
stitution and functions' of the Bank of England with a view to 
recommending any alterations which may appear ... necessary 
or desirable." 

This Committee in August, 1918, issued an interim report II 
in 'which it reviewed the changes in the financial system caused 
by the war, and indicated the lines which should be followed dur
ing the reconstruction period. They recommended that after th~ 
war the conditions necessary for the maintenance of an effective 
gold standard should be restored without delay, the pre-requisites 
being: 

~ (a) The cessation of Government borrowing 88 soon 88 possi
,..~.\' ble after the war, and the provision of a sinking fund for 
~. the reduction of the national debt, more especially the 

~
ingdebt. 

) . e pre-war machinery which operated to check a foreign 
)< -, drain of gold and the speculative expansion of credit

namely the e clive raisin of B k rate ';" must be re
stored to workin order 

(c) he fiduciary issue of notes should 88 BOOn 88 practicable, 
.J-orr\ be agsm hmlted by law, and the preseilt BlI8J1gemEmts "':.H under which the deposIls of the- Bank of England could 
.pJV be exchanged for legal tender currency without affecting 

.8 Firs& lDterim Report of the Committee on Currency and Foreign 
El<changeo after the W.... 1918. Cd. 9183. 
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the reserve of the Banking Department should be ter
minated at the earliest possible moment. ~The note ;S9!!..-
shoul4 ultimatel be laced entirel in ththand the 

an 

With regard to the control of the note issue, the Committee 
made the following observations: 

....{1) Al though Bank of England and currency notes should be 
convertible into gold on demand, it was riot necessary or 
desirable that there should be any early resumption of the 
internal circulation of gold coin. 

(2) While !lIe import of gold should be free from all restric
tions, it was convenient that the Bank of England should 
have cognilance of all gold exports, and the mort of gold 
should therefore be subject to the condition that such gold 
should be obtained from the Bank of England for the 
purpose. 

(3) The gold reserves of the country should be held by one 
central institution, and all banks should transfer any gold 
then held by them to the Bank of England. 

QUIlSTION OJ' BANI: CHARTER CHANGE. The Committee con
sidered !lIe desirability of modifying the Bank Charter Act 80 as 
~ ,h'e glsstiri'y to ths note io.ue, but decided that no departure 

should be made from the rinei Ie of the fixed fiduciary Issue 
yond 1\'hirh notes could nl be issu m exe aD or gold. 
was, h01\'ever, rerommended that the section of the 

and Bank Nott'll Art of 191! whirh authori.ed temporary issues 
against securities in excess of the legal ~aximum should be kept 
in fOrce, although the Bank should be allowed to act on it only 
with the eonsent of the Treasury, and provided that Bank rate 
was high enough to ~ the earliest possible return to the, 
legal limit. 

It was also ~mended: that the minimum «>ntral gold re
serve to be aimed at should be £150,000,000 and that the fiduciary 
issue should be fixed at such amount as e:(perienre proved eould 
be bpt in circulation without causing the eentral rellerve to faU 
below that figure. 
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It was further suggested that as soon as it was found possible 
to begin reducing the fiduciary issue of currency notes, the actual 

Jrnaximum fiduciary issue in any year should become the legal 
Lmaximum for the following year. 

\/.DEFLATION. It wi,lI be seen that in effect the Committee recom
mended the restoration of the pre-war system as far as was com
patible with the altered conditions, and subsequent develop
ments have been largely on the lines they indicated. As a result, 
howe.ver, of the continuance of credit and currency inflation after 
the war, it was not until December, 1919, that the first step could 
be taken in the direction recommended. In that month the Com
mittee issued their Final Report,n in which they recommended 
'that effect should be given to the suggestion made in their Interim 
Report, that as soon as a reduction in the fiduciary note issue was 
found possible, the actual maximum fiduciary issue for anyone 
year should become the legal maximum for the following year. 

r 
The Treasury at once acted on the recommendation and this step, 
although it did nothing to hasten the deflationary movement, at 
least ensured that there could be no further increase in the fidu-
9iary issue and, that if in any year a contraction in the circulation 

./was found possible, it would be lasting, and could not be counter-
acted in the following year by a further increase. 

END 01/ 1iw>E BOOM. There has actually been a reduction 
in the fiduciary issue of currency notes each year since 1919, 
but it cannot be said that this has been due to any great extent 
to the limitation recommended by the Cunliffe Committee, for 

) 

in the Spring of 1920 the financial system became subject to 
the 'much more drastic influence of the sudden collapse of the 
post-war trade boom. tfD the Spring of 1920, the inflationary 
movement and abnormal trade activity which had prevailed in 
the United Kingdom as in all other countries since the war were • 
suddenly checked by the fall in prices which spread from America 
to this country. The movement in the United Kingdom was 
accompanied (perhaps, to some extent, accentuated) by a rise in 
discount rates under the lead of the Bank of England, and this 
policy was supported by the voluntary action of the banks in 

..,A'estricting loans for speculative purposes, with a view to ensuring 
" Final Report of the Committee on eum.ncy and Foreip E·cb.n .... 

after the War. 1919. Cmd.46f. 
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as far as possible that aooommodation furnished by them should -
be used only for the purposes of legitimate commerce. I The trade 
depression which- followed has been long and severe, for various 
reasons connected perhaps more closely with economic condi
tio~in Europe than with monetary policy. 
~BADUAL CONTRACTION. The collapse did not produce any rapid 
dect on the volume of currency and credit, and at the end of 
1920 the fiduciary note issue showed no appreciable decrease 
on the figure for the end of the previous year, while the volume of 
bank deposits aotually showed a considerable expansion. This 
was due partly to the lag between wholesale and retail prices and 
wages, partly to froleiiliank loans, and partiy to the fact that it 
was not found possible to check the increase in the floating debt. 
In tile next year, however, the deflationary tendency became more 
pronounced and there was from then onwards steady progress 
towards a guld basis, as will be seen from the figures given on 
page 1213. 

The-year 1921 also marked tlle beginning of the improvement 
in the value of the I: sterling in New York. This of course was a 
very material factor in tile financial rehabilitation of the United 
Kingdom, for unless the I: was to he dev~ued, the return of the 
New York exchange to a point somewhere near guld parity was 
an sssential preliminary to the restoration of a free guld market. 
The return to parity was assisted in no small measure by the 
accumulation of guld in New York which resulted from the p0st
war distribution of international indebtedness, and led to a slight' 
rise of prices in the United States between 1921 and 1925 while 
prices in England were falling. A further 8OIlI'ee of strength was 
the funding of the British debt to America in 1923 which did much 
to restore British credit besides freeing the exchange position 

.'from the uncertainty caused by the existence of such a large 
amount of unfunded international debt.-

c ~HB RETnN '1'0 THB GOUI STANDAIID. It will be remembered 
r-~.I~t the ~bargo plet"ed on ~he export of gold by the Gold and 

Silver (Export Control, ete,) Act of 1920 was to last. for five years 
which would expire on the 31st Deeember, 1925. In anticipation 
no doubt of the expiry of the Act, which would ~tate a re
eonsidpration of the ~try's monetary policy, the Treasury, in 
JUlle.,Jll24appointed a Committee" to consider whether the time --
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has now come to amalgamate the Treasury Note Issue with the 
Banlt_ oJ England Note Issue, and, if so, on what terms-and con
ditions the· ainalgamation should be carried out." The terms of 
reference, however, do not fully indicate the scope of the Com
mittee's deliberations, for it also considered and reported on the 

. general problem of how and when the return to the gold standard 
should be made, and its recommendations in this direction were 
subsequently adopted. . 

The Report of the Committee ,. is dated February 5, 1925, but 
it was not published until after the announcement of the restora
tion of the gold standard. Its most important recommendation is 
contained in paragrap9 23, which reads as follows: 

.. We therefore recommend that the early return to the 
gold basis should forthwith be declared to be the irrevocable 
policy of His Majesty's Government, and that it should be 
definitely stated that the exi· restrictions on the export 
of gold, which expire on the 31st Decem er ne ,!!f[jlotbe 
renewe". A general licence should at the same time be given 
to export gold sold by the Bank for export, and the Banlt 
should between now and the date of expiry of the export 
prohibition avail themselves freely of it whenever the ex
change is below the normal export specie point, making good 
any consequential drafts upon the reserve in the Banking 
Department in accordance with traditional practice. As 
from the date of the announcement until such time as the 
arrangements governing the fiduciary issue can be put on a 
permanent basis, the existing limitation of that issue should 
be strictly maintained." 

On the question of the note issues, the Committee confirm~ 
~he recommendation of the Cunliffe Committee that n~ steps for 
the transfer of the currency note issue to the Bank 0 England 
should be taken until sufficient experience of the working of the 
free gold market with a gold stock of £150,000,000 had been ob
tained to enable the amount of the fiduciary issue to be fixed in 
conformity with the new conditions. 

D Report of the Committee OD the CwTency and Bank 01 England Note . 
lIIrue& 1925. Cmd. 2393. 



of' PRESENT GOLD STANDARD 1221 

~~N TO GOLD ANNOUNCEP The announcement of the im
mea1ate return to the gold etendard was made by the Chancellor 
of the Exchequer in the course of the Budget Statement on the 
28th April, 1925, and the necessary legislation was embodied in 
the Gold Standard Act of 1925 which received the Royal Assent 
some days later. The time was, as the Committee had pointed 
out, an opportune one for this further step in the return to normal 
oonditions,for the New York exchange, aided no doubt by general 
anticipation of the early restoration of the free gold market, had 
improved to within Ii per cent of gold parity. The Committee 
were however careful to point out that even this slight discount on 

o the £ sterling would involve" a fall in tqe price level here of a 
aignificant, though not very large, amount" ,. before the position 
would be secure, and their anticipation in this direction has since 
heen fully realiled. 

During 1924 and 1925, with a
O 

view to lessening the pressure on 
the London-New York exchange, an unofficial embargo had been 
placed on the flotation of foreign loans in London. This meas
ure had no legal sanction, the restriction on lending abroad being 
effected merely through cooperation to this end between the big 
banks and issue houses under the unofficial leadership of the Bank 
of England, and at the instigation of the Government. After the 
restoration of the free gold market it was recogniled that this 
policy W88 no longer necessary or desirable, and the embargo W88 

brought to an end in November, 1925. 
THE PIlESBNT PosrnoN. As a result of the combined operation 

of the Gold Standard Act and previous enactments which are still 
in force, the present position of the monetary system is briefly 
as follows: 

00' The Bank of England is obliged to buy all gold bullion offered 
o Ito it at the price of £3. 17.9. per standard ounce (i.e., 11/12ths 

fine), the same price as prevailed before the war, and to pay out 
gold in the form of bars containing approximately fOO ounces of 
fine gold in exchange for all. forms of lE'ga! tender money (i.e., 
Bank of England notes, currency notee and gold coin) at the rate 
of £3. 17. 101. per standard ounce (i.e., £-l. ... llf. per fine 
ounce). The recipient of the gold bars is of IlOImIe free to expori 
them or otherwise deal with them as be wishes.. 

"' ~phll1. 
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Only the Bank of England, however, can demand to have gold 
bullion made into coin at the Mint, in contrast to the pre-war 
position .when everyone could demand this right at the rate of 
£3. 17. 1Oi. per standard ounce, and the Bank!>f England is no 
10Ege~~e~ ~Q, payout gold. coin in exchange for Bank notes 
and £!jrrency notes. This means that although such gold coins 
as are still in circulation remain legal tender, llQ,more gold coins 
will for the preseJ.lt be isslled, and the legal tender money of 
'the ~ountry will consist entirely of Bank and currency notes 
since the amount of gold coins still in the hands of the public 
is negligible. This measure follows the opinion expressed by 
the Committee on the Currency and Bank of England Note 
Issues that" old for domestic circulation is a luxury that can 

,well be dispense WI • an w IC e are ra~ 

during the next few years, not likely to be able to afford."" 
1 he varIOUS Scotch and Irish. bank notes still circulate in those 
!ountries. . 

AMOUNT OF FIDUCIARY NOTES. Although no definite steps have 
yat been taken for fixing the amount of the fiduciary currency 
note issue, this is still subiect to the limitation placed on it a8 
a result of the recommendation of the Cunliffe Committee (i.e., 
~~he actual maximum fiduciary issue in anyone year becomes the 
legal maximum for the following year) and there is thetefore no 

anger of inflation which would lead to a rise in prices, followed 
by an adverse trade balance, and a large export of gold. Gold 
exports, moreover, result in a fall in the ratio of the Bank's re
serve to liabilities, and any serious tendency in this direction can 
be corrected by the traditional method of turning the foreign 
exchanges in favor of England - a rise in Bank rate. 

The whole of the country's gold reserve is now concentrated at 
the Bank of England, the gold formerly held for the Currency. 
Note Redemption Account having been transferred to the Bank 
in exchange for Bank notes at the time of the return to the 
gold standard. 

EXCHANGB MAINTAINED. Since the free gold market was re
stored, a little over a year ago, no serious difficulty has been ex
perienced in maintaining the New York exchange above the gold 
export point. Bctween April, 1925, and the end of May, 1926, the 

10 Paragraph 43. 
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net amount of gold withdrawn from the Issue Department of the 
Bank of England was only a little over £6,000,000, and at no 
time during this period was the net loss as much as £12,000,000. 
Trade has, however, be~~~on.@!.stently de.~ess..:~" as a result, 
partly of the Ian In British pric,~s. Xfl.ne time of the return 
to"'Die 'golaBtandard;thil British Government, by way of pre
oaution, arranged for the right to draw if necessary for a large 
amount on New York, but this credit does not appear to have. 
beeyutililed. 
\lfHII AMALGAMATION OF THII NOTII IsstlES. The most difficult 
obstacles to the reconetruction of the financial system having thus 
been successfully overcome, only the final step - the transfer of 
the ourrency note issue to the Bank of England - remains to be 
taken. This, of oourse, will result in the reestablishment of a 
definite relationship between the volume of legal tender cur
rency in oirculation, and the total amount of gold held in the 
country for monetary purposes. 

In this connection, the Cunliffe Committee recommended that 
If the normal minimum of the oentral gold reserve to be aimed at I 
should be, in the first instance, £150,000,000,"" and that the 
fiduciary note issue should be fixed at an amount which experi
ence shows to be consistent with the maintenance of the reserve 
at this figure - that is to say, that after the restoration of the 
free gold market, there should be a period of experiment during 
which it could be ascertained what amount of currency notes 
could be kept in circulation without causing the reserve to vary 
much from £150,000,000. During this period, any ex«s8 of notes 
would cause the price level hi England to rise above that of other 
countries with free gold markets, and would result in an export 
of gold followed by a contraction of credit and a reduction of the 
note issue, while if the note issue were redut'ed too much, lower 
prices would caUse an inftuz of gold followed by an expansion of 
eredit and an increase in the note issue. When the volume of 
paper currency compatible with the maintenance of a gold re
&er\"e of £150,000.000 bad thus been discovered, the fiduciary 
issue was to be fixed at the difference between this figure and 
£150,000,000, and thenceforward the amount liable to ftuctuation 

11 IDt.rim R~ of the c..mmiUee .... ~ ad Faftip b 
~ after Ihe War, _ph t7. 
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would be that of notes issued against gold, and not the jiduciary 
portion. This would also be the time for transferring the cur
rency note issue to the Bank of England. 

FIXING THE NOTE VOLUME. The Committee on the Currency 
and Bank of England Note Issues confirmed these recommenda
tions and anticipated that" if the free gold market is restored at 
the end of 1925, jhe experi~nce necessary to enable the amount 

.of the fiduCIary issue to be definitely fixed willlvlve been obtained 
by the end of 1927." 22 They added, however, that it might well 

, be possible to accelerate these dates in the light of experien~e, 
and as the free gold market was actually restored as early a8 
April, 1925, it seems likely that this anticipation will be 
realized. ' 

The amalgamation of the note issues, when the time comes, can 
be effected with no disturbance to the existing financial arrange
ments, except of course that the present currency note issue will 
have to be withdrawn over a period, and Bank of England notes 
substituted. In the way of legislation, all that will be required 

.,wi1I be the repeal of the relevant part of the Currency and 
VBank Notes Act of 1914, and an amendment of the Bank Act. 

of 1826 and the Bank Charter Act of 1844 to provide for the 
increase in the fiduciary issue, and to enable the Bank of Eng
land ~to issue notes of £1 and lOs. (The Bank is at present 
precluded from issuing notes of a lower denomination than 
£5.) 

When this has been done, the Currency Note Returns will cease 
to be published, and the whole position with regard to the na
tion's currency will be embodied in the weekly return of the Bank 
of England, which will probably continue to be published in its 
present form in accordance with the recommendation of the Cun
liffe Committee. In order to iIIustrate roughly the proportiona 
which the Bank return may he expected to assume after the cur
rency note issue has been transferred to the Bank of England, 
there is given below an imaginary Bank Return fur the 26th May, 
1926, based on the actual Bank Return for that week shown on 
pp. 1152-3,and the Currency Note Return for the same date 
shown on p. 1208. U the figures shown in those two returns are 

U Report of the Committee OD the CurreDCY aDd BBDk of EnglaDd Nole 
lames, paragrapb liO. 
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consolidated, on the assumption that the note issues have been 
amalgamated, the result is as follows: •• 

lSBUB DBPAR'l'MBN'l' 

II £ 
Notes Iaaued .......... 411,469,388 

411,469,388 

Government Debt ..••• 254,907 ,673 ~ 
Otber Becuriti.. ....... 8,734,900 
Gold Coin and Bullion • 147,826,816 
Silver Bullion ......... 

'4;";1I":l,4"'69"',38S';ol'P 

BANBlNG DBPARTMBN'l' 

£ 
Propriotoro' Capital ... 14,5S3,OOO, Government Beouriti .. . 
RI'8t .................. 8,208.423 Other Beouriti.. . ..... . 
Publio Depoeita ....... 20,094,706 Noteo ................ . 
Other Dopoeita ........ 103,041,82& 
7-Day and Other Bm. • • 8,887 

Gold and Silver Coin .• 

nO,90IM3 

THE MARKET FOR FIXED CAPITAL 

£ 
41,036,328 ./ 
'11,816,~ 
26,869,291/ 
1,180,576 

140,901 ,848 

DISTINCTION Br:rWUN SHORT-TEIIM ANn FixED CAPITAL. We 
have now to consider the mechanism which exists in the United 
Kingdom for providing industry with fixed as opposed to floating 
or ahort-term capital. The latter type of accommodation is 
furnished by the various institutions whose activities in the 
money market have already been described. The provision of 
fixed capital, however, is left to a separate section of the market, 
for under the British system, a aharp distinction is drawn be
tween theee two functions of banking and finance. 

In dt'a1ing with any other Europt>8D country, industrial finance 
would naturally fall to he eonsidt'red under the gt'neraI heading 
of banking, for in th_ countries, and above all in Germany, the' 
banks ~ the manuf8t'ture and marketing of industrial s«tiri- . 
ties and evt'!l the control aad managemen\ of industrial enter
prises as a It'gitimate and important part of their business The 

.. This CK>II8Olidatood balontle meM has ...... tin ... np lID the liDeo ""It
potM in an article _till .... ",., Ama!pmati ... of the Note L_· ill 
the Montbly R.n.w of the Midland IADIt Limited. Ilepeobor 'hti>er. 
1815. Tbe -.oIidati ... -u, ""'* ......... N __ aa, lfII8. . 
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British banks, however, work on a much smaller proportio'!...9f 
capital to total liabilities than is generally the case on the Con
tinent, and the fact that they are thus so largely using other peo 
pIe's money, in conjunction with the small proportion of cas 
held against demand liabilities, makes it imperative thatJj·.IllIi~~ 
should be their first consideration in utilizing their resources 
WhIle, therefore, the German banks are always ready ifiemsel;es, 
either alone or in partnership with other financial houses, to 
'furni~h the capital required Jor any sound bUSIness proposition, 
in due course placing the securities with clients who require in
vestments, the English banks confine themselves as regards the 
financing of industry to the provision of the floating capital re
quired to carry goods in the varwusstages between raw material 
and finished articfe, thus ensurlDg the maximum liquidity of 
resources. 

GROWTH OF BUSINESS UNIT. The growth in the size of the 
industrial unit in recent years has resulted in a corresponding de
velopment in joint stock enterprise, and by far the greater part 
of the country's industry is now conducted on this basis. A large 
number, however, of the companies floated every year are small 
private companies which do not invite subscriptions from the 
general public. Even those securities which are intended ulti
mately to be held by the public are not always issued directly to 
it, being often placed privately by an issue house or by the 
company itself with financial houses who gradually dispose of 
them to the investing public through the medium of the Stock 
Exchange. When securities are IsSued in this way, the Com
mitteeiif the Stock Exchange, before giving permission to deal in 
them, requires that certain details of the issue shall be advertised. 
This advertisement takes the place of the prospectus which is 
.circulated when a public issue is made, but the requirements of 
the Stock Exchange Committee in this connection are not 80 com
prehensive as those of the Companies Acts relating to pros
pectuses. Securities which have been taken up by an issue house 
are also frequently passed on to the public by means of an ad
vertised " Offer for Sale." This, too, is a less satisfactory method 
than direct issue to the public as the legal stipulations regarding 
p;:.ospectuses do not. apply to 9ffers for sale . 

. rF INSTRUMENTS or INVESTMENT. In connection with govern-
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ment loans and the stocks of public bodies in general, there are in 
use three methods of evidenoing ownership. Under the first 
method, the stock is entered under the names of the owners in 
books kept for this purpose by the borrower, or, more com
monly, by a bank on its behalf, and when the owner desires to 
transfer the stock into the name of another person, he .must 
either attend at the place whers the register is kept and sign the 
book, or be must .appoint an attorney to do this for him. The 
latter is the procedure almost invariably followed and the attor
ney is generally a stockbroker. When stock is acquired in this 
way, the !le'Y holder.reoeives from the seller a receipt for the 
purchase money. This, however, is nothing more than a memo
randum that the transaction has been carried through and need 
not be produced on the occasion of a eubsequent sale. The in· 
vestor, therefore, does not hold anything which can be described 
as an instrument of title, although he can at any time ohtain 
confirmation of his holding from the registrar of the stoc~ Stoc~ 
trnn$fernble in t.his way j§ CRUed ., IDHcribed Stotk n t 

Under the second method of registration, the hold of stock is 
given a formal oertificate to the effect that the stock stands in his 
name in the register, and when it is desired to transfer a holding 
of tJlis kind, a transfer deed must be executed by the transferor 
and transferee, and lodged with the registrar together with the 
Btock certificate, a new certificate being issued to the transferee 
in due course. Stock dealt with in this way is known as ':,!!egi7 
tert'd Stasis .. ~ 
• Under the third method, bParer bonds are issued, with cou~ 
for interest payments attaChed, and no register is kept, the bonds 
being ne!!Otiable by mere delivery. , 

'\ ..... As l'\·glUds industrial finam·e. the investment instruments I 
DY "'hich joint stoCk companies obtain their capital, using the 
term in the broad sense, may be divided into two clasees - thoee 
which gi\'e the holders joint ownership in the business, &lid thoee 
which make the holders creditors of the company. From the 
eronomist's point of view moneys taised hy either method are 
eapital, but from the accounting and legal standpoint only that, 
part of the company's securities which makes the holders owners 
of the business is regarded as capital, money obtained on any 
other basis being merely a loan to the comJl&DY. 
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The capital of a company (giving the word .. capital " its legal 
meaning) is frequently divided into two or more classes, one hav-

V'ing preferential rights over the company's assets in the event of 
a liquidation coupled generally with the right to a certain limited 
rate of dividend before any profits are distributed to the other 
class 
~KS AND SHARDI. Capital is held in the form either of 

stock which is transferable in multiples of a minimum amount 
. usually fixed by the Articles of Association of the company, or of 
shares of various. denominations, the most common being one 
pound. The preferen.tial capital is called " rreferenee " or '(Ire
ferred " stock or shares. This type of capital IS frequent y en-

,. titled, if the company is unable to pay the fixed rate of dividend 
in any year, to receive arrears of dividend out of the profits of 
subsequent years before any dividend is paid on the residual 
capital. It is then called \ symulativt'. The preferential capi-

. tal has sometimes the additional righ of sharing in profits II&
yond its fixed rate of dividend after a certain rate has been paid 
oIl the residual capital. Stock or shares enjoying this right are 
known as "particjPAting preference" stock or shares.. 

The residual capital is described as II o~ .. or II deferred~ 
stock or shares. It is of course. this class which stands to gain 
or lose most from variations in the fortunes of the business, and 
for this reason the holders frequently have a larger voting power 
in ~rtion to the amount of capital held than any other class. 
~~ The instrument under which companies obtain 
capital by means of loans from investors who become creditors 
of the company (as distinct from obtaining subscriptions from 
persons who, by subscribing, become joint proprietors of the 
business) is, in the United Kingdom, almost universally the de
benture. The security when money is raised in-uns way may be 
either an ordinary debenture, lIDder which the lender ranks as a 
general creditor of the company, or a mortgage debenture, in 

. which case certain specified property of tlle company is mon
gaged to trustees on behalf of the debenture holders, or alter
natively the holders may !Je gi"eD the security of a floating c"iiaii8 
on the general assets of the company. Debentures may be.iml:: 
deemable or redeemable. In the latter case, provision is generally 
made for~ redemption,: m.5Y'8 of • sinking fund. AThe instru-

~,> 
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ment itself may be either a debenture to bearer, a debenture the 
holder of which is registered in the 'company's books, or a certifi
oate stating that the holder is registered in the oompany's books 
a8 the proprietor of a certain amount of the total issue. 

The holding of oapital in the form of stock or shares is evi
denoed by a certificate to the effect that the person named is 
registered in the oompany's books ae the holder of so much stock 
or so many shares. When it is desired to transfer either deben
ture capital (with the exoeption of debentures to bearer) or stock 
or shares, a transfer deed must be executed by both the transferor 
and transferee, stamped in accordanoe with the amount of the 
oonsideration money, and lodged at the oompany's office, to
gether with the relative stock or share oertificate. A new oertifi
cate is then issued to the transferee. It need hardly be said that 
the dilIerent kinds of share and loan capital are employed in 
various oombinations in the form thought most suitable for the 
oompany's partioular requirements or dictated by the affairs of 
the company in relation to oonditions in the capital market. 

The mobilisation of capital in the United KingdoIll for Gov- \ 
ernm;;iitormunicipiJpurpciSes, oriq;;joint stock companies, is \ 
elIected in !wit different ways - eititer by an issue house, tht:Ougl!. 
the activities of the company promoter. bYD!eaDs of adirect ap
peal for capital by tile bOirower to the public, or through tha 
medium of the investment trust company. 
~HS Issus HoUBll. In dealing with the struoture of the money 
market, mention was made of a group of institutions known as 
ml'rchant bankel'!!.f:, The operations of these firms are not coD
lined to the blJI market, for they also eonffi'll themselves with the 
provision of fixed capit;\l.. and in oompany with a few other firma 
which specialIse in investment business, 'they form the group 
known as the iss\lt' hOU!l('S. ( The members of this group undertal!;e 
~e whole process Of placing an issue with thepublfC;-etther bllY'
ing the securities outright from the borro~ and making theii 
profit by selling them 'at a higher price to the public, or working 
on a commi!ll.lion basis by which they undertake to find the whole 
of the capttil required in return for a commission on the amount 
involved. ) 

STANDING OF HoUSllil. The London issue houses, with • few 
ex&ipUIlWl, are firms of high staoding. and in order to maintain 

t 
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their reputation for being associated with only the best class of 
security, they are accustom~d to investigate very closely any 
proposition which is put before them to ensure that it has a rea-

"""'-sonable prospect of financial success. For this purpose, they 
employ technical experts such as accountants and engineers, and 
the close contact thus established between issue house and bor
rower is of advantage to each party, for· not only is the reputation 
of the issue house safeguarded, but the borrowing institution often 
profits by suggestions of the issue house. for the better conduct 
of its business. 

It must not, however, be supposed that the issue houses are 
directly connected to any large extent with British industry. On 

{
the contrary, their main associations are with foreign and colo
nial governments and municipalities, and municipal undertakings 

i in the United Kingdom, and as far as home borrowing is con
cerned they prefer to deal primarily with public bodies or large 
and well established industrial undertskingsl This means that an 
iSsue house rarely assists in the flotation of a new company, and 
even its services to companies already established are restricted 
to the better known firms. These are precisely the comp~ni s 
which are best able to raise capital by means of a direct appeal to 
the public, so that the utility of the issue house to home ind 
is very limited. 

There are many people who take the view that British indus
try is handicapped in competing with other countries by the lack 
of adequate financial arrangements, and that it would be of great 
aiivantage if the issue hoUSes were to give more attention to the 

Yi needs of home industry. If this could bedone;-Jh1tish companies 
~ not only benefit from the facilities at the ·disposal at the 
issue houses for ensuring that their businesses should be started 
on sound lines, but would also be able to obtain capital on more 
advantageous terms as a result of the prestige aMsing from their 
association with II rel!utable i§§l!e hOI!§o. ,Under present condi
tions, the flotation of companies is left too argely in the Mods of 
the compl,lDY .. prOllloter, whoSe-iictivltles must now be briefly 
described . 

........rH§ COMPANY PROMOTER. The first requirement of the per
son 'ii'r BlDall firm WIth a buslDess project to develop is generally 
an adequate amount of capital. Where to obtain this in the 
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United Kingdom is a difficult problem, for the provision of «iapi
tal in such a case is quite outside the province of a British bank, 
while the issue houees do not concern themselves with the flota-. - '\ -
tion of small companies. A large number of such companies are 
rBunched privately, but where the capital required is larger than 
can be ohtained in this way, other means must be found. In such 
circumstances, recourse is usually had to the company promoters, 
who, working individually, or in groups, m~ke_apractice of, buy- \ 
ing businessea..llr business propositions, and reselling them at a 
profit to companies floated by themselves for the purpose, the 
public putting up the money for the 1I0tation either through the 
medium of an advertised prospectus, or through privately so
licited subscriptions. SOmetimes, of course, the original vendors 
of the business are themselves the promoters of the company, 
but in this caBe, the whole or part of the purchase price is gen
erally taken in shares, and the fact that the vendors retain an 
interest in the business suggests that the proposition is a BOund 
one, although it is by no means a complete safeguard. Generally\ ('\ 
speaking, however, the promoter hll8 no permanent interest in the . '1 
company he forms, and is more interested in the flotation of the 1 

company than in the ultimate success of the business. ...I 
It is not for a moment suggested that all company promoters 

are engaged in the sale of securities at prices greatly in advance 
of what they subsequently prove to be worth. On the contrary, 
there are many individuals and firms of excellent standing en
gaged in this line of business, whose connection with a company 
is an indication of thoroughly sound finance. It must be ad
mitted, however, that the system is from ita nature open to abuse 
and is lelponsible for the launching of m09t. of the companies 
whQ(18 shares fall to a discount soon after they have been issued, 
remain there indefinitely, never yield adequate returns, and some-
times ~e a total loss. -

DIREC'T ApPEAL 'l'O TBII PuBuc. It is through the medium of. . 
direct appeal to the public that the greater part of the capital of : 
Euglish companies is obtained. Tbis is a method particularly 
suitable for the raising of additional capital by companies al
ready established sinee the securities of such companies are 
well known to the Stock Enhange. and they ran, moreover, 
roun' on a certain JIle&sunl of support; from their own share-
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holders. Companies making their own issues are usually advised 
by a firm of brokers as to the form in which the capital should be 
raised, and the terms to be offered, and the brokers also arrange 
for the underwriting of the issue. T~e method of directly invit
i~ subscriptions fr!l!!l __ ~ public, besides being well fitted to the 
case of companies already established, is also suitable for new 
companies being formed to take over the manufacture of a well 
known proprietary article. Where, however, the originators of 
the company and the goods with which it is to deal are not known 
to the public, it will probably only be possible to raise capital in 
this wayan expensive terms, and it is in cases such as this that 
the cooperation of an issue house would be of advantage. 

It is the invariable practice both for companies making their 
own issues and for company promoters to enlist the services of a 
bank for receiving applications and for carrying through part of 
the clerical work involved in the issue. The issue houses them
selves frequently entrust this work to one of the big banks. 

,THE INVESTMENT TRUST COMPANY. The companies in this 
group, which in the aggregate commands a very large volume of 
capital, are only occasionally concerned in the 1Iotation of new 

'companies. Their method of working is to raise money from the 
public and to invest it in a variety of securities giving a good 
income yield, varying their holdings from time to time with a 
~7 to increasing their gross receipts. The investor who takes 

vr.~~lding in one of these companies thus has the amount of his 
stock reinvested in well spread securities giving a favorable re
turn and is relieved of the trouble of maki"ll' the investmept him

, self, and of the risk of concept.rat,ed investment. In lither warda, 

~
e handa over"his capital to the directors of the company, and 

they reinvest it for him to the best advantage in a large number 
of other securities - a task for which they are well qualified by 
their superior knowledge of the investment market and the 
greater combined resources at their disposal. The investment 
trust companies, although they do not themselves 1Ioat new com
panies, are nevertheless concerned in new issues to the extent of 
applying for large blocks of any issues which they regard as suit
able investments, while they also engage in the business of 
unde~ing. 

'"t1NiiEBWBITlNO. It is customary now for practically all issues 
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of any importance, however well assured their success may be, 
to be underwritten. There is naturally very keen competition for 
this business in connection with the best class of issue or the 
popular favorite of the moment, and there have been cases re
oently where issues have been underwritten on terms which were 
almost certain to show a loss by firms who were evidently anx
ious to keep in the running for subsequent issues which might 
prove more profitable. The underwriting is arranged by the 
issue houses when they themselves are making an issue, and by 
the brokers to the iesue when it is being made by a company pro
moter or by the oompany itself. The firm responsible for th~ 
underwriting distributes it among a large number of other firms J 
the issuer paying a oommission on the amount underwritten by 
each firm, and an over-riding commission to the distributin 
house. The business is thus widely distributed among the vari
ous firms, and this is an element of strength as it ensures that in 
oases where a large proportion of an iesue is left with the under
writers it will be well held for gradual disposal, and not thrown 
on the market in such a way as to cause a break in the price. 
The firms engaged in underwriting include practically every type , 
of financial ouae - banks, issue houses, stockbrokers, invest-
ment trust panies, and insurance companies, besides private 
persons. 

TH TOCIt ExcHANGlL The market in securities once they 
have been issued eenters on the varioue stock exchanges, and, 
above all, on the London Stork ExdIange, which deals in a larger 
number of securities than any other institution in the world, 
There are .,. addition to the London market twenty-five other 
etock exchanges in the chief provincial toWIIS of the United King
dom, but these are alI overshadowed by the Londoo Stock Ex
change, which d91s with a very much greater 'f'O!ume of trans
actions, and is also the senter of a more 'utensive international 
busine68 than any other city ean claim. 

The London Stork Elrehange dilfers from the other stock ez.. 
changes of the world both in its eonstItution and in its methods of 
tran...,.cting business. _It takes the form of a joint stock company,,, 
all the shareholders in which must he also members of the Ex
change, and is adminL<t6ed by two separate bodies. The share
holders, or proprietors, eled managere who have control of the 
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preinises, fiX the amount of admission fees and subscriptions, and 
aJlPoint officials. The members (all of whom must hold one or 
more shares) on the othllr hand elect a Committee for General 
Purpo{es which· has the power of electing members, and JDQkes 
and administers the rules for the conduct of business. 

COST mr MEMBEBSHIl'. The cost of becoming a member of the 
London Stock Exchange is very much less than the amount re
quired in the case of the stock exchanges of some other countries, 
and this is a feature which is not altogether advantageous to the 

.london Exchange, for it h611 resulted in the election of a large 
putnber of members of comparatively small rescurees. This 
arr!lngement does not give the market the same strength as 'Yould 

~ result from the existence of a smaller number of memliera of 
greater average stability. Such firms 'Would be better able to 
withstand the selling pressure .. to which the London market is 
peculiarly susceptible in times of political or economic difficulty 
owing to the large amount of international business which it 
transacts. 

':the outstanding feature in the organization of the Exchange for 
the conduct of business is the division of the members into two 
gj;QUp. = kQk\llLl!nd j.o»betll = each having a separate func
tion. The jobbers are the actual dealers in the market. They do 
business with each other, and with the brokers, but not with the 
JlII.bliOr The brokers on the other hand do not buy and sell sec1Jri.. 

, ties a~ principals, but merely act as intermediaries between the 
public and the jobbers. The jobbers, being the real dealers, ob-, 
tain their profit from the difference between the prices at which 
they buy and sell, while the brokers, being agents fOl their cus
tomers, are remunerated by a commission on the buJiness done. 
The separation of the' functions of brokers and jobbers has un
doubtedly contributed to the strength and freedom of the Lon
don market. The jobbers, since the brokers relieve them of the 
trouble of dealing with the public, are free to concentrate the 
whole of their attention .on the market, while this arrangement 
also gives members of the public the advantage of expert bar
gaining with the dealer. 

" MAaxINo" 011' BAllQAINs. Facilities are provided for the 
" marking" of bargains done in the market, but this is not com
pulsory and the amount .of stock dealt in is not shown. The' 
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Committee of the Stock Exchange publishes every 4ay an official 
list of prices and business done. The latter is compile4'from the. 
markings, which do not inolude all ba,gains, nQr is the seqllence 
of markings necessarily that in which the busUieBS has been done. 
Tbe list ia in two parts, The first shows tbe quoted prioes of all 
securities which have been granted an official quotation, togl!ther 
with the prioes at whioh businese has been done, The second or 
supplementary part of, the list shows securities which, although 
they are allowed to be dealt in, have not an official quotation. 
In the oase of these securitiee, no quoted prices are shown but 
only the prices at which businese has been done, compiled lrom 
ml\l'Jdngs (whioh are not oompulsory). No security can be 
dealt in on the Exohange until the permission cf the Comniittee 
haa been obtained. 

TIl. FINANCING 01' AGBICULTUD. The provision of agricul
tural credit is a branoh of finanoe which in the United Kingdom 
haa not hitherto received the attention it deserves, This neglect 
haa possibly been due to the fact that agrioulture is relatively 
far lese important in British economio organiaation than in'that 
of other oountries. It is, bowever, generally admitted that the 
lack of adequate credit facilitiee has put British agriCUlture at a 
great disadvantage as compared with similar undertakings in 
other countriee, and steps are under consideration for developing 
thia branch of British finanee on the lines already followed 
abroad and particularly in the United States of America, 

For short-term accommodation, tile farmers rely to a large 
extent on the credit.given to them by the tradesmen from whom 
they b~ their stock and implements. In so far as the trades
men rely on the banks to enable them to allow defened peymen~ 
from the farpler8, the latter are indirectly using hank credit.. A 
eertain amount of short-term accommodation is also granted 
directly by the hanks to farmers. Thete is, however, in England. 
DO satisfactory mechanism wheteby farm produce can be made 
available as security for loans, as is done in the United States of 
America by means of the "chattel mortgage. Consequently, ac
commodation has to be given either by way of unsecured over
draft, or on the seeurity of title deeds, Stock Exchange 'invest.
ml'llts, or guarantees.. Only a small number of farmers, however, 
are able to give th_ kinds of seeurity, and the amount of un-
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secured overdrafts which the banks feel justified in granting is 
naturally limited. 

LoNG-TERM CREDIT PROVISIONS. In the provision of long-term 
credit to agriculture, tbe United Kingdom is still more backward. 
Tbe land banks of other countries, which grant loans to farmers 
for the purcbase of land and equipment on tbe security. of a 
mortgage on their farms, are unknown in England, and the farm
ers have to rely on mortgages arranged through solicitors, or on 

J!oans from the joint stock banks secured on a mortgage of their 
property. The former method generally makes no definite pro
vision for the gradual reduction of .the loan, while advances from 
the banks are of uncertain duration. The banks, moreover, do not 
favo; this form of loan, as it is contrary to their general principle 
of liquidity in the employment of their resources. 

It is possible that the shortcomings of British finance with re
gard to both short-term and long-term agricultural credit may in 
the near future be remedied on the lines suggested in a recent 
report of tbe Ministry of Agriculture." For the improvement of 
short-term credit facilities, it is suggested that arrangements 
should be introduced for making farm produce available as secu
rity for bank loans, by means either of chattel mortgages, or a 
floating charge on the assets of the farm. In connection with 
long-term credit, the Report suggests the establishment of a cen
tral land bank which would raise money from the public by the 
issue of debentures, and distribute the funds so raised ~ the farm
ers through the medium of the j oint stock banks, the debentures 

." being secured on mortgages of the farm. By this means, it is 
suggested, farmers would be able to obtain loans on .lDortgage 
under a uniform system for a definite period of time, and at rea
sonable rates of interest. The Government is at present investi
gating the possibilities of the scheme, but no definite announce
ment of what, if any, steps are to be taken has yet been made. 

SAVINGS BANKS. In connection with small savings, chief im
portance attaches to the activities of the Post Office Savings 
Bank, which was established in 1861 to receive deposits from 
those sections of the community who do not keep ordinary bank· 
ing accoWits and are not familiar with the channels of invest-

.. Report OD Agricultural Credit - MiDisIry of Agriculture ODd Fish
'eri .. , 1926. 
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ment used by people of larger resouroes. Business is transacted 
through the Post Office, and interest is paid at the fixed rate of 2. per cent. The depositors have the direct- seourity of the 
State, the funds being invested in Government' securities or de
posited with the Bank of England. There is no limit to the sums 
which may be deposited, but not more than £500 may be paid 
into an account in anyone year and no person may keep more 
than one account. The Post Office also undertakes the invest
ment of deposits in Government securities on behalf of depositors 
if desired. The deposits of the Post Office Savings Bank on the 
1st January ,·1926, amollnted to about £285,000,000. 

TauBTElil SAVINGS BANKS. In addition to the Post Office Sav
ings Bank, there are a large number of Trustee Savings Banks 
which work under regulations imposed by the Trustee Savings 
Bank Act of 1863. The formation of banks of this type is sub
ject to sanction by the Commissioners for the Reduction of the 
National Debt. All the assets of the banks must be vested in 
trustees, and all moneys in excess of the necessary working bal
ances must be paid into the account of the Commissioners with 
the Bank of England for investment in Government securities, so 
that depositors in these banks also enjoy the security of the 
State. The trustees, treasurers, and managers are not allowed to 
make any profit from the conduct of the banks. No recent fig
ures of deposits in Trustee Savings Banks are available, but the 
amount involved is probably about £100,000,000. 

SMALL SAVINGS PRoMOTED. A further scheme for small savings 
was introduced during the war with the double object of encour
aging thrift and providing the Government with funds. This was 
the issue of National Savings Certifiea\e6. which seem to have 
become a permanent medium of investment. Under the terms at. 
preeent in force, ~lllieates are issued at 168. earh and are re
payahle to the purrhaser after aiz years at £1 each, and after ten 
years at £1.4/- earh. They may also be eneashed at intermediate 
dates at stated additions .to the purchase price.. This form of 
saving has proved very popular, and at the end of June, 1926, 
the amount nmaining to the credit of inVliStors, ezduding ac
crued interest, was £375,797,461. Intezesf. on the ~firates is 
not subject to income tu, but DO person may hold more than 500 
certificates. 
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Attention has also been given to the conduct of savings banks 
by local authorities, and the one experiment actually made in this 
direction has re!ftl.lted very satisfactorily. This was in Birming
ham, where the Corporation established a Savings Bank under a 
special Act of Parliament obtained in 1919. Interest is paid on 
deposits at the rate of 3t per cent and by 1925 the depositors 
numhered 167,000 with deposits of about £6,000,000. The con
duct of the Bank has not involved any expense to the ratepayers. 
Various other municipalities have considered steps for setting up 
banks on similar lines and in 1923 a bill for giving general powers 
to municipal authorities to conduct savings banks was· intro
duced by certain members of the Labor Party. No legislation 
was passed, however, and no other municipalities have estab
lished banks. 

In connection with small savings, mention must also be made 
of the building eocieties which work under special legislation con
tained in the Building Societies Acts 1814 to 1894. These eocie
ties .1ll0bilize savings, either as depositS, or in the form of sub
scription shares, and employ their funds in granting loans for the 
purchase of houses, with provision for repayment by regular 
instalments over a number of years. 

Finally, it should be added that the joint stock banks have in 
recent years added to the facilities for saving outlined above by 
accepting any sum from £1 upwards at the ordinary rate of in
terest for deposits. 

~ CONCLUSION 

I ~he outstanding development in English banking during the 
oNast ten years has been the series of aml1J~mations between 
~e big joint stock banks which has resulte'!f ill tlie concentration 
~of the greater part of the banking business of the country in the 

hands of only five institutions. There can be little doubt that 
this movement; beSides glvin~rength to the banking system 
as a whole, has increased the ~ ciency with which the financial 
res;;-urces of the country are mobilized and made available for 
industry and commerce. This result, moreover, has been achieved 
without any sacrifice of the freedom of competition which has 
always been a characteristic of British banking. t Competition i~ 
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indeed keener to-day than ever before, and if any complaint were 
to be made In [hIS connection it woUld probably be that the 
rivalry between banke too often results in the"opening of new 
branches for which there is little or no economio justification. 
The banking facilities available to the public are certainly more 
oomplete than they have. ever been before, and oompare favor
ably with those of any other country in the world. It is true that 
the old pereonal relationship between banker and customer has 
disappeared with the absorption of the small local baw by 
larger institutions, and this has perhaps made it more difficult 
for tile small busineea man to obtain advances, but the more 
thorough investigations made by the larger institutions before 
granting aooommodation must tend to increase the effioiency of 
trade and industry, and it is only the unsoundly conducted bum
nees which nsed fear scrutiny. 

V' QUESTION OF FuRTHER CONCENTRATION. To say, however, that 
the conoentration of banking businees in the hands of a few large 
institutions has 80 far proved beneficial to the publio is not to say 
thatJhis policy cQuld_advantageously be pursued any farther, 
and there are indications that the amalgamation movement has 
now been carried as far as is compatible with increased efficiency.". 
Apart perhapa from the possibility of amalgamations between 
membere of the Big Five and the three Lancashire haw which 
still work independently, it is difficult to eee what advantages, 
geographical or administrative, could be derived from further un
ions. Any proposals for amalgamations between members of the 
Big Five themselves would arouse justifiable fears of a hanking 
monopoly, against which publio opinion would certainly demand 
'jil'lltEtbilu legislation if the preeent arrangement, under which 
amalgamation scltemes are by agreement between the Govern, 
ment and the hanks subject. to Treasury sanction, proved inade
quate..· rIh, Goyemmt'nt hIlS moreo,'W definitdx stated thM 
it will I10t favor further anlaigamatioDS betWt't'o the big banksJ. 
That BrItiSh biUlkers, wbOll8 common sense and in~ity have 
hitherto enabled British banking to be condueted with a freedom 
from OOIltroi which is a1moM unique, would attempt to disregard 
the publio interert. by promoting a banking monopoly is highly 
improbable, and DO important changes in the etruet.ure of British 
hanking need thenfore be anticipated fir many :JarII to come. 



1240 CONCLUSION 

Nor is there likely to be any marked alteratiOn in the principles 
underlying the conduct of British blinking business, of which the 
chief is the insistence upon liquidity necessitated by the large 
proportion of demand liabilities which the blinks carry. 

AN EVENTFUL DECADE. For the London money market as a 
whole no less than for the banks which are its largest constituents, 
the last decade has been an·eventful one. The outstanding fea
ture has been the abandonment of the gold standard, fol101ifed by 
the evils which attend a virtually inco.!lvertible paper CIIQ"eDCY, 
and doubts as to whether London could maintain her position as 
the leading financial center of the world. The consequentes of 
the depart~ from the recognized principles of orthodox !pl/Wlce 
demanded by the exigencies of the war were an emphatic pft1'of of 
the soundness of the system which se;;-ed England 80 well in pre
war days, and it is to the restorat~sfaf88 possible of the 
pre-war system that financial policy since the war has been 
directed. The period of recuperation has been long and difficult, 
but the determination at all' costs to restore the pre-war gold 
value! of the £ sterling has already brought its own reward in the 

t undiminished fiDB~ci~1 prestige whi~li. London now eni oys. -
Although the pnnClples of the Bntlsh monetary system of to

day are those which prevailed before the war, the details of the 
working of the money market ...!!ll!Btfor m)lDY years present 
problems which did not arise in pre-war days.l One of these prob
lems is connected with the magnitude ~ Government's opera
tions,.in the q;oney market.! In consequence of the large volume 
'of Government debt, both funded and floating, which was cre
ated during the war, the Government has occasion to make peri
odic disbursements which are sufficiently large in proportion to 
.he total amount of money in the market to cause serious dis
turbances in the short loan market unless counteracted by open 
myket operations by the Bank of England. 
VINTEREST AND INJl'LATION. On the 1st June and the 1st Decem
ber of every year, for instance, the Government is called upon tc;I 
disburse nearly £50,000,000 in interest on the 5 per cent War 
Loan. The greater part of this sum, having been paid into 
their own banks by the people who receive it, becomes bRokers' 
fash at the Bank of England, and as such is a I!Qtential basis of 
a VGt¥ considerable inflation of bank creditA Any undeairable in--
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crease in credit 01) such" occasions, however"can be counteracted 
by the Bank of England by realizing securities so as to take 
money off the market, and by the Treasury by ~e manipulation 
of the floating debt in such a way as' to decrease repayments of 
short-term loans when there is a plethora of money in the market, 
and at the same time to borrow more than the usual amount. In 
this way, the effect of suoh periodic. Government disbursements 
on b k credit can be minimized, and the success with which the 
Bank of England and the Treasury have hitherto adapted the ... 
Gove nment's financial operations !!l market conditions suggests 
that ttle difficult in this oonnection need be feared in the future.", 

'. e ree gold 
mar t has finally dispelled the fears, which at one time aeemed 
only too well founded, that the strain of the war period would 
leave London's prestige permanently impaired, and the imme
diate outlook for British finance is more satisfactory now than 
at any other time sinoe the war. Not least among the enoouraging 
indications for the future is the friendly relationship which has 
existed since the war between the finanoial authorities of the 
United Kingdom and those of the United States of America. The 
prospect of mutually helpful cooperation between the two lead
ing financial nations in facing the monetary problems of coming 
years is one which augure well for the economic progress of the 
world. 



TABLE I-NUMBER OF ni'HABITANTS TO EACH .BANKING OFFICE 

ENGLAND AND W ALEB 
. 

SCOTLAND IRELAND 

Y ... No, of No. of in- No. of No. of in- No. of No. of in-

Population .. Booking habitants to Population .. Booking habitants to Population II Banking habitants to 
eaoh Book- each Bank- eaeb Bank-Offi ..... 
ing Office 

Offi ..... 
ing Office 

Offic," .. 
ing Office - -

1891 29,002,525 2,338 12,405 4,025,647 982 4,099 4,704,750 464 10,140 
1901 32,527,843 3,935 8,266 4,472,103 1,092 4,095 4,458,775 559 7,976 
1911 36,070,492 6,419 6,656 4,760,904 1,225 3,886 4,390,219 679 6,466 
1921 37,886,699 7,611 4,978 4,882,497 1,308 3,733 4,496,000 647 4,748 
1925 38,890,000 8,473 4,590 4,893,032 1,563 3,131 1,279,000- 252 If 5,075" 

• The figureo of population for Englood ood Wales, ood Scotland, 1891-1921, ood Ireland 1891-1911 are token from census 
retuMUl. The remainder are estimated figures taken from the Stateamoo'. Year Book. 

"Taken from the foregoing tabl .. reproduced from the "Eoonomiat" Banking Supplement, 29th May, 1926. The numbers 
of banking offi ... for 1891 and 1901 are .. timated. 

• Th ... figureo are for Northern Ireland, and are for 19~ no .. timate of population for 1925 being available. 



APPENDIX 

The figuree given in the following teble have been extracted 
from Joseph Sykes's II The Amalgamation Movement in English 
Banking, 1825-1924." (London, P. S. King & Son Ltd., 1926) by 
kind permission of the Author. 

y ..... 

1826-1843 
1844-1861 
186:1-18!!1l 
1860-11lOa 
1003-192' 

TABLE II-BANK AMALGAMATIONS 
(ENGLAND AND WALES) 

Private Joint Stock Joint Stock Private 
with aboorbe with Joint aboorbe 

Private Private Stock Joint Stock 

23 93 8 
11 23 10 
31 86 40 1 
37 84 51 1 
1 36 68 

103 283 165 2 

Total 

122 

" 138 
153 
90 

652 
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Banking, in relation to industry. 
post-war situation. 40-41; AU8trla, 
109-110; Germany, 704-707 

Banking. nationaJilatioD movement 
in, 13-14 

Banking, post-war cban_ in, 3 
Banking, post-war change in poin, 

of view "",wing, &-7 
Banking, oocial significance of, ..., 
Banking concentration, see bank 

merged 
Bonking funds ODd balsnce of pa,.

menlo, AIIICnlia, 83-811 
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· Banking legialation - commercial 
banks, Australia, 71-72 j Austria, 
161; Belgium. 228-231; Ca.nada. 
development of. ~; Den
mark. 609-612; Franoe. 62~23; 
Holland. 746; Italy. 803; Japan. 
8:144138; Norway. 874-876; RIl8-
lia. 919-920; South Africa. 977-
978; Swoden. 1015, 1023; Swit.e .... 
lond. 1078-1080; United Kingdom. 
1166-1168 

Bomkinll offioeo per capita, Belgium. 
~; Canada, 864-367; Swe
den. 1649; Switlarland. 1077-
1078; United Kingdom. 1242 

Banking f\YlIteml - development 
and oharaateriati... of. Auatmlia, 
• 9-61; Austria, 109. effeat of war 
on. 111-114; Belgium, 178-179; 
Canada. ll98-301; Denmark, t89-
493, 61'-616; Fran... ~6. 
6~77: Germany, 627-629. 70~ 
7:l2: Holland. 746-747: Italy. 808-
811: Japan. 81&-819: Norway. 
873-87.: Rualia. prior to 1917. 
906·_, liquidation of by Soviet, 
933-1133: ree.tabliohment of by 
Soviet and preeent Itnlt'ture of, 
93t; South Afri.., 1176-976: S-
d.n, 10ll-1016; Switaerland, 
107&-1080: unopoociali .. d ohara .. 
tor of. 1086-1087, sin .. 1914. 1116-
1140. tonchlttions relat,h-e to, 
1140-1143: United Kinl(dom. 
1238-1241 

BaaL... oIU8ifi ... tiOil of. Auotralia, 
01-61: Auatri ... 117: Canada. 3141-
330; Denmark, SOli; Fran ... 673: 
G.nuan,v. ~: Japan, 818-
8:14: Ru ..... 1107. 93t; South 
Alri.., 11.6-881; s.r..t.... IIXU-
1023 

Bub. OOInmeft'iaI. IIPCI'M ftWi '''' 
A,~a. 161 

1Ionka, pM,.,.Ie, _ pM"" .. hanb 
IIonque 80"'" du Tho"'"I. -.rot 
IIonqu. d. Druxelt.s. 8o\trium. 2311 
IIonq ... d" c.m.o. 25S-3Ii2 
IIonqu. ~ Bo\trium. 17&-177 
!Ianq'1e NatlaD .. 1e Franvme du 

Com .. ,.... Eaerieur. France, 
6i~ 

Banquea D'Maires, France, 8M-
007 

Belga. Belgium. ~264 
Belgium, ohapter on, 175-2118; bank 

failures. 277-279; bank atatiBtiea. 
234-236. 240-443; banking oonooo
tration. 236-239; banking arisia of 
1914. 189-196; banking situation 
before 1914, 231-232; Banque du 
Congo. 26S-1i162; Banque Lie
geoiae. 176-177; the Belga. ~ 
264; branoh.. of - Belgian banko. 
foreign expanaion of, 257-258; 
budget, 1914 and 1926 oompared. 
198 

Belgium - Bank of. administration 
of. 223; balance 8\leet abanKes, 
1913-1927. 224-.228; .busineee of • 
22O-l121 : elfeat. of inflation on p0rt
folio. ~; eligible paper, 220-
221; estab1ished 1860. 177; iIu:aI 
functions. 221-223; foreign ex ... 
ohange portfolio. 219; nole iaaue 
po....... suspended by GermlUlll, 
191-193; origin of. 1117~IS; re
aervt!II. 219. 224-226i resen"ea 
transferred to Antwerp, 1914. 100. 
to London. 191; .. i.,,", of mart 
reeervee by GermlUl8, 191-194; So
ci.U: Gt!n~e. given Dot ........ 
powe... by Germane. 191-193; 
sumo allotted annuaUy to tzeuury. 
286-288 

Bellrium. Bont of F1and .... 177 
Bellrium. Bank of Jeeu. of 8o\PID 

c.m.o. 2511 
8o~um - oommercial benb, oapi

tal fundo of. ~; hankiOC 
eituat.ioa bef"", 1914. 231432; 
..... _trat.ioa in bankinc .... 
than .. _ ...... ~; _do-
oioao ~ .... ve 10 bankinc ~. 
__ ; deposits ..... deposi' 
poIittV. 247-350: f<ftiaD ~ 
of. ~: in.-ta ..... 
in_t J>OIi<1r. 142-t49: 
............ ~ J»-aI2; 
Dllmber 01 bonOn. oIIic:ea pel' 
eapita. :as-Dt; ,..w.t.ioa 01. 
~ 

BNlrium. ...cipen&ift Cftdd inotitu
"- ... ia .. I1...... die Cftdd 
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of the Boerenbond, 267-

, Credit, Commun&!, 27~280 
um - credit instruments, eom

ercial, 201>-217; agricultural 
drafts, 209-210; banker's accept
ance, 207; the check, 207-208; the 
draft, 205-206; promissery notes, 
206; the warrant, 208-209 

Belgium - credit instruments, in
vestment, 210-217; bonds, 211>-
216; deferred stock, 214-215; 
methods of providing eapitai, 212; 
mortgage, 210; preferred stock, 
213-214: simultaneous and Succes
sive formation, 212; the Stock 
Exchange, 216; stocks, 211-215; 
voting power, 215 

Belgium, credit unioIl.9, 283; crisis 
of 1848, 177-17S; drastic me ....... 
taken in 1925 to protect the franc, 
200-20Z; Dutch period in mone-
tary development, 171>-176; 08-
tabliobment of financing com
panies, 17S; financial trusts, 27Z-
278 j financing BBSOcia.tioDS, 232-
233; foreign banks in, 250-255; 
foreign exchange rates, 1914-
1926, 196-19S; foreign trade 
banks, Societe Nationale de 
~t A l'Industrie, 262-267; in
vestment trusts, 232-233; labor 
banks, ~272 

Belgium - Latin Monetary Union, 
17~188, alternating standard, 
181: convention-of 1908, conven
tion of 1921, 186-188; eIIect of 
war on, 187; effect on of adoption 
of gold standard by Germany, 
182-183; effect on of revolution of 
184S, Il1O-lS1; end of the Union, 
188 i inauguration of, 179-180; 
modification of by oonventions of 
1874, 1878 and 1885, 182-fSS; 
Monetary Convention of 1865, 
IS1-182 

Be1gium, moratorium, 190: mone
tary restoration loan, 1918, 194-
196; monetary stabilillation at
tempted, 1925, 1~200; mortgage 
credit, urban, 27Z-275; mortgage 
credit institutions, foreign, 258-
259; mortgage loans, 274-276; 

note issues, 218-219; Postal Sav
ings Bank, 280-282; present 
-monetary system, 204-205; pri
vate :bankeJ'B, 716-277; profession 
of stock broker, 230-231; reservea 
of Bank of Belgium transferred 
to Antwerp, 190; rural credits, 
267-269, 273-260; savings banks, 
280-282; Societe Generale pour 

_ favoriser l'Industrie, 171>-176; 
- stabilization loan, 1926, 204; stab

ilization loans, 19>21>-1926, 201-
.203; unit type of banking 

system, 233-235 _ 
Berliner Handels-Geaellscbaft, Ger

many, 711>-717 
Bibliography, Australia, 1243; Aus

tria, 1244; Belgium, 1245-1248; 
Canada, 1248-1251; Denmark, 
1251-1252; France, 1252-1255; 
Germany, 1251>-1206; Holland, 
1~1259; Italy, ~1261; Nor
way; 1261-1282; RUEa, 1262-
1263; South Africa, 1263-1265; 
Sweden, 1261>-1267; Switserland, 
1267-1269/ United Kingdom, 
1270-1275 

Bill brokers, London, 1196-1198 
Bill of exchange bond, 871-872 
Billa of exchange, Australia, 59-M; 

Austria, 114; Belgium, 201>-206; 
Canada, 295-297; Denmark, 502-
503; France, 631-543; Genuany, 
64JI-.6IiO; Hollaod, 735; Italy, 771>-
176; Japan, 863-865; Norway, 
871-873; South Africa, 970-971; 
Sweden, 1017-1018; Switserland, 
1083-1086; United Kingdom, 
1183-1186 

Billa of Exchange Act, Australia, 54-
55; South Africa, 970; Sweden, 
lOIS 

Boerenbond, credi~ banka of (Bel
gium), 267-269 

Bonds and bond markets, Auruia, 
116-117; Belgium, 211>-216; Can
ada, 426-427; Frauce. 637-643. 
578-585; Germany, 658-861, pr0-

tection of mortgage bond bold .... 
890, revaluing of, 693-696; Italy, 
80S; South Afri ... 972-974; Swe
den, 101~1021, 1035; Swillerland, 
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10811; United Kingdom, 1228-
1229 

Branch banking, Belgium. I... de
veloped than .lsewhere, 233-235, 
foreign expansion of. statisti08, 
:l.57-:158; Canada, branch man .... 
lel'l, powel'l, reaponaibiliti.. and 
fit.DOBI 01, 4M-473, diaeussion and 
otatiatilll 01, 357-375, relation to 
pl'OIIperity, "7-488; Denmark, 
61lh'i16; Fran .. , .. ntra\ banke, 
64~; oommeroial banke, 589-
690; """,,"war expansion of, 694-
696; Holland, 7411; Norway, 877; 
RULllia, 9411; Swed.n, 1063-10811; 
Unitod KiDJdom, loreign expan· 
mon 01, 1181-1183 

Branch banking, """,,"war develop
ment in, 110-31 

Brokel'l' I"""", Italy, /!til 
Budpt, Belsium, 101' and 1926 

eompal'fd, 198; FranOlt, D8. 
Italy, 77 ... 776; Bwital!l'lond, deli· 
oita during war, 1125-11:1(1 

BulliOll Committee 01 1810, Unitod 
KiDJdom, I1tll 

Buain... 6nanoe, poot,-_ methodo 
in, 'I 

c 
Canada, obapter OIl, lISII-488; bank 

m ........ ~7; bank profits, 
t64-t66; the Banken' AIIoocia
tion. t46-tU 

Canada - banking \eP!lati ..... 
Am ... dm ... , of 11108, 808; Amend
m.n' of 111M, 31&-317; Bank A'" 
of 1871, 3OIh'IO:t; Bank A'" 01 
IRSl, 301; Bank At't of 1891,30:1-
3M; Bank Aot of 11101. 305; Bank 
At't of 1913, 3IJ&..llO'I; Bank AG& of 
1923, 3117-315; c!e,oelo""""" of, 
300-317 

Caneda. bnDch '-\1.... bnDch m ... ___ "bilitiee 

and filll_ of, ~n 
Canada - oom.....,...;a) '-n. ao_Ian..... os-a7; audita, .,.. 

a..,iDatiODt! and ~. as
tt5; bank faiIureo, ,78-t83: '-t
iDa o8iooa pol' capi"" 3\I&-a7; 

branches, discWlllion and otatistica 
of, 357-375; call I"""", 433-433; 
call and abort loana. 415-418; 
capital requiremen1B and capi. 
tal "funds. 347-354; eaab, 430-
431; deposits, 401-406; 431-432; 
directors; duti.. and qualifi ..... 
tioDl, 3St-3S7; effort to introduce 
bond-secured bonk note leature. 
298-300; Govemment inspection. 
1924, 44l-445; incorporation. 321-
823; investments, 426-428, 433-
434; loan-depoait ratio. 411-413; 
loana and advan.... 406-425; 
loana to oontrolled oompaniee, 
415; loana to direotol'l. 413-416; 
loana to Govl!l'Ilmental autho';" 
tiee, "&-410; me_ 326-347; 
oVl!l'bonked OOIldition. 3117-l1'15; 
overdue debts, 410; qUeeQon of 
a monopoly, 474-478; ""'""" 
policy 434-4311; It&i ... and reo 
aerve poliey. 430-438; retunuJ of. 
445; ... tiODl 88 and 880, 420-
425; otrength.ning 01 audit _ 
viaiODl in 1923, 439-441; -.ggle 
fo&' abarebold.",. audit, 437-4311; 
oubaidiary oompaniee 01, 4'5; ...... 
plua requirementa, 34&-351 

Caneda, oOOpe .. tive .....tit institu
tioaa, 319-320; .....tit OOIlb'ol, _ 
488; .....tit I)'!Item, ~; Ir&de 
aooeptanoe, 297; o~" 19'1; 
banke.... • ... plan... 297; _ 
a ........ ta, 297; foreip npaDSion 
of oomm....w banks, ~1; in
_ .. too, t5l-4t16; iD_t 
iDstitutioDs, 330: _'"'" _ 
tern, c!e,,,,topm ... ' of, 291 __ ; 
DominioD 1l0tee, 2112-a; mart
_ .....tit instituti_ nuaI. 
11&; arbaa, 11~lo: ........ of 
charte .... '-b. 3:K 

Canada, __ ...... _ of ........ 
tHod banks, S75-4Ol; '-k _ 
\ali.,.. redemptioa fuDd, 3IJO..aIl; 
buic ""' ...... 01, m-Bl; __ 
traI ,aid: ItM .'" 18S-3S7: CS'Dp 

-riDs ""'~ 381-385; 
l'IDaD .. A"" 388-101: oriIias 01 
pIu. 3'17-31'11; _ r ..... 

. tia~, 3?1 
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jjbOnd. 267-269: Canada. 
20: Denmark. 516-517: 

ee, agricUltural, 616-618, ur.
an, 618-619; Germany, 645; 

. Prussian Central Cooperative 
Bank. 67S-<l79: Holland. rural. 
754--756; urban. 759-760; Italy. 
rural, 7~793J '80()...8()2'; Japan, 

, 822-823; legal control over. 856-
860; Russia, 927-932; attitude of 
Soviet Government towards, 932, 
936; . unions of credit coopera
tives.. 931-932; urban. 920-921 ; 
South Africa. '988-989; Switzer
land. 1104 

Couli .... Pari. Bourse. 621 
Credit. bank. post-war tendency to

ward larger 10""". 21 
Credit Associations Act. 1850. Den

mark.519 ' 
Credit Bank of 1922. Sweden. 1056-

1057 
Credit banks, Germany J fJ Groesban

ken." building up of deposit buai
ness, 709-710; concentration 
movement. 707-708; crisis of 
1901. 698-700; details of indi

'vidual banka. 71~720; develop-
ment of. 1~1912. 700; devel
opment of. 1914-1924. 700-701; 
foreign expansion of. 716-711; 

'methods and polici.... ~704; 
origin of, 697-698; rationalization 
of. 701-702; relation of to indUB
try. 704-707; relation of to private 
banker. 708-709; relation to 

'Stoek Exebange. 711-712 
Credit Commuual. 279-280 
Credit eontrol.Canada. 484-f88 
Credit expansion. change in p0st-

war point of view, 7 
credit Foncier. France. 61~16 
Credit granta to beUigerent po ....... 

Swiwrland. 1126-1130 
Credit instrumenta. Australia. 54-
, 61; bank drafta. 58; biUs of ex
change. 69-6l; the cheek system. 
65--06; Jettel'8 of credit, 56-68; 
promissory DOtes, _; types, 
64-6/i 

Credit instrumenta - Austria. 114-
117; bonds. 118-117; oommercial. 

114; investment. 114-117; shares. 
115-116 

Credit instruments - Belgium, com
mercial, 205-211; agricultural 
drafts, 209-210; banker's accept
ance, 207; the check, 207-208; the 
draft, 20&-206; promissory . notes, 
206; the warrant, 208-209 

Credit instruments - Belgium, in ... 
vestment. 216-217; bonds. 211,-
216; deferred stock. 214-215; 
methods of providing capital. 212; 
mortgage, 210; preferred stock, 
21~214; simultaneous and. succes
sive formation, 212; the Stock 
Exchange. 216; stow. 211-215; 
voting power. 215 

Credit iustrumenta. Canada. 295-297 
Credit instrumenta. Denmark. 501-

604; bill of exchange, 602-503; 
the check. 501-502; promissory 
notes, 5()3.....004. 

Credit instrumenta. France. 53S-
543. 594 

Credit instrumenta - Germany. 
commerciaJ, 647-450; bill of ex .. 
change. 649-650; the check, 647-
648; Girosentralen. 649; Reicha
post. 648 

Credit instruments - Germsny, in
vestment, 653-661; adaption of 
investment practices to American 
tastes, 657: common stock, 654-
655; peculiarities of German 
Bourse system, 658-659; protec
tion of public, 659-861 i renaie
sance of domestic investment 
market. 657~; stable value 
loans. 656-657; voting righta, 654-
656 

Credit instrumenta. Holland. 735-
737 

Credit instrumenta, Italy, 775-7'18; 
checks. 771>-776 

Credit inlltrumenta - Norway, 871-
873; bill of exchan"" bond, 871-
872; caob credita. 871; negotiable 
instrumenta Ia ... ~ 

Credit iDlllrumenta - South Africa. 
, oommercial, -...m; the bill of 
exchange, 970-97I; Bilt. or Ex
change Act, 970; open a""""nt, 
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970; the UH of lette.. of credit. 
971-972; WarehoUH reoeipll. 9il 

Credit inBtrumenll- South Alri .... 
investment. 9n-1174; bond •• 972-
973; ceosiono 01 right, 974; p ..... 
sonal guaranteea. 974; stocks, 
974; TrellBW'Y Billa. 974 

Credit inotrumenll- Sweden. com
mercial. 10111-1019; bank poot 
bill.. 1017; bill. of exchange. 
1017; Billa of Exchallll" .lot of 
1880. 1018; checlao. 1016; promi ... 
eory noteo. 1019-1019; Swedioh 
Check Law of 1898, 10111-1017 

Credit inBtrumenll- Sweden. in
vestment. 1019-1021; bonda. 1019-
1020; debenture oertificateo. 1020-
1021; portial preecription certifi
.. teo. 1020; premium bond 10IUlII, 
1021; provisiono for loan convez
lliona, 1020; IItocka, 1019 

Cled.it inBtrumenlo - Switoerland. 
oommereial. 1088-11185; giro ao
counto. 1084; pootal check system. 
1011'-1085 

Credit inotrumenll- Swito.rland. 
in,..,.tment, 1085-1088; bondo, 
1085; oosb obligation. 10811-1088; 
.Iocka. 1085 

Credit in.t.nlmento, United Kine
dom. 1184-1188 

Credit inBtrumento, United Kine
dom. inveotment, 12:1&-1229; do
bentu.... 12:1&-1229; otocko U1d 
oh ..... 1228 

Credit inotrumento, eJrorll .. I uni
formi,>, of lntenultional Chamber 
.of CoI\IIIINaI. 11' 
~il National. FnUI.., 018 
Credit rationitl!t. cenual banka, Hol-

land, 70-7fl1: RuoIIia, IIS3-8Sf. 
('ftdit uniOM, Beltoium. 31!3 
Cftdilo ltaliuao, 1t,,1 .... 9)7-811 
en-. financial. United Kinadom. 

linoo 18t4. 115&-1160 
Criooo. ~ bank, Genn.i.y. 

1191-813 
en.;. of 1837-lstO, Uni..... Kine

dam. 1150; of ISIS, Belgium. 177-
178: 0{ ISSlt n...marIt. .1; 0{ 
1873. AII!tria, 1Q8...l18; 0{ 1!193, 
A ...... _: 11al7, 1S-rnI: 

of 1901. German.v. 60S-7oo: o( 
1907. Denmark. 494-495: of 1914. 
Belgium. 189-190: United Kini!'" 
dam. 1199-1207: of 1924. Auotria. 
1M-1M: of 1921>-1926. German.v. 
637 

Crop moving proviaiono. Canada 
note issues. 382-386 

Cunliffe Committeo. United Kine
dom, 1216-1218 

Currency. external depreciation of 
during war I Austria. 104; If maIl
aged," 7 

Currency Act, 1914. South Africa, 
961-962 

Currency Noteo- United Kini!'" 
dam. 1204-1218: amalgamation of. 
1~1:125 

Currency and Bonkinl': Act of 1920 • 
South Alrice. 977-978 

Currency reform Ia ..... 1892, AU8Iria 

D 
Danake Andelsbank, 616 
Darmotaedter und National bUlk. 

Germany.71t-715 
Do ..... Plan, German.v. 720 
Debenture oortifiaatee, Sweden, 

1020-1021 
Deft.tion. poat-war. Sweden, 1~ 

1071 ; Uni..... KiDsdom. 1219-
12111 

Denmark. chapler on, 489-622: 
adoption of aoId -dard, 1872, --Denmark-oentral. bank, NalioDal 
Bank in CopenbqeD. d~I 
policy of. 5II8-liOII: ....... ishment 
of. ....1: financial alate
mea.\ of, 1QI-.508; IOftI'DmCe of. 
lOG 

Deamart.. __ ~. 483-494 
n...mark --.mereial banks. 509-

510: bankiDc IocisIatioa. ~12: 
bnadI Iwn kinp:_ 616-510; ~ 
lishmsl O{. 618; IiDaa<ial ... te
_I of. SIUl5: relatica In 
Denmark.. iDdtariaI _ ....... 
511-613 

Dee_* ~ .. tndil iao&itII
tiono, 510-.517 
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Denmark - credit instruments, 501-
504; bill of exch&nge, 582-503; 
the check, 501-502; promieeory 
notee, 502-504 

Denmark, crisis of 1857, 491; crisis 
of 1907, 494-495; monetary de
velopment, 489-496; mortgage 
credit institutions, 519-021; new 
gold standard, 49S-501; note is
sues, 499-000; return to gold 
standard, 497-501; rural credits, 
519-021; savings banks, 517-618; 
Scandinavian Monetary Union, 
492-493; speculation in Krone, 
497-428; stabilization, 495-501; 
suspension of specie payments, 
1914, 495-496 

. Deposits - central banks, HoUand, 
73"-740; Russia, 913-913; United 
Kingdom, 1154-1155 

Deposits-commercial banks, Bel
gium, 247~; Canada, 401-406; 
France, 596-697; Germany, 709-
710; Italy, 804; Japan, 865-866; 
SWeden, 1027-1031; United King
dom, 1170-1171 

Deutscbe Bank, Germany, estab
lished, 697-698; functions of, 717-
718; loan Boated in New York, 
40-41 

Devisen-Zenwle, Austria, lOt-
105 

Devisenkostgescbiift, Austria, 129 
Diensten-Zineke ... , Switzerland, 

1076 
Directors, duties and qualifications, 

commereial banks, Canada, 854-
357 

Disconto-Geaellscbaft, Germany, 
712-713 

Discount banks, Switaerland, origin 
of, 1076-1077 

DillOOunt market, Germany, 64"-
650; Holland, 760-764; United 
Kingdom, 1182-1186 

Discounts, commercial banks, 
United Kingdom, 1172-1174 

Documentary letter of credit, A_ 
wlia, 57 

Dominion notes, Canada, 292-296 
Drafts, agricultural, Belgium, 2(D.. 

210 

Dresdner Bank, Germany, 716-720 
Dump, the, an Australian coin, 46 

E 
Edwards, George (Canada), in re

vision 01 audit provisions in 1923, 
439,441 

Elasticity of Canadian notee, 376-
379 

Eligible paper- central banks, Au ... 
tria, 126-127; Belgium, 220-221; 
Germany, 667-668; Holland, 734; 
Italy, 781; South Africa, 992, 
1001; Sweden, 1060 

Elliott, J. Courtland (Canada), 
cited, 487-488 

England, see United Kingdom 
England, Bank of, see Bank of Eng

land 
England, Bank of, and South Africa 

gold output during war, 961 
Enskilda Banks, 1021-1(123; statis

tics of, 1049; see also Sweden, 
Enskilda Banks 

Export, eredit schemes, post-war 
development of, 29-30 

Export trade, assistance rendered 
by central banks, 30; post-war 
stimulation of by banks, 29 

External depreciation of currency 
during war, Austria, 104 

External indebtedness of variol18 
countries, table of, 31 

F 
Failures, bank, see bank failures 
Federal Loan Institution, 8witaer

land, 1116-1119 
Federal Reserve Banks, United 

States, and money mArket. 34-35 
Fiduciary institutiO!l8, war-time, 

Switaerland, 1120-1121 
Finance Act (War), Canada, ass-

401 
Finance and investment oompaniel!l 

in Al18tralia, 62-63 
Financial statemenla, see balaDoe 

oheets 
Financial System IDvestigatiOb 

CommiMion. Japan, 824 
Financial trI18ts, Belgium, 272-273 
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FiD&Domg UIOCiationa. 
233-238 

Belgium. S85-088, 809-311.' 614-615; 0...

Financing oompani... establiahed. 
Belgium. 178 

FiacaI developmooto. Italy. 770 
Fiooal fuoet.ioOl of central baob. 

lee central baob. fiBoaI run ... 
tiOOl 

Foreirln ..... 1.1 of oentral baoIia. 81-
82 

Fo",ign baob. ill Belgium. ISO-
256; ill Franoe. 811-314; ill Japan. 
legal oootrol over. 83S-342 

Forein bill poliey - central banb, 
Bel,ium. l119; France. 6~. 
662; Germany. 665; Bolland. 
72G. 7U-746; Italy. 780; South 
Alrioa. 960-861. QM-006; Swed .... 
1068-1070. Bwitlerland, 1123-
11M; United Kingdom. 1218-
1216 

Forein oxcbangea, AUltralia. '19-85; 
no free market ill. 8G-lIl; Austria, 
failure of ....... tim. oontrol of. 
106-108. role of oommereial banks 
in forein oxobanp market, 162-
168. opec:uIation ill. 118-11.; ""'I>
Dilation of. 188-139; ....... time 
oootrol of. 104-108; Belgium. 
portfolio of eeotral banb, 3111; 
rateo 191&-11128. 198-198. n.. .... 
mort. _lotion ill. 4117_; 
Fran.... purm- by Bant of 
Franoa. 19:18-11137. &28-629. 0.... 
many. poliey of Reiehobanlr:. 1185; 
Italy. oootrol of by National Ell
........ lDotitute, 780; Ruasia, .,.. 
...."al d.pneiati.... of rouble, 
1111&-1932. tIIM-808; South Afri ... 
flOlll 1919 '" 1"*1, QM-006; prob
)pJIII cIurina the ...... lI80-II81; 
8wedeD. 191&-1919, 1088-1070; 
s.rltRrland, ainoe 1914,. 1138-
11:M. lJnited KiIlJdam. LoDdoa
Ne .. York ~. 131S-U1S; 
• JI'!Qina. of. UI&-13UI ' 
~in exehanae ....m.t. LoDd ..... 

11M-U89; .......u1ueD'" of. 1187-
1188; f.......... quotati.., 1188-
1189; ..-th of. 1187 Foreitnt ___ -.............,; 
be.Db.. Cere ....... i ...... 

many. 710-711 
Foreign iIlvestmooto. ill Austrian 

banks. 172-178 
Foreign trade. South Africa. during 

war. IJM-IIM 
Foreign trade financing. Belgium, 

Soai't6 National. de credit to 
l'Induatrie, 262-267; France, 
619-320; Switaerland, 1131-
1182 

Formation. aimultaneoua and au ... 
....,;ve. 212-213 

Forward quotations. foreign u
obange. London, 1188-1189 

Franca. chapter 00, 62"J...628 
France - Bank of. aasiatance given 

other money merketo, 1561-M2; 
authoriaed operatione, M7-54l1; 
branch.. of. M9-550; clearing 
operatiooe, M&-5S0. diaoouot and 
aredi\ polici ... 555-566; diaooun' 
poIiey. 19:18-11137. 528; eotab1isb
moot of. ~; financial Illata
mento, 588-688; fisca1 fuoetione, 
W-555; foreign bill poIiey. 662; 
f_in uclw>p. p~ of. 
19:18-11137. 528-5211; IOld premium 
policy, 66Q...S61; governance of. 
550-452; Dote ieeue po_ M&
M7; relation '" KI'e&\ aredi\ _ 
bblj,I"nenta. liDO: reiafiiOll to 
money marketo, 1561-1566; ~ 
a33 

Fran.... banki", ey&Iem. eharaete..
istioa of. e:H-33II. diffi ... lt.ieo en
eountaed ill oWd:r. 52lI-a25; 
be.Db.. foreip erpansioa of. D-
811; bruoIo bankinc. """,,"war 
espansion of.SH-aI8. ~ delioj"" 638. ft'ntral banks of 0010-
nieo, 56&-m; c:bec:b, a_pia '" 
""_ _ of. /ilK; ooinap 
1I)'8leID. S31-535i 00IIUDeI'ftaI 
banks, fcnip ___ of. 61~ 
815. Iooo.l and ~ 5117 __ • 
eoIiponUTe aredit instillltioao, 
lUlU. 618-318; arbaa. 818-3111; 
~t NatioaaI. 818; eredit ia
-to, 5SS-6I3; OI1OUIiatica 
of ~ 1i38-6U; _ of 
.......... /ilK; _We' of '-
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.eign banks in. 611-614; foreign 
trade banks. Banque Nationale 
Franeaise du Commerce Ext<\
rieur, 61Q....620 

France - great credit establish
ments, acceptance credits, 578; 
activity of. 575; balance sheets, 
obacure nature of. 574-575; and 
Bank of France. 590; branch .. of. 
589-590; classification of. 572-
674; commercia.l portfolio, 075-
57'?; deposits of and depreciation 
of currency. 596-697; effects of 
war on, 595-597; foreign expan.
sion of, 585-688 i investment ope~ 
atians, 578-685; and money mar ... 
keto 590; Stoek Exchange loans, 
577-(,78; and the war. 591-(,92; 
the work of the canvassers, 588-
589 

¥rance. Haute Banque. 607-611; in
vestment banks. ~; Latin 
Monetary Union. 525 

France ~ local and regional banks. 
,1;97-604; Alsatian grouP. ~; 
central aociety of provincial 
banks, 600-601; effect of war on, 
oo:HlO4; Lorraine grouP. 601; 
services rendered by, 597-600 i 
Societe M ..... iUaise. 602 

France - monetary system • .comage, 
533-,';35; gold bullion etandard. 
532-633; monetary depreciatioD, 
war and post-war, 626-527; Poin
care cabinet and rise of franc, 
526-527; p ....... t provisions rela
tive to eonvertability of notee of 
Bank of France. 531-633; pur
cbaaes of foreign exchange by 
Bank of France. 528-529; return 
to gold. 627~; return to gold 
and new gold etandard. 527~; 
revalorisation of franc, 530-531 

France, mortgage credit. Credit 
Foncier; 615-616; private banks. 
607-611; rural credits, 615-619; 
.security iarues. 1900-1918, 
593-594; Btock Exchange, 
tI2O-624 

Frosen. ... ts. poot.war situation, 
23-25 

G 
General Mortgage Bank. Sweden. 

1041-1042 
GenOSBeDBchafts-ZentraIkasse. Aus

tria. 170-171 
Germany. chapter on. 627-722; 

bank deposits. 709-710; bank 
mergers, 707-708; banking in re
lation to industry. 704-707; bank
ing system, development 0(, 628; 
Berliner Bandele-Gese11schaft. 
715-717 

Germany - commercial banks. .,.. 
pension in Bolland. 761-7112; 
Grossbanken, establishment of, 
629; see &lao Germany. credit 
banks 

Germany, concentration movement 
in banking. 707-708; eooperative 
credit institutions, 645; Pl'WISian 
Central Cooperative Bank. 678-
679 

Germany - credit banks. " Groos
banken," building up of deposit 
business, 709-710; concentration 
movement, 707-708; crisis of 1901, 
698-700; details of individual 
banks. 712-720; development. 
1902-1912. 700; development. 
191~1924. 700-701; foreign ex
pension of. 710-711; methods and 
policies. 702-704; origin .of. 697-
698; rationaliation of. 701-702; 
relation of to industry. 704-707; 
relation of to prh·ate banker, 
708-709; relation to Stock Ex
change. 711-712 

Germany - credit instruments. 647-
650; bill of exchange, 649-650; 
cheek, 647-648; Giro .... tralen, 
649; Reicbspost. 648 

Germany - credit instruments, in
vestment, 653-661; adaptation of 
investment practices to American 
tastee, 657; eommon stock, 654-
655; peculiarlti... of German 
Bourse system, 658-659; protec
tion of public, 659-661; renai&-
18llt'e of domestic investment 
market, 657-658; rtable value 
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10aDi. 6II6-M7; voting right.. 6114-
6116 

Gemlany. ori'" of 1901. 698-700; 
oriBil of 1925-1926. 637; Dorm
Itaedter und National bank. 714-
716; DawOl Plan. 730; Doutache 
Bank ... tabliBhed. 697~98. 717-
718: DiBoonto-GeoeU.ch.ft. 71,.. 
713; disoount market. ~; 
Dreadner Bank. 718-730; effect on 
Lati" Monetary Union of adop
tion of gold atandard by in 1871. 
1~183; financial organiaation. 
brief lurvey of. ~6; foreign 
expansion of banks. 710-711; ~old 
balanoo abeets, ~I; Gold 
DiBoount Bank. 670-672 

Germany. inJIation. 1914-1922. II2&-
633; climax of inflation. 1923. 633-
tI36; disappearanoo of circulating 
capital, 837-638 j inflation, occu
pation money. 632; and repara
tiona controversy, 633-833 

Germany. labor banking. 6IK 
Germany - monetary syetem. odop

tion of gold standard. ~; 
development of. 627-643; gold 
balanos aboeta, e38-4CI; recon
otnt.tion of. Renton mark, 636-
637; revaluation. MI-643 

G.rmany. monetary et.abilioation, 
627-837 

GOnDllD)', money mark,,\. MO-8S3; 
dieoount market, M~; in8u
enaa of publio institutiona 00., 
MI-&3; Stock Exebange 1_ 
MO-MI 

GO""ODy - mDl1ilntP ondit inati
"'tions, M6; ci"" 111_ inati
tulioM. GS:l; dovelopmOllt of. __ 
1191; funotioDs and busin... of, 
687-1190; Jnd~ fI8S; 
Laacbehalten, &_1; mor1pp 
but en-. 1191-1193; M_ 
Bank Law, 687: ~of 
boDd h~ 1190; revaluina 
mor1pp bonds. ~: Silesiaa 
LaDdocltaft, til-«i1; 1Ol",,",,"0Il 

of, 9; z...tnl .... ~" GS:l: 
IIlOIipp ondits. 67$-676; lopI 
fOUlldatiOllo of, 6S5 

Germany. private banks. 708-709; 
private banks of i .... e. 67~78; 
Prussian State Bank. 6111. 678; 
public credit institutiODI. 644; 
public credit inotitutions and 
money market, 661. rationalila,.. 
tion of banking. 701-702: Reicba
Kredit-Geoellochaft. 683-884 

Germany-Roichsbank (former), 
.. pita! funde. 661. 663; OItablieb
ment of. 661-662: exchange inteJ-. 
ventioDS by, 665; governance of. 
662-663; note issue powers, 663; 
origins of, 663: rechartering of, 
tl63-OO4: and the Republic, 664-
666 

Germany - Reichsbank Cpreeent), 
busin .... 667-669: clearing opera
tiona of. 648-6411; dieoount policy 
of. 830; distribution of profits, 
~: establiabment of, 666: 
IOvern&DC8, 66&-667; note iBaue 
powers, 669 

Germany. Rentonbank, 872-374; 
R'lltonbank-Kredit.-Anatelt, 1174-
878; revaluation of eUlTeucy, 641-
M3: rural nredita, 1178-696: .table 
wi ... 1_ 63f; Stoclt l!.'sobange, 
711-712: Zettelbsnlten. ~8 

Ciro oyotem. Austria, 147: Holland, 
740-741: Switoerland, los. 

Giroaentnlen, Germany. MIl 
Gold, challJle iD diatributi .... ru

sion of ~ 38: table of. 27 
GoId-n!tum to, AuotraIia, 63-64; Fran... 527-&7: Denmark, 497-

601: Italy. 77S-774: R"SIIia, fI38-
1154: South Africa, 1I6S-86II: Swe
doD. 1~1073: Ullited Kingdom, 
131$-1225 

Gold, South Africa, Bank 01 EDc
land bqs whole output duriac 
war, 961; Ullited Kingdom, im
pounclinc 01 duriDc war. 1107-
1108: waMime _trOI of, 1210 

Gold BaIaD.. A<t. A.-ia, l835, 
1I5;<lermany,~1 

Cold DBooua& Bank. o..m...:r, 
II7O-Cn 

Cold embuwo durinc war. A_ 
lia. 5l-i1; n......... ___ ; 
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Holland. 726-728; Norway. 869; 
Rutmia., 901 j South Africa, 962-
963; Sweden. 1067; Switzerland. 
1116-1118 

Gold exchange standard. Austria. 
pre-war. 101-102; Holland. 724-
725; Italy. 780 

Gold holdings. central banks. in
crease in of Austrian N ationa! 
Bank. 137-138 

Gold poliey. Holland. 727-728; 
Riksbank, Sweden, during war, 
1067-1068 

Gold premium poliey. Bank of 
France. 5OO-Ml 

Gold reserves. post-war changes. 
26-29 

Gold situation. post-war. 28-29 
Gold standard - adoption of. Aus

tria, 1881, .101; Denmark, 1872, 
492-493, new, 498-501; France, 
527-537; Germany. 628 

Gold Standard Inquiry. South 
A,fPca. 1924. 968-969 

Goldsmiths. United Kingdom. 1144-
1146 . 

Great Britain. see United Kingdom 
Gresham's law in operation in Bel

gium. 1848-1861. 186-181 
Grossbanken, Germany, 629, 696-

720 
Guadeloupe. Bank of. 500-;572 
Guiana. Bank of. 500-;572 

B 
Haute Banque. France. 607-611 
Hokkaido Colonial Bank, Japan, 

851H157 
Holding companies among banks. 

Sweden. 1040 
Holey dollar. Australian coin. 46 
Holland, chapter on. '123-764; ae

coptanco houses. 762-763; accept
ance market. 760-764; Amster
dam "cashiers" 753-754· bank 
mergers. 748:' bank ~tistiC91 
BOUrces or, 7M: coinage system, 
'123-724, 729; colonial hanks, 751-
753 . 

Holland - commetcial hanks, 746-
761; brancheo, 749; concentration 

movement in. 748; credit polici .. 
of. 746; flotation of securities by, 
746; general operations of. 746-
747; the leading banks. 748-749; 
not allowed to issue notes. 746; 
similar to German Kreditbanken, 
746; structure of. 747 

Bolland, concentration movement 
, in banking, 748; cooperative 
credit institutions. 764-766; c0-

operative credit institutions, ur
ban. 769-760; credit instruments. 
commercial. 73&-737; discount 
market, 760-764; foreign bill 
policy, 726; German banks in, 
761-762; gold embargo. 726-727; 
gold exchange standard. 724-725; 
gold poliey. present. 727-728; 
Java Bank. 751-752; monetary 
stabilization, 726-729; monetary 
system, pre-war. 723; role of bank 
DO~ in, 724; money market, 760-
764 

Holland - mortgage credit institu
tions. 756-757; domestic. 756-757; 
foreign. 757; ship mortgage insti
tutions, 757 

Holland-Netherlands Bank. ad
vances of. 737-738; capital funds 
of, 730; clearings and transfers, 
739; deposits. 739-740; discount 
busin .... 734; discount and credit 
policies. 741-742; establishment 
of. 730; fiscal functions of. 731-
732; foreign biD poliey. 726. 743-
746; Giro system. 746-741; gov
ernance of, 730; Dote issues of, 
7n-733; portfolio during war. 
73&-736; powers of. 731; rates 
charged on advances. 736; ration
ing of «edit. 74Z-743; reserves 
of. 732; right liabilitiee of. 
733-734 

Holland. Nederlandache Handel
Maatschsppii. 749; Nederlandoch
Indi..,he Escompto-Maatschappii. 
75~753; Nederlandoch-Iodische 
Handelsbank,· 75Z-763; Pool 
om"" Savro". Banko, 757-759; 
private banking finna, 756-751; 
rural credits. 764-757; .. vinp 
banks, 757-759; security Bota-
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tioDl. 748; silver coiDI. hoard
ing of during war. 728-729; reduc
tion in IInen_ of. 729; luapen
lion of opecie paymentl. 1914. 
726-728 

Hypothe. Bank. Japan. 821. 849-
85i 

Hypothekbank. Denmark. 621 

I 
Incorporation. bank. .... bank in

eorporation 
Ind.btedn_ external of varioua 

eountri ... table of. 81 
Indo-ChiDa. Bank of. 666-672 
Induatrial Bank of Cbooen. ~ 
Induatrial Bank of Japan. legal con-

trol over. 848-849 
Indultrial banking. Auotria. 109-

110; Germany. 704-707; Italy. 
810; Japan. 821; Sweden, 1031-
1033. 1034 

IndUitrial development of SwitoeJ-· 
land. 1076-1078 

Industrial lInanaiD&, poot..war moth
ado in. 41 

Induatrieocbaft, Germany. 68S 
lnlIatiOll. Allltralia, 6ll-a8; Auatria, 

lot-loa. poot..war. 118-IID; Ger
many. 191~11I'J3. G-Q8; c1imu: 
of in8.tion. 19:13, 833-Q5; Italy, 
765-787. 771-772; R....,;.. 901-
DOe; South Alri ... II63-8(1II; S--
d.... IOM-I073; Swi&erland, 
1129-1130; Unit.ed Kingdom, 
1208-1213 

In_ paid GIl bank d~pooi .. A_ 
valia, 73-74; Japan, 865 

In_ ra""" CanIda. t51-411S 
InternaUGIlal eoIi""",IiOll ......... 

_val banb, 86-38, litl 
In ....... uOIlaI .... d .............. d, 

m.-.iGll of. »-40 
Inveetm ... , oredi' inotltuli_ Can

ada, PI; Fnn .... ~; N .... 
.... v. 887-&11; Saudi Africa, __ 
879; s-t.... 1 ... _, Bank 
Aet of 1909, 1039-ICMO: Swit--. 
land. 1104-1105, 1118-111D, 1131-
1133; Unit.ed Xin&dom. 1 __ 
lJ35 

Investm ... t . credit inBtrum ... tI. ..e 
credit instrumentl 

Investment credita, oontrol of, 
France. during war. 592-696 

Investment mark~t- Lo .. don.l225-
1285; debentures. 1228-1229; 80-
tation of ... uriti... 1226-1228; 
the iaaue bouaeo. 1229-1230; the 
investm ... t trust. 1282; the pro
moter. 1~1282; role of oom
mercial banka in. 1225-1226; the 
Stook Exchange. London. 1233-
1285; Itocko and ab.aree, 1228; 
underwritillg. l232-1282; SwitoeJ-
land. 1121-1122 . 

Investment truate. Belgium. 231-
233, 2n-Z73; Switoerland, 1134; 
United Kingdom. 1282 

Investmentl- oommerclal banka. 
Belgium, 242-349; Canada. 426-
428; France, 678-685: Italy, 808; 
United Kingdom. 117~1175 

In_en .. foreign. Fran .... 678-
1589 

Isoue houaea. Lo .. don. 1229-1230 
Italy, cbopter on. 786-815; agrieul

turaI oredit insIitutio .... 7811-'193; 
Ban .. CIlmmerciale ltaliana. a17-
811 ; Ban... ltali.... di Soonto, 
81ll-lll5; Ban .. Nuionale. 7115-
787; Banoa Nuionale T_ 
7115-78'1; Baneo di Rom&, a17-
811 

Italy-Bank of, advan_ 781-782; 
the Bank .. otAt, 782-783; depooi .. 
782; dieeoun\ o""",ti_ 781; 6. 
ael eervioee of, 781. 783; invel\
men.. 782; monopob- of DOle 
issue power, Tlt; carpniatioa or, 
780; .... tat. 'I8I)...78J.; ... ~ 
Ylsion of b,. Go_\, 'r8I
'18& 

Italy. Bank of Napleo. '18&; Bank 01 
Sicily, 78&-7SS; benki"1 ia ita r&

lali .... \0 indus&ry, 810; t.nkinc 
~ .&"eeta 01 Ital0-1'urtiIIl 
war .... 8UI-811 . 

ltaly-banb 01 iooue, ..ma- \0 
'I'naoury, m; haIuce ..... 01, 
778; -uum I ..... bT'OJln.
.... lnduouiaI s.-illee, 778; _ 
--. I"Ipnje&iaa of, m-
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7'17; note issues, unification of, 
779; organization of, 776; re
serves of, 777-778 

Italy, budget, balancing of, 774-
775; C..... Depoaiti e Pr.estiti, 
796-800 

Italy - commercial banks, joint
stock banks, ~15; accept&nco 
credits of, 805; administration of. 
8()3....8()4; brokers' loans, t!JJ1; de
posits, 804; development of 1870-
1914, ~11; development of, 
1914-1928, 811-815; .ffeets of de
flation on, 814-815; investments 

. of, 808; issue of bonds by, 805; 
legal etatus of, 803; loane and ad
vances of, 805-808; participa
tion in security flotatiODB, 808; 
reoourse to eentral bank, 
805 

Italy, Consortium for Subventio!lS 
on Industrial Securities, Italy, 
778; cooperative credit institu .. 
tions, 800-802; rural, 789-793; 
credit inetrumente, 77f>-776; 
checks little used, 77f>-776; c..... 
dito Italiano, 807-811; crisis of 
1893, 769-770; eoonomic effeeta of 
war OD, 772; fiscal developments, 
770; gold exchange etaodard in, 
780; inflation in, 1860-1874, 761>-
767; inflation in, 1914-1918, 771-
172; Luzzatti'a financial policies, 
1906, 770; monetary stabilization, 
771-775; monetary 'IlyBtem, devel
opment of, 7~772; position in 
1920, 773; mortgage credit insti
tutions, 785-789; Morgan loan, 
774; National Exchange Institute, 
780; Poetal Savings Banks, 796-
800; resumption, 1881, 768; re
turn to gold, 773-774; rural cred
ite, 789-793; aavinga banks, 793-
7'96; SoDDino, fiseaI services 0(, 
770 

Italo-Turkish war, e1feets of on 
Italian banking system, 810-811 

J 
Japan, ~ on, 81~; agricul

WraI credi& institutions, 821. 85Z-

855; Bank for the Financing of 
Industriee, 821; Bank for Foreign 
Trade Finance, 822 

Japan-Bank. of, business of, 844; 
compared with the Reichsbank, 
862; diecount policies and ratee, 
863-865; eatabliahment of, 817; 
given sole right to issue bonk 
notes, 817; governance of, 844; 
note issue powers, 845, 847; 
place, in financial organization, 
862-863 

Japan, Bank of Chosen, 820, 846-
847; Bank of Taiwan, 820, legal 
control over, 845-847: bank merg .. 
era, 831~; banking laws, J'&o 

vision of, 824; banking system, 
development of, 816-819; clearing 
houses, 867-868; oolonial banks, 
822, 855-858 

Japan - commercial bonk.. bank 
merg.... 831-832; capital, 826-
827; clearing houses, 867-868; 
definition, 825; depooite of. 86f>-
866; dissolution of, 83Z-834; in
terest paid on depooi18, 865;· legal 
control over, 825-838; licell8ing 
of, 826-&8; loans and advan_ 
of, 866-867; oraanizatiOD, 826; 
penalties, 836-837; reports re
quired of, 834-836; reserves, 830-
831; etatistica of, 818; subsidiary 
business, 829-830; .suspensioD of, 
818, 828 

Japan, coOperative credit institu .. 
tions, 822-823, legal control over, 
~; Financial System Inv .... 
tigation CommiesioD. 824; forei«D 
books in, legal oontrolover, 838-
842; Hokkaido Colonial Bank. 
855-857; Hypothec Bank, 821; 
legal control over. 849-&2; In
dustrial Bank of Choaen, 854-
855j legal control over, 848-849; 
national bonk oystem of the 
United Stateeadopted by, 816-
817; terminated. 817; Pootal Ssv
inJ!S Banks, 81~; rural credita. 
82'J-823, 849-854, ~1; .. vi_ 
bonks, legal control over. 842-
8f4 j eecurities aaJe of in, 869; 
&rust oompani.., 823-824, JegaI 



INDEX 1295 

oontrol over, 86(Hl61; Yokohama 
Specie Bank, 858 

Java Bank, 751-762 

K 
Kankrin., currency reforms of in 

Ru..u., 897-898 
Kemmerer - Visserinl Commission. 

South Africa, 968-969; recom
mendation. retlarding Reeerve 
Bnnk, 998-969 

King. E. B., favo.. bond .... cured 
bnnk note for Canada, 298-300 

Kohlonoentrale A. O. Switlerland, 
11:17-1128 

Krone. Bpf!'culation in. Dpnmark. 
497-498; pre-war otebilit,y of, Aus
tria, 101-102 

Kri • ...,darlehenokaeoen (Germany), 
~I 

L 
Lobo. banks. Belgium, ~; 

Oermany, est 
Land banks, Italy, 785-789 . 
Londaohalten, Germany, 8811-681 
Latin Monetary Union - Belgium, 

179-188; a1tem.tilll! ot.andard, 
181; oonvontion of 1008. oonVtoD
tion of 1931, 18IH88; effect on of 
adoption of IIt'Id standard by 
Germany, 1~183; ~ffm of war 
on, 187; .Hoot on 01 .. ,...tutian of 
11148, IIlG-ISl; end of the lTnion, 
188; ina_tion of, 179-180; 
modifi"'tion of by oonventiona of 
18<-' 1878, and Isss, 18S-185; 
Monetary CoIIventiOll of l865, 
181-IRlI 

Lot;,. Monetary Unioo, Franoe. 52S 
Lotin Monolaly Union, Switaol'

land. IOU-I0S3 
La.vIoa. W. T. inv ........ tion into 

A\mriaJl ecoaomie eoDditi~ 
172 

LetlNl of .....tit. A.-lia, _; 
South Alri .... Im.r.t 

Liquidity of banb, AuoUia, 157-
158 

LiquidiI,Y of bank portfolios, """'" 
... ___ in. 11-35 

Loan-depooit ratio, Australia, 73; 
Canoda. 411-413 

LOBDJI, post,.war tendency toward 
larger, 21 

Lo"". and advances - central 
banks, Germany, 667-008; RIlIIIia, 
91G-U12, 948-949 

Loo.DS and advances - commercial 
banks, AuotraIia, 71>-77; Austria, 
148-150; Belgium, 239-242; Can
ada. 406-425; oall and abort loana, 
415-418; loan-depooit ratio, '11-
U3; loans to oontroUed oom
paruea, 415; loans to directo1'8, 
'13-416; loans to Governmental 
authorities, 418-419; ovenlue 
deb .... 419; Sections 88 and 88&, 
oJ:lO.-426; Italy. /lO/HIO'1; Japan, 
866-867; R.lSBia, prior to 1917, 
917-918; Sweden, 1033-1034 

Looal and regional banka, Franoe, 
597-$){ 

Lombard loana. central banke, see 
advan .... oentral banks 

Lorraine "...up of regional banka, 
franoe 1101 

Lu .. attilt financial policies, Italy, 
1906, 770 

Me 

MoFadd~n Act, U 
McGibbon. Profeeoor D. A. (Can

ada), cited on establishment of 
branch ... 372-373 . 

MeLoad. B. C. (Canada), opinion 
reloti,'1I to branch bankintl. 458-
t67; _~I. lor shar.oholdero' 
audit. 437-438; Gowmment in
"\..ruon of banks, ta 

M 
Maolean, ·A. K. the BOIl. (Caaada), 

.. ted ........ru.. note __ 37'S 
M~_.r 
Marl< (OHman). dimu: of infta,

tioa, 1933, S33; d....-..Ii ..... 
191 ... 19:11. e:It-Il3t; ~ in 
.xIemaI nIue. 631-833: aad __ 
ntioM ____ • 132; repudia... 

tioo of. QI-G35; .....watloa of, 
611-613 
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Martinique, Bank of, 566-.572 
Merchant bankers, United King

dom, 1111S-1184 
Mergers, bank, recent developments 

in, H~ ... 20, see also bank mergers 
Mint eatabliahed in Auetralia, 47-

48; Canada, 291-292; South 
Africa, 958 

Mitchell, W. A. (Canada), cited 
on eatabliahment of branches, 
374-<175 

Monatsgeld, Germany, 650 
Monetary Convention of 1865, Bel

gium, 181-182 
Monetary restoration loan, Bel

gium, 1918, 194-196 
Monetary stabilization, Australia, 

5:hS4;Austria, 118-126; Belgium, 
attempted 1925, 198-200; the 
Belga, 203-204; drastic measures 
taken in 1925 to protect the franc, 
200-202; stabilization Joan, 1926. 
204; Canada, 389; note #142; 
Denmark, 495-501; France, 527-
53?; Germany, 627~7; Holland, 
726-729; Italy, 771-775; Norway, 
869-871; Russia, ~54; South 
Africa. 960-969 j Sweden, 1064-
1074; Switzerland, 1080-1083, 
1123-1124; United Kingdom, 
1199-1225 

Monetary systems, AuetraIia, 45-
48; Auetria, 99-102; Belgium, 
Dutch period, 175-176; present, 
204-205; restoration Joan of 1918, 
194-196; Canada, 291-296; Den
mark, 489-496 j France, coinage 
system, 533-535; development of, 
525-526; monetary depreciation, 
war and poet-war, 626-527; mone
tary depreciation in relation to 
bank deposita, 5~; Germany, 
627-643; Holland, pre-war, 723; 
role of hank notee, 724; Italy, de
velopment of, 765-772 j position 
in 1920,773; Norway. 869; RWlria, 
893-000; South Africe, 955-000; 
Sweden. 101 .... 1016; Switzerland, 
1080-1083; Lotin Monetary 
UnillD, 1081-1083; ~war influx 
of silver coins, 1082-1083; present 
monetary system, 1083; United 

Kingdom, as presently consti
tuted, 1189-1190; Currency Notee, 
1204-1209; present gold etsndard, 
1221-1222 

Money market, Australia, 60-61; 
Canada, 29()"291; Franco, and 
Bank of France, 561-566; and 
great establishments, 590-692; 
Germany. 649-653; discount mar .. 
ket, 64~; influence of public 
institutions OD, 651-652; Stock 
Exchange loans, ~I; Hol
land, 760-764; London - during 
war, 1189-1225; crioio of 1914, 
1199-1207; Currency Notee, iarue 
of, 1204-1209; definition of, 1189; 
discount polici .. of Bank of Eng
land, 1191-1198; foreign ex
ehangee, 121~1215; monetary sy ... 
tem, 1189-1190; use of cheeks. 
1190-1191 j war in8atioD, 1209-
1213;. London-after war, 1215-
1225; the amalgamation of the 
note iaru .. , 1223-1225; tlIe Cun
liffe Committee, 1216-1218; de
flation and trade,. depression, 
1218-1219; present gold etsndard, 
1221-1222; problem of return to 
gold, 1215-1216; the return to 
gold, 1219-1221; RWllia, 952-954; 
Switzerland. 1121-1122; relation 
to Swi.. National Bank, 111()" 
11 11; United Kingdom, accept
anee market, 1I11S-1IB6 

Money markets, central hanke' in
. fiuence leaJ, 33-35 

Moratorium, 1914, Auetria, 111: 
Belgium, 190; South Arrico. 961; 
Switzerland, 1117-1118: United 
Kingdom, 1201-1204 

Mortgage credits, AuotraIia. 61~; 
Auetria, 166-167; on pert of com
mercial hanke, 150-152; Belgium, 
27 .... 276; foreign mortgage credits, 
258-259; urban, ~275; Canada, 
rural. 318; urhan. 318-319; Den
mark, 519-.521; France, Credit 
Foncier, 615-616 

Mort""",e credits, Germany, 645, 
675-676; city mo""""," inatitu
tiona, 682; developmeDt or moJ"t.. 
gage banb, 690·6111 ; functions 
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and buline.. of mortgage banks, 
687-690; Induatrieaohart, 683; 
Landsohalten, 680-681; logal 
found.tiona of, 685; mortgage 
bank criaea, 691-693; Mortgage 
Bank Law, 687; proteotion of 
bond holde.... 690; revaluill/l 
mortgage bonds, 693-696; Sil.lian 
Landsohaft, 681-682; mpervision 
of mortgage banka, 686; ZentraJ
landsohaft, os:a 

Mortgage credite, Holland, 756-757; 
domeatic, 756-757; foreign, 757; 
ship mortgage inatitutioDB, 757; 
Italy, 786-789; Japen, Hypotho. 
Bank of, 83-852; Norway, 889-
890;. Rueoia, pell8&llts' land bank, 
92'-926; rural, 921-826; etete no
bl .. ' land bank, 922-821; urban, 
926-827; South Afri .. , 9~; 
Swed.n, rural, loo)"'lot3; urban. 
lot",IO« ; Switoerland, 1101-
1103. 1133-1134; propooed, mort.-
11\118 l"tIi.lat.ion, 1103; United 
Kingdom, 1:1311 

Mortgage Guarantee Bank of Stock-
holm, Swed ... , lot",IOClI 

Morgan loan, Italy, 77' 
Moooow City Bank, Rueoi., 030 
Mutual cndit lOCieti ... Rueoia, 83&-

1137 

N 
Napolt'Olli. ware, inll.tiOll du"", in 

Unittod Kingdom, 1148-11C9 
Natal, South Africa, mOll~tary ~ 
~m,OM 

National baM: ~m of the United 
Sta,"", adopttod in Jap&ll, SUI-
81'1; \ennillated, 817 

National Elebanp Inotitu~. Italy. 
780 

Nationali .. tiOll movem~nt in bank
ina, 1~14; of 00IlUJIeJ'<iaI banb, 
Ru"';., 1108, Ol~ . 

Nederlan<loohe Hand .... M .. taobap. 
PIi, Holland, 7C9 . 
N"""rIan~ Faoompto

Mul8oloappij, fSS-fD 
N~doch-Illdioohe Jbadeh. 

bank, 'fD-fSl 

Negotiable instruments law, Aus
tra1ia, 64-55; Norway, 873-673 

Netherlands Bank, see Holland. 
Netherlands Bank 

New South Wale8, introduotion of 
ster\ing curr.ncy in, 46; rural 
credite act of 1933, 66-67 

Norg .. Bank, Norway, _ Norway, 
Norg .. Bank 

Norway, ebapter on, 86U-893; agri
cultural credit institutions, No .... 
way, 889-890; bank failures, 880-
886, 890-892; bank m.rge .... 886; 
banking legislation, 874-676; 
banking 8,YBtem, ebaracteriati .. of, 
873-674; bill of ""ebange bond, 
871-673; oaab credite, 871; com
mercial banks, development of. 
880; credit ~ents, 871-673; 
bill of ""ebange bonda, 871-673; 
oaab credits, 871; negotiable in
_ents law, 873-673; fiduciary 
functions of banka, 889; foreign 
exchange, 8uotuationa in, 868-
870; inv_ent banks, 887~; 
mOlletary etabiliAtion, 869-871; 
mOllOtary system, 869; mortgage 
credit inotitutiOllll, 889-890; n_ 
ti.ble instruments law, 873-873; 
N orgee Bank and baM: failu""" 
891; Publio Adminiatn.tiOll Law, 
1933, 882-886, 891; Special El
obanp CommieaiOll, 870-871 

N.,..,..y-N_ Bank, bnmeheo, 
877; capital funda, 87&-877; 6aoa1 
aerricm. 8"19; COYel"lWlee 01, 87ts. DO."'. powen, 871; operatioas 
of, 87S-8'1II; ......,.;.uon, 8711-
877; pNits, dislribution of, 878 

N.,..,..y, ...... .....tits, 88t-8IO; ..... 
inp bUlb, 8811-887; Soandinavian 
M ... ~tary Union, I11III: aJOpellllica 
of -ae payments, 869; ani, 
type of "nnDC ~, 87. 

.. NostrifieI.IiGll· 01 t.nkin&: A .. 
tria, III 

N_ ...... -oentraJ bUlb, A .... 
&nJia, tD-5O, _; A ............ 
cu\a1ioD of A......... Nalioul 
Bank. 1 __ 1937, 1M-l!7: _ 
__ pri'l'ilops of A __ N ... 
&iGaaI Bank. 1D-U5; _ ..... 
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and Government borrowings, 103-
lot; tax on exoesJ note issues. 
Austrian National Bank, 124-
125; Belgium, general provisions 
respecting, 213-219; suspended by 
Germans during waJ', 191-192; 
Canada, 375-401; Denmark, 400-
500· France, 544-647; provisions 
rel~tive to CODvert&bility J 530-
533; Germany, 663, 661t; Bolland, 
732-733, 745; Italy, 77&-Tn, 779; 
Japan,- 817, 846, 847; Norway, 
879; Russia, 939-940; South 
Africa, 958-960, 993; Sweden, 
101&-1016, 1059; Switzerland, 
1077, 1105-1108, 1111-1113; 
United Kingdom, 1149, 1153-1154, 
l2Ot-1209 

Note issues- chartered banks. Can
ada, 375-401; bank circulation ~ 
demption fund, 3110-381; basic 
provisions of, 379-380; central 
gold reserves, 385-38'7; croP. mov
ing provisions, 381-385; Fmance 
Act" B8S-401; origins "f plan. 377-
m: reaaoDB for elasticitY, 378 

Note' issues. concentration of in 
hando 'of central banks, 16-18; 
elfeeta of. 13-19 

Notgeld (Germany), 630 

o 
Oocupation money. Germany. 632 
Oeoterreicbisehe National bank. -

tablished, 99-100; reorganised. 101 
Oeoterreicbiseh-Unpriscbe Bank, 

established. 101; Iiquidotion of, 
118; waJ' in1Iation, 103-103 

Oeoterreicbiseh .. WBhrung, 100 
OkkupatiOll8geld (GermanY), 632 
Open-Aacount, Canedo, 297; South 

Africa, 970 
Open-market . operatiODll, cen~1 

banks, Italy. 782; South Afnca, 
1002-1009 . 

Overllank&d condition of Canada. 
cIiscuaoion of. 387-.175 

Overdrafts. Australia, 77-78; Can-

a:!!" banks. United Kingdom, 
1181-1183 

P 
Parquet, Paris Bourse, 621 
Partial prescription certificates, 

Sw&den, 1020 
PerllOnaI guarantees, South Africa, 

974 
Poincare cabinet, France, and rise 

of franc, 526-627 
Portfolios, banks, oee bank port

folios, loans and advances, and 
investments 

poot-Office ""vings banks. Austria, 
139-14i; Belgium, 280-282; HoI
land, 757-759; Italy, 796-800; 
Japan, 81§..320; South Africa. 
981; Sweden. 1047-1048; United 
Kingdom, 1236-1237 

Postal check system, Switzerland, 
1084-1085 

Premium bond loans. Sweden, 1021 
Price increases, Russia, 1914-1922, 

902 • . 
Prioe level, Auetralia, mov.. m 

sympathy with British, 84-85 • 
Primary Producers' Bank, Auetraba, 

88 
Private banks. Belgium. 276-277; 

Franoe. 607-a11; Gennany. 708-
709; Holland, 750-751; Sweden, 
1038; Switzerbmd. 1104-1105 

Private limited compani .. , United 
Kingdom, 1167 

Prombank, Russia, 934-935; fun ... 
tions of in financing otate ind .... 
tries 936 
Pro~ notes. AuatraIia, 53-

59; Belgium. 206; C~Ded8i ?!¥1; 
Denmark. S03-.'i04; Holland, 73&-
737' Sweden. 1013-1019 

Prov;;.cia\ banks, oociety of, Franoe, 
6OO-aI1 

Prussian State Bank. 651. 678 
Public Administration La .. , Nor

... ay.~.891 
Public eredit institutio .... Germany, 

644; and money market, 651 , 

R 
Railfei_ka ..... Austria. 189-ln' 
Rationslimtion of banking, 0-

many, 701-702 
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RatioDinrl of ·credit, RIIIIIIia, 9S3-
OM 

Reioba-Kredit-Geaelleaha.ft, Gar-
many,~ 

Reiohabank, Germany, 188 Ge .... 
many, Reiohabank 

Reiohapoat, Germany, 648 
Rentonbank, Germaoy, 672-67' 
Rentonbank-Kredit.-AnlItalt, Ger-

many, 67'-876 
Rentonmark, 631>-e37 
ReMrve ratio of eentral banb, 28 
RMorv .. - oentral banb, Australia, 

8:1; Auotria, apinot Dote _ ... 
123-135; II quui .. metallio," 136-
137; war-tim. aulpension of. 102: 
&\aium, 219, 22+-226; Denmark, 
'99; Fran .. , 633; Germaoy, 667-
669; Boll""d, 732; Italy, m-778, 
~781; Japan, 846; NonRlY, 
879; Rullia, 9f7-4148; South 
Afri.., ~; Sweden, 1069-
1060; Swil.lf!rland, 1113; United 
Killl<iom, llli6-1158 

Reoerv .. - aommeroial banko, Aua
trio., 181; Canada, f30..438; aill 
loana, m-as; ouh. ~i d~ 
pooito, 431-4.32; in_onto, 433-
4.3f; reoerve policy, f3f-t36; Swe
den, 1025; United KiDcdom, 
1172-1173 
~ ""II, .poot.._ ........ 

R ... mpQOI&, Italy, 1881, 788 
Re\urn lID 1Qid. _ IQId ... _ lID 
ReuniOll, BaDk of, ~72 
ReYaloria" .. of f .... o, ~l 
ReYal .. "OII, Germany, 8U4C3 
ReYaluina of mortpp boado, 0-

muy,OQr3...09I 
Ribbant, ... &ndoo>. Ribbuk 
Riot, CharI... inVOBtip"" inllD 

AUIIrian _OlDie _eli"_ 172 
R.., Sir JobD. ad~ boad

_red bank note fw o,Mda 
ll98-3OO ' 

&eo. B .. .,. T. (Canada), .. lied .......w.. Finaa .. Act, 3113; _ 
aardinI The Bod ~ A=6&ioa, 

'" RothochiId, B ..... of, Fruo ... eo7-
GOB 

Rural credite, Australia, 6~; of 
Commonwealth Bank, 67-68; of 
New South Wales,66-87; Austria, 
166-171; Belgium, 267-2611, 273-
280; Canada, Deed for, 473-474; 
Denmark, 619-4i21; Franee, 615-
619; Germany, 678-$6; Bolland, 
754-757; Italy, 7!$-793; Japan, 
822-823, 849-8M, 8511-861; No .... 
way, ~; Russia, 8:11-&32, 
934-937; South Africa, 982-889; 
Sweden, 1~10t4; Switserland, 
11~111K, 1133-1134; United 
Killl<iom, 1235-1238 

Russia, abapter on, 89f..8M; ~ 
cultural credit inotitutiono, 927-
928, 935; aooignato, 895-8911; bank 
balIUIce sheet ch-. at preoent 
time, 937-838; bank m_ 915-
916; banking development lID 
1917, 906-832; banking aystem, 
liquidation of by Soviet, 9i&-933; 
banking 1I)'8tem, preoent otructwe 
of. 8M~ bankinl eyO!mJ reesta~ 
liohment of by Soviet, 934; CeD
traI Agricultural Bank, _I>
lisbed 1924, 935; Cben'oneto, 
93IHM4. 

:Russia - oommercial banko (prior 
10 1917), 91~; balanoe oheet 
changeo, 191'-1817, .11-&18; de
velopment of, 1114-l1Ui; laraea 
banb, 811-&17; I ..... ",d ad
vanoeo of,1I17-018; "'- 915-
1116; Da&iontJiation of, 1119-4120 

Ruooia-ooOperauve cndi'inst.itu
tioD8, 1127-032; altitude of SoviK 
pvemm .. ' IiOwudo, 132; p!DeraI 
~ l13li; uniona .. 1I3l-
132; urban, II:II).82l 

R ....... debuemeol of the ~ 
89t-31S; Kankrine, CIIIIODIi)' re-
f ...... of, 897-818 ' 

Russia -1IlOIletar')' de""'-~ 
I&S-IIOO; the .......... ___ ; 
....... .,. ...r_ .... of Speouo-
toky, 1i9II-8I7;.... _, ol the 

. --. l.537-1'1111, 89&-815; the 
inlloduetic>a of IQId inIID ....... u... Il00; the Kankriae _ 
rof...-,897-a18; __ in 

It ...... 8115; the nf_ ol 1BII7, 
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899: stabilization of the foreign 
exchange rates, 899-900 

Russia, monetary stabilization, 93S-
954: money markets, 952-954: 
mortgage credit institutions, p ...... 
ants' land bank,. 924-926: rural, 
921-926: state nobles' land bank, 
922-924; urban, 926-927; Moscow 
City Bank, established, 1923. 936: 
mutual credit societi.. (catering 
to private trade). 936-937: na
tionalization of banks. 1917. 906: 
the Prom bank. 934-935: functions 
in financing state industries. 935: 
rationing of credit, 953-954; re
turn to gold. 938-%4: return to 
gold under Witte. 899: rural cred
its, 921-932, 934-937: ""vings 
banks, 921l-921: Speranaky, finan
cial plans of. 891>-896 

Russia - the State Bank (prior to 
1917), 907-914: aetivities aa af
fected by RU88i&'s economic de
velopment, 908-909; becomes a 
bankers' bank, 912: ehang.. in 
funetions, 909-910: effect of war 
on, 912-914: est&bIiahment of, 
907: fisca.\ eervices of, 911l-913: 
importance of Treasury deposits 
in, 912-913: liquidation of, 914: 
loan and discount operatiODS, 
911l-912 

Russia - State Bank of the U. S. 
S. R., 938-%4: brsneh .. of, 949: 
clientele of State Bank, 9511-951: 
control of Treasury note isrue, 
M3-844; currency reform, two 
etag.. of, 938-939: discount and 
credit policies of, 949-964; func
tion of discount rate, 951-953: the 
fundi of the State Bank, 944-947: 
growing . importance of Cherv<>
Dets issue, 940-942; 108.D8 and ad .. 
vances, 948-&49; monetary reform 
of 1924, 942-943; note iame pow .. 
era of. 939-940; the rationing of 
credit. 953-954: .... rv ... 947-948 

Ruseia, Treasury note iarue, control 
of by Soviet. 943-944 

Rusaia-war inflation, 901-006; the 
acute ahOrtagB of money. 905; en
Jarsing the iseue power of the 

State Bank, 901: disappearance of 
metallic money, 903; foreign de
preciation of the rouble. 904-905; 
the increase in paper issues, 903; 
liquidation of the currency, 905-
906; price increases, 903-904; sus
pension of gold payments. 1914. 
901: the three periodl of inflation, 
901-903 

S. 
Savings banks. Australia. 68-89. sav

ings department of Common
wealth Bank. 8IH!6: Austria. 161-
166; Belgium, 280-282; Canada, 
316-319; Denmark. 517-618; Hoi
land. 757-759: Italy. 793-796: 
Japan, legal control over, 842-
844; Norway, 886-887; RU88ia, 
920-921: South Mriea. 981-982: 
Sweden. 104+-1048: Switzerland. 
est&bliahment of. 1076. 1100: 
regulations governing, 1079-
1101: United Kingdom, I23&-
1238 

Scandinsvian Monetary Union. 
Denmark, 492-493; Norway, 869; 
Sweden. 1067-1068 

Sehecktaueeh. Germany, 650 
Scotland. banking in, 117&-1178 
Secrecy of' operations of central 

banks. 37-38 . 
SeC1jriti .. - flotation of. Auetralia. 

76-79; Belgium. Credit Com
munal, 279-280; France, 1900-
1918, 593-694; Holland. 746; 
Italy. 808: Japa;,. 859; Switser
land, 1090-1092: United Kingdom, 
1226-1235 

Seehandlung.Germany. 651-678 
Select Committee of 1920. South 

Mriea. 966-ll67 
Settle .... state advances to. A_ 

lia. 65-66 
Silesian Landaehaft. 681-612 
Silver coins, hoarding of duriog WIlI', 

Holland. '128-729: reduetion in 
fineoellll or, 729 

Soci~te Financier.. Suisee. 1126-
1129 

Soci~ Genhale, Belgium, Ii ..... 



INDEX 1801 

• note illue powera by Gel'llllUl8, 
191-192 

Boci.!t8 Maraeillaise, France, 602 
Boci~t8 Nationale de CrMit a 

l'IndUltrie, ~7 
Bonnino, Italy, fuoeal IOrvi ... of, 770 
Bouth Afri .. , chapter on, 956-1010; 

agrioulture! oredit inatitutions, 
986-987; bank mergers, 1007; 
bank note iIIu.. legislation, 9S8-
960; banking development, 97~ 
976; banking legiaiation, commer
cial banks, 977-878; Bank Act of 
1917, 977; ooinage legislation, 
967-868 

Bouth Africa - commercial ban"", 
1I~78; development, 97&-1176; 
funotions of the banks, 978; l!!Ki ... 
lation, 1177-878; number in exin
enOl DOW, 976 

Bouth Afrioa, ooorerative credit in
etitutions. 9811-989; ooet of living, 
in ........ in during war. 9M-II65 

Bouth Africa - credit inatrumentl, 
commercial, 1MI9-872; the bill of 
exchange. 970-1171; Billa of Ex
obanae Act, 1170; open aocount, 
970; the UII of letters of -rut, 
1171-8711: warehOUII reoeiptl, 971 

Bouth Africa - credit inatrum~ntl, 
investment, 11711-87.: hondo, 11711-
1173; ""';ons of rildlt, 97.: reI'
eonallUartUlteeo, 97.; etooka, 1174; 
Treuury Billa. 117. 

South Africa, Cunscy Aot. 19", 
961-862; Cu"",Dt"Y and Rankine 
Act. 1930, 1177-878: .merpncy 
financial __ taken at out-
break of war. 1161 ; ooUre ~Id out
put bo\qoht by Bank of EDllland 
d ....... war. 1161; fOft'jp • __ 
problema. 19111-1930, ~; 
fOft'iIm .........,.., dun... _. 
1160-IIII1: fOft'ilna tnd. dUI'inK ....... 
1163-8M: pIcI em"""",, 191t, 
1I63-8Gll: Gold s-tlard Inquiry. 
1,,"- 968-I11III: in8atioa dun... 
....... 883-1165: in_t beab, 
8~: K __ Commiooioa, 
19:M. 968-I11III: mint, "",.bIisb
_, of. 968: monetary etabili_ 
tion. ~: --.n ...... 191t, 

961: monetary oyotem, develop
ment of, 95&-1160; mortgage credit 
institutionS, rural, 1182-985; Poat 
Office Savings Banks. 981 

Bouth Africa - Reeerve Bank of, 
889-1010; balance obeeto of, 1000-
1001; capital fundo of. 890-991; 
clearance functions of. 999-1000; 
early history of· the bank. 995-
998; eatabliobment of, 989; m... 
count and credit polici .. , 1002-
1009; efficiency of Reeerve Bank. 
1006; fuoeal functions of, 1602; 
gold standard inquiry. 1924. ~ 
969; Kovernanee of, 990; Kem .. 
merer-Visaering Commission, 96&-
969; nota issue powers. 993; 
open .. marke' operations of, 1004 i 
powers and duti .. of, 991-892; 
recommendations of Kemmere~ 
ViSgering Commission, 998-999; 
reoerveo of. 9I13-1III6; Select Com
mittee of loao. 966-867; typea of 
paper rediscounted, 1001 

Bouth Afrioa, rural credits. 982-889; 
eavings banks, 981-882; Select 
Committee of 1920. 966-867; 
State Bank agitation. 1009-1010: 
Stock Excbanae. 978-879; ouspen
aion of oreoi. payments. 191t, 
1162: _ oompani ... 979-881 

Spanish dollar, in AU8I<aIia, -Spooul.tiOll, polioy of Auatrian N .. 
tional Bank. las-I. 

Speransky. finucia1 plaDS of rer 
currency refonn in R ....... 896-
897 

Stabili .. """, ... lDODetaJy etabiJi.. 
.. tioa 

Stable value ,_ Germany. 83t
G58 

Staw aI!, .... _ to Iet~ AU8&nIia, 
~ 

Stet. Bank 8litalioD. South Afrial, 
1008-1010 

Stete Bank of the U. 8. 8. R. 8M 

R ...... Stete Bank 01. the U. 8. 
8.R. 

SIerlinlr ......... <:Y. introdudioa 01. 
in A.-alio.. t6-Q 
~ exdw_ ... A-.liL 
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79-80; sterling exchange standard, 
operation of, 81-85 

Stock Exchange, Austria, cl"""d at 
outbreak of war, 111; stock clear
ances, 144-145; stock exchange 
business of commercial banks, 
153; Belgium, 216; profeasion of 
stock broker, 28()...231; France, 
577-578, 620-324; Germany, 656-
651, 658-659, 711-712; Holland, 
the Amsterdam "caah.iera JJ 75~ 
753; Italy, brokers' l~. 807; 
South Africa, 97s-979; Switzer
land, 1118-1119; United King
dom, 1233-1235; closing of in 
1914, 1200-1201 

Stocks -common and preferred, 
Austria, 115-116, war-time specu
lation in, 113; Belgium, 211~212; 
deferred stock, 214: founders' 
Bhares, 214-215;· preferred, 213-
214; voting power, 215; France, 
538-543; Germany. 653-656; 
South Africa, 974; Sweden, 1019; 
Switlerland, 1085; United King
dom, 1228 

Stop of the Exchequer, United 
Kingdom, 1145-1146 

Subsidiary companies, commercial 
banks, Canada, 445 

Surplus requirements, commercial 
banks, Canada, 349-351 

Suspension of specie payments, 
1914, Australia, 51-53; Denmark, 
495-496; Holland, 726-728; Nor
way. 869; RU8Bia, 901; South 
Africa, 962; Sweden, 1067; Swit
.. rland, 1116-1118 

Sweden, chapter on, 1011-1074; 
aktie banks" statistics of, 1049; 
bank failures, 1052, 1056-1057; 
Bank . AaIociation, 1036-1038; 
Bank Inspection Board, 1036-
1039; bank olli.... per capita, 
1049; bank mergers, 1048-1052, 
100000iation of 1919 respectin~, 
1053-1053; bank statistica, 1049; 
8Ouree8 of, 1073-1074; bankintI:, 
development of, 1011-1015; bank
ing concenmtion in, 1050-1052; 
banking legialation, ncmmercial 
1Ianka, 1015; banks and poot-..... 

deBation, 1055-1056; branch balIk
ing, 1052-1055; Check Law of 
1898, 1016-1017 

Sweden - commercial banke, 1021-
1039; aktie and eDBkilda banks, 
1021-1023; bank incorporation, 
1023; Bank Inspeetion Board, 
1038-1039; bank operations al
lowed, 1023-1025; capital funde, 
1025-1027; cash credits, 1032-
1033; deposits, 1027-1031; fixed 
capital financing, 1033; industrial 
finance, 1034; industrial financing, 
1031-1032; 108Il8 and discounts, 
1033-1034; relation to bond mar
ket, 1035; reserves, 1025; IiQlD.dry 
activities, 1034-1035; Swedish 
Bank Association, 1036-1038 

Sweden, Credit Bank of 1922, 1056-
1057 

Sweden - credit instruments. com
mercial, 1015-1019; bank post 
bills,' 1017; bills of exchange, 
1017; Bills of Exchange Act of 
1880, 1018; checks, 1016; promis
sory no"",, 1018-1019; Swedioh 
Check Law of 1898, 1016-1017 

Sweden - credit instruments, in
vestment, 1019-1021; bonde, 1019-
1020; debenture certificates, 1020-
1021; partial prescription certifi
cates; 1000; premium bond loans. 
lW1; provisions for Joan conver
sions, 1020; stocke, 1019 

Sweden, deflation, post-war, 1070-
1071 

Sweden, Enskilda banke, 1021-1023; 
establiohment of, 1012-1013; note 
ieoue powe... of, 1015-1016; Ita
tisti... of, 1049 

Sweden, foreign exchanRe, 1914-
-1919, 1066-1070; General Mort
gage Bank, 1041-104Il; "old poliry 
of Rikebank during war, 1067-
1068; holding compani.. among 
banks, 1040; inB.tion, war and 
poot-war, 1064-1073; inter-loeal 
banks, dominant position of, 
1054-1055; !m·...unenl Bank Act 
of 1909, 1039-1040; joint ot""k 
banks, establishment of, 1014 ; 
monetary otabiliJat.ion, 1064-
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1074; monetary system. develop.. 
ment of. 1014-1016 ~ mortgage 
credit iDBtitutiODB, t'ural, 104~ 
1042; urban. lGa-l044; Mortgage 
Guarantee Bank of Stockbolm. 
104,..1043; POIIt Offi... Savings 
Banks. 1047-1048; private bank
era' 1036; return to gDld. 107,.. 
1073 

8weden-Riksbank. 1067-1073; 
clearing operationa, 1062-1063. 
disnaunt and .. edit polloi.. of. 
1071-1072: discounts and &d
van .... 1060-1062; eatablisbment 
of. 1011-1012. 1067-1068; lisoal 
fUDationa, 1063: the foreign ex .. 
ob&QNI, 1063-1070; gold policy 
of, 1067-1068; govemanoe of, 
1068-1068: note isaues, 101r.-IOI6. 
1068: poot-war inflation and defta
tion. 1070-1072: reservea, 10511-
1000; "'turn to KOId. 1~1073; 
war inftation. 1064-1067 

Sweden. nlral oredits. 1040-1044: 
... "i_ banks, 1044-1043: Scandi
navian Mon.tory Union. 1067-
1068: oUopt'nsion of specie pay
ments, 19". 1067 

Switlt>rll\Dd. obapter on. 107r.-1143; 
auditillll asaociationa, 1079-1060, 
llOI: balan ... ob .. ts, eommorcial 
banks, 1136-1139: bank failu""" 
1080: banking ",,'Stem sin ... 1914. 
1116-1140: bankinJr concentration. 
1087: banki... I.,.islation. 00lIl
m .... al banks, 1079-10!10: bank
inJr offieea per .. pita. 1077-1078: 
bankin" system. developm .. ' of. 
1076-1080: bankina oyotem. un
opociali...t obaral'l8l' of. lOt1&-
1087: bu., doficits durinJr the 
...... 112r.-1I:!8;· c..ntonai Banks, 
1003-1007. 1I~1103: ori.,in of. 
1077: Carle! dee Banq ..... Suisaee, 
1106 . 

Swit ...... and - oomm .... i.1 bank-
inJr oyotem. 1000001OOf; auditina 
_iatioo., 1101; balan .......... 
of. I~IOOI : the c..ntonal 
banks, 1~1007; obaraot"';"; .. 
of Iarae Swisa banks, 100001G.'lII; 
.......,...;. role of the ...... buIts, 

1002; local banks. l099-ll00: 
mortgage lDana of Cantonal 
Banks. 1l~1103; arigina Df, 
1087-1088: .. ourity fiotationa, 
1091-1092: unspecialiaed obara<>
ter of. 1086-1087 

Swit •• rJand. oonclusions regarding 
banking system. 1140-1143; c0-

operative credit institutiona, 
. 1104; credits granted to the bel

ligerent powers. 112ft-llOO; effects 
of on budget. 1129-1130; credit 
instruments, commercial. 1083-
10811; giro aocounts, 1084; pootaI 
obeck eystem. 1084-10811: eredit 
inotruments. investmont, 1085-
1088: bondo. 10811: ooob obliga
mop. 1085-1086; stocks, 1~; 
Diensten-Zinslre'P'l. 1076; die
count banka, origin of. 1076-
1077: economic conditiona, 1920-
1921. 1134-1135; ellecte of ..... on 
economio life. 1119-1120: Federal 
Loan Institution (war meaoure), 
1I1S-1119; financial rehabilitation 
of Europe. participation of Swisa 
banks in. 113f>-1I38: foreign .,.. 
olumgeo sin.. 1914, 1123-1124; 
fOlt'ign trade financing. 1131-
1132; Biro aneounlo, 1084; indwt
trial developmen' of. I07r.-I078: 
iuw5tmen\ ban kine, 1l(M....1I~; 
in,"lIOIm"I banking. 1I1S-IIIB: 
operations. of. 11:0-1133: inveot.
menl marke\, 1121-1122; in_ 
menl tn-. 1134; KohIemooa\rale 
A. G. 1127-1128; Latin MOIletuy 
Union. 1081-1083; IocoI buIts, 
1099-1I1r, moramriulD, 1117-1118 

SwiUerland-_1aI? develop.. 
men'- 1080-1083; Latin 14..
tory UDion. 1081-1083; poiIMnIr 
inllo. of f""'itm Sh".. ooiDs, 
1~108S: _I _ry sy8-

WID. Ug· mODf'tarY .. hili ... 
tion. 10000iOS3, 1I3S-ilX 

Swil~. money marke\, 1121-
11:13; ~ credit iDoIiIuu..., 
1I~1103, 1133-1134: JM1lPCIIIOd 
J.,.islatioa, liDS; .- ....-. 
Uor.-II011: .- _ Io. of 11111. 
1106; ..... of eoiiperatiaa __ 
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the issuing banks, 1107-1108; JUs.. 
tory of, 1077; postal check sy ... 
tem, 1084-1085; private banks, 
1104-1105; rural credits, lIen. 
1104, 1133-1134 

Switzerland - savings banks, estab
lishment of, ,1076; functions of, 
1100; legal regulation of invest
ments, 1101; regulations govern-
ing,l079 ' 

Switzerland, security flotations,. 
. 1091~1092; Soci~te Financiere 
Suisse, 112S-1129; BUBpension of 
specie payments, 1914, 1116-1118 

Switzerland - Swiss National Bank, 
1106-1116; balance sheet of, 1112; 
a bankere' bank, 1110; business 
of, 1106-1109; capitsl funde of, 
1108; clearing houses, 1115; con
tact with money market, 1110-
1111 ; discount operations and 
portfolio, 1113-1115; disCOlmt 
rates, 1111; distribution of profits, 
1109; establishment of, 1107-
1108; governance of, 1109-1110; 
Lombard loans, 1115; note issues, 
1111-1113; reserves of, 1113; re-
8Ults of operations. 1116 

Switzerland, trust companies, ]097-
1099, 1134; war-time fiduciary m
etitutions, 1120-1121 

T 

Tagesgeld, Germany. 650 
Trade acceptance. Canade. 297 
Transvaal. South Africa. monetary 

syatem.957 
Treasury Bills, South Africa, 974 
Trea8Ury Board, administration of 

Finance Act. Canada. 390-391 
Trust eompanieo, Canade. 317; 

Japan. 823-824; legal control 
over. 860-861 ; Norway. 889; 
South Africa. 979-981; Swit .... 
land, 1097-1099. 1134; United 
Kingdom. 1147 

U 
Underwriting of aecuriti.... Austra

lia. 78-711 

'Unit type of banking system. N~r~ 
way. 874 

United King.om. chapter OD.l144-
1243; acceptance houses, 1183-
1184; acceptance market. 1183-
1186; agricultural credit institu
tions, 1235-1236; amalgamations, 
1163-1165; committee on. 1164-
1165; bgnk mergers. 1163-1165; 
conclusions regarding, 1239-1240; 
statistics of. 1243; Bank of Eng
land. see Bank of England; Bank 
Reatriction Act, 1797.' 1147-1149; 
banking offices per <lapita, 1242; 
banking system, conclusions re
garding. 1238-1241; bill brokers. 
1184-1186. 1196-1198; bonde and 
debenture8. 1238-1229; Bullion 
Committee of 1810. 1149 

United Kingdom - eommercial 
banking structure. the Joint Stock 
Banks. 1161-1183; acceptan ..... 
1171;' advan ..... 1175-1176; amal
gamations during war, llfl3.. 
1164; balance sheet of. 1169; bank 
mergers and branches. 1163-1163; 
capital funds of. 1166-1170; clear
ing system. 1179-lUil; Commit
tee on amalgamations, 1164-1160; 
deposits, 1170-1171; disoounts, 
1173-1174; investments. 1174-
1175; legal control over.' 'l166-
1168; origins of. 1161-1162; over- ' 
...... banks and foreign branch... . 
1181-1183; pr...ent position of 
the "Big Five,n ,11~1166; re.. 
serves, 1173-1173; services ..... -. 
dered by joint stock banks, 117S-
1179;,Seottish banks. 1176-1178 

United Kingdom, crises. financial. 
sinoe 1844,. 1158-1160; crisis of 
1837-1840, 1150; crisis of 1914. 
1199-1207; CunIifl'e Committee. 
1216-1218; eurreney notes, amal
gamation of, 1~1225: iarue of, 
1204-1209; de6atioD, posI-war. 
121S-1219; foreip exchange ma.. 
ket. 1116-1189; growth of, 1187; 
oonetituenlB of. 1187-1188; fo .. 
ward quolBtioDB, 1188-1189; fa.. 
oi ... exchana .. durinl war, 1213-
1215; "pegging • of the ""changes, 
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1214-1IiI5; 'gold, impounding of 
during ..... , 1207-1208; gold, war
tinie contl'el,of, 1210j Goldemiths, 
1144-1146; Stop of the Exchequer, 
li45-1146; iDlIation during Na
poleonic wars. 11~1l49; infla
tion, war-time; 1208-1213; inter
national cooperation between 

, banking system of .... d that of 
United States, 1241; investment 
credit instruments, 1228-1229; 
investment trusts, 1232; stocks 
and shares, 1228; debentures, 
1228-1229 

United Kingdom - investment mar .. 
ket, 1225-l235; debent.uree, 1228-
1229; flotation of securities, 
1226--1228; the investment trust, 
1232; the issue houses, 1229-1230; 
the promoter, 1230-1232; role of 
commercial banks in, 1225-1226; 
the Stock Exchange, London, 
1233-1235; etock.s and shares, 
1228; underwriting, 123Z-1233 

United Kingdom, issue houses, Lon ... 
don, 1229-1230; mrrch~nt bank
ers, 1183-1184; moratonum, 1914, 
1201-1204-; monetary. system, as 
presently constituted, 1189-1190 j 
Currency Notee, 1204-1200; new 
gQld etandard, 1221-1222 

UDited Kingdom -;- money market, 
·-tondon, during war, 1189-1225 j 
.... ptance market, IJ83...1186; 
crisis of 1914, 1199-1207; Cur-

. rency Notee, issue of, 1204-1200; 
definition of, '1189; discount poli .. 
ciee of Bank of England, 1191-
1198; foreign exchanges, 1213-
1215; monetary system. 1189-

. 1190; use of checks, 1190-1191; 
war inflation, 1209-1213 

United Kingdom - money market, 
after war, 1215--1225; the amalga,.
mation of the note issues, 1.223-
-t225; the Cunliffe Committee, 

'11>-1218; poet,.war deflation and 
iedepreeeion, 1211>-1219; p,..". 

gold etandard, 1221-1222; 
llems of the return to gold, 

1215-1216; return to gold, 1219-
. 1221 

United Kingdom, monetary etabil
izationt 1199-1225;, mortgage 
credit institutions, rural, 1236 j 
Post Office savings Banks, 1236-
1237; Private Limited Companies, 
1167; . return -to gold, 1216-1225; 
rura1 credits, 1235-1235; eevinge 
banks, 1236-1238; securities flota
tion of, 122&-1235; Stock Ex
change, closing of in 1914, 1200-
1201; functions of, 1233-1235; 
etock.s, 1228; StoP of the Ex
chequer, 1145-1146; Tonnage Act, 
1694, 1147; use of checks in, 1190-
il9l. 

Ueury law, Canada, 400-463 

W 
Walker, Sir Edmund (Canada), 

cited on establishment of 
branches, 365--366; on Finance. 
Act, 393--394; on note issues, 37~ 
379; on provisions of Bank Act, 
440; on reserve policy of char
tered banke, 435 

War financing, role of Common
wealth Bank of Australia in, 87-
88 

Warehouse receipts, South Africa, 
971 

Warrants, Belgium, 208-209 
West-Africa (French), Bank of, 

566-572 
Wiener Giro-und Cassen-Verein, 

144-145 
Witte, effects return to gold in Rus

sia, 899 

y 

Yokohama Specie Bank, Japan, 
858 

z 
Zemski Kassi, Russia, 927-928 

. Zentralland.chaft, Germany, 882 
Zettelbanken, 676-678 
Zonvenrln,~any,628 

e...-ItCt<EO 
........... 0'" 
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