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In ~ :·o.,J.(.wt ion. 

of Dc;..""'\: failUl:es just include more 
I 

tha.n :r.:ere history to "be of 

. .::::ti::.:gto fi::z:..:cic.l d.isasters,a.rs intere'sting, but of equal impol-tance is the relation 

f f3.ilures ,to economic CODd.i-GJOllS and. to COl:;'~el~orary legiSlcition.. The ca.uses of 

8.i.l-;lre, a:ce pri:"18..:dly, i.J.:l.l?01.ta':l.1J and a corJ.sid.eratiol1 of possible rerJ.edies is our 
- I 

. 1tL~8..te object • 
'1 

~he :!listo::cy of Cn.nad.ia.."1' Bdnlting lEll1d.s itself nicely to a division i:c.to period.s 
, I 

lw.t :')l'ocede ~.nd secm.il1l;ly leJ u,p J~o~ the' a.ecol1l1ial revi~ions of the 32111: Act. 

t has 'been thou~ht advisable Jl1 the follow.long study, to .,review a 'P0riod.' s bc:mk 

cllul"es; to detolmino the 1081 to cl'ecUtors and 0\,·.11GrS; to point out the causes 

;nd. :fl08siblc ranodios; ani las-JIY, to shot/ t.b.e ";1ffects Oll.c'onteoporaneou5 legislation .. 

n1h f ~,J 1 'to DO" I - .'" t di . tl " ~ ___ 0 '::loC ~ ~ 18.lJ ',llEl I omllHOll l,;.overnmellG 1.S S:(l pl'esen. " SCUSSJ.l1g 10 revlSlon OI. , 

1"8 B8.11l:: Act l';1~mS the ~lu~stioJ ,of ,bOJ.11c fai1.m'Qbof much illtereElJ(j~. Three yery 

,isast:.:ous "bank;. failures ill thJ last ,0 ight ;yqnrs:·y,the Ontario Bank~ the soverei§;n 

,pnl;-,c.l1d. tl:G Forr.-1er T S Bn.nk, Je evii;lence that theJ;'e. is, yet, room for improvement 
I 

.n the system of which we 'are SO :pIeHld.'!' 
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The History Before Cor..:fe.ieration. 

1. A c:msid.eration of'the ea:c1y history of' banking ih Canad ... a will serve 

as s. setti:ng for the 1a..ter: stuj,y of bank: failuresp i7hile history records a large 

:W:wIl-oer of bank d.isasters b fore Confed.er'ation~ the m.ateri~ available is so un .... 

satisfactory, and. the circUJ.J.lstances U11der v;f>..ich the institutions ex:Lsted. are so 

varieli, thc.t Ii ttle of 'i?'alJle.woulc!. be d.erived. fr~ a. ~t~ of the.se fa.ilures>. 

Before l8!H, the financial business in Ce .. nada was handled. by' sev6l:a1 banks which 

had 1·eceiv3d their char"Geri:l from one of five different sources a if'we) 'or tlo..ree 

ba.nll::s e:-:isJGeo ... 'L1i1.:i.er :Royal dharters;, and others vlere chartered. by the Provinces 'of 

LO\verC~'l&d.a, Upper canad.aJ lTew' Brunswicli: and NO'i?'a 8cot1ao 

In Lower Canada, as elr1Y as October, 1792, a d.em~ld was felt for more specie 

12:: CirC"lllC1tion a.."l'J.d. for a IJgal tende:;.'. (I) r;r:he currency Vlas in a most U11satisfactory 

COllii tiO!l, ane.. lls.i tecll soJever since the capitula·t ion of ':;;ue"bec.. Attempts "GO found 

OD.l.i.kc of issue '\'oI01'e m..::.iile, u't nothing W:J.S <lone until June 23, 101'7, 'WhOll a cornpimy 

of Jlo rSOll6 :in MOll t re al. Vii .lhOU t tho 0 on se nt a f thO ? rovinoe 0 r wy 1 e gi sla ti ve I , {2} 
body~' ~}?el1ed an ;ffice a111Icomrr.enced. a b81'lking bushless. The Bank of IEo~1trea.l, 

'\vhicli ,,'las th~s estabii shea.,1 was the f~rst bank of' d.iSCOUnt9 depoEd t and. issue opened. 

in Ccr.cda and it is tod.ay '~he gl'~atest' bank, in all lTorth America. ..(I,..s 'yet, the t. 

I 

VGlltare was "but a privc.tG Ij.s:.r·tYlerShip, for royal assent·was w;ltihhelcl, but the eX3Cple: 

V:&5 soon folloy/ed. by the~iebe'c Ba...'1k all'i the Brulkof Canada... These three institutions 

petitioned for inc.oTfloratidn and. in 1821 the charters werepresentecL ,by the legislature 

~ 1 . , • "I 'n ' ~.;, ~ b" b' . 
IOI' roya...... pel"l:lUssJ..on~ braIJ1C ~es were openeU. an>..!. soon a ~eguJ.ar anl<J.ng us~ness 1n 

all'its pl1ases was being ca-rried on~ In 1825 11 d¢ng a period. of depressioXl9 the 

aff2.irs of t:18 3a.nk 'D'£' danJda recei'i?'ed.', a set ... backll for there \vas not only a raIJid. 

d.ec1i1:e i:t1 depo sit s, "but so ill the 5811'9ra1 'business. rrnen the che.rter had. ex:pired 

ill 1831, this ba:..'lk discontinued its trad.e 5 (3) H o i'.'O ve l' , other ba11..1ts were i1:1corporated. 

to !:lee" the gr07ling de!:.1s.n.:is of business and the fabric of Canadia.n banklllg,Wo.S WG11 

I 

I 

_ _ ________ ,J --------- .,-- --.=----.. ------------------------~. 



2. The early history of banks in Upper Cana.da is (luite similc:.r. :Lhe 

d.e::na:nd for a governm811t instit-q.t ion to resv..la'Ge the issue wa.s l?l'ompted. 'by 

the ereat need of refon in the currel1cy,~ The residents of the Howe District, 

now the site of th~ CitJ of Toronto, were insistent ill tb.ei:i.~ iielll<;.l:~s for the 

i:Ucorporat.ioll of '~he B41k of Ul?per Canada. Rellce~, by the :proclamation of 

'the royal assent, on A:prl~l 21st., 1821, the actof'mcol'1.;Joration, Which had 
{ 4} 

been :passed. in 1819, became law", .An in.stitution, using the s,am.e nane, 'was 

comw.enced in 1822 in KinO'stoll, but when thefund.s had. b.ecome locked. up ill, 

dishonest loans and poor y managed 'bu:::iness'll it suspended. payoent and shortly 
( 5} 

it had. failli:d... .. Dur:ii11g the years 1830 to 1837, 
( 

The Co~ercial Bank of' the I:.ri~land. 

District, the Gore Bank, and the Bank of the J?eo,:ple received charters and. 

camnenced. business .. Ace rdingly, tl1e deme..nds of the comtry were met and . 

2. 

banking business 'in C~ll,-a. was 'commenced", . 

3 ~ All was' 13:0ipg well when a set~back was ,exper~,e~~ed. o~ acc,:unt of the 

suspen.sion of. specie:pa ants b;y- .AmerjLcall ba:o.ks on ];~ay 11th, i.h837.. () The banks 
, I 

of bo'bh LOVl'er and Upper fanada iivere' a.f.fecte,d.. On' the 18th, of' :n:.ay' all the Lower 

I 

Canailia.l1 brullts susp6ndeil p~ent... !n ~pper Canada specie was imported. uld every ... / 

thing that could,be c!-one Vias enacted. to'J?revent a financial panic .. The legislature 

met on June 19th, ani parsed., a bill tc) the, effect that, a. bank could. suc:pend. pay .... 

mcnt if it vvished.. The ~olIlm.ercial Ba:nk ofJ:wIidland Disitrict, the .lg!'icultural. 

Ball1-:: ani the Farrn.eris BJkall 'receiv€~d :f8,rmission to suspend..:i?~ments for a 
, . (7) 

penod. The Bank: of Upper Ca::'1ad.a would. have closed its d.oors but the 

Lieutenant-G,overnor would not hear of .the go.ver:nmellt bank refus.il1g to red.eem 
, I (8) 

its circulation, a;ud. thelG.ore Bank follov,'€:d. tne sa'ne policyo IIOiilsver, the 

Qemand. :tor spe cie bec~ J ; 0 i:ls i st en t that both the se in s t i tu ticn s Md to sus :PallO. 

paym.ent in March, 1838~ I 'The banks of'LO'V'J7er Canada resumed redemption il1 1838 

I 

II 

I 
I 
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t 
' D.:1i aftel' ~ Ii ttlo trou.ble I~OS, e of the I,TJ):perprovi~ce re ... opened. for b"u,s mess ""~" 

in lJovember', 1839. 

4. ,'alcn the Upper md Lower 70yinces became :'O:lOVTJ.'l as the P:covince of 

C - ' }, b ,.. .. . I', - .J..' 1 '," ..' I a.l h 1 I 18A l an aa.a. , 11.~e 8.l1.il:Hlg bUSlness .una se ,,1i e0.. .:l.OiV".a ln1iO more norm' c annle~s. n <± 

the following' banks were' o;lrat i:l.1g in the! province":- Th~ BanI\: of Bri'tish l;orth 

Amerlcan; the Ballk Of1i:ontrfaJ.; the Bank of the People; the Commercial. :3= of the 

lIid.la.;,l.:i District; the Bank CDf Upper Oanad.a; the Fanner1 s Banl'"":i' the (}IO:r-9 .B~mk and the' 

~uebec Bank~ Their total clPita1was (j2 9 325,OOO, the circulation amounted to 
.. ' I :..' (lO) 
;~92.19000, and. there was on l-eposit ~81l,OOO.Business was in,~ :flourishing con.-

dition for the banks had re overed. from the try~Dg losses of %370 A demand grew 

'u,p for more b:cmklng facili ·d~'a:' and 1;:1i5 led.'to theagHaticn whichiJ:l turn reS'..u ted. 

ill the ?ree Banking 'Act' of {850# The cha.rtered. banks doing bUsiness at this; time 

apparently were insUfficienJIY equipped. '\vi th capit;a1, ami 0111y P8.~t ial' success had. 

met their efforts to' secure more.. lIoreover, there was an agitation for tbe in ... 

cor:pora.tion of smaller bankS in lesser townsc'!' The Act of 1850 permit. ted. the es... 

ta.o1islment of new ba.nl\:s anl 'authorized tllem. to issue notes after a clepo sit' of 

l?rovinciaJ. securit:i..eshad. bJen ma.d~iCiith the Receiver (}Emer'a1 .. (11J Eov,Bv3r, it 

was soon apparent that t.his Isystem was a .failure for there was a lack of grummtee 

for the immedia.te cOllvertibilli ty of the not.es on d.em.and.~ In 1866 the Free Banking' 
I . 

, ' ' 1.:s' t' ''0 I. . 1 "'- t . t ..1 (12) 0 t ~,,' ' .t:" .d.C1i was re,1?ea eU. ana. ne .rqvlnc~a .dO -e ,,8,C .was :passei..Llt, U 01: "G.ue .L J.ye 

origi11ally lIfree oa;~,!lwhJch a;vai~ed. themselvesvof the privilege, but' one, the 

1101 son f S Bank9 has survived.. Th~ other f ou.rsOo~ clrop:ped. out of business ~, 

5. The granting al'1dl amendlllg of chm-ters was' continued., :pariiiC'..:L1arly 

after the agricultural and. dommer-clal sti::nu1'u's of the period 1855, whe:a recipl?ocity 

'.vith nhe Uni'bed states was 1 force.. The:n cam.e the ba.d. crop of 1857 and. the sSG-son 

of firumcia.l string1>ncy> s+eral b=s failed..· For instance, the~ernat~~~a.l 
I 
I 

I 

I' 
I 

, I 
I 

I' 
I 

'''', 



/ 
I 4. 

Their 

opc=:.;.-;;io~:s \"\n"o l:ll'Lci,r;J..ll;y in tho Uni to;';' G'G~tcs 3.nJ. cO~1SistoJ. chiofly of note:: 

:'53;;:'0. S::-.:.e .i:'S:.1S'~c:!':s -,;0:=0 .Lo to o.borratiollS fl'Oill :::O~'ld.. "ba"c}-ing principles 'and 

w1:i1e there \";as a SC&11(1al bJca'.lSe of the iiisho:aest methods JGhat v:ere reve.aled, 

t:1ore was p::eacticslly 110 101-s .lliO the Canaiian FQblic~ However? this expe:dcnce 

sho\':ea. how easy i.t· ~11i~:::.:t be I for a b2Zk to ·G.o'luil"e d.~:1'0rOu.s privilo&;;es. .l.nothel." 

ban2.{,. the 5an,S,u.e J~~~rltler, failed. shocUy before Coufed.eration but no 

u"Oort8!lt effcct-s Viere e~pe .i(;)l1ced.. 

• Of ",ore bporta:~ee. hotlever, was the "allure of the C=r9~U~ ~ 
l:id.land Di otrict. It was ail 01;1 institution 8.::.1d. a sJ\iron~ one~ for'i:t was ca:nital-': 
_~~~-" ...... ,,~ 'J;' 

( 14:) 
ized o.t four million dollar-. The C6~.erc,iaJ. ~a.nk wa~" a victim of not only 

t~e stress of events its ovm mismana:..,;em.el'lt. Its fu.n;:ls became tied. "ap 

111 the stoc2-\: of a U:qited.. s.t ~tes rail'way .ca.:tj;lany D...'1d it soon D:;'C8..:.1e ,llfficult to 
A I 

red.eem its circula.tion... the d.Cl1osit 8 VJere v,"i thdrem ... ..:l.::.nd.. on accouut of k~ . 
shoz:tag,c of ca.sh~ tile CLoors could. no longer 'be kept open .. . ,A,ccor;ii;agly? .s.l thou.gh .... 

sol'Ve~t 9 the institution had. tq suspelld.., and. the 'whole bus mess was sold. ·to the 
I 

• I 

'I 
I 

. I 

I 6. Fo:::: tIllS :presel~.1 stu~"'~ the failures em;unsr:at~d. have been of practically 

little "''''j;lor-"anc./3 ~ 1I0"iieVC1I" thisCDl1not be said of the dis2.ste:::: tl'J.a.t befell tl16 

B~ of Uj;lu er C.an&d:.a in 18 6 ~ . As suggested. before, JGhi s ins:b itu:.'(j' ion was the old-est 
" - I -.~ =, .. ~ 

i"~ uP2er Oar..s.:ia and. a.s it r:.d.tfle s..'lll~Ol·t 'of the goverI'.lllsnt, it see;ns stra.r:.ge ths:t 

it s~1oilld. faiL So thorou.ghly YlQ\Ten into the fabric. of Canad.ian fin8.l1Ce Vias this 

o <::.nl: , tha..t its failure -SDr.t~.d.. ·shame and ::euin througO'hou.t tile ·whole Y1rov.ince". The - /' '., = 

::::~ ~O~::a f ::~::: ::r:a::S o:i:::P:::~i:~·llheVlS,Of the fai~ureof t~e M, 

C2he t::::ouble begal1 ill 1857 when heavy losscs~ 'due to 18!ld speculation, ,\vere 

e::i',(,;'::·i,~::~c:...: .. L.. ~~ll=illG!:)Q fo~itll~rcs in v 5Q~ C~US0~ by tIl0 c.l.~iscs of ? 5"" S' ~:CQctc:: t}10 

I 
I' 
I 

J, 
! 

~ ____ J _______ .. _________ _ 
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brolk mO:it severely. These placed. the institution in t), precarious :posi"iiion, 

for .::'.;~~ i::1 the past several ;years, bc::.d. :pracJ':;ises of the management haeL irn.J?airej .. 

the CD.,Pi tal of ·the b811k. Hi:·· 1 dividends had beell paid, losses wore not 'written 

off, ex.travagant bonuses 11m 'beon made to sl1.arer.olclers; in short, the whole 

internal organization was d.e e?tive~ for tne management had been blind~ and. 

reckleSi1?o {15} Fail"u.re WOu.ld~ave ovol;ta:k:en i"G sooner but for the genE~ral 

belief that it was .13. strong' 1st itution. .It was the gover-.am.erit bank <:md. 

was thought to be in a flourishing cOl1dition~ This confidence meant . business 

and.. it is no wonder "when it the public were amazed. .. 

It seems thatf added to other fOl'J.11S of poor banking, the Bank of Upper Canacla 

had. loaned large sums to men of good. family, lawyer~ a.."lQ politicians, Yiho wished.. 

to go i:nto business, irre:s:pec ive of' their abiliJd;y>/. . The d.irectors thouSht that 

blood would. tell and ntleman was 19. :pro:per ,Person to whom any amount 

(16) 
of money could -De 10a:fteQ~ Each of' the.ir failures du.rillg thefinan.cial crisis, 

was an adLd..i tional blow to the bank,. : 

In 1858 an eJ;.-:perienced. b ker was el::l:ployed. to try to revive the ·business.~ 
. . I . 

. The :pa.id-Uli ca]?i tal w?-s red:i.lced. .and the. 111i:siness, reorganiz: ad" HOY/Enter, in 1862, 

it 'Was noticeable that the J?u lic were S'J.s:p·icious for the trade was then falling 

off~ In 1864· and 1865 no div" d.ends were p,,:t.id.and it was realized. ~f.~t . it was 

i;nJ?ossible to save the ba.n..1t. l.A.large amount of 'Ghe assets were valueless and. 

a "bi~ part of the resour~es "i'l""S .tied. UJ? ill land.' The stock andca,P:i.ta,l "~vere 
I . . 

a:sain r~dLuced.. The final collapse follm7.ed. a mos'a foolish piece of ba.nking 

:policy- Drafts u.J?on L.ondon fhr. one millioll dollars, dravln by local, Grand. 'Ilrunk 

3.ailviay officials, were retur ed. dishO:i.1orect and the Bank of U,P:per Canada closed. 

its doors Octo"ber2.2nd, "1866 . .,.. 'It had. died. gradually, after the incUrsion of 

.10es68, falling .off of b-i.lsine. s and. reduc·tj~on of' dLe:posi ts", 

The .b::mk irl its ent;i:bety was a.ssigned. to trustees, but dif'ficultywas found 

i;.;. ro.::.:.1izin8 on the assets .. 1870 the im.:ti tutiOll ""vas tral.".lsferreil to the co:r.;tl'ol 
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of the crO'':T.U. which :paid. 

I 

se~et-fi~e perCGmt of the' estimated value for the 

securities held by the bank... The. Canadia.n creditors lost :~3l0 ,COO, the share-

of. "( I'l) 

.6 .. 

b.ol:iers 9 -(f3,170,OCO, and the goverrr.mellt ~:j19000.?OOO.. ~ The Government was not 

eager to enforce the ~ouble liability, for in as much as most of the shareholders 

Vlera in fi1:a11ci8.1 d.ifficult lies,. the o}?81'atioll would..' have taken years .. , Tne to-tal 

loss of abo'Qt .five million ~Ollal'S Vlas enormous for that period.. of Canadia:u 

de'ITelo:pDlent.. The effect· wa~ felt in. every little hamlet in the :pro'ITlnee and/the 

fai'tih in bo"'o1:;'s was re.ily snJenJ! I 
The failu.re was a \va.r~ll1g to ii1'8c.tors to watch the organiza"tioll and. 

develo:pment of banks", The ct of 1870 provided thatunea:r:ned bOlluses and 

di'ITid.end.s be paid, no more~ Loa.r.s 011 la110l were regaJ:d.eci now as very risky, 
. . .. 

and for a bank: to lend. on J: a.1' es·tate soon became unlawful •. The first im:portant 

failure in the. histQry nadian banking was. a bad. Olle and its· e::cperience proved. 

of ~reat. value to the banks then doing bUsiness". Moreover,' the d.isaster 

mai.e room for se'ITeral good a.n1\:s and 600:0. after Confederation in 1867, a pe.riod. 

of' ex:pa.nsion gave birth' to certain i11Sti tutions which tod.ay are among the stl~ongest 

ba.nlcs in C an ada '!' .. 
I 

. This brief sketh Of. banking and. bank failures before 1867 gives us 

.~ 'bacl-:ground.. .for our real It~d.y, the faUure of ba..'1ks dOing busin~ss und..er the 

Dominion ~ct~ Henceforth. the banks were ~o come Ullder one jurisdiction. The 

variety of their failures and the different effects on legislation may be noted. 

with interest .. 

.ci.t the time of Comei1eration therl; were in ail twenty-eight c:hartered. .banlcs 

dOing business in Canada.,.. Eighteen of these " chartered. by the Province of Canad.a., 

were doing' b~siness in on,ario and Q.uebec~ Five and. four were operating imd.er 

IJo7a Scotia and lIew Bru.n~VriCk charters ll?eS}?ectiv~ly, while one i11stitutlon, the 
. I 

I 
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the B8Jlk of British lI'o:r:th ~riCOo, WOoS doing business under a Royal Charter. 

, The~e banli:s q11' came ,dder the Dominiol1. .i.l.ct and. were joip.ed from time to 

time by nO'l'rly .... chartered ins' itutions. After Confed.era.tion there a:p:£)eG.r :periods 

w11i4;.1. may be divided into a season of eA'J?allsion and one of depressiollf! ,The 

ba::ll!: failures in these l'1eridlds will be noted. and circU:nstances p9;culiar to con.-. 
.r;, I 

temporary financiaL condit,Jns will be' mEllltioned.. We will try' to a.rrive at the 

causes of the failures and he pr~per remedies. Finally, the reaSOns for 

the failures and the locati n of the bl~ne will be related up to the d.ecennial 

revis ions of the ban1: ac~ ~ 
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ClI;J?TER 11. 

:B;;m.l;;: 7' l1ures, 1868 to 1881. 

1. ImrJ.ea.iatcly after bIle Coiifea.Gra':"ion tihere followed. a period. of six. or 
, (1) 

seven years of p:r:os~erity and x,fla11sioll ill Om'H.:dia,n banking. :Between 18G8 

a;uii 1874, many nev .... institu'1iior s .'wel>e incorpors;t;ed. and chartered. Most. of them 

~;tere ,~al1 m:d. local, bu't o/G~,rs wer'e of more iraportancG .. , EO~;le\re~, il1 spite of 

the :9rosperity of the period. and. the spleniid. opportunij1y for success, no less 

than'llL'le of the ba.lh~s charteled. i~ Ulis.l.JperiOQ' faile~ before the ~"ear 1888- (2) 

{3} J ' 
1'1'16 tv.renty-seven older b' s c:perating in Canad.a? und.er Provincial and. :Royal 

chartlsrs; also cOlltributed to the list of failures du.ring the periOd. now Ulld.er 

d.iscussion. 

, Following the years of ,rosperi ty er,d.ing in t 749 there was a sedous, depression 

and as a result many b~lk failures occuxred.; We will include in our study both the 

period. of er.fiansion, 268 .... y J4, 'd.-i.l.ring 'l:'lhieh iuany bauks started. ,business;, and. the 

j,?eriod of de:pression '74 - t ~l' in which zat.. relatively large' number of them and. of 

the banks ch~rtered. before cbnfederation, had. the misfortU11e to fail. 

2. Cine Can""ian b~ closed. its doors Short~Y after the passing of the 

Dominion ..act. The coram,orcit .Bank of Hew Brans-h-ick, with its he8.d. office at st. 
, (4)' 

.Johns, f~iled 'Novembel" 10thJ 1868. This illstitution was but a s::n£,J.l concern, 
( 5} 

hc.yi:l.1'; a.t; the time of susI?e sion only :i~600,000 su13tlcribe:d. capi t.D... This ban:lr: 

y,ras c.,.1.a.l'tered. before oonfGd.[tation, but l,t Vias d.oing only a local trad.e. The assets 

VierG consid.erably in excess of the liabilities9 and although it S1.1Spend.ed. :;?8.;):went,' 

the institution was cre,:litarlY wound. 'up" The business of the COlJ.'l!Jlerc,ial Bani.;.: 

had. not been brisk and. the firectors thought it advisable to t'enninate its career. 

l.ftel' the nO~Geholders, depOSitors and. other.', cred.itors were :paid. in full, a. wall 

dividend. remained. for thE: ~1areholders., 

::l1e second., of the failures after COl'lfed.el'atioll was the Bank of j,cad.ia with 

heai;:..:;.;:;.rters at Liverpool, 1\. S~ Its ca::eer was very short and. ~or'tu:ns.telY so~ 

-------- --------
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The BaJllt Of Acaiia was a fra"dulent concern, the capital of which had baen viil?eCL 
(6 ) 

out, sJ.thouJh nominally ther was So 'c2..p ital of ;J500,000l" wit;tl (;100,000 :paid up,. 

The bUsiness wa.s of (;~h a plor nature that a comnission had to be paid.a COncern 

to float the J.10'Ces. ::'th(~ hL.lk exis'hel bOLlt f"ou..r mon'ths, faili1'lg Apr'll 18th, 1873 ~ 
~ [', . 

As 110ne of :the debts 'were palCl.., it is fort1.Ulate that ti.1e total liab~lities Vl.ere 

only :;106,000. {8} The notes of the. :3a:nl;;; elf Acadiawe:r:e worthless ~lt t1iis failure 

is the only instance in Canciian. banlr:i:lg history, where this is tru.e. The failure 

was CLue' to poor business a.bJity, particularly in res:pect to'therelation with a 

Boston fir~ of doubtful credIt with which it was ~1volved. 
'.Another of the ba.l.lks l~~elY chartered. failed. in 1877.. The 1:Ietropol it an Ba!lk, 

with offices in montreal, rJ a'very reck:1.ess. course during h,s six yea::.~s of 

existmc.e. Rislts at high rats of interest were acce:ptei and banlc stock was 

reCeived.. as' sec.urity.a The o}:ticers thought that they:possessed, moderu'methods 

but their ambition :proyed thJ ruination of the 1)aJ.1k..D'UXillg the crisis of Y'74 

and. 275~ the :uetro})olitan Balk s'llf'fered. large losses. (9} is ·I;he value of the 

assets was d.e:preciating, the shareholders decid.ed. to wind. up tIle bank,. ('11) . 

The li'luid.a:Gion was very ere ii;a"ble 9 both noteholders and aepos.itors 1)eing paid. 

t~1e Confedarat ion but it had been a. blot on theC8.J."lad.ian system~ A small and. 

undesira1:l1e d.iseou.nt busines . had. giyen' the bank a bad. na;.ne and. 'the cj~rcUlation 

hai 
, (i2.} 

been l{ept U? only by im:p loper methods. ' Previous to'1876, :,1015 on' s 13an..'!c 

:b.ad Si yen their :;:.id., but in ·bl1D.t year thi s support was i'lithdravm. As a 1'e sul t 

a 40 ps rco::.Tt reduct ion had i 0 be made in the ca.pital and a1 though the doors were 

k8:;?t open the SubS8L.i.u.ent exiJtence wa.s neither worthy nor le.gitimate 0 (,13) The 

I 

I 



,. .' 
~M_----

, 
/ 

" 
,/ 

/ 

t:lis f8.il'U.rG it l:lif,11oG 'be noil-::d. -;;h~t t:~is 7;as tho last ca.se in' bur 

,;"ore "'''0 note"oliers of a tCf"Ollct bolle Vlere not ]laid. in full. 

T}10 38.::1;;:: of L_ii.'"orpool 111 :tIov8. Sco"da. fciled. in October,1879 .. 
I ' . 

11.. 

Ra.r j,. t ll:J.O s 

11S.i fOl·ce0..· it to SUS:f!Glld.. ill Y73 o.n0.. it wD,i viHh some difficulty ""hat iJ~ ·-aas ra ... 
(1:1} 

01' :;':':1 i:;oJ.. 11oJ.'o. 10 sse s ill 187 G re suI ted. in a m(.l. te:r.'ial l'ed.'U.ction of the o.:l:;?i tal II 

.1.C8.ii:;:. h<?.:l been i11'[01veo... ~he Boston concern o,<v.J.ed. Olle-s.uo:.rter of tIle stock of the 

33.11}: of Liverpool? havi:l.1g 'aid. for it wj:bh 'vvort1l1ess promissory nO"(iGs. ~.:t;lrl. j.t the 

ti.::J.e of suspc;llsion, 'in 187 ? t:r ... e 1iabiUtios were ::~1.'367000'; of which the circulation 
.. . (1S l .! ..' . 

was only \~'b,OOO.. AI:ha JBank of Hove. Sootia lJurchased. ~11 the as'sets of ""he ba.nk: 

a::ld. reiee:1Gd. the notes VlhiLl b.'ad. been issued." Liq~id.6.tio:n was slow; the d.ebts 'were' 

:i.1ot ;r,c..terially l'ed.v.ced. 8.l1d.lJ~he 8ha1'ohol(le1's clid. not pay theil' dou'ble liability"" 

\7hile tb.e no'teholiers d.i,i ~oJG suffer? 't]:le ~ther cl'ed.itora last over (2132.9000; for 

d.e?osi"oors received llothi~ .• (~6l 
~·_·';'SJ..:.;, .. t 0'" '~he SB:D.0 ,y1S.::t: s:;;:{~ the fe.,ilure of the Corw olid.O-ted. :San~ of :!;:cnt1'ecl. 

S:l1is il:stitutio11~ in s:fJi t~· of the fact that it W8.'S but four yearsold. 7 :,as d.O~llg 

i s:;tleniid. local businessl ~he su'bscrHed. ca.pital. was :;;Z:!'091 7vOO; with ::;i:2.?08Cli,OOO~ 
:9e..i.i up~ . The assets ,and.lia1:lilitfes we;~' :;;3',077::;;.000 ani [~lp794?OOO resJ?ectively .. -­

J.. new ma:r.c..zor was 2.l=ilJointL .. ill May, 1879? ancihe2.vy losses 51 aUlOunting; to fjl7420,OOO 

'Vv-ere d.iscovored.. The.b·~livas re-orgaillz.ed.. and."thG capital red.uced.for-Gy perce:n't,. 

! 
RO':H::ver, bUSi:::.18ss YiD.S fall ing off ani as a. lot of the paJ:)er h6,1i a.s secu,l'ity ;:las 

Both no.teholet.8r:s and. ieposit.ors were :paid. in :fUll. .A. broker b 
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cgre,3.:l. to J)a.y all outzt<111clbg :leots. 

S:~lG stoc.:illold..o:r:'s .scc-.lrei '::"0 ut a 25 j?erCi:l:'l"t d.ividend. 011 their holdings. Ear\l. 

tbes ;:;md. t2.:.e :poor busil1CSS ability of tllG mmlO ... se:.nent Viere the caus(;s of this 

norr u~ier ~isc~ssion~ 

It ,i'"!8.s one of the you::c.e;er 

in "~he j-e!].?.' 1879 ~las the last failure :Ln the lJeriod. 

sta:ie.cona :Sa.u:k~ si tu.ated. in (;ueoec9 faileiiin July- {l9} 

s.nd. adverse f artune shad. discourage:i the s}13.l's .... 

1:o1:iers. C:hcy d.ccid.ed. to lose their door s so the affairs of the stadaCOll8. ::Cank 

r:e:1t into Yol;mtol';Y, liQUi1tion. Too ~ssets were nicely i" .)<Cecs of the liabilii:1es 

8..::.:1.. s..ll Cl'acli tors were IJaid. in full. The J;Jl'o:prietors recovered. about 90 percent of:" 

:::2he:i'e ,lere ,tyro ba."1lc f'-,lures of mi:nor ia.lportanceiri this j?eriO:l but t:"leir 

:::i3"::0::;'/ ~18.S ~10t bCi311 :r·Qcor~l.od. Tile V[0si;mox'01and:- B8.11k" a rrevl Bru:ns\':rick c0l1CGr~17 

,,,Ued S:lOlUy actor C~llf+cmtion. Th~ double liabHHy wco paid o.nd the institution 

\";;::.s credit8b ly Vlouilci up.. 'IChe Balik of I':L'il'lce Ed.wGJ;rd Islo.:nd with offices in Cli::::clotte­

to-;m \"1C:S a...'1 orgo:aizz..tion J,artered. by the Pro'l."ince before 18E{I. This churter had. 

sus1J6nilea in 1TO'Jel'1ilier, ,1881. -Acco:rdil1g1y it ViD..S not 

d.Ohl.;' 'business und.er the 0 o:minion Act ,and i~h therGfore~llot 'Wortr.!,y of' any mo:::e 

/ 
3~ , In .:irO;Wing,o,] conclUsions frorJl "the stud.y of the ];lsrioa..,fro:::l!l86S ,to lSSl~ 

it is ~l i~ltcresting fact that five out of sevr;Hl of tho' bcJllkswhich fd.led. secure-i 

t:C-.!.eir c:t8.rters 2.:."1d.,cQ:n".J.en",ed. business in the season of prosperity from TGG to %74 .. 

+.,,1 e '~""O-'rl - • --"-' ... -' , ::::£.is fact, ,coupled. ivith "I .J:..L. ,,_~CLsv \,na1i i'l~aud. l:md. dishonesty was l1re.sent' in 

ol:l~; O:.le case vihe:pe t}19 br'"1k was a new 0110 (~l:e 3ac.k of A~adia,) would lead. O:i.le 

to -:::eli eve tha.t the b3ll..';;:s which f8.i1eci di'ed. natul-al dea.th~ .. : The~T' v/ere 0 rg~izea.. 

L: a "Gine of expansion .\1:.'1' the; suspen,ied d.u.ring the period. of i'illa.ncia.l s~ .. ri~lsency 

'",,:G f 011 CYIO ~. 'Tj).e ;.;etro~oli t M Bank "as too 2!n1l it i ous and. sut'f'. red. for ,the risk S 

I, 



t1l8.t wElre taken. The Bank of Liverpool &11d. the statia.cona. and. Consolid.;:l/~e;i 3alik:s 

Yt611t under beo.ause of. the dop ession of hard. 'time s. The charters of tr~vo of :the 

bal'lks'tlJc.:t failee. during this poriod;" clat·ed. before the Confederation- l'he·Com-

mercial Bru1k of Hew BrUl1swick sh::l.red the ;f,1te of' a small, local institlltion. ':ti'le 

Mechanic's Bank had aJ,1 ui.1desi able. business, maintail1ed only by fraUd.u,lent means ... 

Summing up the causes for the seven 'fail~es of this period, we may note that 

h~d t~es accounts for fourg fraud is resTIonsible for two and over~~1bition for .. 

On account of the relat~vely litJGle capital that was invested il1 the ban1l:s 

that failed, it may be said Jha:t the Canadian public did not suffer from bank 

di s as t er s d= mg thi s peri oil+ The C ommerc l:al. Me tropoli tan. C onso liae. teil aM 
Stadacona ba.:'lks paid all cretitors in full." In three cases the depositors 

suffered. The Bw.ks of Acadia and Li verpc~ol paid them nothing ,an.i t1119 Mechanic 1 s 

Balil.<: paid. only 51:~· percent 01 the cle.:inJ.s. In two cas,es the.·noteholders suffered. ... 

The notes of the Bank of .8.cJia were worJGll1ess a,nd the lIechru ic' s Bank cou1d:. 

meet but' 57·~· 'percent of thei~ circulatioll~ These t:acts soul::l bad but on account 

of the ca::l.:ps,ratively sr:ell blsiness done lJY these bonlts, the public felt no great 

I
, '" . (20) 

'lo'ss by their failure:~ Runs on the other and larger bal'lks; .iuring; .the fa.ilures 

.of ! 79 ,iJere c~rd.ia.llY met' Jd. ~ banI;;: :pa.ni,a was averted.J21} 

4.. Tl'le Iailures "f the. period. 1868 to 1881 had one very lmpclrtant effect 

o~bal1king legisla.tion", . .J.\. need. for a, seliel' bault currel1cy had. ::;ris611,. The 3al:lk 

of Ac~lia, which faile.i 73, was unsJile t b, re.ieem its Girculation ani the 

]fechanic's BarJ, :paid only 5 ~~. percent to its notehold.ers ill l'{9~ In.-as-much 

as the C~rCu.la.tion of a" b:~ ! 

asset.s.~ J."li wa.s felt thali, unr 
give~ in favor of'hold.ers of 

averaged. fTCIIll one,-sixth t 0 one~tenth of its total. 

difficul ty 'Would. be a verc eme if,' a prior lien was 

0.11 illsolveni; bankt s riotes,~ It was also·tb.ougb.t tha.t 
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_,isl::J,io~: ,to "(;21i8 effect 1'/0 lil do aWD.'J \"lHh the deJ?reciD/~icl'l in JGhc "lJD.luE; of, 

;;J'~C.3 \'.-~:iC:l follo\\"od tho fail ros il1 1879. Hotos had. fallen to a. disccnmt q;ad. 

c.lthou::;l: hai to colI at aloes 0 

c;llG 3'7"~; Act 0:: 1881 C0:::1ua121S 'GfJ.8 clause ",tllo :payment of the not.es izs"J.od -DY 

fX::J.y DilCh (c:J.ar"!.iEl:l:ed) Danks D.n .i:!.l"~ellded. fO'J:' circulation; then o::tsta;nd,ing~ 

shD.ll De t~1e first charge upot t48 'assets I)f J~he 'banl;;: in the case, of its 

('22) I 
insolvollty.1I This ch3ll.gb was one' of the rq.ost iInj;lQrJGs:n~ in th.e ..l..(~t and. 

\':e r;lay C011cluie that if the B$11t, Act ha:l 'beCl1 thus 'at the time of Confed.eration:. 

~10 llo1clor of' 0. CD.Uo.d.ian ba.::.11c nO'Go would p.a:ve suffered loss .. 

rwfOl'Ol1COS ", 

A Ris,tory of Cal1a.d.iall :S8111dng, Ed ... 1899 ~ J? 100 .. 

5. rlc.D:cr~ 3 . 3 .. , A Iii story of C ~l.l1adi a:::l :B,a.nki:ng, Ei. 1899, -0 • ... 101" 
\ 

~ 
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It vdll be rem.Grnbered. -tha the f ollowi110 banl;:s were then doi~1g business:­
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and.. others-
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l H.AllTER 111. : 

B Failures, la81 tC) 1888. 

1. In the eight years followmg the bank failures of 1879, there was but 
• 

one failure in Canada_ Speaki g 'generally, thel period was a prosperous one for 

financial institutions, trade ld industry were rapidly ipcreasing and the banks 

opened numerous branches. 'TheJ were b'rOUg~t into closer relat ions. With the 

COmltryfs needs, particularly hose of th.e agrj.cultura'l sections" Greater 

caution and prtl.dence was now' t e practise of the lJanks and· as a result we find 

a cessation in the history of ailures.More. attention was paid. to the soundness 

SJld. security of the business t ~ren.. Regret for the mistakes in the tjme of e"l1"Y'lansion ______. -.I:' 

of the ~eventies had furthered the. progress of sound. ~a.n.k:ing. prinCiples.. . The 

monthly re:ports were 'changed. s as to more fUlly indicate a bank's cOnd.ition and. 

fresh penalties were iro.posed. fII I' violations of' the' Bank Act. {l} In shal:t, the 

banks generally shared 'in the ,etter times of' 1880 to 188:?- The reactilDn came 

in the final'lcial strintency Ofl1884-81'<2l After 1888 the business of the Canadian 

banks again displayed. normal a tivitye .' 

2. The failure of' the Exchange Bankof'. Canad.a on september 15th, 1883, 

was the only bank: disaster. dur' g the. periocL of pro sperity.. It had nearly failed 

in '179 with the two other Montreal banks bui. it managed to reswne business before 

. I· (3) 
the allotted t me of'. three mon/hS was up. 'One half million Of ca:E:i taJL was 

wri tten off' in t 81 but it seerd that busin~~ss was gone and. that failur'e would 

soon overtake the Exchange Ban1k. The d.irec'!:iors were wealthy and by a l!Lanipulation 

of' the stock it was kept high, but .the'bu.sinl;ss, done was poorly managed. and in 
. (4) 

April, 1883, they called. on t' e Dominion GO'\re:r'llment for help.. Two depo si 'hs 

of $200,000 and $lOO,OOOwer.e ade on the persona.l· se.curity of' one of iihedirectoBs .. 

Some of the ~;tocit was owned. b~ prominent Gonslarvati~es who claimed. :that the adY8.1'J.ces 

were mad.e to ward. off' a f'inandiaI. ~risis.. The Liberals of' the dS\}T claimed. t:jlaJ it· 

was done to escape the double liability. A. membe~ in . the' Rouse o';t Commons ca.J.led . 
. . ... 

, ....... _ ..... --,., ........... '_ . 
. --



ita political coocern and laimed that 'tihe Exchange Bank awaited the disaster 

that befell all political b nll:S,,(5} 

However, the efforts 01 the Gover:nmEmt were wasted. The managing directorfi 

had no sense of respecu"buLy or honor for, as the condit.ion of the banl-c became 

worse, he made reckless ulations .. (6) His desperate efforts to save the 

institut ion involved hi.1U to the 'extent of $226,000, for he had. been speculating 

17. 

personally" When the ban1c ailed in l88~) the authorities were unable to find him. 

&. <if. (7) 
The nominal assets were 'i?S, 35,000, and iihe liabilities ~p2,143l,000" In two 

m011ths the liqui,iatOr'S the circulatj~on of $3S0,000 in :fUll,. The capital 

of $500,000 and a rest 00 9 000 were wiped out by the losses.. Double liability 

Vlas collected from all who auld pay and then only 66~ percent was. returned to. 
( 8) 

the depositors and other cr d.itors .. 

. Defects of the. system, commercial conditions, competition and losses ware 

not the causes of the failu. ~e of the Exchange Bank~ It i,·;a.sdu.e to shameful 

dishonesty, and d.isregardo duty. on the part of~the; management .. 'J.. scandal ensued. 

but as this all happened. d. ing a periOd. of general prosperity,. there was no panic~ 

The pubHc felt that nothin more· .than fraud was responsible .. 

3. The western boom and ·generru progress was felt between 

1884 and. 1888, and no less five banJrs failed .in these years; all but one in 

the year of 1887", The 1Iari ime Bar'~~ si"lmated ... in st Q Johns 9 failed. on March 

8ta, 1887.. The president i11 as a merchant, a me.:rru.facturer, a. politician and a. broker . . i 
ll...l1d he played. high wi th the funds of the bank.,,(9} In the first ·eig.llt years of' 

its existence, 1872-1880, t.l.e Maritime Ban.1t lost $600 9 000 through nein blocn loans 

. '(IO) 
e.nd. through failure to sca.tter risks .. The customary reorganization took 

place in 1883 and the paid p capital was rero:Lced 64 percent to $247,000. Al though 

a more capable m~llager was engaged. . and. i:o. spite of a. large government deposit, the 

course of the L.laritime B 1 was noJ(i pros:perous" On 'Ghe books were heavily overdrawn 



18. 

accO-Qnts with nothing ag~inst them but the assets of bankrupts~ Heavy advances 

bad been made to a lu.'Ube CO:i.1cern that had proved. unsuccessful. ]"inally, in 

1867, the bank had to su pend payments 0 The liabilities t at the tL'ne of.' 

.£' "1- f rt .I.. 1 b t '"'1 A 9 (11}.1.. .loa:!. uTe, were 0 uunal.:e 0)'1 u ':? ,':!:O ,000 <\l I 1I took two years to redeem 

the circula.tion of ;f?314,OOO... The claims of the two Governments were paid. 

but ordina.ry creditors r ceived. only 1.0 .. 6 percent. ,The double liability 

call failed to uroduce'o e~half of the face value o~ the shares at the time . ' -
OI~ • (12) 

suspens~on 9 

The Picton Bank in Jo-ea Scotia is another example of .the sma.ll am Ull-

nece'Es8.ry institut ion.. ,[.'1en some of i~? largest debtors failed. in 1884 a:nd 

1886, ,the Picton B~~ s fered dangerous loc~ups in connection with its ready 
{13} 

cash.. Dividends h cease,i and in 1886 20 percent of w ;pa:Ld.r-.u.p capital 
a 

had. .tobs written off. In September, 1887, it became necess~ry '1;0 S.'1:l:Spend., and 

the bar"':'lt, still solvent was :put into voluntary liquid.ation by the directors", 

At the time paid .... ul? capital was but ~~200,OOO, and. the total 

liabilities 
(14} 

Tlm debts were paid in full ,and 35 percent or the 

reduced. capital was sa 

The th,ird of the in the year 1887 was the: Ban1-c of London in 

Canada 0 The ba.."1k Iff's for it received i ts (~harter in 

18839 The story of tll.· fa:tlv_re revelals another course of dishonest management .... 

The fort~~es of the titution were blighted. by the 'sinister influence of a 

speculating president, 15} who was' ]?e'rsonally oonnE?cted. with tba OntariO Invest'-l 

ment Associat,ion, to 'il\i ioh funds were loaned. until the reserve of the bank was 

wiped out. 

of the ban..~ 

(16) 
states ... 

Perceivin the poor oo~iition he completed arrangements for the sale 

to the Badk of Toronto, and departed for some corner o~ the United 

After all debts were ];Iaicl. $90,000 of the pai.d-up c~ ital of' . 

---~-~.-. -'._-. 
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'$241,000 was saved fa I' th e 1'8 • 

The liquidation of the n t institUtion that GomEl's under our notic,e 

was not so creditable. The Central Bank, also a young institut ion, sus­

rended on November 16th, 1887 7 and a most discreditabie business was 
(17) 

wouihd. up.. One and tVJO. pe cent p an exi:ir,a.ordinary rate of interest, 

had brought in large deposits Central Bank,; Promises were mad.e to' 

small towns surrOUnding Toron a branch would be located there if 
~ , 

a certain am.ount of stock weI' subscribed... B1.1Siness was pushed and a 

large c lrculation put out.. S me customers, part:lcu.larly directors and. 

brokers, received very large vances and the manager lent large sums of:' 

money elsewhere on inSUffiCiert, security., The nefarious sch~es and 

scandalous methods, in the endeavour to get business, sunk the $500,'OO() 

capital and. th~' aJ?Ount of theldOl~ble ,U,$1):i.1.ity.. The evidence taken at 

the Central Bank triaJ. which I ollowed. show:eid negligence on the part, of 

the directors.. They were misled. by ,the falsehoods of the manager i;nto 

believing that all was ,well wtth the instiiiution' over which they.s~~u.ld '11a;e 
, (18) 1 ' 

had control.. The noteholrers were p9-icl in full and the other creditors 

received 99 2/3 percent.. If more reasonable salaries had. been paid to the 

liquidators on this failure, I he other thh"d,; of a cent m:I.ght, have been saved. 

... t' . t' (19) ,,0 he credl. ors. ' 

The last of the failures during the period. 1881 to 1880 was that of the 

Federal Barik~, As was reveale at its reorganization in 1884 this institution 

had an enterprising and. inge ious method of increasing' its cC:Q i tal. The bank 

had held. six thousand. of.' its own shares an,::l the Commercial Loan and. Stock CO;' 

was accustomed to borrow the fUnds of the'batik to purchase stoCk which was 

then returned to ,the bank,,( ) This was nothing less than a serious evasion 

." tr.'""',".; 

~~~~ 

" 
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of the ::Oa:i.'lk Act .. general-manager' ~esigned in 1884, this condition 

of E?.:fi'a,irs wa.s discover,d. and. the maA~hine which lneL manufactu.red $600,000 

in July, 

The :public found out that something was wrong and. , 

dollars had to 1::e secur.ed from the other banks to ' 
, / 

meet the run that oocu Losses in a Mic:h:igan Itmlber transaction and 

bad. loans in ],Irani toba ecessitated s. reduction of the capital by half, or 

, ~ ~ (21) 
to ~?1,300,OOO.. AS er this it seemed jGhat there was to be nc) more pros-

psrity for the Federal Bank", In 188,5 the stock was d:1s:credi ted and fell 

below par. In January 1884, the b~ll1k was called'upon to redeem $210,000 
• 

of notes and.. to pay ~~l 421,000 of deposits.. The banks of Toronto came to 

the aid of the Federal Bank, furnishing the money to pay off all liabilities 

on the one c ondi tli:.on t _at the bank would. wind up with open dooz's.. The Tor ont 0 

G ' 

banks were content to wait for repayment until after the liquidation of the 

assets. This was don to avoid another i'ailure, for caning after the disasters 

Of the Maritime, Picton, L01'ldon and Central Ban:ks t i t wou~d have undoubtedly 

caused. a bank panic", This is an instan ce Where the Canadian banks used. 

their cash reserves t prevent a condition in which three or four't»nes the 

amou..."lt of their' rest . ou.ld have been need.ed to still, the :popular clamor for 
{22} 

pa;yrne11t <!! eho1ders 0 f, the Federal Bank were savecl :from compulsory 

liqUidation and. were' iven an opportunit;1 to, liquid.ate to advantage" Besid.es 

this, the business co :unity of" Ontiario was protected. from the costly 

d.erangement incid.ent 0 a banking l?anic and. a sudden contraction of discountso 
~~ 

4~ A feature of the failu,res of this pe,riod.., that is worthy of notice 

is the fact that all 'lere banks of but a, few years of bu:siness.. The EXchange, 

Mariti.'!!le, Picton eq.eral Banks commenced. o:perat~ons in the period. 1870 .... 

t74, while the Centr 1 Bank.. a.nd. the Bank at" London received. their charters 



21 ... 

s,s late as 188.34 ilures illusi.rate the concentration tendency 

in Oan~dian banking hista The new, local batik cannot successful~y 

corn}?ete with the· b1eanch 0 the larger :Lnstitution... More branches., not 

new chart ers., n:e at with e growh1g need.s of our country'~ 

\7hen end.eavouring to the causes for the failures .Of any period, 

althou&~ it ~as a season f hard t:i.mes and.. depression, it must be kept in 
I 

mind that 0 rdinary y and cautio:n would., even ina bad :pertod, avert' 
. / ... 

a bank disaster. ::c;:articularly trUe if ~he instit'lltion was of a 

respectable size.. A. fin- depresston is. a period of trial to the manage-. 

ment' of a bank, and those that are poorly or fraud.uletmtly· managed have the 

poorest chance to survive Therefore, while remembering that the years 

under discussion were yea s of hard t TIlleS, we will look for a moment at 

the more immediat~ and pe of the failures~ 

Of the seven banks 0 the peri od, one, the ·Pi-ct·on Bank t was a very 

small institutiont several of its largest debtors failed, it 

~~ffered danger~us of cash resources? whiCh placed it in such a 

crippled condition was only a matter 0 f time before it would have 

to close its doors~ The icton Bank lost in the struggle for the survival 

of the fittestQ The s for the fanures of the other si xinsti tution s 

were o.i shone sty and.. reckl The Exaange Bank was poorly managed and. 

its president speculated.. reckless manner .. The cause of the fa:tlure 

of the Maritime Barili: was he inability 0 f the manager.. Heavy loans were 

made on insufficient secu ity, and to recuperate 'for the losses incurred, 

speculation, with its U8U lly disastrous results, was tried.. The story or 

the Bank of London is als that of a dishonest ana_ speculative president. 

The Cer.~ral Bank was an i stitution of dishones~ methbds and nefarious schemes, 

._-- -------
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and. these never.prosper Q The ederal'Bank had. a dishonest manager and when ·this 

most damning circumstm1ce of' bad loans, failure and. 

disaster is the lOgical outco 

We may say that the f'ail down to and. inc~luding 1887 have been Que 
{23i . 

to faults of' IUractice and not def'ects in the system. ,Legislation has not 

prevented bad. management and a.uct and has :not saved the shareholders f'rom. 

loss, but laws are not expecte to do sOo ~rhe value and security of the system 

can be seen from the losses to creditors .ani the Canadian banking system has 

miniIilized their ~ risks. No holder of:" a Canadian: bank note suf'fereci . 

in the period now und.er discussion, or sinCl9 1881.. In three instances, the 

deposi tors were not paid in ' 1, a1 though one of the· ban1~s (The centra.l Bank) 

was able to pay 99 2/3 percent'!> The Exchange and. Maritima, Banks paid 6~ 

• percent and 10.6 percent respectively", In I~mnclu.sion, although several banks 

did. 'not meet all their debts, 
• 

seven years previous to 189~, 

govennoent and all other crecti 

two million dollars, 

at the expiration of that peri 

not eO. authority s.tates that in the twenty-

hat the total lossl to no·teho1ders., d.epositor51 

.. 

due to l:;ank failures, has, been less. than 

of the liabi1itie~ of the Canadian banks' 

(24) 

It might be significant to not:ice tha.t only $163~552 was lost to the 
(25) 

noteholders.. This sum is 11 that has lbeen lost. on bank notes since Con .... 

federation, and as no mo·re wil ever go unr~~de~med, on acc,ount' of' the first 

lien clause and the redem-ption fund 9 we may make the statement that, whereas, 
( 26) 

we have today in Canada a ba:'lk circulation of' over $94,500,000, only 

$166,552 has ever been los:tto noteholders of banks opera.ting under Dominion 

Acts since 1867. 

The ultimate of the CaJladia.n: bank note, circulation had.. 

bee~ put. beyond all question b the 1egisla.1~ion of' 1881, which made the note"", 



holder's clatm a prior However, the ba:alc disasters of 1883 and 

1887 showed that there be a serious inteJ~ruption in the matter or 

immed.iate convertibilityo After both the Exchange Bank and the Central 

'Ba.nk had failed, tle' notes 
(27 ) 

ell to a discount of 10 percent. Th;is 

. meant severe losses to 1ilhose who cou,ld no t afford to wait 1'0 r the ul t irnate 

redemption.. In connection lith ~he ],[ar~time Bank it was two years before 

the liquid.ators were ready ~Io redeem the circulationA As a consequence 
(28) 

the bank notes brought as little as 40 pElrcent at one time.,. This 

trouble had. as it's direct esult the establish.-nent in the Act,Of 18'91 cr 

the bank circUlat ion redem,p ion fUJ;ld to IlreYSnt discount upon the notes 
, (29) 

of a failed bank between th of failure a.nd. redemption.. Each of 

23. 

,the Canadian ba.n..1.cs paid. int fund 5 percent of their average circul,ation. 

\'Tnen the liquidators of' a b ' could not :make arrangement s for the redemption 
I 

of notes within two montlzs , fter the failure9 money was paid out of this 

fund to the holders of the The paper ofa SQspended. bank 

draws 6 percent until t?e time set for ,its redew2tion. It was felt that this 

change in the Bank Act would prevent tbe discc)unt that had resUlted. after 

, scane of the failures in.th period we ha:~e jus:t reviewed ... 

The :n.[aritirne, London, d. ::Picton Balks were all very l?IDaltl inst:ltutiol1Sl 

a:nd there was a growing te dencJl'. toward.s malting ilhe' c.onditions of obtaining 

a charter more severeo Th increase of small banks, some started. by persons 

o:f li ttl. responsibility. ~ been prod.uot iveo f ;inOllCial "pid6d..s for 

which the' country had. smal1.' relish.,. We fiJ::ld. in the Bank 11ct of 1891 n:9W 

(30} 
requirements regarding the chartering of~ banks.. As before, the suDsc:t'ibed 

c~ital had. to amount to $500,000, but it was then required that $250,000 
.,' . . 

.be paid. up and d.epQS;ited w·th the'Minisiiier of' Finmce for four weeks.. After 
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I 
t::.,s,t officer was satisfie that all the requlrements were met, he issued. 

to the bank the cert ificate au.thorizing them to commence business.. Good 

evidence of the value of t'lis feature of the Act of 1891 is ':procured from 

t~e evidence from the d of 1868 to 1881. ,The Ba.nlt of' Acadia,' a fradulent 

cone: ern cf:t that time, had ractically no ca:pital at all. While nominally its 

ca:pital was~j500,OOO with ;~lO09000 paid ... up, it was sr..own during the invesi;iga,.... 

tion after the: failure thau re&,l capital did not exist .. 

The failures of Canad' an banks had another effect upon the' legislation 

of 1891.. The ,Dominion Gov' r:rment had e:tg?srie,nced a. hard t:ime in getting any 

lJayr.nsnt a:fl:ter the failur e . f the Exehange Bank in 1885".. Accordingly the 

GOv91"1llUen t c1a:im was made second charge 'UJ?on the assets of a suspended mnk. 

Several lJenal ties were add d to the 11s1; in regard to infringements of the 

Bank Act by any of the Five y,ears~ imprl2lsonment was made the 

penal ty for maldngG false r turn s to the 11inister of Finance.. Several.. of' the 

m~~agers of the banks that had failed h~m been in the custom of loaning money 

go brokers, directors and 0 special loan conT.flanies. The act of 1891 made 

undue preference an punis:r...able w~ th imprisotrment for two years", 

, Before ]lassing to the next perl. od 1893.:;i1905, it will prove interesting 

to note the success of the caJLls made' or.t the double liability of sharehold.ers"" • 

Vr.c.en the Picton, London an Federal Balks faileCL." tbe institutions were still 

solvent and accord.ing1y th shareholder~! were not asked. to make up any 

deficie:ncy,tll The double Ii bility was or.tly r>artlycollected.. from the share...., 

holders of: the Exchange aJ:1 :Maritime Ba!:tks" By reason of this, only 6Gt perc9!llt 

and. 10",6 respectively were paid. to the ord.inary credi tClr"s.. Af"ter the Central 

Ba;r~"'{: fa led. 99 2/3 percent was returned to the d.epositors and. this was made 

possible by the success wh c1'1 attended., the cal.l on the ,double liability of" the 

sharenold.e'rs.. The cond it i n of the af"fairs 0 f thi s bank was sob ad. that the 

resm ts might have been ve y serious had, not 'the shareholders maie up the 



the d.eficienc~T JGO the cr di tors .. 
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CHli..P~2:2lli 1 V • 

Failures between 1893 an·i 1905 .. 

lQ The value 0 the circulation redemption fund had its first test 

when the COl1~"1ercial Ba. of' loIanitoba failed July 3rd, 1893. Although the 

institution was ran wit a view to, the development of the country it 

extremely subject to lo1al influe:nce. Accordingly when there was no 

ove r accept ane e a fit s 1 ate s at par aft e r ·the failure, the efr icaoy 

reoant banking legish'..t on was proven- ' 

trouble 

of. tlie 

A firm of financia agent::! and. private bankers in Winnipeg secured. a 
, . (I} 

charter in 1884 for the Commercial Balli': of 1Ianitoba" .A. man by the ns."Ile of 

lIacarthur, who was. at t _at time local' manager of the Merchant~ s Bank was appOinted 

presid.ent and general- anager" His policy was aggressive from the beginning .. 

Reckless develop!nent 0_ bus.iness was the r9sul t. and. the bank soon took on an 
insecure posit ion, all on account of the foolish enterprise of a single iniividual .. 

lIacarthur believed in ' he develop~ent of the country and the failure is ±E directly 

attributable to his il .... advised. or incapal::>le administration of the bank~ s 
" 

lending resources <0 (2) The ayailablE~ fu.:'lds were soo·n tied. up a.nd to conceal the 

condition of affairs f ·lse returns were made' to the Department of Finance it 

ot J. (3}mh' d l ~ f 18~21 "''''t ..... t h d C" 1 t" "'8.Vla.. J. e n.ar W!l.ll",er 0_ J DrouO'-'- maute,rs 0 a ea.. J.rcu a J.on 

csme in for redemption ani 17iU'ge de]?osi ts were withd.ra.wn~ (4) Soon no more 

1 ~"" "t Id 1 . ".:l (5) t" b'"'~'" paper c ou. d be reUoe,eme ana. as corr(:Jspona..en s wou no onger aJ.u. n.e c..u..:>.. 

hai to suspend.. nominal assets of $1,854,000 to meet lia.bilities 

a:.:loUllting to ~~1,344?0 The authorized. capital was $2,000,000 with but 

,f$740 9 000 subscribed. d only ~~552,000 pcdd.-up .. ('7) .A. .reserve fund of $50,000 

was ;proba'D1y fictitio Circulations. due to heavy withd.rawals had. run up 

to 3419,000" 

Liquidation wa;s roceeded. iNith irmnedia~ely" The notes of the "d.efunct bank 

- --.-----.-.---.. ~.- --', ---_.- --, 
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/ 

! 

,JV"er fell to a disoount and on Se:ptEllnber 16th those b:eld by the :public were 

redeemed.... Canadian baliks hel the notes' at the :set rat,e of interest until the 

liquidat6r got the affairs of the bank in 'better shape.. Realizing on the asse,ts 

proved slow work and for sane time, the depositors and other creditors received 

only an 80 percent dividend,p ( ) Ultimately, however, the debts O:L the institution 

were :paid ll1 ful1 9 (Ud in all probability 'the owners may recover 2~ percent Of 
(10) 

their investment" 

~he location of the bl connection with this failure is not a difficult 

matter.. Recldess entelllrise and. careless loans, willa.lwa.ys pla.ce a bank in a 

precarious position" Vmen t e institution is but a small one and when it puts 

too much attention on local fbirs, such a proced.llre is eXtr_ly d.angerous 

and in the case under discussion it culmil::tated. ,iisastrously.. The fai:lure does 

not throw discredi t on the cLadian :aanki~~g laws, for nothil1g can :prevent a man 
a 

from tying up a bank2 s fUJ:lds in poor investments and bad lOans... As long as bank 

shareholders and d.irectors p ace their: in;gerest in the hands of: over-ambitious 

and recJr..les's managers, so 1 g will there be back failures, ~f there is no com-

petent supervisionJO. Direct keep awatch:f'u.l eye' on managerial activities • 

.2... The history of he failure of the oldest French banI..:. in Canada is 
• 

a story of a few years of r&ckless management }If"l:;er ha~f a century of sound 

banldng. La:aancrde' du. peu~Ae~ which recedved its charter in 1835, suspend.ed. on 

. July 16th, 1895<1 The beLieved the institution to be a strong one and. 

their confid.e11ce received. a rude shock when the news of the disaster. was spread. 

There are also s:pecial eire stances in (:;onnec;tion with this failure Which 

make it both unique and interesting~ As La. Banque. iu Peuple was dolng business 

under a Royal Charter, the e was only a single liability on the :paxi; of tm 

shareholbders.· The directo s of the' oa:nk:, however, had unlimited. 1i8.oili ty.v{loil 



For a fev1 years before the suspension therl9 had been -considerable friction 
{II} 

. between the directors a.nd the g neral-ma:nager, a M .• Bousquet. This gentleman 

was personally intere'sted in se eral outsid.e enterprises, and ad.vanced large loans 

to them out of the ba,j.1k's resou, ces. Some. of these ad.vauces were unwise and 

(12} r excessive. The d.irect.ors c mplained and. threa.tened. but it seems that they 

d.id. nothing for which they are uch to blame" In the first week of July , 1895, 

when Bous~uet resigned., the l'Ub~iC became suspicious and. large withdrawals of 

d.epCllsits were made. The directers were alarmed.. and invited the other banks 

to an inv.est igat ion 0 doors 0 en a million dollars was advanced La 

B::~e du :P~~...:.bui._~o insistent was th.e-'..1:!@. that thi's SIlll1 l~§..]eti bax.ely a 

wee:[\:. (l~) Meanwhile, the inve tigation ·had. reyealed an alarming stat'e of --
affairs. There were overdraft owing by d.irectors and. others to mor'a than 

. . (Jg1) 
20 .perc911t in excess of the pa"d-up capital~ The li"abilities amounted. to . 
--- {15} 

fp6,820,OOO, and. against them VI re nominal. as'sets or .$8,663,000. However, 

in-as-much as large real estate comprised most of the assets 

and., as the value of" these was erestimateil, the :In'luiry shovved that at least 
1_ ,. '. {16.~} 

two-thir-is of the bank's capit~ 'of $1,200,000 was los:t~ . qver one-half, 
{17} 

~on d.o~lars had been loane4 where real e~~_only was the security. 

I {lS} . -------.- . SuspensIon took place July 16th, l895~ .. 

Liq,uidation was· proceeded. with immedia:tiely~ Circulat'ion to the extent of 

$7B7,000 was, of" course, redee I d. first" U!Lder the'terms of" a compromise only 

~;3'~OOOO was collected from the unlimited liability of the· d.irac·tors. It soon 

. .' l . 
. apl?eared that payment of deposators and othE~r oreditors wC!uld be shO'~t worl-=: .. 

.:A::C:(~:0:.rd.~in~g.:l!y-=.on=-t:..:h:.:e=-7::... t.::h;:::.....:=-....><-:"""""-'Te~_·. _a_rr_an_g_E'.me:n~~as ma,d.e whereby the depositors 

were not paid for two years; s as to allow'the liquidato'rs to more advantageously - -"""-(1~rr~---~" ."._" ... w~~.<_ .... ~ ... , ... ·_, .. "~_·· .. ·",·w~ ... -,-,"!"",",,-,.=o._".' .. <o .... _~ ..... ~ •• :-- .,. 

realize on the' assets~ Th 
'-----------------------

depositors were to be paid. from. percent interest. 

In one year the liabilities we e reduced. to $2~86.6,OOO and the assets t·o $4,398,000, 

. ,/'", 

'r' 

/ 
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.~jd. a dividend o:t 50 percent 
(20) 

been paid ,to the d.eposito:r:s" , By 1810 

~he cred.itors had been paid. 7 ~ percent of their claims' and. ;ghe af:tairs of 

La :Banque du Peuple 'were ~ounL~ up., " 

Fer:- a cause for the failLe we have to look again to the manager. To 

loan with a lavish hand.,. to fiiendS wi ~h poor security 9 inevitably ties up 

:funds a~ places a bank in an uns"tia;g'le conditiol'l.. :Bousquet of La :Banque du 

30. 

Peuple. bad. out loans that. co ld never be J;",latuX"'.led<r Joolish bUsiness of a_ 

~w months destroyed a batiki~g house that had stood for 'over half a century: 
I " . . ',' 

The heavy 10CU18 and. the overtrawn OOCOUl~ts~ amounting to more, than the capital 

itself, placed. the instituti<Dn in the unfClrtuna'te position d.iscovered by the 

investigation of the other C adieu bank:l'. " The time had already come in the 

history of Canadian banking hen there was a demand for. inspection of he:ad. 

offices and. a constant checl~ on managerial act:i.v~ ties .. ' 
I , , . 

, 3.' In point ot: the inadequacy of the asset s, . the fail'9-re of La 

:Banque Ville Marie was even worse.. The second. French ba.:o1t to fail in the ----
period now under cliscussion I had its head. office in :Montrea1 .. ~ Th~_._~~~~~~:-.::.,. .... ""----------------.J-.;..--.', ---~,--,~-- .. , .. -,-~"'~"."-.. -~----- ~.- " . 

, , 

. told. the press that the fai ure was 9..y.§l_~~0 a theft of ~~58,OOO from the strong 
."."...- ... _., _ .. ""__ __......---.- "".......,..". __ ~ ~'r,--.'10 .... "" .............. --_"""" ........... ...,.-..... ~''''''''''-~ ... "'.-.... ~.,." '-.--'-_~. 

, , . : (21) 
bo:x: of tbe insti ttlt ion~ It seems that the :paying teller had been speculating 
.-.. -------~.~ .. ~ 
in bucket ... shops and. i"lhen 1 sing had, hel:pecl himself from the reserve held for 

redenwtion of circulation", He was triaa, for 'theft al1d. sentenced. to the pen~tentiary 

and. the accountant who Vlas charged. wi t11 criminal knowledge of the of'fense was 1e t 
'22) 

off on suspend.ed sentel1ce.. However" financiers of the day asked. themselves 

the question, why should. t e loss of' $513,000 necessitate the c10si11g of the 

doo:cs of a bank -vdth a cs; 1ta1 of one..half" a million,\> {23} The d..irectors' excuse 

for the suspension was' th1t it was d.one to anticipate a r~"'l on the 'bank vihen 

the public ~,ew of the .1o'fS'1' :But the Investigation of the" curator, appointed. 



~lFF---

~ 31. 

/:: the B8.likl6r~ s As~ociation, bJoUght to light the. real cause· of the failure~ 
. The facts d.isclosed instigatedjful"liher criminal :f":oceed.ings; thi,s time against 

Presid.ent "{leir.. It was shovm hat t.he bank. had beeu most fraudulently managed.9 

.Among ;,ther facts, the notes iJ circulation "ere consid.erably inexeess of the l? ."', 
amount authorized by law aJ.1d. ti keep this matter Cluiet the note circulation Jxt.d 

. . I .. . . (24) 
been unclerstated In the monthly rep~·"ts to. the 'GO"Irernment~· The courts took 

the view that the management ~J La Banque Ville Marie had. committed gross fraud.s. 
I . .. (24fr) 

and for his share, President Wkir rece ived i • .wo years in the penitentiary .. 

La Bat que :Ville Maie hlbe'eJl in difficult ies before. Back in 1878, pay... 

ment was suspend.ed and. the e ination that ensued. showed that heavy losses 

had been incurred~ (25} AccorJinglY the capital. erf: one million dollars was 

reduced. by half and busi~ess' rl s res=ed.. Gom etiti"" in later yea:rs he.:! 

mad.e euterprise necess.ary 9 an "ills2_ ]re sid.~nt 9 in his_ end.eavours_~eel2. th:.~ 

• bank on its feet cornz:ni tted. se eral irregu.la.rii'ie:s>v :He ha.cl opened twenty 
~M____ _____-:---:~--~--. ...-.-.-.~ ... ~._ ...... _' __ . ____ . __ ..... __ ... _'_~--.--- ' ..... _ ... ___ ~-.~ ... ~ .. 
branches, far too .m.e:ny for th amount of b1.:LSineS6 that was being doue It The' 

::::-:ust have ~ov: of t:::::iV:-:~~:-~:~:--~~:--~-~~~~-;iO~ 
~-'---'---:---''''''''---------:-----T'''''-''''~-'''-''---''''-'-------'- - ----

~he Jla:n];~J·jllB.l'li},Sl.a$. They I Vlere only toe) glad. to make use of the ~ppo:rtUllity 
. I .' 

afforded. by the th.eft~ to suspend. payment and. wind.' ·up. affairs ... At the time: of:" 

suspension the Z;,OOO, while the liabilities, mainly becau.se .of 
. . (26) 
ounted.. to$1??66,OOOQ- The ex.cessive note ... / 

) 
issue, which had. to be red..ee ed first, was the cause of" the' d.isgraceful 

liquidationa On on~-half of ithe paid.-.up cE9: j~ tal no -d.ouble liability could be 

collected, for the bank 1tseff OVl-ned. these shares~ The nOtehold.ers were paid. 
I '.:1. (117) 

in full but the d.epositors abd.other cred.j~!s reQ@~~ only 1~2 ~ercent. 

Ou account atively spea1ting, local busines,sll no general effect 

on ban."1\:s or CaJ:1 ad.ian was felt .. 

4.. The last failure. in the period. 1893 .... 190q was that of the Bank of 

(28) 
. Yarmouth, which cl.osed. its oors March 5th, 1905.. .' It was the suspension of 

----!... _._----. __ .--
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;he smallest bank in our system' hat broke in upon the si" yea:rs oct quietness 
( 29:) 

:m.d prosperity in Canadian banld g his.tory.. The Bank of Yarmouth was 

d.omiciled. in NoV'a Scotia and. as -t had. carried. on but a local. business, it 

had. not; :mI e::lq:J::mded. 'i'116n it filed. the ·liaoi1iti9lS to th~ public were only 

f~79~OOO.(30) The main and perJaps the' only cause of the failure was the 
. . . {31}' . 

large . loans and. advances to .. one mercenaI"l'J hou.se" . W .. :g. Redding and. Sons, 
. -~~----~~----~ 

of' Ha.lif.'ax" boot manufacturers, had. for years been receivin'g financial aid. 
--'--..,-----~-------.. -'--

from' of Yarmouth... This firm owed the ba.nk ill' 1805 .$490,..000, s: sum out 

of all proporiiumn to the bw..kt s means. The' :pa:i.d.-up c8:.J?i tai was $30(hOOO~ and. . [ -
(52) . 

the reserve was' only $35,OOO,,! To' put through a loan of s~ d.imensions, 

particularly with a firm of d.C~btf'ul standing, was more tl!.an poor banking; 

it was criminalJ'l- J ' .. 
On March 3rd t 3.ed.d.ing an 'Sons faiJed.ancL"it is easy to understand. that 

could only be a m.atte~ of dayJ when the Bank of Yarmouth. too would close its 

deo: s.. The Union Bank. o£ Halifai .was approached. with a view to ainalg;~:nation~ 
( 33) 

bu.t no th in g was d.on e., ..:A::::c+:.:o:.:ro.:.:"::i:.:n::::g::l::!iYc...:,~t:.:::h..,,~~,-,"," __ o.::k::.....:::h::::ad=-..:t..:o......:su=::;sp£..::en::;.d.==:---JO:.a:::",;c' ::.e::.:n=-t.:..' _t:..:v.~.o::..-

i:1...J.LJ.I;;:.jJ..I.U-""'-......... 4o.\rOOu...;;~u.-~t\.l..ub....:;;jv;.uhJ.!om""' .......... i..!!.t~w.as, : f' 5ll..a.ncially at least..~.~ 

related. At the t~e of ension deposits were $266,000, ru1d. circulation 
" (34) 
~~509000 11 A curator was ,a,fPointed and. he called. upon· the shareholders to 

pay the doubJa liability", The nominal assets were large (~~8209000}but much 
'1, ' . (55).. 

of' this was composed of' wort~J.e ss securities of' the Red.ding Con:rpanYil 

The double liability cal.l w~s successful and both notehe1ders and 'depositors 

'Were paid. in full" The af£L..rs of" the d€lfU.JlCt inst itution were taken. over by 

/

36} 
the 10::::13.1 banks in Halif"ax-o . 

, The report ~f the curdtor disclo sed some remarl>.:able facts. To keep the 
, I . 

stock of the bank: 'in a hea~thY condition and, i.o in'spire confidence in the 
,<-_-___ ---------ti

-----:---. .-' --

shareholders and general p blie, the diJ~ctors authorized payments of divirends 
_. __ .... _---,-,--_ .. _--------------
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" / , (3 ) 
/ v;rhen there were 110 profi tA~ This mean't a. S€lrious impa.irment of"' the 

capi tal.. To hide the relationship with th1e c,ompany of Redding and. S0116 

the losses were fraud.ulently concealed inthsi monthly r6fi~orts to the Depart .... 

ment. Bills drawn by Reddin and Sons on persons having no existence" were 
: '( 36) I 

purchased by the bank'9 ~he cashier-manager p T'-9 W" John St was arre sted 

anx charged with infractions 0 f the Bank .A.ct "', v. Poor business ability was 

1 
(erg) 

originally responsible for tie large loan to' the local manufacturer, a.nd in 

all endeavour to save what thly had a;tready sunk, more was loaned.. If the 

Banl-t: of Yarmouth' wished. to cbntinu,9 business~ this piece of foolish reck;... 

lessness' had. to be coveredlp and. dishonE~sty and fraud. were resorted to 

by directors and mana~r~"TLiS nearly always s.P€llls ruin to a financial 

insti tution.. There is no rekedy for t'lle trouble :peculiar to the f'ailure 

of the Bank of Yarmouth, for as long as b:Slllk managers' do dishonest deeds 

and as long as directqrs act like, dummies, so long will banks fail, no matter 

in what system or und.er what h.WS .. ".l~ t.:r C9-v-~ ,-VV..fI 2.J'I-::7 (},;cJ-- t J ,r ) 
In connection with the failure of the Bank. aL' Yarmou.th there is an 

I 

interesting fe?ture~ ke:pt the 'state of affairs secret from the 

shareholders and in had: lost for' them large sums 0 f money.. After tIla' 

failure, therefore, ,the sh eholders secu.red. 1,sgaJ, ad.vice and sued the 

directors for ~~e losses inic:api tal dU~ to "tihe improper, d.eclaraticn of 

diyidends and. to the last f ViI loans to Red.ding and. Sons.. After too, case 

had. gone through several co rts, the Su:preme Oourt of Nova. SC,otis. d.ecid.ed 

that the ,iirectors had. been guilty of malfeasance a:nd. breach of trust and. 

tho. t they should., repay the ividends tha·t had been unlaWfully declared., plus 
, • (40) 

the losses in the Red.d.ing I count s'wce .~i.I.gu.sti, 1904~ HoWever, in July, 

1908. a settlement: was art ved at be tween the shareholders, li qa:i<ia. tor. aId 

, ........... 
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EJId directors.. The latter repa d to the bank: the iSum of ;~32pOOO .. (41) For 

our present study th~ important point in con:n3'ci,ion with this matter is, that 

the cou.rts of Canada are ready to hold d.irectors of banks liable for'impairmen-t 

of capital o,f any unlawful meanJ" " ' , ':, , 

5.. The record of canad.lan bztnk mortali ty i~rom 18,93 to 1905 has been 

concerned. with the troubles of ial1 and more or les~ insignificant bankS9 

This shows the tendency in canada towards concerltrati9nll' The rapid increase 

in the :r.n'll:::oe2" of~ arnalgr.mations so speaks loud.ly of this fact.. ,An increased. 

number of branches of big banks will meet the, Canadian need. more easily and. 

succe"Ssfully than 'will a number of ,newly .... chaxte:;:~ed. institutions" On account 
, 

of' the fact that none but 'the c mparatively small lnwks failed., we may 

conclude that there has not bee- any large loss to creditors~ A banking 

authority s'Gates that ~ince 188J there has been no lOs~ to notehold.ers and 

that depos~ tors have ,lost about thre,e million dC)llars,~'( 42) Dur;ing the period 

1893 to 190s) there were four ba~ failures and itl two ins:tancesthe ,creditor:s 
, I 

suffered." Of course, the circuJlat ion of thebaJiks that failed wa,s prinJ.ptly 
, ,I ", 

redeemed.. The other creditors f the Ca:mmercial Bank of Manitoba and the Bink 

of Yarmouth were also paid in f The first-named institution had the most 

creditable 'Wind-up for there wa no need. to 'call on the double li~bi1ity of 

the sbareholders.. It was due .ttthe success of thls call that the creditors of 

the Bank of Yarmouth were paid full,;. The two FI'ench banlts 9 Les BanClues du 
et 

.Peuple (and} Ville Marie paid. 7 ~ percent and l~~- percent to their d.epositors .. 

If ±ke La Bm"ClUe du Peuple had. doing b'(;~sirless under a Royal charter 

and, therefore, had been subjec to the double liability clause, it is,pr~bablSl 

that the creditors claims could ave been met~ . In connection with La BanClue Ville 

i 
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I.:2rie~ 'because the banl:: itse f own'ed one--half of its ow:.'l stock, the call upon 

the double liability Was o111r'parti~11y sllccessful a.."1.d .. this meant that only 

a .sma11 part of the debts Vlere :pa.id. , 

72,-e two woras t1u:nwiselo- nslY 'Would cover the causes for the four failures 
---~----------- ---- --- ~ -------- - -- ----~-,-:-:-----,--:----------- --------------

of ~_~.:_~_~~~~--~etwe=:_~~9~,_~_-- d 1905", The 'banks were all small and business~/ 

had to be pushed. to keep pa e with the 1a:rger competitors to This me8.l.'lt 

that s;~i-;~l~ing·pl'in~~;~-':--:::-- sometimes fQrgotten<t . ~!l:manage::-~ the-
.. _--"'. '-.-~---"-- -_._-_ ... _---_ .. -----

Corxnercial Ba..'1k of I;Ianitoba was over-ambitious and: sane of his lOar:!;s turned. 

La Ba:n'lu d.u peuple had a bad habHof loaning to friends . . . ' 

~: :, 

on insufficient security." T 8: BanCJ.ue Ville Marie pushed out and secured. trade 
, ," , :., - ' '/ 

. vrhen a. more conserva·tive ba.k would. h2.ve held ba.ck~ The_Bank of Yarmouth 

loc:ued. a single concern a l

1

iger sum than its own' capitat on" men this 

amoUJ.1t was ,lost, s'UaSpension soon followed.. Poor mans,gement will al.ways send. 
'.! 1. Ol. 

a baJ.lk to the' wall 111 the flo g11 t for the S:UJ:.'yi val of the fifte st. 

6. Ba;nl-t failures, reviou8 to aJ:1.d. . d.ur111g ~he period, 'we have just 

studieC!., had. considerable e feet· on the :Barui: Act 1901.. La BaItCJ.ue VilJe: !;:arie, 

in pal'ticular't exhibited. fr udulent methods that legil;llation could correct" .. , 

It will be reme::lbered. that t~ s note .issue :Vias very excessiye and. it was felt 

that SO:!l8 regula. t ion should. be' made ~ ThE:c:1i3:!cula.tion redemption fund. of the 
.~ " . 

Act of' 91 had. maie the Cam); ian banks jO:Lnt guarantors of ea.ch other's notes --- -----
a:ld in the following yea.rt ~e Canaiial1 Baw{;e1" t s Associa.tion was :!-oa:--m~e 

Gover:r:uent ----
repor-'iiS that the, B<':'lll;;:sr t s ~ ssocia tion sa.w fit to demand. made it extremely 

;;:'ifficul t for a banI\: to oYe -issue as did .. La Ba::a:q,1.l8 Ville lfiarie.. This same 

instit"J.'Gion had." after the fa:ilure9 issUl:~d. i tSI own notes to favored depositors 
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thus c:::-ea/Ging a. specia.l lJri IEeged. class vlith prior liens. The .il.ct of 1901 --
mo.d.e it m:la;wful for any b~· k to issue its own no'tes a.fter suspension.. The 

new act also Gave the an Ba:nker~ s .Association power to appoint a curator 

"\7110 v{Quld. inve st igat e of all suspended. ba~lcso Often when the 

assets of,a. benk are SO sted. tha:t; :iJ.n;j:leclia,te realization is ~ impossible 

and. Tinen depo sitors 8l1Q. creditors are re.:pid.ly calling for settlement, a 

bX11c has a hard. time to off suspension. There are three 1)ossib1e forms 
_~l=------""''--_________ '_____ .... -

of proded.ure: securing of a, sistance, amalgamation, or f8.ilure. Bank failures --..... ---... -....... " .. -'---~~-... -.-.. ---. ~.'.-.~~--.~.-- ... ~~ .... ~------~.--.---~-.-.. -.. --........ ." ~~ ..... --.. ......... ,,~- ... .------
i11 C3112.a.a had. rous ·and. the 1901 Act me.d.e 'it possible for two --------------+---_ .. _----'--: .. _-_.,._-,._--... ,-... _-.,.-,--.. ,-.----,-.----.. '-.-.. -~.~.--."'--.. -.--"-.-
barks to amalglarnate without waiting for :specific: permission from the CF0-wn .. 
~ 1____ ...".._" .. _._~_,_ ....... " ......... ".,"_"_,-._ .... "'_,., .. ~ ~'"".' """' ..... v~'":,~ .. ""'_~~ . ..." ... _ •. ,..~~, ~~ ........ , .... ~_ ... <.......,._."" ..... """-. - ............... "..,."':" ............ "" ..... ~'- ..... ,.".-!.."~""' ... " ... ~: .,...""""." .... 
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ClI.APT.ER V 

TIle Ontario Bank Failure. 

lc:.ppi11;'; ani' it vIas tho c;ht to be in 'the interests of both to elualgar.nate. 
__ ---,.,...--....... ....,.. ..... .-...... ".,- ',._., .... ~."_"' ... 'I""'~ ....... . ,",,' ~.' _ '" ," , .. ", •. ;., .' '.... . 0'" '. .~._".,."" ••• ""' ...... '""""~.,.,'''''-''''.,~ •••• : .... ,''''.",, .. "',"";,, •• _,.I..'~"'~''O'''''''''''''''''''''~'''" ". ·., .. ~ ... 'tv.".M ••• ·'~~uI" 

a cl~sa~:~:!.., "~E:~:g(?_y?>l.". Ba.nl,~ ,made .. "~~,~,.:f~£. .. ,±:.Q;r.,.tl1@.,~§"19£Jf~,~~tLi:('HLlll:!f~.t~,~, 
-"~,,..... ' . 

~~7~::~,_!~.~,:;:,ft_.tl1J~-.:aoy,al .. ,B ~'qK.,QE~!:~~~"~~J?'~," "§. .. .9.gJ~,£tg.~£§ll±~'w"@~~~*~;".~~<~9: .. ~~,~,~,~ 

-t;hO"Llshts W __ Ch_*:§§.Q:a.l'_G.~S._ .,Jp.G~b.~,f::Rl"t!,"' The directorate or the" Onta.rio Ba.nk were 
",,,,,.7r", .. ,,~,.~~,,,,,,,,,,,,,,'·~~1"" . 

39 .. 

ad.vise-i to look to the ther Canadial:J. institutions for assistance i11 liquidating 

" 

12th, wlien a consiXerable qi.I!:pltity of the bal'Jkv s stock 

, (2) 
was o::'fered.. on the Toro to Exchange, the ma:rl~et price fell rapitlYllI, On 

the evening of the samelday~ the directors of the Ontario Bank held a conference 

in Toronto ,with the genrra!.-managers of the Other banks- The result was that 

the 3a..'1l<::: of IiIontreal Vlak ini!~ted to eope with the situation.. The banl{s of 

Ontario, 1:1 propo:stion a their capital, bacl.:ed. the B~c of Montreal with a 

g.:larante~ up to "22,500~ 00. This institution was to· tal.;:e over all the 

liabilities of the onta_ io Bal1k. ],·1r~. W. E~ stavert CIt the Bank of :Montreal 

VIas appointed curator aha. the: Canadi8.n Barkers! ltssociat'ion, as ,provided. by 

the .Act of 1900,.( 3} ap' ointed an AdYisory Board to act with the curator in 

tr.:.e liqy_idation of the ailed. bS1ilr.~ The Bank of 110ntreal pela. :~l50,OOO for 

t " (4j, d' "f . t" bl" .... " t"tih b . goo1.-w111 of he bu :mess.. iJ1gns J.n OI'ln111g ne pu 1C tJ.L1a e USlness 

-r:ould be taken over by he Ban};: of" Montreal were ;placed on all the bra.."1ches 

of ths Ollta.rio Bp-ak ear· y Satu.rilay morning, October 13th. The cormnenilable 

• ______ • _._. __ L ______ _ _ _______ •.. __ .• ,..._~._~_ .• _ ... _..r-r_ 
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,iacisioll of the Cc..."'1adi8.J: B;;mlcs to 112:1."e the institution that had. fail ed. 

lllluidD.te vlith open door s is responsible for the fact that, although the 

Ontario .Ba:.11;;:: vlas an old. concer11 dOing a large business, there was no 

panic, 3.nd no l''J.!l on e.n:.-; of' tile hrar ..... ches·<t 

2. ':'he case Cif the Ontario Bank is a splendid ey..a.mple of th e effect of -.. --------------

incornl';ctent man8!"'ement sind. of the failul~e of directors to supervise. It has 
( 5) 

been s2.id. that the Ontar io BarJk fiE::.sCO was the fruit of sheer inc emu . -etence .. 

, ,. 
... .LJ. 1895 1:1'" I\IcC~·il1 had been a 'JDO~"'1 t e d...,g§ll.eral-manager 2 but it was: no t until 

1901 that a.:r.rw a:r:rparen t ttr'ouble arose "--IB_thatJear he started s~ec ulating in 

United states securities and to co\!er _1!E.~h§: .. q.t~ers.ion· of moneys and the 

frequent losses, he infl ~:l:ied ·the current loans column in the :eonthly - .... -""'~-" 
state_ 

ments to the D~partment :>f Finance .. ~:he first sum lost was in the n -- ~rnoi">'-.-,...·=,..,·.·-.,."~ .. -..,...,..,--.-.. ___ ..... ,,, 
eighborhood 

""'""'"""'0'!1\lI!_ 

of ~:)200 ,000, but YJiDOn th3 sub stant ial SUI1l. 0 f ~.~'4:;t,§"~"§'pj'~,-YL§&i~~.h~J.l_ ___ -u 
~ 

_,="""""'-..... ··,.,..,...,.·· ... ..,"...,~7~ . 

York "bro.Jl:e.:z:s,.s and not ou: ~L9n . cur:~_n t ... };,2.§~_ .. , .. ?:.@'" _!~~.".!:~~" ing.ui-qa t?_q,_~ ~-•...... - . '''-., ... --~~----;..-
( 6) 

Mr. 

,~ . . . . ~ . '. . . 
.l;lc3-~11, lil iUS ovrn d.eIence, clawed. "Ghat ne receJ.ved but little help Nom his 

directors and. that he thlughJ
ij that this speculation was i~ the i~terests of 

'1 . 

. 
These diver"Ged.. sums of money aP.l?ear in the bank's 'books, as loans to 

l~ew York brokers; but wh n a corDmission wen't to New York: after the failure, 
{7) 

they received.. a denial q the fact t112,t arty brokers had. borrowed.. money I!< 

3vid..ence gathered in tha city, sl~\~d. that McGill had put the bank's funds 

in the hand.soi these me ; "Ghg/G he had. bought in riSil1g markets and lost on 

the decline" At the sr..a eholders' meeting in 1908,· it ~tated. thatt in 
.8)" 

many !.?urchases, Hr. EcGi 1 had been thuricJl:iim of ir-e,ud.;.· As before mentioned. 

the 111allaE'er had to i'alsi y the monthlJl reports, so as to 'deceive the sha.reholiers 

EmQ directorsA On Octob"r .19, 1906, McJil1 was prosecuted by JGhe Canad.ian 

B<:::ikersv J..ssocia:f;ion, in concert 'with the Pro\riDc~al and Dominion Gov.-ermnents,· 
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[or u.nla\vfu.lly making to the :Uni ster of Finance stateme1)ts and returns \',hioh 

11e lrnew to be false ... · The COUrt9 on ·this charge, sentenced him to five YS8.rs 

in the penitentiary, for i tas: proved. tha·t he Viras mO~'e than incompetent; even 
(9) 

criminally gtl.il"uy.. J?residel'lt Cockburn of the! Ontario Bank was pro::',ecuted.. 

at the s3IIle t;,ne, under the !axge 0 f signing fclse statements dur ing tlle.· 

years 1905 and 19<06, bu.t in,... s .... muchas it was ShOWll that he had done his 

duty fairly well and was not. ",uil t.y of roguery t he 1lias acquitted .. 

Accordingly, one might s y that the chief Ciause of the Ontario Bank 

disaster was the incompetence and recldessness of' the general-manager_ 

He was foolishly and criminally responsibll3 for·the 10s:s of a.lmost all 

the capital of the bank throu-h. speculations which he thought miGht retrieve 

the fortunes of the lns;titution he represel:lted-l> The 5.mrned.iate cause of tla .., 

suspension, as ab<x~ outlined, was the ascl3rtainmentoL this fact by ·the . 

agents of the Royal Ba:o.k? whe negotiationls for the purchase of the On.tario· 

Bank were opened... . I . 

The iiirectors were aston~Shed. when the actu.al. condition' of affairs was 

revealed. and here is the key. 0 another bu·t; minor Ca."ilse of the failure", The 

incompetence of· the directors was not theea:u.se of the calamity but their 

,negligence allcwed the disnon st course of their manager to c-q.lminate in 

ru.in1 lIr. I:.TcGill's trial.. bro gIlt to light the f'act that the .directors of 

the OntariO Bank exhibited a ~el1b,ble failing to .a~:preciate the impm:tance 

of .thoir 
'(lO} duties'!'. While they were not I:}riminally negligent yet they did.. 

in their functio11S Js of:'fice~s of the bank" And. even after the not fail 

unstable condition of' affairs was pointed out by the directors 'of the Royal 

Bank, they should not have b ee:n in such a hurry to place the Ontario Bank . 

into the hands of the other Canad.ian banl-l:s:. Knowing, as they did, that the 

trou.ble was not due to the 1 ck of regular business~ the d.irectors and. 

i , 
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shouJ.d have mad.e leome' attei1l1)tat least to save the situation without 

: I a failure", 
! . 

39 Curator sta~ert and 

of the Ontario "wk immediftalY 

the Advisory Board proceed.ed vli tl1 the lig,uidation 

after the. failure.' ~he shareholierl:l 9 as a 

body, wore not pleased wit the sudden e:oJ.o of their int0rests to the Bank 
(11) 

of }rontreal~ first meeting after the suspension,,' they aPPointed 

a cOllir.littee to get, all IloS ible il'lformation from the curator and other 

sources as to the finanCi} cond.ition of the bank .. The committee were also 

to secure lega.l advise as . 0 the right, of the sharehold.ers to recov'er from 
, , 

the directoll's what they h d re: nni tted to be l.mprOIlerly diverted from the 

capital account. The bal oe sheet of the Ontario Banl-c for Uovember 3(Oth, 

1907, was pees,ented to th shareholders at their annual meeting held 

Decembel' 12th. 

Balance Sheet, Novem er 30~ 190'7~ 

Assets ... 

Bond.s Dnd Stooks ,', 

Real Estate 
, ' 

C'irculation Redemption d 

O-I."erdue Debt.s (Estimated) 

Rediacm.mted. bills 

Balance 

Liabilit,ies. 

Balance d.UG other banks 

CirculatiOliJ. 

Depo sit.s 

Red.iscounted. bills 
. I. 

Reserve {Estimated. 

.. ", 

" , (12) 
(Thousano.s omitted.) 

, . 

~ .' 

., 

~1O 

292 

'70 

491 

950 

215'7 

4271 

1910 

133 

27 

950 

150 

" 

\~ 

. , 

t 
t 
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cont lnued) 

capi tal 

4271 

The report 111dicated urther tha.t there had been a lose of ~~~230,OOO in 

tradil1g in the bSlll~9 s ovv11 hare s; that ~l:l, '7 84,000 had been 10s;t in trading 

in other securities; and t at bad d.ebts to the extent of :;~312tOOO had been 

written off~ The est~telloss on d.ebts Vlas :))620 11 000, F-alld on current loans, 

:'~150,000; altogether, taldlt~ in a few,lllil1o:.t' items~ a total of ~?3t205,251~06. 
')700,000 had been tranBfer1ed from the rest account and $294,000 from the 

profit and. loss account~ , ·~1.ile insurailce realized $51,000" Subtracting 
. . . 

these sums from the total losses, we hp..ve a net loss of :J2,157,546,,18. 

Sir Edward 

the statement that the 'liquid.ation of JGhe Ontario :Balik: was proceedi:i.1g'wi thout 
( 14) 

'any loss to either the note~ old.ers or the depoaitors~ A. noted. authority 

quotes that the lis.ui~ationlof' the OnJ"ario Bank was a profitable, venture for 

the 3alik: of Montreal. The [8cision to liquidate ,with open door.s under the name 

of scr.J.6 other Canaiian: bank meant J?ractic~ally no expense to the cred.itors 

in ..... as-much as realization o· assets Vias (~oncerned.!: 

The sharehold.ers of th Ontario Banlt were i.'>1formed at the 1808 meeting 

that liquidation sh01l'ed. tha a partIiLif :not all" of the dOuble liabil.ity would. 
, (15) 

be called upon,.. During the thiEteen months, comrriencing Uay, 1907, the total.. 

assets had declined. from $3 832,000 to ~~~:,657tOOO? and the l,iabilities had 
(16) 

decreased from $3,576,000 t $2,501 9 000. 
, . I ' , 

Li'luida tion had not pr~ceed.ed very rapidly dur.ing the early mon"tihs of 1908 

and. on SeJ?tember 16th, the Jl1areh01ders met to discuss the condition of the 

bankYs finances and the ad~Jsability of appointing a liquidator to wind u~ the 
n (17) I 

affairs of, the bank'!' 'Trie reJ?ort shoVJed. that the value of the remaining 



Q.SS~)"~S YlaS r,~1,62490CO, Gn-l, the liabilities were .~2,405,92'7, or a loss of 

T~1e sJ:nrehol;lers ru:i dire tors appobte.1 the Royal Trust Company as liquidator 
(18) 

and of this choice the or ditors approved4 Liquio.ation proceeded more rapidly 

and it was 8.mouncea. in 1~ vember, 1911~ that the S'Llin of $1,123,OCO had been 

received. from the shareh01 ders of the Ontario Banlc on the call of 95 :perc:a:et 
( 19) 

of the .1ouble liability i. ~s the full amount of assessable stock had a :par 

;;:;'OOtlt ~n009COO had been p It was s'tated. that there \VSs a small return in 

prospect for the holder's, as thE) sum in hand was more tha:n enough to cover the 

u.nsettled.., liabilities,,' 

There ha.d been 8.J."1 rt on the p,s.rt of ,the shareholo.ers of the Ontario Bank 

to sidestep the double ili'l;y", They e~tered. a claim against the Bw.k of Montreal 

to the effect that, at t lrne of susp(~nsion, there had. been a cCItI).:plete sale of all ' 

the assets to that ba.'Ilk, a d that, the-refore, this institution could. not caI..l on>' 

the double lia.bility.. Off"c'ial Referee Rap}?ele held: that the Bank of llontreal was 

ej,1t:i. tIed. to r8J:l.i.c as a credktorof the Ontario Bank for amounts advanced under the 
(20} 

s,greement by which it had arried. ou.t the liquidation" The snareholders were 

thus called uplJ'n,to pay th shortage so that the liabilities could. be met. However9 

tJley appealed. and the d.eci ion of', the rE~feree was .u]?helcil' The' courts decided that 

"there was no sale, for the Ba:ll-r of ]:Io1)tJ:~eal would not so hurriedly buy u,p so large 

a l:lUsi:1SSS, nor diel the ,s_ reho1ders allcl directors, at that time, Wa.l1t a complete 
(21) 

88.1e out merely the best VI y out of the difficulty ~ The Court of A]?p-eal up-

held this .:1eci810n in },l.]?1"i , 1910,and this result was in turn ll:pheld. by the higher 
( 2~),) 

COlll'ts in November of the mne year •. 

4. \Yhen the sbare. elders met in J)ToYember, 1906~ 'just after the. failure, a 

co:c:r.r::ittee Vias af'lloil1ted. to secure legal advice as 'lio their pOvver to recoyer from 

, I 
I 
i 
, 
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,the ~,-ireGtorsQ A cl[;.i. W8.S filed in December, 1907 t ill the suit of tIle Ontario 

.3~6·~ vs Hs d.ireotors g to the effeot that the directors had., at the tj]ne of sus-. 

.P'311Si011, represeD:ted J~o. the shareho1iers that they had 8. reserve ofj700,OCO,. over 

~:d. ::bove tJ.!.ec9,pital ~. nd. ti12.t the sum of $661>861 stood to the credit Of the profit 

8:nd. 1088 aCOOi..mt. The claim stated. that the directors and pres:Ldent had. not truten 

C8.1~e to }?reseI'YG the f' nds an·i e.ssets of the balk and that they did not prevent 
" (2~) 

the :L::l:98..irr1l8nt of cD,pi 2L by the lia;yment of unearned. dividends to shareholder's .. 

Ha:r6ver, as not sllof the def8l'ldi.nlts \lvere then in the cO'Vntry9 the suit was not 

l)l'esSed. 0,:1d. in 1908 a orrnittee was al)pointed. to decide whether or not the share­
(25) 

holcle:rs \liould prosec"J..tthe directors... But whereas, previously, only ~187,500 

i te:.J.s:- Capital ilnpair 

and. 
~..:", .. 

. " . ".-.".1 .. 

he claims amounted to $.400 11 000, based on the follo'wing 

5. 'by allege.i improper dividends? $783 p 24'7 ; loss in specula,... 
(26) 

os,s in purchacse of the bank's ovm shares, $270,663" 

::i:he defend.ants in thisac.tiol1 were:-, g:~ R~ Cockburn, D. MacKay, R .. D .. Perry, 

{27} 
::i::~e committee dec d.ed. in February" 1909, to continue the action", They 

were doubtlessly infl need by, the decision in the Bank of Yannouth case in wuiCh 
, (~B) 

it 'was held that the i reco!Drs were' responsible ... 

0.. !n co:l.mecta.on 'Ivith, the cliaaster, at present under discussion, it it? 

not a die ficult ta.sk tolay the blame at the right doors~ Brie:f'ly, each of the 

se:nerD.l .... mar:.ager~ the J?resident~ d.irectors and sharehold,ers are to blar.'le for the 

failure of the Ontario Ba:r..k. The ,shareholiers exhibited. an extraord.inary lack 

of i:ltsrest iIi the aff irs of the ins,tit:ution, reposing .too trust'worthy in their 

f&:.."th in their officers. The manr:.ger was illcOftlpetent 9.n;:1 incompetency led him 

in-GO cI'iminal actions in his effort to save the situation:.. The president. and.' 

5.irectors were too neO'.Ligel1t 9!:1.d easy-going and. hence were sued. a:rter- the failure 



the shareholders" 

All will admit that G neral ..... Mru:J.ager IvIcGill must bear the greatest burden 

of coniemuation. He was i competent and. rec1:1ess and through heavy plungings 

in Hew Yorlc stocles he lost all the c£:[Yital of the banl-c~ To cover 'this up and 

to have the bank apl,ear to be in a flourishing condition, he purchased the 

bank's O'WlJ stock; he ann oUl cea., unearned dividends and. he falsified. 1ihe monthly 

reports to the government. 

Directors are always esponsible? and ·l;b06e of the Ontario Bank were 

Vv"ere aware of t1:e. batIk's p cflase of its ovm sitockli' Last ly, the foolish 

speculation and. false state ants of the Inanager would never have t~~Bn,place, 

'or at least continued, if the direc·~ors had. held an inspection of the head 

oi'fice'l' For these fa~ts t~f\ yare mor'ally responsible .. 

6. For a remedy fo these misd.eElds, a compulsoryinsp6ction of head 

office and manager's bool!:s y the directorate will suffice ~ il:Ib.e directors 

and. pres ident must be. aware \0£ what· the onicers 0 £ . an inst itut;i:.on are dOing 

with iit,s f1:!nds.. They m:u.st Jot. go ahead blind.ly, with no knowleclge of the 

bank's inner workings~ Reprtsshould. not satisfy them; they should see for 

themselves... To make direct rs more res-J?onsible, negligence,' ,should. be a ' 

nominal offense and dealt w"th a.cc:ord.ingly. 

The miserable fiasco 0 the Ontario :Ba.nk. faHure stands as a lesson to 

Cru:ta.da~ tllat 'was not soon The disaster was the first big failUre , ! 

in later years and ona woul think that this e:z.ample would. be enou@;h t Ol?reve~t 

any future diShonest 'manager frou carrying out nisf~aud.ulent designs~ 

References .. 
'., ~ 

lt' :Monetary Times, ,October Oth, 1906. 
, .. 

2 .. Monetary m· :.L,mes, October Oth, 1906. 

3. Vic. 63 and. 64, C. 93, S 15 .• 

"" 



47 ... 

A :\:onetf.\:~;l Times!) Octo' er 20th, 1906". ~::: >b 

;:;;. 
",,0 ~,I9:r..et[tr~.r r~ i:!:18 S , Dece" .ber 15th 9 ~Etk 1906. 

O. 1:': on e t c.:!"~7 Times, Octo: er 20th, 1906. 

'7 .. I;: 0::'0';v z.:cy Ti22.8S, Janu.- :;:y 5th, 1907 ... 

8. 1:01:e t 9:1."~7 T :L"l16S, Sept Zlloer 19th, 1908.., 

~Qe LIonot::.~ry ",. 
J.~mes, Jan ary 18th, 1908. 

11. l.iol'!et a:;:"y Times, 3rd., 1906. 

12 Q 1:011e"1::ary TinGs, DGCemD0r 14th, 1907;, 

13", l:onetary Tjm"'"s,I Decenber 14th~ 1907 ~ 

2llt - ...... ~ L1onotary Times 9 14th, 1907 .. 

14t· JOhi1son, J. P., The "Ianmian Ba:J:ik:ing Sys:tem, :po 124~ National.. :Monetary 

Cc:rnrnission, 1910 .. 

15 .. I:;IonetaJ.'Y Times, MarcQ 7th, 1908. 

16. I\!on at ro:y Tilm. s ~ July 11th, 1908. 

17. I.: on. E~ t m':;~ Tirces, sept ember l@th? 19080 

18.~ l:o:r:e~G8.:ry Times, 19th, 1908" 

19~, II 011 e t 2wry Times, NOlte .ber 11th, 1911. I 
20" 1:0:1 e tDJ:y m' J. UU6S, 23rd., 1910. 

21~ JI.:onetary Times, A:pri 23rd., 1910,0 

22.. The Official held. that th.:: agre~ment was binding upon the Ontario 

.:lers.. The Cou.rt of" .LiP};S: D1. held. tho,~ the transaction 

bad. ooen beneficial '?-1d. m't811:taesous a.like to all 'parties.. It bad. been 

en"cered. into in good fait.."l by the directors and the: 9rrmgement was l10t 

Deyoni Jijheir powers~ 21, C. L. R·~, 1; 15, o. w~ R.~ 913; 1, O. w- 1{~, 66SQ 

\" 

23 c. The ?ri'vy COlmcil heild. that there wa.s no sale by the Ontario Bank of the whole 

or par-!; of"it:s asset wit..1.ill the mea:..rling of the Ba.llJe Act, that it was an 

e.Tr.:;;.,n::;emDnt which wa wi thi::::t the powers of the dire'ctors to- enter into, and 

-_.-. __ . ------_ ... _ ....... -: .. '~-'--""""'" 



7 
/ 

,/ 
/ 

/ 
that it was binding; that the Bank of Montreal was entitled 

proof of its cla~ again It the estate of the Ontario Balika 

to ID.8Jre 

Appealed 

Cases 82; 80, Law Joum'"' of the Privy Council, 83; Appealed.' Cases 96; 

103, TiJ:J.es Law Repor-ter 27, T m 
..;...t _.' J.. ,'It 55; 31~, C. L,. T., 36 ... 

24 ... Monetary Times 9 December 7th, 1907.q 

25 .. ' 2EIone tary Times, March, th~ 1908 (t 

26 .. ' :Monetary Times, ',' 

2'7,. J110netary Times, Februar:;13'th', ~$09." 

28. sta;veri:; v LOYitt et ali 42,J~!. S. E., 449,'0"', 

: ... ; .... ,,' 
" .:.. 

" ' 

."" 

I , 
":.:," ... 

"'",', 

, .';. ,~ 

• i'" 

, " 

",' . 
"'. 

"" ...... 

~., ';. ~. , " . 

. , ' ' ~; .. , , .' .... " 

~... , ~ " .. ~ ",", 

.... jj.:, ", 

" 

'", """ .. ' ... ,., .. ', '.' . '. '.~. :: 
... " .. ' .. 

,,'. 

.', '" 

,,', 

. t .. _ .. : 

", ," 
,-,.: ( 

..... ". 

. ,.'~ " 

;; 

" , , 

, . . . . 

48 .. 

,f , , 

t 
I, 



/ 
I' 

I 
/ 

49~ 

/ C" TER Vl. 
( 

The Failure of the Sovereign Bank. 

l~ The character of th sovereign BanI\: disaste:r.· presents. several vari~ 

tions from that n' banI;: failu:res<> It? s ~organlzation occu.rred. 

d:u.ring the last period. of prosperity and. it had aJ:ll eca.ual chance with other new 

banks.. Farther, the cause oft e failure was no t criminali ty 011 the IJ8.,rt of an 

oLficial but merely rash ambit" on •. flle general-manager was aggressive, energetic, 

and. seeminsly successful but h ' tool.;: so,ine unjustifiable risks in .the matter of' 
1) 

enlarging the b~;:'s business~ It has 'been ably said. that the sovereign Bank 
( 2) 

'\'ras born mfs> lived. on the fr~i' S Of'\?8J:li d.ied. as. a result of am.bition... .J). )11 .. 

stewart,. who bec2me the 'first enera-mal;l:ager, ol'g2.:,nized the Sovereign Bank all 
(3) I . 

April 231'0., 1902.0; The charterhafl. been secured. in the previous ye~r. The 

a " 
assista:nce and. inte.rest of the Dresculer Ban1l: of Gel"l118.21:Y and the J. P. Morgan 

and. Company of };ew York, as sh ehold.ers 9 was 6n1i stea-.. T1).e capital. authorized 

was four m.illion dollarslI< The organization of the ba:nk is 1.:unigy .. e in. Call8;.d.a .. 

General-manager stewart, altho Lgh of good. bi9l1king ability, 'Was too ambi tio-QS. 

He d.eparted.. from the pa.ths of xperie)l'lce by rapid.ly increasing the number of 

brauches, and. taking in an ous business too cp:.ic1r.1y ~ It was he who 
(4) 

g the paymen'ti of'luarterl~l clividend.s-!< He 
( 5) 

placed.. branches, some of whic were fictitilQ,us, allover C8.l1ma" .l diVidend. 

of six percent was declared. id 1905 and continued until the failure in 1908~ . To 

show the remarkable growth of the Sovereign B.ank, it is only lleCeSSary J(jo glance 

at the following table~ 

Sovereign Bank 

B.:::nk of :Montreal 

. (6) 
C I parative Grclwth of Deposits .. 

(Millions Qmi ttei .. ) 

April, 1906 

11 15 

88 90 
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~uebec BDJ:lk 8 8 

Bank of Nova Scotia 19 213 

Bank of B • I\" • A,I! 17 19 

Bank of Toronto 22 24 

Union :9Ga:I:k 17 21 

Bank of Commerce 67 .76 

R.oyal Bal1k 17 20 

Dominion Ban..1t 32 34 

Bank of Hamil ton 21 23 

The lonm--estab;lishe,:1 b in Canada. did. not like the methods of the 

high there was :rriction~ After six. years of the 

pOlic~- of energetic' and ra I 'e.x;gansion, the Sovere:tgn Bank decided that ' it had. 

overstepll ed. itself and a ch· a.:n important bearing on gb.€~ failure 

that ca:ne six months later, was mad.e ... 

Previous to the anllual meeting of the SoV'ereignBank held on Jl.Ul.e 11th, 

1907, the president" R"Jl:IaJdon~ld. and the Manager, D .. M·. 'Stewlirt, had. resigned,4. 

E"Vi,i.ently they had., becane lognizant of- the unstaple cond.ition of the bank and 

wished. to severthe'ir con'JIC~ion with' itcq. Their successors, A. ]3]" ;Yarvis, and. 
" (7) 

F .. G. Jemmett, presented, alarming re:ftor:.t .to the meeting of' the shareholders ... 

It ex:.plained that the bankihad ~een too aml:litious and. ha~ grovID. too f'ast, and.' 

tha.t the new management "vohd.. be more qcmservative ~ ,T~e 11ew cff'ficers reco!lJl!l.ended.. 

that $700~OCO be writte~'o~f as bad d.ebts; that the value of' securities and. 

premises be rectuced. $2oo?obo; that $541 1,000 be set aside for accounts in. 

lig,.uidation and that a fuAher contingent fund of $800,000 be made for un ..... 
( 8) 

sat~sfactory advances" This necessHated. the writ~ng off of the whole 'of' 

the rest fund. (.f?1,230~OOo,.l and. a million ,d.ollars of the capita.l ... 

---_. __ ... _----.. ~--
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, '1ho preyiou.s nlans.ge)1:i'!lt had pushed. things too rapidly.. In 1906, Sb:.JGern 

~:G'ii 1n:o.l.1cl~es h3.1 been foo1ishly opened. and in tne,followingyear, ·!;w~nty-seven.{~1, 

.=nor~ou.s ]boans had been Jcle to a United states railwe.y and a 1n;rge quantity of" 
(19) . 

monoy h~\a. be en S1.Ul1.;: in tIl .L~13.s1ta Central Railr'oad .. General-Manager 

15,000 8..:1&1 tio:no.l shares f the Sovere:l.g;u Banl.c with th;e Dresiner Bruik: of' 
(11) 

Gerca:ny" ~he too, at thl~t time, zm..de an effort to e,id. the 

D::ml::. They authorized t1 e b2:.."11;:: to loan them personaJ.ly, sums of m.oney, with 

IJUrchased... These cleals kept the Sovereign 

Ba111t stocie in a: heal thy 'o~-:ii t ion 011 the market .. 

'2:he st.ory of these placed. before the shareholders at the 1907 

meeting; and the action a vised. in the report was authorized.. The bank then 

proceed.ed. i7ith i tSa bUsil1 SSs s,,~posedly in a strong position>l But, before 

cOl'liiinuing the histo:ry 1 t us cOl1sid.er whether there is any signi:ficance for 

our study of tha fei.lure in t.l1~s reduction of capital c',11Q vrriting off of 

bad. cleots ~ Before stewa't reslg-.Cle:i, large loans were given al'ld. accounts 

were o~>ened conc.enling vinich' the dir8ntorate knew nothhlg.Numerous new 

branc:'les were cJ.,Jened. and. as all this meant a heavy drain. on the resou.rces Of 

~he b8l1k~ it soon bectmle in an unstsJ::Jle. cO'Yldi tion.. The head 'officials recog-

nised. t:11is and. l'esig'1..1ed,~· l;r.o.en the new officialS' road.e: a thorough im:restigation 

these fcccts. YJere percei ad. s.:nd. t)1ey deoided. t1l.e.t a large amount 'would haye to 

be v,Tit-Gol1 off' th::: banl;::! s -Doolcs~ Some bl:orne may be placed upon the directors 

who. shoul,i have lmov;:'l tl e concli t ion £.1:11.:1 enq-l,'tired into the remeo_y. Howeyer, at 

tIle bottDm of tlle trouD e Vias tne foolish ~'11bi tion a;nd. reck:1e ss enterprise cC 

Gens!'a.J..-m8.n.:;ser stewart and upon him most of the blame must rest. 

h8..70 u,j?on JGhe futul'e ·otl. iDeas of.' the bnn}c ana. therefore upon the fe,Hure? 
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/Sriefly, the confidence of th pUblic was lost 11:110. when a period. of' stress 

/ 
occurred." the Sovereig'J.'l BaJ.'ll\: 'Vi 2"S in no cond,i t ion to su.ccessfu.lly tide o'ITer 

;!ihe depression .. 
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2. mn Janu.ary 18th, 1908, the brar.lches of the Sovereign :Bank opened. up 

for business under the. f several of: the chartered. 'b anks of Canada... The 
(12} 

following state'IJ.ent was hanQe to the lJress that same day by President Jarvi s. 

"For some time there has bee a strain on our resources, caused by the mmlatural 

cond.itions of the Io.st four onths, and. there has been a strain on our deposits 

wbicAhas made it difficult '0 li~uid.ate ODX loans~ These most stringent 

c011di t ions ma.J!:e fUJ;'ther bus Jess unpro:fita.bleo We asked. .J~he leading bankers 

to verify our statement a;nd. hey said the assets could. pay the liab:i.l:i ties ; 

and s'aturd.ay m~rning all the branches ope:ned. as branches of: other panks)lon 
c • ' ,. • 

In e:l!..-,planation, Mr ... Ja~issl .'1ted .tha.lG in October ~ 1907 ,there haibeen a panic, 

followed by a financial stri gency, in the United. Si;ates~ In November and. 

December the ef:fects had. be :felt in' Canad.a" Liquidation of the loans of' the 

Sovereign Bank ceased and d de!crea.sed. •. Circulation was presented. for 

redemption 'Very rapidly an ·the cash re serv.es became solow in Janu,ary that 

the bank's clearings could. ie Diet f:or on1y a ·ff:!iw days.. On Jall'.l.ary 8'hh, 1v1r ... 

J" e=e tt and 1Ix. .r a:rvi s went! t 0 Now York aniisa>v. thll .r. P. Morgan and Oompa:ny 

from whom they recei'Ved. hel~ to meet the clearings, while a pIau was carriea.. 

ou.t for the lic;.'Uidation ofJthe bm'lk with open door-s, by the assist:mce of the 
( IS.) 

Canadian bam:s. It see s that those in charge made every effort to prevent 

the disaster. After the r _organization in May, 1907 9 the d.irectors held 
(14) 

forty-siz meetings aild wOr' ad hard. to save the bank .. ' , They.all believed 

the baIlk 'l71ould. ha\"8 come 0 t on. top and'i t is generally conced.ed. tl'Jat it would. 

hc!we survived. if the time's haa been finaricially normal... :S:owever, the bank! s 

liabilities VIere largei th s.ssets we:re locked up and they were~o!l.stantly 

sho rt of co.sh" 

- i 
, 
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:'ffh:cee ".:m.fortv.na t8 to, ct s acco·CL."1t f9r the cause 0 f the f~i1u.re of the 

Sovero i2;11 EellIe. Firs~~:1 he l'asl':mess of General ... :ma...·rw.ger stev~'art ~ :in the 

mc.tter of e:-:p::msion" It \'la.S very e::::p€lnsive opening new offices, :I?articularly 

tllcs,e '\'.-};ich l:ever I1aicl. The second. c,,~use 'was' the nea .. vy loans to 'the ,two 

rai:ir-o:;..;is. The o.irecto'r!i'i also are res:ponsible for this, for they are to blame 

for their lle G~ i"o nee· ;LLt!. y, we have the f inene i&l st r in!J3 ncy of the time s 

'I'lj'lich :put a strain 011 'chi b.:1111--:' S re.s01.;l2'ces and m.ade it necessary -to seek 

assis'cance il1 order, to k 8.1' their doors open .. 

0:1e of 'the caZ1G..dia.ulfinanCiol jo,,;:,l'1'laJi..s states that "the. scientific 

eliminatiOl'l of the Sover igl'1 Bank f ro:n the active banking history of can~l,da, . 
. ' " 

illv.strates t:!J.6 art of 1U consciously getting rid of theuunnecessary.l The 

Sovereign Bank has baen ery radica1g~,ti was ,a. distv.rber E'lld an inno'Vator~ 

It has bean .a tes\er on ur 'be..nkil1g syste-m. for the other ba.:nks were not 

frie::dly to it~ In .I-eras last a:million capital and all the reserve .was 

iCiiped o:::.t Cl:.'1d le.st y,reek 'he'whole'thingwe,s gobble(Lu:p.by.~ doz~n bigbrothersio 

ean a lnG:tter,oftime1' As a.:n event in' the financial. 
It .t 15) 

world. the liCJ..uids:tion of the SovereigL! BanK is·1li:1,icJ.ue,;. 

C:::~e SO·\Tereig'.J E&J.k,· s stated oefore, procured h!31p from. Ue'w York wl11te 

a plan i'.'as for-mea. by rnea.ls of which they could ;liquidate with. open d...oors. ! 
Tllree Cal1ao.ian banl>;:ers 'tJre iDyi tea. to invest ig,xi;e the situation and the jes-u.l t 

of t:lair 6l1Cp..iry YlaS thelstatement that t~e assets would. meet all the ;Liabilities> (16) 

ACGor,iingly, on JU:i.1.U2rY '7th9 the other Canadian banks were ,a:ppro3,ched ani they 

2,zrSed. to t:!11':E OI!'er the JUSiness of the Sovereign Ba.1'J.k o , On the follovling , 

:::::lOr:c.l:".!g' ~ as outli:wei, <:,11 the branche s of' 'the defunct banI?: QJ?ened. Ul'ider l'leW 

nc::.:.nes. The thirtee11 assLJGing banlrs guaranteea. all 1iabil~ties, ,and·8. su~ 
• • ' • m' I ~ . 'f J', 'b -. • th . ~ I-p8::S:'0:l.1 v:as 3.vGr-;:eo.... .1.'-161 2,,(; lr ~on o· !;,J:1.e oar.::!. ~n me..king e ~l1""en"i .. u.re was 

I (16-~'} 
a,r::p:::ovei by tl'lo sh8,rcho14ers at the &.r.mual. meeting held lIarcn 16, 1908 .. 

I 

---~-.~--
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A cOmrJ.i ttee of sharehold.ers. va!': .::r:"1"101"nte.;r to co· ·oYlerate . t t - '-':1:'. v.. - • Wl h . he 'board in 

c0rrying out theli~uid.ation of the bru1k ~nd. the num'ber Of' directors was. 

reduced to five 0 

.A. general statem.ent of . he agreement wl·tl1 the otl1er '~o""'lrs - u ....... _ is as i'ollows: 

(1) ~~ cash .s.d'V8.nce of (t;3 11 '750,000 for .the redemption of circu.l~tion and. sundry 

liabilities. (Z) The a.ssumpt:i!.Ol1 of the clelJ,osi ts of the Sovereign ~ank!t which v;ere 

something over ten uii11iollS" (3) A discount of all aivances made by the d.efunt1t 

b811:k to it.s custamers except at Toronto"3z:Id.:Mol'ltreal .. (4) yr. E. sta-gert was 

appointed sole trustee for· t e purpose of realizing on the liquid. assets of 

the 'bSJ.lk. (5) J. Renderson, Assistant General .... I,Ia:tl'ager of." the: BaJUk of Toronto; 
. ~ 

A", J). Braithwaite, Manager 0" the Bal1:k of lilontreal at Toronto; and 1.. La.ird, 

1.ssi stant Ge11eral-Manager o· the Bank of Oommerce were appointed. to e~ct for 
(~;7) 

the ba.'7lk.s. interested. in the· aDsorption" (6) The following'ban.ks were con-

cerned.; Bmk of MontreaL, C "'1ad.ian BanI'>: of Commerce, Bank of Hamilto:n, Traderv s 

Ba:1k, "lJesterr. Baulc, Eastern IT~nShiP's BallI>;:, MeJccha:t.ts Bamc, Bank of nova Scotia, 

Ba:;:ik, of Toronto, Imperial Bkv" Bor.o.inioll Bank, Merchant? s Banlc, Bank .Of British' 

lrorih ,America., Royal Ba.nlc., ·lt~d.ard'~ank and the Bal:'Jlc of ottawa.; sixte€;!l1 in 
. {IS} " 

all. 
. \I 

The Sovereign Bal1k ligJ,idateo. 8.S follows: {l} The. d.eposits to 'be .t~1:..en 

up by other 'barks~ 50,000 call 10a11s on stOck to. 'be paid Or' tal:::en up 

by other 'ba:(Jl<;;s~ C3} :~11,12 ,124 comlnerc,i!;tlloans to 'be paid ort:al-::en· up 'by 

other 'barucs<> (4) $2,'000,0 0 'bonds and. stOcks to 'be sold" (5} $600 •. 000 real' 

estate smil premises to be ld. (6) <~39000,000 capital, to shs.re i:n proportion 

to the ~ount realized., fro asset s over lia'bili ties ... 

For' the p:esent study this a'bsorpti.on is theim:porta.:nt point.. It is 

marvellous that a 'b8l1k, Ol"'l of a ne.tion Y s thirty .... ·four, with a ca1?i't:9l.. of" three 

million dollars and a dSj?o it accQul1"/j of eleven, could. give up 'bUsiness "!:Tit ilout 

--------. 

i' , 
',. 
'j,. 
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any crt~~bling of 

the Sovereisu BarlIe hD..d.failed but tha/G it ha.d s:Unply g011e out of businessa 

Our b~iking system in C~ada ust be of the best for in no other comitry could . , . 

tliis happen '\vithout al'lG.llio.. The directors qctietly got assistance in the 

matter of 1 iq:llid.a.ti on. c.nd the public did not Irnow 'Ghat anything was wro:g.g 

with the Sovereign Ealll.{ until it was a. thing of the pas·t; .. 

Ma."'1Y have attributed. the failure of the Sovereign Ee.n~ to the fact t:hat 

it "vas vi tally C0n11ected. Vii th the Chicago and Milwaukee El ectric Railway and. 

vv"ith the Alaska Central RailI' ada Presid.ent ,Jarvis a.anii tted. to the sbare-

hold.ers at the 1908 meeting. t lat more '!;han two millions had. been loaned. to 
(19) 

the Azaaka Central.. In frct~ the bank were the virtual owners of this 

road.. The Chioago and Milwaukee, Electric secured large loa.."'ls' from Mangger 

stewart whenever it wished.~ ." d. it was 110t u-"'1til a, million and. a half had 
• 

been loanei bank tried ,t () do anything in the matter of 

collection... However, in...;a8- uch. as we believe this failure due to rash 

enterpr'ise ancl to foolish 10 s and as these ran.rays received. only a 

portion of the resources of the .b~k that vIera wasted, one could not say 

that the bank's connection Wi

t
l 
h the tvv"o ;:caLlroads was the chief cause of 

the disaster.. But at the tim of licll.idation much de];lencted. UpOl'l the value 

of these loa~s, as the chief ssets of the Soverei@l Eank~ 

:5. H. 11. p. Eckardt, ~he well...;knovm authorit;y on bankil1g~ ha,s 

stated. the.t the liqUidation ok tne sovereig-.a Ba.nl<:: had been effected by the 
I . (20) 

tr8l1sfer of certain accounts. ,0 other ba.nks;~ The remainine;' aocountsl' 

comrlrisi:ns on6 million of curirent discOUl1tS and four million of past due 

bills, were not desired by Conaa.ia.'1, banks ul'ld V'lould have to be liquiJatod. 

by d.e2;resso The last J?art .of this statement is very true :for the liquidation 

of the assets of the !3anll: has tal::en a long' time .. At, the annucl 
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,/ meeting. 1908. thorewere no ensational developments. Tho bank's licbil it iCs, 

, ·d.uring the ::2eriod. from Hay 3L 190'1 t~ 'til1eend. of the yeo,rhz;.d. beSll red.uced. 

from $191'492,000 to $16,174, CO; and. fl~om the11 to July 14th, 1908, had 
'I (21) 

clroJ?:Ped. to ~109199,OOO, all liiith cOrreSl)Ond.ing red.uctiol1s in the assets. 
( 22) 

Ea.-vUct s sto.telU:mt for DE? ember 3I.Slb., 190'7? and. May 31st ,1908 

C iJ::cu12,tion 

Dapo sit; s 

LO@:lS (other bmlks) 

Bf;.lf-~nce s :iue 

other liabilities 

Cash 

1-rotes, Checks 

]30 n:ls , stocks 

LODllS 

Real Esta.te 

Other assets 

Liabil- ties. 

( Compared.) 
(Thousands omitteQ-) 

D,;)cem"ber 31st, 1907 11ay 31st, 1908. 

16S8 260 

11215 863 

. ;'. 

8023 

2970 1045' 

.... 
M,,91 

I',. 

Liabilities d.ecre~se:i 5,£''75,000 

Deoember 31st, ,:L907 " •. Ma.y 31st, 1908 ... 

664. ~)l99 
'. ' 

120 120 

787 110 

221'1 ;2562 

14709 954:7 

640 ·70C 

15 "7 

Assets clecreased. $6,16~' ,000 ... 

It Vl3.S explamed. to rhe sIUlrehold.ers at the meeti11g held. July 14th, 1908 ~ 

)Gh~.t only ::[:1,312.,500 of tAe :;~3,(50?OOO c8.sh, received. f:b:m the othl~r banl,:s for 

redemption of circll..lat ion1 was v.sed.. ~['he report of General~manage:1:' Jommett 
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surplus over all liabilHies vIas abo"!:;; three nillior. 

d,011ars but- t11c,;i:; r.J.l of this ll:!-ight be losti, IIoweyer, 

he tl1ou;;ht thd tIle bank's a sets would. paJj- off -the creiito:::s (;',TId. that tllere 
(23) 

i','Oi.Ud. be no c~ll on the .:lou le liallility of sh8,reholderso ~~e staff of 

the bank 1J£:.'o. been red.uced rrL ~ 384 to ~;6 ani they 'iJere s"\iead.ily reclizine' 

on the rllajcX'it~7 of the asse·~L 1Il'. Jem1nett shos.ed 'tr.!3.t; much dep~md.ed. Ql2 tile 

bc;:mkT s illvesrt1Jl6l1ts in "the, mJcago' .s:.ml 1Iilwau.:i<:ee Electric !i),nd the } ... laske. 

Central R.s:.ilways.. If t~ese 1roved good, 'Cald the direct'ors h'ad. ever~T faith 

in the 'latter 1 tilere~ight b1 a returll of 5~ on the 'd.Oll~r to the sl'1are--. 

holders. ) .. t this s.ame meetlt?; Of','the shaJ~ehol.:lers7 a corrll'nHtee of three 

was appointed to co ..... operate ,i th the board ill carrying out ,the llquidatioll 
" . 

of tile ba.'"11l::. The nu.'Uber of irectors was reduced. from ten to five ... 

In October, 1909, as a legal fO,rmalHy, the COll trol Q[ the Alasll::a 

central RCi.ill"oai passei. from F", G. Jernmetio» trustee for the stoclmold.ers 

of the Soyereig.a Bal'l.k9 'to'oh Alaslr:all Northern Ran,'V'ay, a nev,- com'pany 
(24} 

formed. for °(jhe 'purpose ~ The Sovereigl1 Bank held t~2,500~OCO of the 

:~)3t5001l000 issued. -Donis of the ·l~oai. Thil5 collateral:.. had been, accepted 
, , 

',1 '. 
by the banIl:: as security for rhe large 10a:ns made to the :r'Rilway. 

Lis.uidatioll proceeded V'Fry slowly.. The report whicli was reacl to the 

shc..reholiers 3,t the al~uD.l rob etil18' held Jel.ly J2.,th 9 1910, showed. a profit and 
, (25) 

loss bo.lance on the assets' sid'e of ~'ilI131~39850 ~33,., The bank of ficials 

laid. before them the 'story of "l:;he li':l.uidatioll, placing em,phasis on the most 

There was at that tl~~ne no 
-I-

intention to call on the do le liability of the sha.rehold.ers 4 Practically 

l'lothing Ylas d.one, until, the ;year 1911", The J::;..nuary ball.~ statement f'or tho.t 

yec,r sllowed that t118 tot~ ~iabilities of-the GOY'sreign BD.tllc ivere '~4,2049515, 
, "I, ' (26}, " 

and tl".e/G the asse'Gs e..mounte~ to ~)5,735,080~ 3.ealization on assets had. 

_._-'_.,0-"1"" 

, i 



proved. ·sloi.~· 'ivorl;;:; cred.itors ad become mOl:e insistent ~,nd a new phase in 

the hi story of the Sovere ign! Bank was soon begl,l.l'lo . 

Scval.'o.l Ii tigations YlhJCh took .:place durillg the liquidation of the 

SovOreif.,'l.l ].s.:.llc :id~';YmmS" tlJew sO'...ne· light U"..f}Qn the nature of some irregular 

proceedin£:s which the fo.rmel directors D.l1d genera.lt;manager had. indu.1s'6d in .. , 

J3af'ol"u proceedill.S vrith the·lo.st period in the history of the failure now 

under di scus SiOll, thi s diVerSiOn will prove of interest. In February, 1909, 

D. charge was (l~~t aga:nstl"".- G,'" Browne9 late manager of tJ+e Sovereign Ba;nk 

at lIontreal~ It was . sed. on the fact that the reports of Juiy,. 

~.tUb'l.1.st and September of 19J6, showed. clearly that in' June, omissions had. 

been maJ.e in both the" ass-l S ."'Hi li"Mli tiles'. colo_a, . EVidence Showe<l . 

that d:mi.ng the year 1906

1
, ~he head. office of the bar..k was i1\, jI.'[ontreal and.. 

that t therefore:; 1{[r"" BrEl'Tfln . had. charse of .the repo:ris. It, was proved. that 
. ;1. (28) 

current. loans ill C~ada i the J"lP1e re:port 'were, one million dollars too low ... 

Items under Dominion note ,amounts due agents ~tc~, .were omitted. and. thu.s' 

a balance was retained~ oth in June 8,ncl' in ,,:1..ug;ust 8;ml September9 ' 1906, it 

was shown tha.t the assets were short!t 'f~l,070~OOO\l the. exact amount, of one' 

of the large loans,.: conee ing which::;s,rh.a:ps stewart . alan;. was cognizant;:" 

The magistrate in aCCluitting Brmv-.ae said.. that the defendant had been 

deceive.i a.J.ld. was not 'in dny sense a crirnil1al but at a second. hearing the 

Grand July f ou.nd a true J.i1l.~ 29) To s. student of banlcfaLlu.res this 9Yideny6 

is im.:gGrts.nt, for 1c,rge ioans have t.:g( be concealLed:. in some way and this of'ten 

leads the official of th~ bank int 0 trouble . ., . 

i.s outlined previo-llY, the babk directors~ at one period, had f.jifp#'ft 
thought it advisable to purchase their O\v.n stock al1·i to 0..0 ,thisthe~r had 

procured 108J.1S from the Sovereign Ban1<;:~ In J8.lluiry, 1909,Curat6r Sta:gel"t 

brouQlt in a test cnse gainst the· d:i.ractors of 'tho ballk to d.etermine v,ilether 

----'--
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{30} 
the bal1k was entitle.:l to collect the 8.lnoll .. '1t of' these notes, about ~~400~OOO '" 

. (~jl) 
In lIay, 1910~ the ac-Uon Yr· s' dismissed ... :But the Court. of .APJ? ea.l handed. 

dorm a jud.g,.'11611t dtU:'ing Sept m'ber~ 1911, tha.t the d.irectors of' the So.verGigll 
( 32) 

Bank were . liable ... The judge 'axpiliailll:~d. t:::1S,t at. leas·1i. one of the directors 

was guilty of a gr."OSS b .... eacm of trv.st. a11,l that the others should. have re­
{33} 

J?1/.5.iD.ted, St,;:'N::1r"t ~ s illegal. cts l' They sho'uld ,have i11sisted. upon a 

resrsoration n to the bank f the funds which .had. been so.:. illegally d.i\!'erted,q,/ 

They received. loans from th bank ElJ:1d 'were nOr:li:1al pV.rcJ:iasers or the sl1.3.res I 
. (34) . 

and. accord.ingly. were :pa.rties to the breaeh of, trust,~, It 'Was held., 

therefore? ,that their overdu.. aft s would. have to be paid..; 'This .d..ecision is 

irl1:portant. to our, study J!3'or f' wo, reaspns.. It means tha.t tp.e liq:uidators mz:y 

sue the' directors for nearl' ,half a mil11cm, dollars that previously did. 

not figure' in the asSists ClUIill'li' It also shoos that directors who d'J not 

ins.uire i:'1to, the state oftfingS vmen they Imoitv their institution is in an ' 

unstaple c onai t ion, areliwle to the' ovmers ot' the ba.:n}::.. ,The directors of 

the SoYerei[;TI Bai.1k must Shaf"e in the resJ?onsibili ty for the disaster~, The~r 
.::lid not supervise,. and~ the efore, must taJre some blame for 'the, manner in 

which the/; f)mds of the 'ban: were exhausted.. .. 

. 4. Retun1ing JGO thl1a.st cha.pter in the history of the S01rereign 

Ba.l1k failure, we find that Lany of the. banli:v s cred..i tors 'Ilere dem.al1d.ing Pa:y .... 

mellt ill the' beginni11g of th ~7ea.r 1911. The liquidators deci.ied.. tha:t s cme-

thil1g would ha.ve to be. done' or that a. caLl 011 the double liability of the 
'/ 

sl1&Feholders would ha\!'e to. rama.ie. To o..void.. thi,S 'alterl1a. the, a. 119W c01!l.pa:ny 

l',:nOl'ffi as the "Interna.tional Assets, Limited," was forme.i .to tal:e o\!'er the 
(55) 

assets of. the SCTf eraig11' Ban which had.. faLled from ~Tears before.. . The 

liquidators J?laced.., the pro}? sit ion befo re the two largest, s..1iare:'lolders 7 , ' , 

the :Ore siner Bank and the j •. 1' .. ~ilorgan ,and COln}?an;-/9' in Allril, 1911 ... Th~ 



\1 
agreed to the fonne.tioD of t}1e new conp:::"!1~i anc7_ thesha,rchol''Lers. nt 

L. ) .. 

the banl;: bOU8'ht st ooll: at par in this llGir:T c~;;;;.?any, which was capitalized at 

three million d,ollm's, th 8.l'Uount of the clouble liability. 

The new org8.11izatiOll pu.:rchased the cla:ims of the banks 'which had. 

assisted. the SO'rereign Ba:' 'at the t lnle of f8.ilure c Bonis were paid. for " . I· (38) 
one-half of these claims nd. cash for the rel1l.aina_er~ For the '~y'ui t~- of 

red.emIltion in Sovereign B 1;: assetsw Ol1e million of the stock of the Inter-
,,' .: 

national Assets was given •. This deal mcde the new co:npany the only creditor 

of the defunct ba.:rk", By July, 1lll9ll 9 .$,2,mOO,Ooo of the three milll.011 capital' 
(59) 

had.. been subscribed. by t' e old. sharehold.ers of -(jhe SO'ifSreigIl Bank., 

II The two railF. ay s,' t~e'Chicago '" a Milwau."k:ae El ect ric and. ,he Alaskan 

l'Torthern are the chief a~sets of 'tl'J8' tleW c9mpany'1 They represent over t:r..ree 

millio11S of investment£ With regard. to the .Alaskan lrorthern, fonnerly the 

Alasl{a Central, 496 m,i1es of tr.ack had. beell ldd. an.a. grea.t things were 

ex'1l8cted in the ma.tter development ~ The Cb.icago and. MilwaUkee El.e ctric 

lled for som.e t 5m.e then sen in the hand.s of receivers but Chicago and Toronto 

men united in1911 toserure'c"';t;ol of" the rOlled. In the mea.'ltillle. the 

rece lvers had gone on Wl th the construction and. opera:liiori and. it was be Heved. . 
. (40) 

that it ,'.'ould soon havEl a gooa. bu.siness~ 

3,\Ten as t:llS essa1 is beins cOm.pleted. (March, 1913) there §,re statements 

in the dai~y ;ress t 0 ~he effect that 12t percent of ~he' stock of the Inter .... 

113.t ional .... 'i.ssets has noi been subscribe.:l by the ,sharehold.crs of the So'\!'ercign 

Bank.. .I£1).i8 meadS tb.at the sole purpNJe of. the new COlTIPW.1Y will be defeated .. 

The a ssets of the be.nk cannot be realized. on in a sho:t:t sIJace of time. The 

Illternational Assets, lL:i.ml'Ged,· 'was formed so tha.t the liCluidat ion could. proceed. 

slowly ~,na. to the a.dv"11tag;e of the shareholders'.' This scheme has a.:ppare11tly 

. '- -- --~"";'''''''-
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/' fallel1 through a.."ld as th- creditors must be met~ a call 'Nill have to be 

610 
I 
/ 

made on the double 11aoi ity~ 
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63. 

Three Sm~ er Failures~ 

DUl'i21g tile 1 ast fev" years (since 19!V6) there h(;,ve beGn si:t:: bmW: 

£ailures in Can<:1da. '2:hree 0l'tihese were Yf3ry important 2.n:l had seriou,s effects 

upon J~l1e business community. The failure s of JGhc Onts.rio ana. Sovereign BEll'llcs 

:::: ::::=t::e:r:::::S:::pJ::. a :::e O:e:l~:d f::::::s::. t:~:~::: S ~:tant 
h"lllZ:S ~'lai the misfortune ofJ~iriS foreed..'to"olose their d,oors'f The' ca:use·s of 

these failm:es may :''lot ''be at all s:rra.ilar to those vihich resulted. in the sus­

:pension Of the larger banl:.:s .. , 111 connection. with the small 'banks we 2~ay find. that 

the tro1..l'ble was not alwa.ys d,t sllone st or fra:\.l.d.ulen~man~ement. 

for existence, the minor ins~itution has a. hard.. time continui115 

In 'the strugg:te 

its business 

There was no excitement ill fin8...."1oia1 circles on ~t,.pri,i 28th, 1908. when La. 

Ban'lue de st. Jean went int 0 Yoluntary li~Luid.ation.. This. bank ha.d 'but four 

bra1:1Ches; the head office belng at st~ Jo1':ins, Quebec" La BanCl.ue de S'b~ Jea.l1 

hOod beell organized. thirtY~s+ years pre;rious. with aC\luthorized capital of 
~:il,OOO,ooO, one-half subsrcibed and. $316000 :paid-up,,: The operations were 

qud!te local for the 'bank was somewhat of a family a.ffair; most of the stocl<: . '. . . 

being held by the president ~ Hon- :P. ROY. It seems that' just before the S1.::..s .... 

pension the deposits hc9.d. dily decreased 2nd that the fvnds were tied up 

in \vorthless loans. The ctors met anrl decided it '1i.Quld be be st togo i:c.to 

lis.uid,ationo A curator was appointed by 'the Bankers? Association £\.TId, the w'ol'k 

of realizinG on the assets \' as sts.rted immedia.tely- According to thel cllrc9.tor's 

report? a~ the tilTIe of suspe:l1sion, ta~inG il1to consio.erati9n all the securities, 

there was a. defi(;':'~ of ~;2599369,if the 09:11 .. 1<: hC:).(;l been called upon ·to J)$,y the 
( 2) 

de];lo si tors.. So foolishl had the resources of the ba;nlt been dispersed, that 
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cnly 14' cents on the do1- a:.c 00·,.10. 11mr e been handed. out.. Half a mi.llion of ass6ts 

G 56- :.(r ~ r~o~" tIle Presid.enii? a:nd [.lis mana,gers V18:t'e D,rrested., 
( 3) 

"i:~.~ 1 tl1 .il1fl'8..Ct .. 011S· 0 f tl10 B~11l-~ ..::"ct ~ They :h2.d. falsified the monthly 
! 

wor'hless securities and by generally infls,Hue; the assets 

of t;}8 38,1;;'\.:. FurtLer im estigatiol1 causei "them to be re-arrested for conspirinz 

tOG'::::tl,cr b~/ o.8cGH and f;,lsehood "'.11d. other fraudulent de"tices, to defrau.d the 
(4} , ' 

CLlS'to:n:::' s of Lo. Ba.nqne de st. Jean .. It was shovrt.! that Hx-. 

3.oy Vi2,8 illOst incom.pstent f.::'ld dishonest~ His loans were worthless S:.Cld. his monthly 

::C8turns ~.vere !nis-sta.teme2'ts. PresidenJli Ro~r had. been the real manager for he 

tr'3JJse.cte5. ,:lest of the 1 
(5 ) 

l'gc 'busil1ess aDO. he is more ?r less direc~tly res:ponsible 

for the failure. His i1wor:1:petence l'ihleh m?cle necespary fraud. and false 
{ 6 J 

reti.:,:::'l1S ple.ced. hin .in t:':l - })811i te:nti<..'\.ry~ ~ 

liqrticiator's st ,,'temel'l'G siz'lisen BOD'Ghs after the 'failure aha<:. ed. 

,$631 9 000 '11~·i t}le shareho d.ers'ldou'ble lia'bility if 
(7[ 

all collected. wOlud bring 

the 

" +.ota1 of' C1'~L ";:'99 4 Q 8 ' ~ u _ ·.~",v ,J? The liabilities at that tlme 

- I • 

were only :j5385,OOO, but tit \vas e~drem<~ly doubtf"'al if much could be realized. 

eithar fl:om loans or doJle liabilit~7. The shareholders, 11Ulubering 142, nearly 

all he,ld less t'h2.Il on9 h 11drecl shares an.:! they were in rather poor' financial· 

, cirC'C'l!'.:.st2.:OC'8S 0 Of cO"J.rse, there was no 10$5 to noteholders but ':<;hetlier z.nything 
(8 i 

is paid to the other creditors depano.s upon the success of the: d.ou.ble liability 

c::;.ll~ 

V'i'Cl.S u.nd.o1.;~btedly the incOr:J.}?etenee and. fraud of the 

IJresid.c1:t •. A,s tI.e illZt ·t'Lltiol1 WC'.S but a Ellnallone 9 it could 'not do bus:iness 

lODe "'v::J::lcr t[~Ct,9 Cil"C.~T:.11t3'11ces. 

-~"'r)-:''''''' 0_ 1-'6 10,..·.,'1 "'::l:nk ..".~:~ t,~o J;'-. u -~ .., ~ u__ ' ... "".... U .- I ".J..~ .~v 

I 

I 

I' 
I 

As for tno question of remed.y, both the c .. llpable 

irc,ud,ulent· presid.ent, were eliminated.. 

- -----,----------
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Tl.1.e le~s·t 

J
~I;'JJ.}?O:r~2.i.1:t oal'll: fai1(~i of recGnt ~rea.rs Vias t21S.

J
G of the 

n Jlll18 23:;::'..i, 1908. s:'l1e trouble was due to ezcessive 
I 

'il: tilis com)Cc~"i021 the DD.21:C of Sti. H~la.ci:nthe l~an very short of fund.s and had 
(10) , 

li,:.1bi12 .. ~ics (~1;~lount"6~ t ,11~~lt182,OOo', a..rld tlle aSf:1ets ,vcrf) nOmi110~11y ;f1,,580,QOO ~ 
(11) 

The result of the suit against the railway 

Cc-ml':;;.1:Y vlill deteDli:ne whether all the claims of the creditors will be paid ... 

Licfu.iJ.ation W2.S very' sll0Y,' for by Hovem.ber, 1909, "Ghe' assets had 011ly been 
G12 ) . 

!'8J.lW8'l.. to :~1'049~OOO"j The competition of large fillal1cial houses in 

Oc..n2c3 ~leans t:;,e D eli:.l:i: ation of the srnall? local b8.l1k, and we may conclude 

tIl,at "th8 3aY''::''C of 3t. :s:~ 2.cint:16 simply died a natural dea:th. 

3. The co;nadi1n B""kers' AssociatioD 'rare informed during the first 

week of I,:s.rch, 1910~ t1at the Bal1k of st ~ste}?aens, s. small insljitl.ltion of on~ 

office in ~'Te1ii BY'DllSrV"iC1r W3.S i>'l diffici)~ties.. The directors had held a meeJ(jf~~) 

O~1 :':S.:::'C}l 7th, and. cleCij8a. "ho place the "banI\: in the :ha.nds of' the Association .. 

1:.. c"'.:.l~a:tor -:'7as a}?l')oil1te;:;~ (,?,11d 8,n inves.tigation, commenced .. There was no e::&li:.tement 

in com:ection with thel s .... ~s.1?ensi01! ~md the depositors made 110 run. The st. stepMns 

Ball.'"t h23. 010;811 eS-G3."bliSl1ed. thirty ye~~rs p:revious, With' an author:Lzed. capital of 
(14) 

~:i2GOsOC09 all pa,H, uJ?~ I' The concern was very loca.l for it hi9.d. never expanded. 

or' triGd to ts.:;:o in e.nt ouJGsiJ.e, buslness. The small l1Ui.uber of 152 shareholders 

held. tl18 tl'lO thousand. ,I h~res" 
Tl"1S investie;atioll "brou.ght to light the fact that there had. been no dishonesty 

I 

or i'l:rO:;gJ.oing in regard!. to the IDalltt€;eIDent of' the failed banko The causes were 

fO·,;1.1"l,i "l",:,JG:te",n ~ • ., ;~OO·(> bt:'"i'~eQS J·uos::m€il1t and. the }:~en com'l'"letition of the big: banl~s .. 
- c. _ - .1.~-.Y - 1 , .... --,. .... - ~ '-' 

I 



Tt~'.de "'D.S1:':'01'9 "ma more diyerted frO:ll tn.e 10C8.1- institution and ij,l the search 

fOT :::0"1'/ b-..lsi:18SS some im )l'u0.ent inYE;stments vvere ma..1.e. For il1sta,nce, a large 

0::0 :::wlrth 8,ftel' the: fa.iiul'a the Gurator issued a report to the effect that 

.8.11 ;nol:eys received. ha.d

t 
ibeOl'l 0}::::fJcndeS .. fOl' r.eo .. em:2tion of Circulat,ion and to pay 

';Ghe ?x'oYil1cial Goverlli':le:l deposit ~ A ;Liability balance of ~:l08~OOO stoo,i on 

tho l,rofi·t m:d. loss c.ccO'mt and it Vias nnnoU11cea" tha.t the ;~64l,OOO lo:ms, lib.icb. 

conyrise'!. rractics.lly all 'Ghe assets, might not all lTID.:teriali.ze.. YJhile the 
I 

losses 'i'lOUld.. u:naouDtGdlylabsorb. the ;&]'rl;: reserve of' t55,OOO, the d.oub1e 
I: 15) 

li8.bili t;7 :r..1isht 110~~ be c llecL u.ponl!' TVlO months later 'Ghe Bank of 

.,., "'" .. .- ./-- \ . ...l , '" t, . f tl .r.-"1 ~ b ' ,;;,rl\j1.Sfl l:orufl .hlnerlca ptl.J.cns,sea. -"1e assetis 0 1e .La:!. eCi.. an~{. 

4. In drawill,g:- cbnClUSiOllS from the failures of the three ha..'?'J.ks 

St::.st rGVi,5wed., "{va ~1ay ~ l1oL3 tl1Z.t :110 hea-~;y loss vIas' fel t 'by cre-~i t·ol's. At the 

ti:ne of v,'ritin,3; 1:LQUide.tL11 :hail lW'G been fll'1ished. but 01'l1~r the de,positors of 

t:i:.:.e 38.."" de So .Je"" are! likely to suffer. The double liabilit~ cali was only 

"08,rt::!y s;;tccessful~ The hred.itors of both the Bank of st~. Hyacinthe and. the 
~ ~ I 

S17" St6J?he:::~ s J3i11llc vlill tost likely receive paY!D.8l'1t in full •. If :necessary, 

in tLese Cf.ses a cs.ll wi 1 be l:laae on the double liability of shareholdel'S~ 

Il:..-aS-l::1uch as fraud vIas -L~eSell't in only Ol1e 

81::1&,11 :;i.:li::: local bw-Its iJ t2:le last few years 

case~ the failure of three very 

in signifioant of the fact that 

operations in o..:nad.a ca.'1 be1:sii be 'V':''ldertoJren by large institutions 

Y!iJul: IT:::::J.ero'Qs b::cro;ohes ~ Ma::iy amale;2-l1lations have talml1 place 1atel'Y in bank 

66 

circles c,nC!. this also spr.::.:;::s 101,lj.ly of that fact. Large loans' ancl rislty 

b-osiness hBve to be undertec,en in a del.'eloping country and concentrated b&lk \\ 'f. 
c~~ i t~;. .1 c ne c an do t"i i sue ce s sf"lly • 

I 



,I 

7 , ""'" .. ~,.--' ... ----------

/ 
/ 

2~ 

3 .. 

4,4 

iP..efernnces" 

}lo11etary T irnes, IEo,y 2n(1, 900. 

Honeto.ry "," ;. ~mes, J:fJ:ay 30th, 19080 
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, I 
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13. 
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15 .. 
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" I 

Breckenridget R· 1:" The Can<?dian Ba.:i:l};::il1g Sys:tem, Ed. 1910, po 169 ... 
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• I 
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CI-I2l?T:?;R VEl • 

.I 
, ,The Fa.n:l3~! s Bank Failure .• / 

// I, ' , 1 ' 
J: ar-u • ' 

The E~lY History. 

I" The last failure ~n tp-e .history of Cs..nad.ian banldng, that of the 

Fa-"1ne r' s Bank, demands a con B f de ra~ 1 e port i on 0 f· our at tent ion. '1llere are 

circilillst8o:nces pecu1iar to tJ.~i~ financial d:Ls::l.s"ber vvh'ich ;3i ,Te ita prominent 
I II' 

place in ~~hc lint of banI\: 'fai!lures in Canada.. The Ca"n8:ii<1rl. ba...."'lld11g S~Tster:l. 

ca:upldses thirty .... ~our L'1stit~~~ons.? few o'f which are small ba:'11>;:s... Therefore, 
I (1) 

'.'[hen one of the few large ban1l:s~ fails :t.n, a 'period of comparative prosperity, 

it is a serio'us l:'.J.atter a.."1d. an incident d.eserving of special attent lon. 

, In co:mection with the 0' ganiza.tion oi' '(jhe Farmer v sBank it was specifically 
• 

stated i;,l' the ·P::!.'OS1?6ctus of tne provisional directors that' it was a, farmer's' 

b .. J.."lk ani that it vms pr'omo·Gc-Id.·with ·ths; idea.' 'of, ,fu.:rniahbJ.g 'better bru'l1'"..in6: . 
(2) 

facilities to the rural communities.. Tdlththis bait the:promoters d.id. their 

selicitingand foUna. tl~ei:r:' su~scribers among the furmersOf Ontario .:1 The', class 
, , ,I ' 

of shareholders and the sm0U11fs of the ~ubscri.ptionS'incucated :-that the 

su.bscriptions represented. what might be termed.. lIignorrultmoney.1t It was the 

small investor who suffered ala in ell ,like'liho~ most' of them'lrnewnothillg of 
I .' 

the dO"J.ble liability- This, rruPled. with ~:;he facts: that the '&1'llount ·lost to the 

Cru1ad.ian public was: large and,that such a contingency mig.'h.t as easily l18.ppen 

aGain" ma1l:et:lefailureofthfFar.m.er.s Ban1': on December20JGh, ~9109 a :Par ... · 

ticularly black mar:i: in the htstory of Cane.d.ic.ll b3.:n1dns" 

O~1 1:ay 2'7th9 J-JpfJ 1904 9 ~. FergL1.son, A. Frqser,J. Watson, .!. S. LOIi'Ll, 

J. Gallagher anS. T. Urquhart, I representing the Farmer's Bank as provisional' 
I (2:~) 

d.irectors, received a che,rter authorizing them to orgrulize. The life of' 



+~s :::L.::rt:::r ~1::;'3. to "be 1~:co1ol13:ea "Gi'liGe in t~le tviO en'Suing yeo.rs 'before the 

~~;':;::;;~;Cl'S ";J.,:1,,: :i;"ro:nOJuorsj COL.1.11 secure su.-usoriptiol1s for the required 8rDOunt. {3) 

.'J.t ·~ili:.3 )erioJ., '}. :-... c;: ~avers, fonnel'ly of the Eerchant f s B~, Vlas actively 

hsi to 'be secured., the' fiit'l,latio~1 was becomi:lg d.esperate for the directors. 

Abou.t )211,000 of sUbscl'hltions for sJGoclc had been co11ectea.; bv.t as organiza-

, • , - b I - * '1'" •• , • • d. ttl A 1 0 17 -Clon e:~'Jel'lses J:laJ.. een fDE.Orma .:...y lUGll~1i~lere remalne a 0 a_' 0::: on ;;.~? 0,000 

towi::,riis t:::e ·o"·cver:;..:n:le:1"t de"Oosi-~ while :'~250,OCO ,\;vas necessary before a certificate 
I ... II 

8.v:Ghori2;in,s the CO:'1Ic)!s:nclmen·t of business, could. be issuea. .. (4) 
i 

General-I.:anager 

Travers aplJroo..che·i· t"t'l.e trust ~nd. Gual'811.tee Com:pa:ay of T.oronto with something 

012-'81' :)100?OOO of sIH> .. rehilderS i notes., For these he received a loan of $81,000 {Sr .. 
fo:c t~i:r·ty-five .:l8,Ys. I ;:)80~OOO of this, J?lus the :::;170,000 paid.-up s.ubscri:p-:.. 

tiO:1S composed, the .;;z5oLoo d.epos it which was presen"t;ed. to the Depart~il.ent of 

?i1~:;.nce seven d.ays L.'1.teL o~ Cctober 23rd.~ 1905.. Travers .gave the Hinister, 

TIon. "]. 3. Fie ldill ", ."tdeu ce the t Vias then sat is fact" r.. t l'at all was in ( 61 

com:fJli8.~;.ce ';;'ith the Banl;: _-tot a:i.1o. on lTovember 30th, the certificate; was is.sued .. 

I 

The ?ar::.:eri s Ba.-'ll\: O:ge~'1ef its o.oors for "business in Febicl.ary, 1906. 
I 

3v8:i:"l i:!1 tilis 6r.rly I hjs tory of the banI>: we find ·that there was trouble. 

Fro~ tihe beshmi:ng certhin subscribers had :noticeCl irregularities and. ha.d. 

'0 e c 0",0 s"""Ji c ious • 1:4--+ bali." ad the t th ey had sub scribe d t 0 ~lOOO Vlhere as 

later t110~r ;liscovered trG,t ·j10,OOO.worth of steele was oppos:ite their 119.ines .. 

'I'll'a,:; SOU::!"l"!; to h2..ve thekr subscriptions c2..l1celled 'but the court·s refuse,i to 

support the at t 0 "l' t • of he r s, 1-/nc h2fl. i: eve rb e e~ even "PprO&cl1ed" £ o-.md that they 

hell s'~oc};:. ':2here were I several cOn1:;?lall1ts and the ',vrongs were, . ~1l so:ne C2..ses, 

, ,J 

\\~ 
. . \ \ 

""£'nte'" -'.~ few of these rilED r,:ot tOfwt:1er and. secured. leiC'al advice .. I'.l:r. :::':c!l3.l't:i'w, ::.. ~..;:. ~.. .. -~ l - - 'J '--.J 

theil' counsel forcibly frow the o/~te:rl"(iiol1 of the lldnister of Fina.ncG to the 

I 

I 



I 

I 
I 

,I . 

new It -or ganized b o..'lk. Mca a!'t,lY as.<ed to S to,' 

cer,tificatt l),u.t later. Whe!L the 'ulG,i11'tHfs ba:l been bou0.:.t 
... (8) ." 

off a:nd. t:1oir notes returl"e-:l, e wit:1c..rew his objection. These facts '.;ere 

70. 

not le.Li before the ~reaS"lI.ry Board. \';hen the,Y l'B.Ssed. on the Farmer' s ~8L:r. . 
(9) I 

cert ificate • It appeared. L the discussion in the House of Commons after 

the failure that trio members df the legislature had. pointed out 'to the Final1ce 

l:inister thd sO!:l.etl1.h'13' 'lvT.S riUCallY wrong in the fffairs of the new l)anl-c. (lO) 

C:::hese me~1 hai secured some hilts that oOGher than bona fid.e subscriptions had. 

'been introd.u.ced. in the deposi~ to JGne, Treasury Board~ The facts that :ba.ve 

'been related show us that at. .~he outset the Fe.xmer?sBank.Vlas guilty of Fraud. 

a"1,J, dishonesty. The~T evadad'j~he 1,., i:1 regard to th,e certificate and elth(~ 
this was corracted.1ater' (fOIl the (2250,000 was soon af'Gerwards subscribed., ) 

suspicion e.:nd ,'bad. business ~OllOv\led. .the Pa!".merl's Ba..'1k riGht up 'to its failure ~ 
2. . Sil1ce J(ine afailurJ there has beer!. much discussion as 'GO the, s'J.l'9abilit~T 

I ' . - ~ 
of the Pin.;mce Minister and 'JIreaSl.;Lry Board. as regard:;> fir the poor start of the 

I ' ' . , 

Farmer's 3"'ni:;:. The events tliat transpired. will be trez,tecl ral,)idly and then we 

may form our o'\vn conclusion t to 'INhere the blame m.ust rest.. ];II'. Fi~ldil~g? in I . , 
t?le House on March 15.th, 1911, stated,' tha,t owing to sever:11 warnings he had. 

I 
i 

received. DS to the Ul'lSo'.mo.ners of the j,'1ew Parmer's Baliil:,hG hai Yll'itten 

:.:II'. Travers, and. had receive~ the' assurance that the Bank Act h2Ji been nOlnlllied. 

i'7ith ii'1 every ]?articular~ ~rr[G""""STill'+'l?'~l Raving consulted. the Hinister of 

Justice 'O~l JGhe point, he ha..~ prepared. til.e certificate.. The day af'ter Travers 

received. ba.ck his deposit,Jhe Minister received. strohg hints from SjLr~ E .. 
I 

Cl 0'.1 S'G on, ]?l'esident of the d~alian B<.1111:,:er! s Associ8..tion that tIle lnO~1ey that· 

had beell lo.:J_,~ed. v{ith 'the t:olernm,ent could. not be regard.ed. as ];l2.id.-U}? ca,.,ital .. {12} - - • - I ~ 

Some bbr:J.9 :iiII'. Field.ing forll'lot tc.1{;ing action, but, he stated. that' he d.id not 
I 

thi::lli: t~2e Department h8d pojNer to r.evo~-ce the certif icate and., to call 'back the 
I '{13} 

.checl'Q.8 returrdng .~~245,OOO o~ the d.eposi:t to :tIT. Tra.yer-s. 
I 

I 
I 

, , -------... _---_._-. • ••• --- - .• - .. - .... ,.;.r...:;...;..;.~ .•• 
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s"". time later the DePlrtment "as again advisea thot not "11 'CCOc " 'CC'· 

,':l"th the 1l1c-..n:~.S'emGnt·of tho Fal,ner's Bs.nl::" In l\.};Iril, 1907,1:1'. 'j"8.11kiYCC·""r\-. I ".,;r'-"'" " , 

,./ 

of the :r.:i1tOll br8.nch wrote' t}~0 nanister to the effect tha.t, the '}enel'al-:,:o.:l<\)Jr 

wo.s sending to the branches botes, in po.~rmen"t of capital stoel..::, for (liscomlt 
I, , (14) 

ond. t21t;.:.t tl1ey -; .... ere to' cre.::li tl head office .' This fiG"U..redin the '}ovenml;:mt 

retUl'l1S 0.:3 paid-u:.:,.ca};lita.l aJnd. circ·i.D.a:!;ion was issued to that an1oUllt. One of 

these notes w~s forwarded t~ the Departmo:lt but beyond. a promise nothing was 

done. still 8.l1other comrr.Ul'ltcatioll 'was receiyecl.by the Governm.ent. 1,~r. Irnisht, 
I, .. ' 

secret::.ry of the OUJ:ladian Btll.nJ!.:er' SAsSocl,at ion, :pointerl out that a deposit 
I. 

rece il,t for ~;lOO,CCO, issuerfl b~7 the Farmers' Banl;;: i~ its 'own favour was bei3.1g 
, (15)' 

· offered.. for s8.10in Ifew'York.. . 111'. Hotchld·ss,. the InSUra.11Ce Commissioner 

· of that city.wrote 'theDel?+tment'~ing.!!,,, a20nvestiga~ion into the relations 

e:dstinc; bet";,,eenthe'FarmeJst Ba.:nk ~hQ~Q:l21et~ n~ual T,lfe Assurance' 

'" Company, of lrew York ... '. '. '.' Las.tly, as 'will be eX'".Qlained. 'in another, eh8.:ptar, 
""- .. I (16l i 

the 'mol'lthl~T returns' the Fa,l-mers'l :Bank h::xnd.ed.in would have been a 'warning ,to a 
I 

ca.reful ooser-iter., To the ±-inanCierOf today, 'these returns sIJea1tl,oud.ly 'of the 
1 

· corning iisaster, but. of Cb1.1XSe, ·to, the Hillister ofF~nal1c'e, at that··ti:me,they 

I . 
d.id not moan so much. ,LG.t1er on, the remarlmblechDl1ges i11 the subscribed. a'1.i 

i ,(1'(} " * 
?8,idCu:p c8.uital will 'be J2~inted o1it~ '. Facts ,that should'not haY6 esca:,2ed.; -=-==.:..::..::=:-.:::..::.:.;:;.;;;., ~;;:;;.....:.;..=;;;;......;;....;;...o'4I--""';";;;;''''';'';';'''~ ___ ~ ____ '''' __ I#11'' __ '''_''';ro. - ~"""'II __ ~r,.;r .,__ _ - .... 

the notice of the Departm~l1t • III 'December, 1908,. De:putyHil1ist.er BOYille 

dre",v Traver!:s" atte;~iOli . tl tl1~ low :proportion betvi6en "~.he casl'l rsserves, &."1d. 

"uhe im::lediate'lia"bi1itieS~Of the oS,11k. Trl?vsrs, as usual, hade.ne:;':-.:jla:n.G..tio1'l 
. (16) 

and. the::mtter was drOppe.;" , .. ",This 'i:rtate of~a.ffail's should. haye d.er::a.11a.ed. 

the 8,ttel1tiol1 of boththel Department a.nd the ~~ssocia.t ion. The 1'188,,<)" .lo.s.ns 

t 0 direct or so inc re as i ng I at ,the .@no c tim. as, thc <ie~ 0 sit s; . the 'hi~ ci<l"ren t 

loans ZG}d. th.e eztra..-ordl1rarl1y l.o~ call lO8J.1S; a.nd the 1'8.1'ld. gro\v-!.;n of (~~~r .... 

a.-u.s d.ebts Ylit:ll a COl1tinu~d margin in favor. of assets ovor liabili'ties 2 , i 
I 
I 
I 

i 
I 

- . __ ._" ._._. 
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0.11 G'l "21;, il"~e wan, e ~ JlO se re soon sib 1 e the.t some tl:! ing "~3 r!rli cally wronc ,71th 

cf tho pjM'1C'>"V SP~'nl~ If there had. been oo~_}?etellt a:iami::ation 
~ ~l:".~ ~ ~ ~ ~~ ~ 4 ~ 1 1" , "h' 1 ~ 

re}.:J01'"S~ 1~i1e ;!;;:,r[t,Ol"'S .L;8.l')..:;: ."lOu;i nave ween C"16cked. up s~lort.J.~l 

~I"+:"'~> .1.:"- s'c~,.;-".'1 1'--+ 0':1 r,l·-s ,,''hre-n./-',~o-''''' o"'''''eer c;..-. ......... _ u 0...; ';,.. .. .l. u \:.. u.. ..... ' ..... L, \.l J. .!1.. U .::ro.v.- \: J. li \.ol.J.- 1...",0 c;.._ • 

"D. ,,...;--,,",:, CO"'';''J''1-' ~'1.r· ..... le "'1'; c'-G' "\T'- ~ J. ""'1' c·~;+. 1'e "le~.Ll ,l.l .... _ V.l..V .... U • .L_Vi._-" u lJ...... ... J...;.J U ;j' _ll ",..u. :.;,:.rl"'\; i-J \I, 

ef tllO :f'OOl' oon.nel1oel1:.:n;'~GI of the Farma!" s BanI.;: to its 

of tile 

blOEl.e. 

S'inance 

failure? and to ascertain 
I 

c'v.llJ3ble for thisjU.l1P.O:.fil'lY "begllmhlS_ ';7118n looking back over the history 

fc.ilure, 0:10 is f

l

'011e to notioe every irregularity s:'1d to atJGach some 

In connection with JGhe grantiI:lg of the certifioate by "the I;Zbister of 

~ertQ.iJ.:. t~lings hlj?.iY2nea.. vi.hich maJ.:e it eass to l~ bla:.ne e:t; his ioor, 

l"'.:ter.. '.,'c illt:.st 0e·a:: in mind. tJ:ll'OUg:10~,i; t11i:3 .iiscussiol1; that the mc:.n "behind. 
. I . 

~Je 'will show in ;'''>J.lothdir J?art of the 

that he Vias ii 8110118S1; a11d. of ootl.rse is "(;0 be the one nost 

seve:re.ly cells"'JXed~ For l'[iS 
.. , ., I 

VHia.L 'to 

share ill the a:efair, he is tod.ay se~:L'1g a sentience 

our },')resent tasl'.: is the qU8stion nWhose carelessness 

allo\';ec. :i2:tavers' iiS:10118lty to go uncl18cltei?tI lIon" cl-.:E. 'Fos,ter l, re:fJ~esentati'Ve 
.L:> ,- ',- .1. - I . ;j..·1 t" 1 - '1 -- .... C .t;or ;:,or::n '.::orOJHO~ ma.i:L.8 t somevmau -ens n:y speec 1 1l(2~)e .tLouse o~ oJ.:1.:.1.0!lS, 

.1, • 
23rd, 1911, on -U.rllS 

I 

a.spsct of the :pro "b 1 em. ., Although, en acco~~t o~ 

6_iffere:nce in ];loli tic.al ii,evw; his test'i.n10l1W was biasei, yet there is, 1':1"J.c11 truth 

i" his "ords. ". statSd.lthat no haro! could. h .. ~e been d.Olle be~or:e the certificate 

Vl8.S Gr2...n·bed.~ Tlle ':}o1TOr'lTI1.1.ent, tl'~rov~sll tl16 'DelJ3Xt!nent, gtve tl1is certificate.,. ..d. 
I 

bo:c.a fiiie 8U0SC:r:iptiol1 o~ :~;500?OOO is 1.'eqt.lired. 8J.ld $250,000 of tl1:Lsm1J.st be paii-

"1,,\ 11' cn.i'1".L !'mct L1 """e ,.,,,J-i ~ 0-" "'~~e Depart:nent.. lIe aslte:i !lW11C' is.; "to J"'U ci ;:O-8 ·whet:.:.er \.1-.,1:" _ "" ___~... lI..d. .!.-~ .. 110. .... 1/:) .J.. IJ . .:.. _ """'0 

I 

0:: :10t '~::.i;:; ::;;500,000 is ~on2. fid.e s1J:Dscrip-Gion and. 1;vhetller or not the ;'~250,OOO 

l:.~,l besu paLl -Q? "-'OQ is 13i"- ill?" Tne Gove=ent is tne judge through the 

I 

1 

I 
I 

I· 

._---- - ------..:....~----
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opero:tio:l of t:.1';;' ':'reaS11ry BOlard.. The Baulc Act cloee :not tie up the Treasury 

BO:1!.'ii t'..nd. tllis office is the vital one. '1:'::':":1:;S must be done !lTo the ss.tis-
(Z3) I . 

faction of t:Je Board.." .b.ffid.avi ts i"ror.l men lllterested. s::.lould. 110t satisfy 

~ this ea.§.§..- The 'Gover:rJL1eJ~'as Vlarne:i-severa1 times. Cant ll1Ui::.:.G, 111". Foster 

88oi-1 th8,t even after the gr~1tin3' of the certif icate, since the Departmel1t 

[.i"ilIl eV@l'~' o,ssur,;;,llce thit so~'rtl1i1.1~ Vi(;),S ra,dicslly wronz, J\jhey 1".1.8..0. :flvQ'e~r to "ta1:e 
I 

awa~1 the life of the Bank~ IThe 1':a'1:.ber la.id.. sooe bl~le alao at the fElet of tl~e 

Ca."). adic..n Ba.r.J:;:ers 7 Ass oei at idn~ 'Tile latter };:ne'Vl of the fraudulent conclitions~ 
• I 

It was su.ggested., ho-we-?er, ~hat they were tired tyying to minimize the 

results of the banie fs.ilu~.el in the. past. The M011et8.I"".f Times of February, 1911, 

I . 
states TIlt ",;-,"01.110. have been to the cred.it of the Ban}:ers' Associat ion had. their 

opposition been strOnge110.jh to strang-mat the Farmers Y BCUll:;: on the d.:9.y of 
(24) I 

its frau('1.ulent birth ... " It has been alBid ill this COID18ction 'Ghat "The 

"11"1101e <lue-stion is vihether tte Departn:ent should. prevent such abuses or leave 
(25): " 

thi!lgs to tilk. their courser" . '" 

.,A los;icaJ. <l1.1estionmigltlt be aslte9-.. ~t t~lis ;pointe If the ?c.rmers1 BaJikhad. 
. I 

been :u:uma.;;ecl hO:'1e~tly from ~b,e elate of c.ertifica:<.iewould. the failure have 

occurred? In oth.er v.-\~o~.~~ ~I'b,at i. s 'the contributiOll of .the circU:.l1stances Qf 
, I . . .' '/ 

""he orGanization of thebalf' to its failure? Mr. Fielding~ the Minister· of 

FinaJ:1Ce, state,i 111 the HOUS~' on IIareh 15th, 1911, tha/G .cl.. though the notes of 

JGhe su.bscribers had not beeb :paid to the re'L1.1irecl o,IJOunt, they ultimately were 

"Daid. un D.l1d. the ba'm: had. tJe cash ·la'lier if not at tl18 time of th.e certificate.\' 
~ ~ . I·~¥:. " 
In short, the irregulari ty ~'las. corrected~ This may be 'true -nut certaill1y. rig.'lt 

~ the besinning a hal:1d.idap was laid on the be;nk and to· someapprecia-ole degree 

helped. bring 8.bout those cLcumstances w11ich ao..1minated so disastrously,,' 

3. l[uch has been 1aid regarding tbe relation of the F""","rs' Balik anti 

I 

I 

I 

I 

I 

1 
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;/ 
failure to the Keeley Jines!" lI:::.:ny, indeed, .~,!oul~ lay the whole bL)ll1e 

--------~--------------------I 
,// 

I 

for the failure to the larde investl11~!l~ __ in. __ ~ha.t IJ~~,~_~::,~_~_._,_~~ccord.ingl~T, a 
I 

I 

'discussion of' the history of the relatiol'l ex.isting between the two ins'Gitutions, 

.;nay prof'it us in our study of' 

I· 
Dr. Beattie Kesbitt, Ihe 

the f>cil:ure '" 

first presidi=:mt of' the Farmer's E&l'l1-c, secured. a 

loan of r:~Z5,OOO from. the D'" k in June, .1908, a.nd paid. the first installment on 
: '. (26) 

the property J:::novm a.s the Eje'eley l1ine, the firsJe; mille cliscovere·i in South Lorrain .. 
I 

:83.1'lie1' hi the yea.r Eesbi tt had procured. a.n option on the property for $300,000. 

S0011 after 1Ir" .\{ishart, one oftl19 bank directors, Travers ,~11i tl:e 2'c.rr.o.er? s 
(27) 

Bal:lll: en.tered into all the b nefi ts received. by the option~ It wa.s at this 

sta.,se thd lTesbitt was ablel i'.J::mal'.:e his first paJ1illent on·t..'lJ.e mine. The Keeley';' 
I 

JOYlsey-';[ood. ltil:les VIas forr.ne~l, ivi th 7:Ii sl1aJ:'..t" President, H'esbi itt Vice-President a110-

Trz. .. ers, Th1~~) Director, .. +.~bi tt receiveil part of the c"pi tal stock for tki: 

his option. .In ]ece:uber, IS08 9 a charter was ~ecure~ and the stoclt placed. 

011 the r,;lQ..rket~ The ~ine'wa~ capitalIzed. at .;')2 9 500',,000 and' the shares hsd. e par 

value of ;,',35. President TlisLlrt held. ''::;500,000- Tr[;.vers, .i';500~OOO ~11d as General ..... 
• I " ~ ., 

I 
I~I8.1ager of the Fa!J-,'lers t B::.m:f: :;'a,000,060. ··Dr. Nesbitt had. $499~995~ 'worth of 

,I. (29) 
stocl;;:' anil a mall named Ovens~ the only shareholder, held. one share ~ 33rly 

in 1910, ~ravers' affirraed. t~la.t in ord.er to be hand.iecl ill the interests of the 

ba::ik:, he, as General-hlanaget w'ould. have to acq:n.ire the In.-operty and. the loans 
. . (3~1. 

to the Keeley Kine bega.11'?, '1 

It is rd'=liitted.. that th~ rela.tion of a. ba:il};: with a mining ?roposition, no 

matter hOYl good, is improllel;. TIle outcome of the Keeley Uines was so irLlllort3J.1t. 

in the F",,,mer's Baukthat w~ will try a.~a: shOl< the resul,"s of the relation. Poor 

1 . 
r.:lD.ns..":smen+ turned. v.,-hat Vlas a Y:11uc.ble r'Jie:ce of'uro"O,ert'j int 0 a veritable H'wlu te 

-- v • I • • • 

elSllhant.T! :?he Keele·y Mil1el"~fas va1uabil:e ard if :properly run would. h:2.ve mad.e ,sood. 
I. 

. 'it 



( 51) 
The fatal mistal'.:e 'was the insta.llation of an c:::':Dc~lci"e ,.....:, ---_ .. -'-'----.----------~~.=......;:.::......:::::::!::.:::.::..:::.::.::..:: oi'mers .. 

Great pains- were .... s.}ren to secure luxurliro.us hOelsing f Ol~ the 

employees. 3V8rythi:1S itrllZ.t would enh8.nc(,: its sellingpowor 'v'i'as ,ione a.nd. 
I -"":"-r--

tho·c:.sind.s of dollars wel"e .!fL11t int 0 the _:nil1.:::~!~e a single shi:;,:m8nt of are 

had. 'beel.l m:::.d.e. The troublJ vw.s t113. t no retur~lS vierecaninz ifl for the 8110J.'!D.OuS; 
I 

108.11s., ':::l;' l'E:",OU1'C€)'S 0-'" tl~e bcu'k '''"''1'8 'b"':in~ e:iha.ustec1.. )...lthou.gh S0::.18 believed. 

til8.t. the KealeYliinesm:Sh~ l;,av~ i'1~:1::d. ~hebsalyatioll of the bal1k,{2l".2} 
I • ' 

Trayers must bavekuo\'m th4t theFal"':l.er:~;s :Sank Yvouldbe, in [ill illS 01Y8nt 

lIall8.ger 

con ..... / 

dition long before ::::..ny adEJ.dua,te returns could. come: from. tnd so~r'ce • 

.clmot:nts sometir.les ex:cJecling \~50,OOO 'flere 101l11ed. to the Keel~y !.1ines9 

., ,; I' (53} 
1:!l1til',ii535,COO was"stUlk in that company. It is intei·estiJJ.t: J~o j:lot9tl~at 

t t ' .I. " tI . ~ , I . t~; a D~" ~~e ' 1e ?S~~~U? c~?~ ~ 
I 
, 

I 

~~34) 
of the Far.uer! s Bo.nll: V'lD.S only $.564,606-

The iD.YI states that advances mOre thal1 ;;;>10,000 cannot be modo to 811 i:'lSti'b'lltion 
-____ &------J-...:-M _______ - ___ ~ 

without a special permit ~lom the BO~d.,'--:-Qt nothing was found ,in, the mi:J1;'.tes 
--' --"~I"'-'-'''---':'''-''''''''''''--'''-'''~'''''--'------'------;-- : ' " ---(55} 

o f _,tr~ 0 'b 0 8.rd. __ ~_~i:l::,::~,~ :::'-F- _~ !:OW ,th ,:t ,,~ny'~h._ ~::~_ .v~.9-3l_"~~~~,~~,,_~ 0 _~~~ ~ _m."~~.~ .. 
':&'18:"1 the bo.:nk: ho.:1 galle int( ~he lis.uicbtorv s han:1s after the failure 7 thaJ~ 

gentloL'l.6:i.1 Y s' report showed ~ba t ~~1915G,OOO, or more than tw'ice the anount of 
'I (36) 

the :paid. ..... up capital, was S}mk in the KeelGY 11ina9 The report also st~ted. 

th.?t the mi:lle and. b~ we~e link~d in :cour ways.]~) Current 10aJ:ls and. mr.-er .... 

, ' .. I) ~I, ( ) d.rafts amounting to ;§32190fO. r~ Call loanS. of .. ~30q,OOO. c A s.pecial 

loan of :,,;621 9 000 fo~ \VhiCll ;;}1,0009000 of, the mine~~ bond...swere hel,I as security. 
" I' .,' . . --'---..,.---,--

(d) Stocks and bon3.s df $135.000 •. Neo.rly all of theS~.Tehtions were d.iTect 

violations of the Banl:: .lei] .. J ' ' . , 
, ' 

',Y8 have seen ~h8.t f :hL:ll1'Ci8.11y the bn:nl>:: 8.n& the K~ey lIine "vore pr8..cticc.l1y 

one :::.nd. the SOJ.11e i11sti t'\.1.t~on,,· To sorn,e d.egx·ee ,they wer's iientical :Ln the m:ter of 

l,):Jrsonl1elQ Dr. l~e'S:bitt, J111e'vice,:,predilEmt of th~ mine: was the, presidel1t of tIle 

I 

I 



./ I I 

llom:J. of directors of the J?c..r::a.er's Eo.:cJx:. Travors 1 the JiJhird. iirector oni 
I 

controller of the mbe by viftue of stoel: held, .was generaJ. ..... mD.rlager of the 

bank. Tl18 ·bYiO ins·bit·Q:~ions J{ere thus inseparably connectei .. 

I 

SOl:l.e ed.itors in discussil1).o· ·tihe causes for the Fa!'l:ler's 13o.:nk failure ::mt 
I c:: -

the Keeley 1Iine ct tihe botto.rh of the whole trouble.. To the. mind. of the prescn't 

--.('~'" ., +' . '" .;13·... • ..... tr I CO;: t e ted "+1 t"'" .t." '·I_ .... l.Ie ... ".l1~...... DO II ''lUlu,e . 'uy" .l!.rcmns anc S C0l1j,18C - "\'[ly1 .. .l.e ~nco:rporaulon 

undo-Cl.bteily :placed a heavy hbdicap on thc? bCl1k right from ·the -begin:1.illg of its 
I . . 

oj;.'erat ions ~ Through fraudulen~ managemen-h and imperfect supErvision, it 'Was 

clreaiy in an Ullstaple lJOsitLn. The heavy illegal loz;ns to JGhe Keel'8Y :Lltine 

s b cri.:)pled the qankV s len~it;; power that it i.vas practically ill an insolvont 

I 

conii tion. ;~s will be detaite~ in the' ne::d section, comlJlicated coneli tions, 

arising from illtenlal troublbs due "vo the mismanagement of the ba..."1ll: has"GE:lled 
. I. 

and it 1:liS2t even be !>aiclwe±'e i:ls-Gr1.nne11tal. in brL1Gins o.·bout the failure 0 Ye-" 

tile effect of the Keeley J.[illtrelatiOnS must not be minimize" for they put 

the ?armer's Banl<:: in such a eoniition tho.ii, for oyer a year and. a half, it was 
I • 

r.ecess~r;y .to falsify the ret~rns malie to the Department,. (37) 
. I 
, I, 

I . Part 1J. .. 

, Tie ];Ian~em~nt of tl'l0 :Ba.nl~,. .' 
I 
I 

4. .At ·the ve~r oU'Gskt the affairs of' 'Gha Farmer v s. B8llk were ,poorly 
I 

76. 

m.anaged. It has been said. tllat the or,::tanization :;.lone cost nearly half" a million 
(38} l. OJ '.' • 

cldlla:cs. :i!he legal e)::f>rllSeS a..'1l0Ul1tG~i. to but ~;_:~~s. 'while (~68~ 650 'would l::.ave 

nicely. cover'ed. vihat mizb.t. bel ter-w.ed. legit,i:r:J.a.te.org.i1:dzai:iiOll e..-qJense.s. :;:j42,871 

y:z.s :paid. out as commission a.n.one~ ::2ravera and. 'Li:1d.say together received. oo-:er !! Jr 
I (39), 
I· • t"\., "1 ,., ." ]34,000 for aisposing of stopk o Thl.s appears 1:) we rali ler a 11:1.,9.1 COIffill. 6Sl.011+ 

The s-.;:m of ~31L 760 wellt to tile provisional d.irectors; a. mes t· extra:vagar:t ::.~e':" 
..' '. I 

, r::l.!merC1~ion in ~{iew of their llisllt duties4 Previous to ccmm.encing businGss, bills 
I 

.:. 



i 
reCeiVc."ble em.ounteJ. "GO ::~175?83~; the· Union Banlcb.ad. $12.73? on their b.o.o/.:8 

against tl1eFai"'","-sl'v s Brui:;: £_210. b11t.irely tmac(';oUl'lJaed. f.or W8,S an item amo'.Xl.'ltil12,; 
.' (40}) . 

to :D.igll·~ly oyer .~lOO!lOOO" ' )!n 01:.1 prooa.bility this lest was the fU:'ld u:pon 

w:licll frequent clloqv.es t 0 pl'o~iSiOl1a1 dirac'tors 8.11c1 manag~ment iverea.l'8.'iVll. 
I 

J .. s 118.5 b88n d.cta.i1ed. the .Fa:rt1erv s BanI: wereino..obted. to the Trust ani Grua::.'alltee 
I 
I . 

COl::1psn~r to t:10 Q.:;;.ount of ;:~GO?105.. All these Hems~ cotling under thEl' head.. of 

e:9G:;'1seS? total. ap to ~435993r· It is verYBeld.(~lfhat orga:.'lizatioll e:[."2011 s e s. 

of s, CCJ.12~d.i.s.:.1 ba.nk ar~u::.'lt to fuore th8.1l:}lCC,OOO.. The facts just presented. 

are c1:C.1lJ1::: proof that right fr~m. it,s il;C81)t:ton 'the :?anner'. s 38l11~ 'wa's frc.,adulontly 

mm18.:::;edo A bonlc with a dis:lol~est L1aJ.1D..g'8montm3.y succ::eed fora. time DU.J
.,; nun 

a.ni dis:1ster nearly alvl.ays a;rlit H" 

. Previous to the obt aini~ of· th.e ce rt 1£i cate .. 111 F."" emb"r. 190&, ""' incident 

occiil'rei:1 th3/G nea.rly rl1d.ed:. tihe: :11i story. of the Fq,.rme:r1 s. Bank •.. ,..4.8 stG.te:5. before, 

sGver<:;.l of' the She.renOl6.erS'1 who fO'l2l1i that:their. na:mi3~ had· been freely used. 

:':c the ;.1:~-:,':j'';u6r 'Of :possession pf StOCk1 sec·l1red. leeal'ai ·i!ice; .. anCl. t.ried, to have 

t::e s.ffairs of 1)h e b3:.'ll~ wotm)cl:up. They. had. 'ascert·ained. .that. the inat.Hut ion 

was bei:1G carelessly mru'laged n.nd. JuhG;:.r~·aa ,·~dS.heclt o' sequre ,the ~ou.nt t~ley 'l~~ 
• ~ I !' 

. . . I 
sub scribed .]{r. HcCarJ,jl1Y, Jtlhe ir cotuJ.sel, y;a.rx:iea. .. JGr.i:e :;Iinister of Fil1l:~.11ce, UJ.'ld. 

I 
, • ~ J. ~ • 't. . i...... .' ."... t" C .J.. • f . .l. E;:e.:;. I.or·a s\;a~ "Glle gra;y.~ll1g OJ..· l18 el·uJ: lCs,lIe ... · 

r (4:3"i 

(42) 
" Tra"Q"ers lool-ted int 0 

the r:::atter, bought og the plaintiffs ._ .... __ ~_d· .9'fte1' ~'Ir •. McCarth:{' s ~bjection T----

:Cae. been ';lithd:ra7m, he as su,tre ci. the 1U:1'is'Gerthat all was ill o~m1?J:,ia.nce'Vlith 

the B8i.Lk .:.1,c"G. The cart if ido;te YlaS then issu.ed .. 
...... -- I 

dCmT)aTIV ofi:nsural1ce.men ill the U11ited states, c.:.l .. thou2:;h I - " . 
. 

A trS:..ls[;.ction 'l!ith's, 
I 

~ffect on the sta.bility of'. tile "stoel>: of the Fa,rmer t s Bank. I ~ . . 

:.:1'. Levis of Eentuel;;:Y a...'1d i friend., Knc.be, ;vho .had.. 3.11 o]?tion 0:::1 'the ?e;:'era.l·1ife 
~~~-~--"::"--il -----:...----------------

COw.Pe.n;l of Hamil(Gon, Ontal"io, wished. to secure qO:1trol. of' the J?eo.)?le!ls 
""~-l----' .---.-------.-. - .. - "'--( 44) 

Insurn.TIce 

: ,i 

! , . 



/ 
I 

;:,e last nentioned. con:pa:l.1Y w~s il1 l'.;;,thor a comaJGose con:Li.tion "md. prese:1ted a 

sj?lsndid. opportul1it~r fOl' a shod. insura.:."'1ce mau. On~ hundred. ;9.11(1 fifty J~hOUSa.lld. 
dollars was needed to buy it lOUt. 2evis entered into an a~~angement Vlith 

Travers, 1.~aJ.1;:;'2'Jr of the F.c..rm\,::r's Bonll:, for a loan of this 8.'110Ull"Go '2ravers was 

to deposH his own bank' s :'~tes in the ;,otionol Bam" in Syracuse u:atil [pod 

securities could be gi'ven .a~. Tevis vms to sec'\.7.re control of the PelJple' s 
I 

lIutual Life, sell some of it~ securities e.n:! payoff the loan. ·In . consid.er8.tiori 

I 

for ille loan, Tevis, acting :ffOl~ the inSllrEiJ.lce comllanywas to ,'P-llXchase' .$100,000 
1 (45) 

of the Ft?.nner's Banl<:: stocle a.~ a. goo(l urice. The transaction was :never 

completed.~· Travers and 'hiS JccountaJ.'l~ t~Ok the money e>ver a.J.ld. deposited. it in 

the 3'irst Kational Bank' ~'t' s~racuse. Tevis an<i friends had' not 'secur i.t i es 

sat isfactory to TraliZ'ers a.J.ld tbe c9,sh was' left in Syracuse :for ninety j'.ays, J .. o 

o give an o.pport~1l1ity for th~sel interested. to seCU1~e a;iaquate securities.. A 

<ieposit receipt was left in t~st w'ith the National Bank to give to Tevis 

\';hen tIle sec"lU'ities were hand~doverlt In :30me :oa11ne1' this:rec.eipt 'Was secured. 
'1. 

by those putting through the~e2,.l and was offered. for sale. One hunJ.red. and. 
1 

fiftv tho'V.sand dolla.rs:of the l fu:ncls of the J?eo'"le's ];Iutua.1 Life Il1SilJt8..nce 
v . I.' ~ . 

COm?Emy was t2Ji::en a11(;l distribft'ea: 'aIDo'ns those ii1.terested.Againsttbis shortage 

on the bool{:s of the 'COID]?a.:ny wb-s the d.e]?o 8i i; rece.1pJ(i 0 f the Fal"'..il.er?s Ba:nk~ 
. I 

IiI'. Eo tcl11dsS ~ SU",Qerlnt9nd.ent I' Qf IUs.lJ..r.M.cfL..Lor-Raw....X<trk State,' caused. the_~rres~ 
. • • T·, 1-· d. t . .' f . J h' "'" • B -of the direc"G ors of "Ghe .i1.l1surance Comp2n;>l e.::.t'J. r lea. ti Qor-c€) G e l'~~ S an~ 

------------ I to pay the receipt.:.. Unne-ger Travers ignore:d. his d.emm.~d.s and. the, Innister of' ~ 
- - . . I .' ! • ( 46) 
Fba:.1ce recei-..red.· a letter dem~11d.ing all il1vestigatiolh TJ,:.Le F$.:rmer t s Bank 

we': i:::tr:: p~s i~~-O:·-~me.t:r went t-: court ,~ for, the loan to Tevis 

was v0i:y il'r~gu.l<lr. AlthOU0-1.11 this ·transaction die_ not co st the FaJ,."lllsr 't s Bank.' I 

any s~ of mOlley, the Can aiial~ :PI'eSS j,Jointed. out· that the .ba.'1k VIas undertalti1'lg/ 

q,uestiOlj&ble' and unwise busillJSS·.·· ~~ .. 11d. the alleged. . obligation of theb::loIlll: on 

r " 



I 

I 

:;~50'~OO 
79. 

lladan effect all tho stoel:: 

ir.1PO 1't3.1.11; "PO il1t for oU.r "o·u L, c- i11 ccn',-ect iO-1 ""'i t'l "'1~ i C' .c r -=·,-, C> ·"t'" ~ 0:.1 i'" ... ,,;: ::-, i'.J.., _ _ IJu"f'/ cl' ... J. .1. It ..I. 1I ... 10.;.1 U ~_~o~ .. LS..J.. 0 u ....... .,; .J.. __ u 

tl:.at Trc.vers \ve.s 'V1'iJ.,ling to I Ul1Q.el.'t8l:c6 d.o1.:(rJ'~fu.l bus i:1ess if 11e thOi..l2;ht t:',,8:::'e 

was a:l1 0:l?2ort'WJ.ity for abnO~JJ.a.l 'Jrofi ts .. 

T118 re1c\tion that eXiJed b:t'Vreen the Fs.rm.0r r s. 38iu;: al1d. the ~rust ~::'l:l::·i..~_..::.::'-·~1'~(;8 
Company of Toro11to was so close .th2ot it is worthy of ou.I' c011sid.el'8.tion~ :'l~e i':'l'st 

t ren s~c t io:u . has be en man tiot ad be fore. ~rave r s Is"ksd.. 'j80 ,COO of the ',25e, OC C 

cD.sll d.GPO sH W11ich had to b<jl i!LID,o n2>.J.1Cls. of the I.:il1is~~e1' of Finance .1;0£'01"3 ';j:'~0_ 

certificate was gran'ted. TsPHe of tne_fnct 9t the-122:1k Act St:.1I~C:S t?l::.t t:::;,i;:; 
_ -'-Ff7} ~ 

deposit shall' be paid~u? caJita1, 
(481-

COlL.:;98...'1Y ·to negotia.te a 10allJ He heJ:1d.ed them ["l.S security ~~lCO~910 i:c: F::X.:~:(,.1·?5 
:siJ:Jk no t e s and. ala 0 t ende re~ 'hi s pers 0~a1 no to for 081, oeo, the a:nOUl' t 0 f t c,e lo"", 

This loan Viz;.S for thi:rJliv-fi~e iays, irLterest at ten :;,J81'Csnt. .il.S 8.:1 IY".]:·_:'CSir:5~1t 
"'. ~ I (49) 

t:le T.rust COill:9811Y received, ,. bonus of $1000.. F01~ this :piece of busil,6SS' 

':::::,'avers, tIle President and. da.nager. of the Trust 8.::1i GUo,r3.11tee COwfClny, \;cre:· ;;,11 
I (50f 

tried for hYJ.Jo'th0catingF8.1~erV s Bal.,]]!: notes, G!l.1 ille.:;s..l proceedinc------- -----I . 

..:It "trle I,indsay trial inl Dece::l1uer, 1910; just bofo1'o the b~il111~ closed. it.:: 
I 
I 

d.oors~ the pal·timl1a1's of mOire proceeding;s ce.rne"to liGht ~ 111 1909, '1'1';';"'1."81'5 Do.,.:-;'C 

2,;,1 c.rran,S'ement with the TrL1S~: and Guarantee C0n111D.l1Y 'by y.'hicl1 '~}"e ?z:,f~:JCl'? s· 3<:n1: 

c oulcl. get fv.nds from JG bw tol tir.o.e to meet c102.:cin . .::;':'l1.ouSG 9b1ig""tim:s ~ :Cor v;}:.ic:2: 

c011siierntio:n' 'llrD.vers handecllthem, "-s delOo si to,· bank ~o'~es eel; other secQri"'ia s, (51) 

One o:f our financial jOUIll8:.1r stated. thst . at 0l1e time. Tr1'.tYers tool;: as m"O..c11.::;'5 
, (52) 

.,'.)501'000 in 110tes to this com.~an~1. This served: 8. iouble gur:,:;ose for :;,t -"lso 

}:ept these notes out of circ{·l.1a.tiOl1. La.te in 1909 Pr3.Y0!'s asked. Jv~'1G: 1:21~c,st Co::,:;:.:c.nS 

for' ?75,OCO (~3) He e~olaineh th:.1t the 1:lit12c~r of one ofi',is b r~~]·)(;~~,)s::'!.j.~ __ c.::o 

- I· .'. 
over J~o ano'liher banlc an.:".. 11'aiI6:rl~iced .aws.y 1z.1'58 de:posits. Fa:: t:18 s:sd.'e·~~' of "01>;; 

·oD.nl<:: he no295.e5 .. the 'money ani I as : extra secu.ri ty he tenlereci b011is" of °ij~:~c l:'.s'!:ic2.1'. 
-[ :;, 

I 
?i~·.no C:cm:::::i;:.'1.ny- He goJG the l'¥au. The SC'1:}3 plea was nsei a fey,' .. ::,:;'.:::~,::; Lc.ccl' , h1 
~-----------



I " 

80· 

, 191C? .::.nJ. on securityloI ~a?ooo?OCO ill Rode"':7 I,Ii~1C bO::.1"ls ;le sccured. : -~~', ' . ' I' (54)" 

lOQ,COO "'00 tide (Her a s'Grlngent po/iod... On :Ghis occasion IZ8.:n:,:0r 7=0:;:~),en 

Jf ::16 S2rJ.st and. Guar8.ntea OOTIli"J2ny a.d:trisect. TrD..V61"'S to SUSlJ'31'J.CL for" lle cl,;;.il::c·:~ :e.e 
I (55) 

:.;ijlt as Vlell fail 0:n6 d[~y 4S8.11other. 
I 

13c.nk the Trus'(; Company is,su1(\:} statem(3l1t 

t2:e business W2.S: legitimate.1 Travers 
I 

After 'tille failure of the '7': "'C,o:.l~7~. 1 ~ If 
to the etfect that they tbO~:::-th:~ V~ X 
came to theEl '.vHh good. oollater91 

c:;:.1d got tile money he said, h~ neecl.ed to co:ge ivith the situation of tmi'8.ir co;;-
, I 

}?eta:tio11 f8..cing ,h~ *1 I 
T'''e history of these t,ansaotions e:<21ai"8. tba t Tx~vers an~ the 3'01"'00'" s 

Bank Yiere hard J;lressed. to karp above ,"vater 2;;; ~";.eGl;riliy all sJGages of the D::o:al;::' s 

ca.reer.. 'Tbe Ol1e fect, that Iloan.s were needed. time afte:;:' t i::ne to mas't 01.::.; 8.1' i:l;'­

house obligatiolJs, is Si€>"llif~oa~t and. proJ?hctic of the oomh'1S CUS8,S":;el"; '..;.::o\r-

"\dcu18..rly x'-;,18n cou}?led. vti th such a ocl8miJr.;ous affair as the Kecle~7 I',:i:12 l'l'o:vel 

to be. Several incidents ofiless imJ?or~Jance may be mentio~led. here. 30:.1.6 of the 

officers of the banI.: had beeh d.ishonest~ tiff;" and. the reSUltant' tri2.1s 'diet ::.::.t: 

prove ad.V9.nt2.ceouS to the FaL.~r' s :88.:n11:. This is,Ilar'iiicul,,;.;rly true of tb.8· lc.s"t 

durillS the }?rogro~s of which thG alD.r111lrlC COl).:1.itj,O:L1 of tho ban1: ';;0.8 

rcsul"i:iillc; J?raotically ir£ll"cdirtely in the ,sus::';,ension of };);,::,ymcnts b~7 tho inst;::tutloL. 

':1116n 'llro.vers Wo.s ple,cine: hisl·bro.l1ches thrO'Ll£hout t:·l0 rur::il. C01:r.r;lunitic:s be ::,,-;;.10 

I 

it a 110i11>" to pick -aut the clever ["11;1 llo'oular fanners? SOllS for his 1':~~'::';;;'3Gr8. 

rm • ,....'.'.... t lIt· t= • ~. J.. , C, ~ ,J.:~1.1S brouc;nu bUSlll0SS, uU a, eas: 1n wo cases 1'lrov8(t Ci.1S8.S"ro·"lS, 00·".!1 lor 

the young ),18..."1 e aneerned. ancl :for tn8 bank itself. The rna.:1o,get.,. o:f the ·or8.l"eh 
~ .. .-~---.....---"....-..,........,----...... --.... --........".-~ ~---.---

at At}lel1S 'vas a 'f~;.alert s 60+11 ana his previous lmo',y1edse of 'ban:ki11g' or, fii:'9.l1ei2.l';;, 
- -·"wn. -. 
"r""sactions was nil. Ht did Llerely as he =8 direoted. ·by Gene,-zJ.-Erula;;er 

Trc,YGrs. So:n.e of his operai.t~ons were illegel. and he Vias S811tencecl to J,jIl1'e9 :2,76::::;"5' 

;.mprisoD.'Ilent. In 1911,dur+, the trial 01: Tr01'ers himself, it develope" 'obi; t:lis 

~70,-U1g wan ~;8.S but following directions a.nd eYGll at the t line th~,t this icTt:i.cls is 
I .' • ' 
I ' , 

b'::ing vrri tt9n there is a mOY8ment on foot to ~~ecure t:1G I)arJ.o~1 311.:l li1;G:>',<, c:C' ti'l0, 
I 

I 



81. 

yOUlIG 1:12Lllagor. At the t~'TIe of this cOilvictiolJ the teller of tIle J.'t:lOns branch 
, 

W's,s d.ismissed. on accoUl1tilOf SoraG shortage and somerihat layer an officer in 

head office VI2.8 disch2.rgd. for the S8.:i1,e reason. 

':,11at :.::.roved to be' t]~e .i'11lnediate caRse of the closi213 of the i!'arrner' s B~"1I\:' s 

'doors VlC.S the facts diSC~O sed. at the Lillds<137 COlls'piracy Tri2~ ill :!)ecenlber, 1910 .. 

.! Cll",r~e was l~id:bY (~~) Fanuer' s Bank, against three of their employees ill )J 
be branell ~t .L'"~say, i' It seems that they had. warned. customers of tl1e 1/)<.. X:-
unst.:;.ble COl1;1i tiOll of the I bank. The~i were informing their frie11ds t~1C.,t the 

I 

, I' , . 

b2.nk v.'l'lich :l8.d o111~i ~i567 ,ooC paid ..... uJ;l cD.pit.:ll, he,d invested over half 8, million 
(59) ,I ' " ' 

in a. Cobalt ~ . .Iil1e. Tne Fermer's BanI;;: pro secuted them for cO:1spiracy. 
I' , ,," . , 

Duri11G the tri.al, the -,:mbiic learned of the ba111;;:' s real".-(\osition, and d1u' ina' the • I' ~ ~ 

run tho.t followe(l ·the Fa.~ert s Bank: suspended.. Trave'rs bitterly complained that 

Judge Harding of tIle LindJay 
( 60.) 

Trial 8J.1d tl1.e press were to 'blame for the failure. 
, a \ 

-:re gr<:wt tllat' they gave tbJrG i"JUblici ty "vhioh we,s the irr:medi ate, haStEluing of the 

suspension ,put they ha\"erothing to do ~i:ri til the cause' of the' failure. 

, " I' 
Bad m~;I,l1ageme:'rt of tl)81 Farmer's Banlc got, it into troubles of seemingly small 

I 

iinportal1ce, 'partic~ly n{1al1cially, bU'I; trw;)' proved to 0"0 of a serious 112.ture. 
I 

To afim:mci:::.l concern goot..,.will is a, strong and much 'vf,lu.eci asset ~ vl1'Lile public 
, I ' 

prejuo.ice spells calamity. \ ' '11113 .vague l'tllrlors regarding the unstable col.1ditidl1 of 

the Farmer's Ba.nk cost it the confid.ence of the public'. "T.he stoel:;: de;lined in vD.lue 

and sneculators became tliJdo .All felt tha"t !!hands off" in.conneetiol: with the 

Fariller's 3al:W:: was the safeJt policy ~ '1his meant no busine S8 for Travers and his 
,I 

manazers 8.n:l tIle' irlsolv8nt tl?osi t iOll,' int a vihich 'GIle I{0el~y}al1e trGLl1.Sactiol1S 118.i 
I 

pIe.ced the, ba:nl{" :seeruedto re a peru12u1e~t, condit i011. The b2il13:;:, could. not have 
it ' 

l::8::?'G its dooc.s' o];)on ".vHl1outl ::ontinuing to fabric.:lte the' llOJlthl;y- re:001'ts to the 
, "1" 

:JG::?8.rtT,.cmt. _, The or;17 reli1~i11il1.s inc ident il'l the his tory of' the Farmer's Ba.nI: \ve.s 

';;::'0 s'Usgensio::'1 whic::c had. to I ccme tl:e first time tl10 niJ:nors that wero <,bout v:ere 
I 

I 



1'309 

Oct ¥ 

..:..:.. .... .•. : ~ 

82. 

StJ..t.stC\1\t[~.t,:;:~. 1':1.8 Lij.1Ci.S2.31 Tl'io~l, s.ltb.ou.Zl'l it had. :.lotlling to .1.0 Ylit11 the 
I 

(' 'j "',¥"":<""'1 .f,,:.,::, ··,·"; .... .,""'l-iil""·I_lC' I ,',' <,:"",.0. f .. ~ ... ,{:J, c: •• -.- ........ ; To.J c.Lf0; ,. C'.:.; w •• "'- J..,._"I..v..~.c" u '" IC-'.u""" ° ~n" ",u'''l:,clls_on. 

5· B8fo:r8 S':~-\.l...ly::!.j tIls' fC1Cts ~:tli fi:ncw.''lcGS of the ;failure a glance at 

t:}e L:.::.:li:cul·i-tiol1s :\)_n-:::'Gl'f;O~l~ 037 80::.18 of -bIle i·terns in the mo.nthly reports to the 

S·o-",e2·:::':::·:·~:: -,-ti:;'l p:ove of il~ter0st. Int;leiic.tol~T ,:;'ft'er t:19 susp:msion, several 

,~t, tl'l.~· .-jf"~-.1.' ,~:->,,..s of t",-" "li""'''''llc>J.~' s "P"",,~ "-ar'e C1'~'-~0''''.;1 -"J..' +,., r.,..,'-; +r.7 e:>'" fo"" 'f"l"'J..'f'·J..·n"" ...... - _ ......... - .... "-"--_ .l'-' ... (.;. .. ~""J. .. I.... J..)r.:.1.IJ..w.~ \I.'~~ _l':"".J.oVv.. \;v V.J. C;;",J,,L\o\,. u _._'-l.. J. ::; .... U .,;' b 

the r::/,,;.n·'~ls to the D:a,r,o.rt:rleIDt. It 2~:':'1jeG.rs tr.£.t T,!rnager Travers G.n;i :;;os-'sibly 

Ot:)81'8 I::: t::l0 se:!:'vic<:l of tljc 'b2.11k, de li"oero.tely mr;:c"e u.p these r8:ports with the 

G~:::?resa r)'..;:_r~)ose of dGcsi vinle t:ile C}overnaent an::' tn.", I'8ople of Ontarj,o. The 

?c:r:::3r' 2. 3D.lli~ SOOll af"tiGr i tl; 8 inception 'beC8.r:l.8 8.ctu.ally insolv8j,1t ancl tr~lt::tful 

rG1,ox'ts -;;o,,:l~:.. '1:;.V8 ols.ceo. Jt in the hands of a C'lu'3.tor. Travers, :1O,vev8r~ 
t:linld,,~ tl"~t 'E "i~'lt yet ~/O~l: tho s,untioD of the bank thro"gh the opel'ation 

of the Keele;? I.:i1:e, ~S811t iJ returns """hie}l le·i trl8 Tre.:.;.sury Brerd 2,11:1 J01:c D3?3,::·tLl?l1'~ 

cf yinCllCe to belieVe 'th~',t t~le os,n}: wa.s ,ioinG a nice bUsllless ani \:vs:.s i:1 a flov.r-

I' 
fs .. r 8..5 ·~::c ~:lo:n·~:1l~" go\!er!~:lelnt reports of ~~l::.e t:ilne i11\lice~te.ic s:!'le follo-~'?'ing ara 

I 

2.)elJosi.!~s 

2·c..j~~:\le 

Oll 

286 
2';;0 
180 
:"I 1 ~ ~ 

.:.r~.-± 

ite:'J.S 

0e i'-Qai -t s 
?~'y::c.tle 

2..ft'3:1't 

l~o~ice 
13"15 
1371 
1407 
1;)95 
1 r;:Ii,~ .......... ": ... -...... 

13'75 
124G 
13UO 

I 
("I:~ll 

~;~lS 
! 

li::'l 

Q.2~~8:i~ 
011 
81 c: _u 

I 

623 
I 

""1'"'' b~':"J: 
I j30 

496 
490 

I , 
496 

I 

I 

I 
I 
, 

I 

rej?ort s for tl'l8 

Curre:lt 
lo(';~1s 

in 
C2J.:'.c.:la 
1014 
1006 
1035 
1214 
1101 
le56 
1056 
lOG7 

fOu.rt·3Gn months previous to the 

( 61} 
(Tl1ousanis orn.i t·Cied.} 

Circular. 
tiol1 Assets 

429 2699 
362 2676 
326 2648 
364 2612 
349 2612 
:7/5 2607 
338 :2607 
<1",16 :?'G·U' 

2C90 
2065 
2031 
1995 
1993 
20G7 
1986 
2017 



Tune 
;-... -:.l~i 

;, ,- .•... ...... v_~. 
j3pt~ 
Cet ~ 

134- 1276 
1280 

'-:~i rz 
• .-.1 ..... V 1:512 
214 1278 
21J 1100 

I 

~.~i; 
~1'7 
4iSl 
.JJS9 

I 

219 L.!: 
! 

I' 

:08'7 
lCSS 
1084 
1087 
11,13 
114:3 

396 2650 2034 
472 2602 2C4:6 
519 02711 . 2094 
525 2773 2153 
455 2C,{0 2051 
429 2G16 1997 

1"1'0:.1 t2lis t2v'ble i t ";;il~ J8 il0·ticed. t:o.at the e.ssets were c.lways r.licely 8bove 
I 

lia'bili tiG S :C.2::'!.. just 1Jof1or,;l -tihe a.oorz of the JanIe.viera closed., ti.~o~· oxceed.ed. 
I 

8" ..., .. 

b;;,~ evor .~:;G19~CCO. ~:i1e /facts ,".1'0 tl'J.::1t, in Dece:"ber, 1910, 1'7hon the sus:pGl1sion 

oCO·:'<"1':;::ei. ":1;,."",,, '.p"'''' ..., "C' .... .;.",jl d.",·!"~ci'''''·'''''' of ;.·),>436.011~93. {62} • ._._J..v ._0 "" _ • .......... -"F.. '-'''-... v.4V oJ • In connection with· 

i::'J.is f:::..ct ±k1.:t th,0 ed..i tor 0, ~6;fl"lal.1ci2vl :l?8.:per I:1G.clc the r::tate:-.lent that 1Nhile fi2,ures 

C3J::l1ot lie, Ii 2IS c::m fi3ur~" 3ve~'1 in 19109 when the F8.Y1l1er t s Ban}: was in a very 

poor conaitio::.~ d.e?osi·iiS r'3:'.{c.inecl high in o",l'1e roturns to t~le ·DeJ?art:TI€mt • .t',: .. sOGate::::tent 
!. 

v;-",,:; S· lye:} o\.,~t ::.ille·Geel1 32.;>18 1-0 efore:.: the fall'lu-ethat ~~1, 314,000 was ;iE1}?O 8i ted with 
(641 

One :million, six. hV.ll:i,:ced.· and. forl;y":'eight thousand. "lia.S the 
(65) 

1:"...i':;:l i7a:b:.:' ;:~:2.r:: for~ ~l16 vthole of t118 be.11l-:1s career. Tlli's Should. h:J.Ve been 

J 
' 

D. ':/J.l'ni:c.c; to those il-rtel'est· d. that tllS reJ~urns were' be:Lng fal8if'ied. for d:u.ril13' the 

laii82' mo~/~>s of 1910, sUbscJib81'S, dGJ,)osi'tors zyd. evell tile general· ];lublic Imew tbe 
I . 
I 

'bc.:ii:.:: '\72..8 il1 :poor s}}s~e. Th;ifs :c:mst :l8.~?e rGs,-,~ ted. in withdrawal of e. J.~rge ~6unt 
! 

. , 
:;:raV9rs c011cac.led the LJadd,ed. accounts a.nd leases by putting lle""."'vy 

I 

y,,::.lL .... e:.Ju ion Oll cer-~ai:1 E+"'l''1''{X:±x ~toc~s 1:),nc1. oon:.:18 he po ssessed.o 111 connection \11 t}:" o:::.e 

':"~·'''--~·''''··'C'·1 .J'.,)::; r'ur·o c''-'''''' ~ .•. ,J ,,,,,'."'1 J...t:'Ol' :.".,:;I",,3::;.l,),vr ·0 of' T.?"8e1ey lYil18 sto:"'};:- r>f the re:l1lc5.:"c'er ';....:..,;. • .:..J.;:.~v \..1":" ' ... _ ,t I '>J!1'-" ~~_J. "':I':'014~ .i..)~""""", '"-" v ~ J.:.. _... - ...... 

c::: t::.i.3 8~O :ic, ",~15G ,ooe W8..S I a.:ldel to Tl.'(J..verss persa nal ~CCO'Lm't 8..mI the rest \'.'as used. 
(66) " I . 

to Gover t\;, :'osses. .Act 1.::1 , the ~::5GO ,oeo mine stocle. given the "0<1111: a.s a. 'bonus 
, 

COc: £'5.::a::o:1.;:,::; ~j:r",-3 Y.'2ele~i I.:il~G, ;;o'{j W1Y Y8,lue 

co ih) r ,',. ., 0 q , .• ,' '" "''''' "i'" '''''1" re.·.J M" "; 1'" to "'1'''' e"el',!.. ......... 1: .L, ...... ..;.t ....... 1 I.J... \,;..:,1",.... ,I ...., i ...... ,; ¥ ..... ¢,' l:' \........ .. u 

, 
Travers SD:W fit <I This Ws.s "C.sed. to 

. (67} 

I 

:Ll :;.·2:.:.:~.I.'_;LC' LilG ~i;.Lu8cJ.'.llJcal:;1.}d l):.l;i.J.-l1,.i;.' G:J'l!iL:.11, there wero some odd m::.nipl1h~tiol1S. 

~~\r<;::l t~l(; ::..10, lt~11y X'Q?Ol··t S S;lJ1;,! ·~~1i::J.. ll"l 'Ghe r2pOrJG daGed Oct 01:1 er 30th, 1909, tll.e 



I 

8'':"08C:!.'ite·i c8..pitc.l "i'!8.8 ~i1.:LOJ~ef <:'.u 

( 68) 
:;)9%,(;00 .. Just on!] ~Je.ar 

fen' C(;tOJC1' s;;:'()'.';s '.:,6CrGc.se Of 41 pOrc.Cl;.t. Tile :1"ill0u.:'lJG vIas but 

latElr tl'lc re:d art 
(69) 

::~5841>50() to ~1hy 

t:::'6 8110:C::':O~:5 s:lrirJ(D..ge i~ S~\..l~:l 8, s110rt til:u:;? Tile. Department· of Financ}e :!os to blmne 
I . 

fa!' :10t ,1:0""i0i:1::; t!:lis r.nd. entuiril1g ,into tl18 cause· A.h bteroJ3tinc f~aature of t:le (70) 

c:::.se J..8 th,-~":j l':;e~lrly all t21G &'1'02) occurred. in 't:1e 18~st month,l;hat of October, 1910", 
I . 

the ce,pi.lLial 

-.L",,~ +':',1, ;"".,:' 
....., ~N .. i:' ..... \.. ,,_. __ c ........ i.. 

aCCOVJ:lts revea.led. peculiar tre.:nsactions .. '. For 

l,o,,~:n ~lO:r'ill.al; Dececrlber~ 19!{ilt, f?:57'l ,,6CO; 

I (71) 
1'e b rD.D.ry , 

I 

19G8, '}638 9 700" But in :th.e mO~'1th' 0[: 

" . (/72.) 
7'~~CI" 1908 +,"""'e Y'''''S 0.'1 <Oilvf",'ce 04' 56 perce:nt "bo eyen~~I,OOO,OOC .. i, 'The difference 

~::,,: en ."b 5 :::: ed. ':0. ~&. ~-~ C q:: t iil 11 l'ev ious tot hi s hal. be en no::mal t 00, b", t 

i:'-' the :w:,'":'" 0:: tlle enormous I il1cre'ase in subscribed., paid-up cs:pital incre~sed 
{?3} 

:3v:t . 0;:16 i'ear later in Octoi)er, 1909,. the l,Jaio.-up capi t8.1 

jl;;:::,i?Sd. -:'0:;:996 9 000, ~,~ i:Jcrekse of 15 percent oyer 1;he p'i-SYiOUS 0566,396. (74) 
I \ 

'::0.0 CC:J.SG for' 'i:ihis ','[as j.0"Li0t~ess tl"e o.01:;i\'"i ty of Eana.ger Trayel's nror"'j": seve;r;:al 
- I 

~ 't~:..:rT 2:2:.G :'21 ..!UllG U~,::i t·ad S~:if.1tc~ It ~{e E·\,Ticl.en'tly s:::"v\t" 

I 

that this large 'a:tJlOD.J.lt Wtl.s not 

CCillS to "b8 ,;;:'o.ii C~l:1d. a.ccorc1i~181y Vie find. :red",:!. crt i0118 in 1i[ 0"11" e::nbe r, 1909, :.:::n:1 February 

::::..:J. :.::::.rch, IS10 J '7.5) The cl~mo.x wa.s reacl1ed:. in October, t;:.·o months before tl1G ::z.ilure, 

,. Si::;'1~fic:.::.}"1"t COi!lOi().ence ir:ll c,Olmeytioll with 'this shrin1<::2-:3.'e is the, fo.d; tl:.c.t ;h~3G5,OOO 

t::s :::::o'l:L:"c of -tl:e J.ecreo.s8? lis the e:,;:ac"t ;J.mOU"-Clt sv:bscl'i"bed. in tri.1.st ·b~r,."":;). Cl18.];Tl1::1n 
( 7'l} 

In tae 1'.+'1 of Deoember, 1909, it was stated. that this l;l&n 

~.c?l;;:" ·v';'l;::."icl sl-:.o.1'08 "but it S1eE1 S t:c.<;:[; ~X"c.v8rs he.d cOUTl·Ged. them 80S ?e.iJ., in his 1<1i-::r 

I""_i 11. -j ~ ~l' h.L, ... .-: ........ d ~ r. -:: .:; 0'" ___ .... u .,;-!.,l.9.;.;..y".l .... .l.J, l3houlo. have escf1l?ed d.etect ion anJ. the 
I 

::::2l0 f2..Gts just r018..'\;oi IL8,V'J, &.ll i;:J.lp0:::,ct:::.:at siznifica:nce. It "1:'.':18 t21e disllo:'1cst 

I 
S.l~C:.r':~.:~::'~C:ltG i·~] t!.lG ~:1.o·.~,JG?u~7 rqtn.!~llS t11e::t .slloYred tl'J.G FD .. rrnerto j3a!ll: to C012tinue 'bU.Si::05S 

I 

(76 ) 



3GinS. insolvel1t~ it should. h3NG hcd to 

SllS:fis:sl o",:.:r:-~ti~:1114 lest 'mot's; ::lOlK:y ','.:ovld. be lost to ""he puplic. ':':he .:;lG.:rb,g 

f::.ct :1:'8:::::::':'1:8 tl1::di t~:Li.s p~l11:1 .ii,1 -b".-lSi:16SS ,\7hi18 fi:::'l,,:;':1cially UllS0~mi. \7112t is:· 

+~.,\ - ..... -.. _0,\-:.' .• \-. ~:~,~_ .•• ,.~, .• ·t~~·.·"r; ,/.......1... _"'l .. ~ Of ,... ~ t' t- 1 "-.,, .: - - - -;; S::;;118 GJ1l2-::? feEl:; ,.'_Olle 8-SS\.l:a,· .. \:';.::'8." Va.l.11e 8.l'G 'ne mo::. !1 j~ 

:;"C;~Clr:Cb: ):,:x:'J of 011.1' "ba:::l};:s ff to5.uy may 1!8 f:113ifyil1:3 the reEOl'ts ~:1,~1''i.. hourly G0J.:1Z 
I , 

~1.::"'2':::: ~~:~ .. J.82per ':111iO c_ fi:t:)·:lCi21 hole f'l'om which t:1CY vdll not be D.ble to clarnbor 

c",:~.=:;:-~(c;il' i:-:!t2.:ntions ms.y ite COOO_.[Xlcl. they ,nay El]'1'1ect to put tIle OG.]]};: Oj1 its feet 

2..S2..L1 1.1;:''' tL3 successful oJ?eJ1~,tion of o:ne of t}:.eir ve11turcs 9 b"O.-:; mone~i of stock.b.olclers 
I 

I 

':::c1i J..e)Csi'to:cs 'Jo,[ld. be in cbJ.1gor. TIlere is no check 011 the heai office of our 
I 
i 

8.11·:1 't}J6 se ;noli t~11~T :::'etul'llS "t; 0 the 8:overnrnent c oms from the head. 

office 0 !t S8G:::S 

~ 
thc:t t:-18] _l c}?s;:rt,.0nt of Fir.e.::.1ce are not in a :,:?osition to c}lec1c 

'l'l182 :T.~"'::i be COl'l'ect or they may not. This a~;J!ealEi to the 

,;;:;:-' it 81' ::'3 t::e f2.c·t aMvG 8..ll others to "be re.C:le:nbered. in connection with t~.:e failu.re 

of t:le F2,::~,:cr' s 3iX..11':~ The Glov.er:::ml.'3n·t I:l.0::'1thly retUl'llS are -ialueless 

! 

of ~++~;"za~ ,:':"etoctiJ.1S' i~.~te:ci1~~1 IfI~au;i in our barilts a;nd. tlJ.0l"0 a1~ll)t~ars to 

c. fr",""uho:tly belbe;]. eellal-al-manager. - > ",,-1". v--{. 
___ ---.-:----~_t! -----':::-- '\' . " ,,) 

I 

I 

I The Sus?ension. 
I 

.~. 

"·\_9~\~··~ .~ 
(1' .~ 

rr~j)IJ'.1A9-':;' 

~,./ 

:1.11 

G. On ~.:o~13.a~', 'o8ce:nloer 19'Gh~ 1910, th(O) F8.rrc.er f s Bankcoulc1. not 
I (78) 

of Hs :;:::]8:' at "tll:':: T01"Ol::°tjO p188xins l10use~ 

the ~:3.tt:..r 

no check 0:1 

clear :)20,.CGO 

.: •• '~. - "'!"'''''''' ",-;.- ,.-,~.. ~'~"', ... 0. -.. 1 :.1"'~ s....,...... t ,..·i ,,,,: 1L ::.3t.o~rte0 .. So s "~ead~7 v;i tl1a.rav!3..1 of d~po si t E • r:ellJ from 4':':"',:;; u~~~ ... 'o.J,/ ll..:..:..~ .i..: .... '.1,.- c.~;; __ ~I 

t:l6 Ot:1~J:.' ";:)c:.l::l;;:S 'l'i2..S nO)li fO:'~:;~lC01;:].i~lS' 0,1.11 Ec.u2,ger Tr<1vers 'lloJ~ifi ei the cl1ai:::'4l2..11 of 
• I 

t:18 c~e"-?i,," '10""-'''' o·r-the inhbi;i"ty of tIl0 Faroervs Bauk to clear .. G.n the follOi.y.i:1g 
""" ,-",..a.. ... .:. ... 0 - ~l..i'-' - 1-.... 

,,, -----"0- -. ~Jscs:;lber 20t:19 the b~:,nl{ closed its ioOl:.'::: l'm.i a sta:ter:16ut was issued. by <':'\.'';' ..:.1..:.. ... .1 ;j.1) I • 

'.:.':: i..:.1 • 

I 

I 
I 

o. l"U':'l ll: .. td. ';:"OQl"A S ~c:.J:·~~oJL 
I 
I 

tl'lOt tho~r 

(79} 



'1 

I 

I 

I 

I 

of the 

3, p~tt 0"SOll, Ohail:n:ml of the Tarant a oloaring house, not Hied ;), 

S:orc~,to ;;lisi;rict of thF CE;;:'1a3.i2w.1 311:11::8:r8' ..:i.sSGci.s.tioTl ';:ho in JGLJ.rl1 

formed t~:G £)resiclent, Sil: :3°1 Clo-CLstolJ. 

i';.S soc i a;\;i on' left for Toron.to 1a.:,:1;.:1 G • .." 

1~:;>. J. ?J.1ight, secretary of J~he 
(eO} . 

Cla:cll::son was ap}?ointeJ. cu.raJGor. 

'2he C8J.18.G.ic.:n 3:u.0..: :..ct gnl11ts 9. bank that 112$ susDendecl nil'let·.; d.O,'7S as ai.1 _ . v ~ 

(Ell) 
O' ... -... o·r j ·u·11· ... •· +0 11······.;;,··'+e ,·ts "e-o"'''' "'J-" '~-C"""" e"':' -0 t - ;,1 ~";;'I U.l 1..;;' u L.~I..(,..:.. .... t..:.u ,_ r' Uj,..,j CWo vt. .J,.l; (.,J,i.LJ!.~1e:nc uv .. SJ.rl'0SS.. ..;;;>U 1,18..1"'\ .. 1..-;';-

Bu. 

ever doe s a bOJik "cno e ·01 as e .ir, s do or sand thr ee months late l' 1'0 sume b aCine s s • ( 82 J 

It vins. soon discovereo_ that t flG Fe.I'lI:er's Bfill}-;: cov.ld. :never.o:Q':m its doors again .. 

'rIle cur.:?tor? s first statemelltl shbv~·ed.. a nomi11al defioiencyl,arge Ei110Ugb. "GO warrant 

t:'19 a;')"()Oin-Gment of 8, pel'rllcnoJt liouid~"t ora ...... .. . ~ - . I'· . 
0118 r,:1c1:.JG "-fell osl;;: wh 8,t ~va.s the re0.1 co.:llsa.of thesusJ?Eln sion? S;J:J.e ru.'1 oi 

[ihc l);;);nk i7~':dch :::'8zulte'd 111 tlJ0 8l.ls·,)cnsion ',18.13 started ·by the ·':)"J.b1icit,?, the 

Lbdsay C011;:l.:;;iracy ':2;io.1· :3.Y~ "l10.t:lG affdrs' of .thGl. Far[!1er' s ~o.llk. ~lhO f[)"cts 

disclosed s::oned the ainsolveJt cOl1ditiol1 which il1turll.w2~s due t~ b~ .. d o8l)ldng 
! 

8J.1.:1 fraUjX~lelltln8.:.llaSGn18:;'1t~.~ad oanldng? "iv.itl1 the insolvent condition as its 

:::,esul t "118.8 the real caupeof lthefailure., .~We .haye. state·a. befor.~ .... ,th2"t. the 
.' I . 

::JU'blicity due to t:b.e·Lindsa.yITrHi1' Yi9,S b-unt 
I 

the l.m.lled.iate cause of tl1E~ SU8-

pens ion .. 
~ -,. 

I . 

Clarl-<:so:n, ,1110 11a.d. b.ee118,?p9inted. curator oy the 
: (83} 

3a:::iker1 s .lssQci8.tion np:ll2:."'4",i"~:il:·yyas madei::.1terim li:c..:u1d.2.tor O~7. the c:ou:lits~ 
I 

lie vi9nt mOS'G ce.reful1y into~ll ma"'G1Hsrs concerning the fin2,l1CeS of .the failed. 

bsnk a:'lil :£):re sent ed thefolloJving st a t'ement, ill the ~econd v~e eIr. of Jan.-,lG.:ry ~ 1911 Q 

.' . ·IJJGeri.'11S-Gatement oftheCuJ;'a-l;or of the FaJ:mer's Bali--;:. (.8L'J:) 

Jeposits, drafts, etc-

Preferrecl. c12 .. irn.s·' 

D81,G88~05 of secured. 

I. 
"j Lie.bilitie"S'. 

I 

clal:b.s 
I 

i 

1 

I 

I. 

.;., 

Toto.l. 

received. no rar..kinz .. ) 

'>;'1 :',r 281 774 .. 91 

569 98'7 .. 0'7 

584 5CO .:.QQ..... 

'"' &:., 436 261~S8 

'j 
;i 



Gov't d.eiJosit 

stocks c~::.')a. bond.s 

I 
I 

I 
I 

.' c'set" .J:"_i::) ! \:I. 

s;;.::ecie, etc.1 
I 

SU1"l}?lus ij,1 Trust Co~ 

I 
Ir:d;el'im vslue:liion of current 

Premises 

Keeley :.1i::o.e8 

loans 

I 
I 

Total. Assets 
1 

·sJtmnent ~h&t thore 

~~140 . 709 .. 23 

20 250".00 

113 895.CO 

81 688.05 

241 434.841: 

246 172 .• 47 

1 156 100 .46 
2000' 250.05 

""vG:.S 1.1 nominal deficiency of 

lOGS of :;:;1,156,100,.46. wouli result. Therefore, it seemed CJ,uite pro"D.:J"blo t11D.t . .! 

the deficit wouli 2.l:n.oun t to ¢ver one ani one .... half millions. ~his sta:beme11t is 

11' 
quite different f1'o.::1 that p:r,-,?areJ. by Trayers a few weeks previous. In JGhe 

"I ' . 
20V8l"l1ment report of HOl!'ember 30th, the liaoilities read. :jl~99'77000, vihilethe 

, I (85) , 
Jlk ' 

assets ."ere c,;.uoted at over ;:?~,616,OOO. 
,I , 

~he i,:1IDol"iiant l'1oint fori our 'Jresen'(; stud,'! is "Ghat tl1e failure of' one of 
_ J;: I, - " 

I 
our bankk m8&nt a loss to t16 C~1sdien public of something bemween half a 

million D.n0.a million G.lld. 8.lhalf~ The va~ue of the Keeley 1'line v:ill deter:.:::tine 

the ex~ct ~~ov~t. The 

sharehol3..ers will have GreaF diffic1.uty Hl.eeti1";.g their CLouble liability. The 

am,ount of mO:1ey lost to the count.ry was large enough to warra.'Ylt JGhe thorough. 

investigation that folloyedl, 'bu.t t'he fact that hurts most is that so much of 
I ' 
I 

it CGT:1e out of the l"Jocketslof the'smaller crass of farlJlerS, vrllO when offering 
I 

s'uvinc;s "thought tha~" I all be.rflw iJeTe (;"psolutelv safe. ,,'L member of the r ' '" , " • 
(86) 

voiced. ~he sent ~Jlent of mm:l~r a student of C8J1a.dian f ll1a...'1CeS w11e:o he 
I 
1 

I 

I 
'" l _" ___ '~_"_"_.' .. " 



o.ff±rMJ.Gd. tll::.t it \,11:)':3 :.l sl~alne 'ti12.at D, fi:~lmlCi~l i~lS'~ituJJji01'1 "ti1"L·~:.t . bad. t110 t:"v~~t of 
I 

.;;.11 ,'/0.8 dlowed to nm folr ye.;;.rs with a. b9.j,11till(; 08S of abo1.;,t :/;:00 9 000 ';';;:K:':: it 

s}loulJ. :1eyer even l1.:1.Vebelen cllor\'ed to COw:ilence busbess~ l~e s8.id that it ~'..G.:l 
1 

~iV8:n :l:'ise to a -Droo,o.. feellin:S' of unrest (..'.:0J. he fel J~ '[;11..:. t t:13 Yl1:>.tteT sho-.;D.c'. be 
1 

I: 

c:;;.rcfull~r loolced illtO 8J."1a: the defects in O-':lr sLJ_];larvisi11g 8~r3tGr:..;, l'sl:1G:lied. 
1 

LiC;i.uido.UOIl of the 9ssets of the Farmer' s 13~Jc ;;l<1S a.t the t:iru.e of ,,'1.'Hi::1S, 

l)rOS1'8Ssing very slowl~·. lS:ok"l assets, exclusive of "thG Eeeley i":'i:ue o.mO'i..iJ.:rted 
1 ' 

I (87) 
to ,~213749 according to tihe report of LiCluidator Clarkson, Feorcl..;;.ry 27th, 19:'..:;. 

1 

I ' 

motal li,,-bi::"i'GY of theb411l';: amounting to ~;2?089?25i is. iD:ivided. as follo";78: 

Liabilities, Feb. 27jth, '1913. 

Shc.reholJ.ers 

D8:flO si tors 

I 
'I 
,! 
','I' 

1 

I 

" I' 
Circulcd,ion {;; Gov't deposit 

1 

:11i see 11 ~,l1 a ous 
i 

M!:.. Cle.r}:son stated. that knle,ss 
" I 

373,186 

'there existed.. no POSSibil!ity of any returns oeillg m2,d.e to the, ile:2ositors. 
1 

/ '~O} \uu 

8. Severa1b. eventls subseCluent to the failure thrO"'ii liGht on the C8.uses 
, ,I 

I 

of tl:e c:..is2.ster~, <:ZI.d theYI will aid. us Ll :11'9..'1:i11[; conclusions ~s to ,\7}1O ;:,re 'hhe 

CllllJz.ble :,;)0.1-'<:;i03. The trlials of the officers D.:i.1d. the ac;i't8.tioll c3useG. -b~r s:;;';:;~:i.·8 ..... 

holJ.el's ""nc:. JeI,ositors wAl fon:1 the sD_bjec"0 ;-.1o,tter for this SSCtiOD' 0:::J.t~le 
I 

d.~y :;.fter tIle f~lilul"e :'f" do Tra"\rers, et:?nel~,;J~J."'"'!r2£:11B.ge:t'!J ill3S &r:r.~GstG(l o:n threE:.' 
I 
", " , r. ~~Q) ,'"", " 

. '. ..' ;,~. '" ."., . \. _. . ... ". " 

ch2.rgGS of J,18.L.i.CtnbistraJGliol'l. oft'h,e' oruik. ' ., The ch8I't:eswerf~ 12,i5. for sCl:c:i -::c 

fs.lse 00 .. 111': re J.iL1.rl1S to t.hel Dominion GO\f erTl.:nel1t, 
(ge) 

:J.0,ld:r:: false 
1 

entries in t1he DanIe's 0001;;:8-

1"""81 a.l1o-;yed.. his liberty. On the 2~lJull of Dac,::r.1:Je:;: C"1~8.Y8:CS 
,;;.. ! (91) 

, I 

ban~f S premises l:)Y,Curcdior Clsrli:son for r0IDo'!liDS ])s',)Grs w ,vas ezcludod frO:::l 'the 
" 

'I 
'I 



'.I'lle forl:10l' :Glar:::'S'"n- cffil :1118(1 th~:l;t tho;, Vi91'G but :~)0rso·l.l8.1 ::'1Dpor::; 

Eoe1(?~' ?Ii:LlO 0 On Jc.nu"l,r~,7 J.:::th, 1911, Yiho~'1 Trc,ye:cs C·3I:l8 U1J for 
~ . ~ 

. I 

"" 0 ::;,11 three ch["~'S'es 8.l1C1 was sGntt:)l1cecl to sb:, si::l::. ":115. fiYe 
! 

l '" I • 50:;:1'~mlCO So" 1'l.U1 C Ol1CUl'Ft;lll'Uly. IJa;,;il)t 1'8.,-1; 0 :Del11nison? '/111.011 i:.1.1) ° 5i1:,:' [) 0 :rrG C';) co ~ 
I • 

seld. tl::.:.:' t t'l1G trO'i.::..ble '\1'jpu1J lle\rer h2.V8 hc;,}?ened. if th'''lre h2,-;' been :.;ovcrnr2;;J:b 
. i (92) 

inspection of head. offices. He sc.id. t11 ct there was 110 C116C:;':;: 01: ::". b2..:::~l~ "I .... 

. I 

msnager except that wh ifh C2.rne und.er his 0"\'<11 00:(1 tro 1. 

J "T • - . th"" I . • '1 t f·', on . "'-~ ••. .:.unro~ e .creS:l.c.en- 0 1;lle .!'o,~'merts }3al'1lc Vl8,S cb.<:..rge3. with Y.lt:.;::i::.lt:; 

09. 

. : (93) . 

fa.lse retl1.rnS to the :Je~s.rr'"ument.. During this trial, FitzgiblJ0l1? '.:'rD:ro:;:,! s 
I 

accolu1t8nt, who mad.e out the returns, sta:tieo. that l:1r; ~Eu.nrohai no re8.sor, 
I (94) 

to believe the reports tere false. He said tl1st the re,turns wer'e co:crect 

1 . if the valu.s.tion of cer~aln secu.rities was acceptsd.. I.Iunro Vi8.S e .. cs.~lit:t:e(,t of 
i 

the chE.crze 'but the ju.dge int imc~ted. th2.t in the future bal1i:. 

would 5..0 I:ell to ta.1re a !wore vi tal interest in t11.3 affairs 
! (95) 

which they represented. 411d. served" In this conneC"GlOn it 
i ' 

ti:1?,t li:unro shoulcl ho.ve Jhown more strellgth, 
! 

wronz" r;:l1e law said thd t he was 110 t guilty 
I 

for he .lillew that 

bu. t he cer·taill1y 
(96 ) 

il'l8ti':~utic:.:1 

been 

resulted. il1 a conyic·U,Ol'J.. 

\7ere the .direct result olf the stron3 sentim.Dl1t t}18~G the nw.tt0r of.' G:O,::l:::"'''lC,'::: :,108 t 
I 

seriou::; fij.1s-ucial d.i'sastler be ::7robed. to t~le botto:cJ.o '"/. J. 1i11;ls:.:::.~' :::,5.. T)}' 

3.lTesbitt were 

I 

charged l\vith conspirin S ii 0 oMiain 2.. certific ate fl'o:.:l t:::.s 
I (

Dr;;' 
J ~ ; 

I 

1?er...D.i-ttip~ the FD-l'hlerT sE.::;ul: to com::e:nce busi:18SS. 
! 

"\"lS8 als 0 chsrged. viith m2~dng false returns. ~he fov.r j;TovisioY.i8.1 ~a:rectors 
(S8) 

f~Ln~ls • 

i 

~.:;:essrs. -)i1s011 8.nd.15.or(len, with r::ra\rGrs, were tried: fo:r cor.sllirh,S t02;ive the 

..... ..... ". '1''' '''' " ./ W .• ,.. >i,'.'. "'e.'."""···.; 
I 
I 

?,V, <. 



• 

se. 

~l1.lst 3,.:':'l.l 0-D .. ~r2:::1tGe conllJdr~i l1l1due ::1ref·er:J:'1co o\.Tor 
Cl: I' -

(S91. I ' 

BC.nk. ~::1e ',)1'esident bf t1:\G Trust Corn:,?8..ny ','0'8.8 
(lOCi i 

'b::;JJ1';: ~lOte:3. In oonn~cti6n with all of "lij18se 

I 

victiJns ~\,:t1;1 tho~{ '=',l"E) • lOW I Iro··')pe'l The~7 si)o"l.' us • .,.... - \. I I.. ~ -'" \.<.... ... 

j'amer's 32.:1:::':: disaster sh~uld. 'be Drought ·~o 
I 

\~len t~e shareholders of 

.. -J.' 
Jus~J.oe. 

I (lOl} 
_d_e_o_l_" ,_:1_8_J._-I_" _o~._c_' l_~:_,"_t_e_s_t.:..., _' -;t;_h_e_d._·_O-:~_b_l_e..,.' _l_i_oo_' _i_l_i_t_·~·:l,_~_-,--_-:-....:T::.· l .... l....:C....:i;:..:I....:· ....::;,::..0_1....:9_. 8._' _v....:7....:a...:s~a.=s--::f 011 o~;s • 

I 

chartel' \IaS obtained. by a~ evas:i.ol1 of the 

anJ., th erafo 1'8, 

far 

i 

double liability cO'V.ldL Dot be ,anfca:oed. SallE; (If ".;;:-,8 
I. 
I 

asto I try and hold the ~,:inis"uer of Fin2:Gce IJ:8.1l1e. 
i t102) 

o".;hers. i~l!the Department .W'it:l l1es1icel1ce~,' 

:~ol'::'ers ij.1forr.11ng t}1an of It he 'liq.,uid8.tor i s ruli:;:'):?; t}:e.tthe d.ouble 1ia~)nit~7 
(103) I 

l::ust be :0~ia, !:::re f?ere 852 names on thc;J list of shc,;.r~.hO.~·s, t~>::, ::;;:::8a:: 
. I 

billk 'beinG -(;:10:::0 of farme!1s .in Ontario. ?hr e 11lmd.ro:i [,nc:. tr:;n s:::::1:rcholj.G:~S :'::78 
~"'"I'" -,~ 

filed 8. lc:fensc az;ainst tIle claims of the li(~:d:i(.'..toriJ "c},at the~/' SJlO~ll::;' 
I '(104) 

on th; list of ""110 c(jl1trib~tor8 to 'L}lO dOll1l1e lio.011it~;. 

I . 

;;2_.~f'3ll0e Le~~e, ,an 0 tran~~8,t}-on of .J1Q:z.:.~l~.Q.L~~r!.~!~~;~:?:.E~!Ii.~:0'.: __ ~":~_'.~ 
issued. the stateme:r.t that Itheir case v.'Quld ::0 ,to' the Priy~r Correoil DeforD t:-,3:' 

" . ; (105) 
-.70rtl:"l 'n3,7 t~1e ;';.ouble liabitL it ~7. ' .J:: v I 1.:.1. 

I ' 

The de? 0 s~ t~2'~,!._t?_~.~Jz_::,e.pa~~:~_~_,~::-_[:~5.~ __ ~:',,_f~~s:t~"'-_f_c!E_~}:.toir .... E~:~;:~-:; s· L" ~OJ.·;)}l to ~ 
."---' I .. " '. 

011 1911, . tilOY' f ~:'::_~~:!X:~l}~,~~Xg~ .. ~l?,.'!i.?~"~)~g_,,.E::2:j1~.E.:~:'_~C_11_L_-_~_' ~_~)_l_i_c:_:f-, ... 
.--""'--""'-~.-.,~--.... " ..... "."" .. ..-....... 'I "' .•. ,-'" . 

'PU1']tOS01 of SCC'l:!ril1~ one hUll,:]:',,):Ioe:nt13 011 tho clo12_·_'_r_":;_j~_~'_~l_1_ 
---------r(-:::iw} 
dej?osit ors .. 

(lO?) 



r··-;i.l.. • 

c,s tc "l;2:e oivi~abilit~r of arl')ointil1:::; 3. ::::'O~lo.l CO;::,,"..cJ.issioIl to cll,~ui:r8 LJ'to 

"';~'''' ··,,..·~,,.J.i-'''''· of "G"h~ cJ.rJGi{'ic.Rte .... 0 I. ....... v v'" ............ IJ .!..r.~ J..r.~ i _.... ~ v 

I 

0Pl:o sit ion en:1G,,~vore.:l; to S110'7! th.s,ij tl'le De;c.rtm611t of Fim"lDCe \1[ .. 5 ~''L:.il t~; 

cross negliGence <:11i il1G~r v;i8118c1 to -::;rin,;' t:t.ose reflPo:1sible to justice. 

id.ea uas to get at t:1e oris.in of the Jvroub1e ~:11.:1 to SGe th2t those to "blC;l;e, 
I 

no Df.tter of wh;;;.t off;ce,· vrere }?D1lished or ccns1:p.·,:;;d.. O"l:e memo€;r Clf..'.i111(:.i ~;:lE·t 
I 

alone vlOu]d 110t be ::>."'ole J,:;o t::lrovl liGht 
I 

I 

(lOe) 

80;:1.0 tl;;:::::l9 sho1..ud. resi! all the I,Iinister of Fins.nce and. others ill the Jcye:;:·::_:s~,-~. 

the time betrTeen t~le casi1 d.eposit 
I 

ar.:.l tl1e crG..niii:nz of tl:e 

wa.rni:n:s •. For the 88 ~oa8ons, he 8os1:8:1 for a 'Royal C-O]]'];;lissio11. ~·;.notl18:r ',~i0;:;J(;1' 

! 

cl::i mod.. th::.t there 213.(1 been i:1 
I 

I 

tr::msfar of f~ ... yo:r.s 
(lG9) 

7:r. Cc.lv81't 9.na :.~al1;.;.,ger Trairel's. 
(110) I 

i _. J.., 
lana. to G.,lEi tho.t scme one 11i311 in authority ·eu·G 

m'··o:""el
.,..., 8 ,-<. .1.. ... "," ... 
i. 

i 
mrl!d..st 

I 

/ / 
tri:::.,l..The :91'i801181' had. been cc.r:ciecL off to :::l:.;,,:;~cri / 

of his trial end.' a'X.€Jasol1 was .ie8::milEl~· It "liaS uls 0/ / ?enitentiary in the 

note::' t~lat the fres.ue:d:t a.d.jou:r'l~me11ts were not. in the interests of ~'Clr;tico. 
I 

I 

:Io'iQY X', ~~ou 'ij}18 ti'no of t:1060 demo.nds, nothhlC ,V0..8 d..\)ll-?;, fa:: G'!C_~ ;l:otiO~l fc:r- ::::. 
(ll~) 

:~0~T",,"1 8orJLJ.is SiOll was --lefoatc:d. in the house, on i:.~o.l'C:l IG'th~ 191J .• 

r:: it""J.o.~ iOl1" : 

I 

1 ".J e .... • ., 8'T8 1 o· ')'j'1'=' '" + c' <l·,"·1 '.I. ~~ .J. ... '1. \: ..1:,.1. ';:'U\,IJO;..l 1;,;.,.,y,J, ........... c11~1J.1ge i:n 
I 

In 19]0 theConservati~es 
! 

I 

. . 
ill -GIle }Iouse~ for r~lore 0:-: :".::05 

~olitic~l reasons, had.. end.eavcure~l to ];::.3ve 8.11 Lwestic;atio11. 
I 

I . 

of t:..."", aCom3erlTa'tive iG·oven1lnent in 1911, there crose a ci..e·1'.1.Cc:1(1 from l:;o'~ll 
I 

Sl12,reJ,101\lcr s Con1L1ission 

--.."...... ____ ..,.,..._' --,-"""""", .. ,_" '''"'1N\_'"'";~''''''''',"'_'''''''''' ...,." ........ ....".,.,.._,...., ....... ~, ...... , """" ... "..,.... ',.,...e.,.",.., .•. ,...,t" """ ... ',.....".,,...,. ... _, .,....",.,." .• ,,.,...." .,."".,.,....,.. •.• .,...." ,.,.,..---~_'--_--_-_---._-._---~ .. =.= ... ::' 
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I 
1 

.3lr -;'/. Li0re-'!it:il, Ghief Ju~tice, empowering hi.m, to il1 1;.ufre i~lto th8 
, ~ (113) 

cOOlli.o".e;' y;. th the or<;e:niration =~ o?er~Hon of t:,e ;'a:tmer's Sa";,. 

or i flD.enced by ~Glh8 c::u'elessness of the J:lep<1rtne:at of 
I 
I ' 

~:.ose 

GoV1rl1l118nt s hou.ld. reil:l.burse -the 8218,re11oL:1ers W1(1, Cle'cositorso 
... (li.'~) I 

In January, 1913, So memo~ial VIas ?rep,'lred.. to be prG sen'ted. to "b21G :E'rivJ, Cou.:nci.l. 
1 

This 1 recites thJ his-Gory of the orsa.nization of J~J:c.e b511k @:d. sot3 forth 
• I 

why th05.e vilio lost their savi113s in the bo..nk s210i_:llcl -~)e TE:iw.ouTcei. 
I 

wished. to be relieve6:. frOCl their double li8.bilit~i ODd.. -~!:le 
I 

d.epo sit ors o:ped. to rece ive the ir claims in i'1..111. 
I 

rnernoria1 points 
1 ' 

ths:G 1:rn,der 'he maxim I!Th~ Kine; CBn do no \-'1' 0 n2;, 11 tile suffer8rs n:c'e 

from seekip 

, I 

act Of mOX'9 , just ice 8.~'1d I clemenc;J,1 should. reimbUrse tile :De 0:218 who r~G..va 

great fi11(;1.:JlCiD.l los,s tlu'ough negl1.ge11ce 8,yd mala·5.rdlli st::::::.t ion 
I (115) 

of the 'of Canb.da.,.. r-t is generally Ul1clel'stood th:~ 2..ction 
I 

I -

,'by the G07ernment IIvill be d.etermined ·"_pon tIle finiins of the Royal Corrrr::.iscion .. 

In C.ol1Cludir1 Ol.1r stu;;ly of the Eo.rJller t s BZ,IJl-r: fcl,il ..... U'e. 
I 

a .:1.iscussi ~ of the.' c~us~s 2..rJ.cl remedies;- -,Ul will adnit ths:.t tne ir:1:uea..is,te 
, r 

.. I ' , '1" . .. J' , SUS1?611S J.on j\'18 .. 8 line lJUD lCJ. 1iy g:L"iT811 ~ 0 ijile 

I 

by t:L1EJ evi 91'.1Ce tal:en in.! tr~e Lindsa~r GonspiracJ' ~ria16 
I , 

I 

not one of tbe rea~ cz..usles OL 'the failure a:'1d accord.in2;l~i will :lOt 'Jc 
I 

aCCOl.U1t of lllOur conclusions. 
, ' I 

The FaX'::1erv s Ba;nl<: haci. ~ poor CO::Jl:lsllCE:r:;'\31:t;4 . , 

tb.i:::.:,Zs wen" frqili bad. to !Vforse, 
I 
1 , 

.-.~ , 
..:. . ..:.. ...... 

t:1CJ(j remaiea. were the direurtJ.stances th8:t'viera to Jj[ o1'i::.13: 2.oout the f': .. i1u.:.'c, 
I 
I 

• I' ' .. ~ 
Ii"~e ·~·.,..ov':;s on8.1 d.i.rectors hai not. the 'busi:'1ess Ca.:l8.Cl (JJ'. ............ ,;:- .... I .... 
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fi1'"'''~ce''' 0"" ';;:i'" ·iv,;~}" ~'''' -_ .... ~_.,I. u l. I,,: 1'1....... .,J c:;.....:....... .-.1.0 ... 

, I 

ot~:er's -nCO;Cl8: ?:::.r~~ially CO[,'1'li~8J.1t of' the iinsto.bili ty and. the confiaence 

I 

of t::a lyc:.si2:l8sS l>~:.'blic -:/Z,¥ -SCl1B-t a l:::lC:S:'ii seyere loss. To redee:::!l. the 08.n11: froill 

, 

:-cs :poc:!.' C0::1·:li~iol1~ all t~re assets we'.i..·~! sU:111;;: in t;le Keeley :,~ineo ~2his concern 
• I • 

}2'OY85.. of no ,\rC11'.1.6 ::!le. th$ l)c.nlr: vias in a s'cate of h1So1yeIlcy. The ::lOl1thly 
I 

I 

:::.'e;o::.'ts ~.721'e fo.lsified., '(;1!'-8 c021:iition V!8.S l:e:;?t a secret and. the 1.001'S of the 

its iisa .. strou6 c;:;..reer 

until 8.11 LlCi·:le::J,t ~li~olos6d. its c0l1d.itiol1 to the public Gl.nd. tIle ineYitable 
I 

r,,,,_~ <"'~'l?"""<!'ion .J:'>ollo·''':e·'l ~ ... .L.r, ....... \.:.J' .......... 1.:; ... .l. ..... _ .L. J~ I v;,. 1). There -vvas l1othil1$ in the f:i:cancial\!cond.ition of' 

t be ~~o CD.:u.se U fc.il"iJ .. j·eo. 
I 

Tile t:couble 1Ti8.S :pecdiar to the Farmer's :Ban1<:. 

Tb.e causes., 'briefl~" l'u.t ~ 1i~ere The illegal securin3 of certificate, 

, .. l' f .. ... . .t:'>. ... I ..t., • • J,... ... th .. ·· ...!.. .D -G.:18 _OSS 0 'JUDJ..1C C01JJ..ld6nce ~ (ine e:'~':J811B1Y8 Ore;anll!i,?,q,Ql1L_·. 9 ::'lS':lOll~ ~'! 0..:-
- I - . ___ ---' -'-

I 

t}13 :~2,:nc.GG::':211·GSt t:'::'04 lJoor O,2..nl:j.:ng alJilit~l c.rl·i disllonest:r of Ilanager '::;ravers, <----------------t----------.. -.-.---------
the 1'l€::::;li~2:1c;e of -:;~10 o.irJctors 8..213. 1:::. stly the CarelG~Sness of tl"le :oepD.r'l;;ne~:!t ........ __________ -----.-Ir---- .:~---------- " ____ _ 

the Canz.c1.ia,l1 3anJ.(er r s J..:.:sociG.:i;ion, neitherof which, it see;ns, -----------_ ... '_ ... _-_ ... -. .. _. ----........ --.' .... """"""" ..... "'..,.~.--'--..,:,---.------. 
I 

:;'J31~ce ivecL -b:1a:t the Fel.'rlleI·fls Ball1c 't"::'as rol:J'bi!1G tb.e }?eo.ple", .ci.ll t~::es~; ,J~USe2: 
...,--..-~ ..... -----...... ""-.. ,...,...-..~'--~ 

are DO~f"G or less res"')Ollsi1:Jlc? for trl.e fe .. il1.:.1"e,~ Tl1e 011e -c11:::Lt ccl:t::":.l, .. ~.j~:Gd.. r..lost 
- I 

to ~j1e :? .. i~~St\:1:r, · .. 72..S ah~ J""l:..lO·llbtec':.ly tlle clish.cnesty of IIan:::g'2.r 7::~t.,,:rG:,·s4 
I 

X"eS[;"'tlrd.. to tIle i ssuinS of the 
I 

'=' " '" r,'r e ,·' F'Il "'11"'-r] de::::l.in-': Y'·i.'~~l t;.::.e ;.:-:raLltil1,,; of the (;'JrJ~ific2;.te to .• ___ .... ___ .. ___ ..... v-....;.. I.J __ ? .i., c:.:_
1 

_ __ __ 

I ~ ! ,", I 

\.J..l.Ui . I 

;~.:..~:..~~.:, ::.:.:C~~~~: H~}lel'llul is, ill ~,ll~i' 02i:niO~i151 no Grol.~J.s fo~'* S:'12lJOx ... tillZ tl1.e 

,. - .. ,. 
..;.., " o:r to 



-----;------------------------""""''" .. === ... :==.;:,:.,.~ ... 7. ... ===7·i.::o:;.·~ •• "_.·.,i •... ."''' .•. ·. 

'1.~_C; :-:-,~'l. ~I"""J. ·J.~O·_;·~ O"p ';"l, .. 1 ~""'\~":I+ ~1 -..., -.. ..... .... ~ "' .. · .... lJ,J.y ....... tJ ~ tIle 

I 
7', C.,' J·:',1.('1 .... ,. i1·; "',," of J"'l" ·i\~·······'·~l·' co ""~l,ir +'1"" CO"";',,';,, "';0'1"'1' s"'';d ,h'll?} ... _ '" ............. _ ....... I,.. ...... c:: \1-1-'-' .•• .;....1. ...... r.:;; l.J ...., ...... _.>J.""", \1" I.;i .. J.'O':"U'..I.Oloool ..... .L....., :..N..L..~, 

I 
I 

::::~-O~\"1~it215·~~:~1,:.1.:l1 ·~110 irl"G.3'LlJ..l?,.ritios 'on the l?:a.r·~ of Tra:vers, ro1,:l11is 111isC011dJ1.ct 

co~nection wi~~ the certifica.te, the evidence sa.tisfies 

.\-' . vDere J.s no reason 
I 

,7flY it sl-lo-.:.Ll YlO"G llZ'.VG s1..lccera.ed~ ';;;.lile it is trUE! "uhat if the. certificate of 

=.ot 
I" 
be8:l. 
I 

I 

gl'8.nted? the money of thE) shareho15.ers al1Q. 

C'.t.o;ositOl·S 1';0"-1.15. no~ h;~ve be::m lost; the efficient ca.use of t:la~ loss was "tire 
1 

I' 
rsc~less:i.1ess 2nd fra:D .. cl of t::10se ontr\:~sted. VJi·t:1 t~e Llunag8::1ent of JG:i.le ~b~'1.k alli 

I 

~:is21Cl1SSt:7 2~::i f~'3.1,;.·l, laYl~l h2.~ reS1JJ .. ~ecl in the 8:::1tire lOS~ of the?22.id--U:p C8.12 i,!ci, 
::"~ld. tile ~:;:~ole. of tlie~le:20Si~"t, 8.Zl0., after allowinc:: for cl.1 th2.~ .can be extracted. 

I 

:(~~Cl:J. ':~}1e 8;:.~r8Ilc·l(lers 011 tl~te~.l"' 

to 110 IGSS tJ.1811 -:::l,8£)6,1':I=37? l~c,2tinG a 1'8CorCL unparalleled. in. the histoJ:.';).7 of 2.ny 
I 

.. .. ;. 04 ~ ! "i~ ~ ro ........... . ~ ....... ~.... ...~. Wf~ ~ .~~1 . ..L .-. •• ", ........... 1_ ,)M"t- r-+ ..t.."!,.. .(." .. M ~.: ...., .0 t' - ~.'7 orlr~c :::'1 'Jc:.na ___ a,-"i ..!.J.1 l)c.. ... i:.)~ .... .;.l~' \\le .... 1,.J..0J.11.1 rC!H.:.c;l.J..':'\"· ll ... lc".u lJ.!..l.e .1. J..l.1I.l...LTI6' 0.( 811 19 J.tO~-r8..L 
I 

I 

Co.:n;.lissiO~l ::1::::.:::08 it oxtr8:.:'1Gl~ io.(ctfL11 ·blw.t the Ca:nacLian Go'Verll1;lent 'tl:i.11 Y...l~e 

.1 
::r.:2~7 81,i8::;'-"o1' to reco::rJense tl~e s'v,fferers of the Fal.mer's Bml:;:. 

10. 
I 

is ",'1. ·ttllil1C of l1 i sto l"~i D.l1[1 0 ~1¢ \~}:liCi 11 1l2.s ba l311 tl'J.oro'LJ .. g;J.1137 ill\Te st i.ga:tied.. 1JY tIle 

I 

;'~"O.J(·;:C" 2..lrtllori ti'9S iii tI.'l"lere 2J:ll·e n~a:n~1 1~tllO l:le-serve- oellSllre for t11e :?arr.1el1>V s Ea::1k 
, 

:'c..il',:.re :J"~)'; ',;-8 nl'ilS'G 008.1' in lfind the fact t:h.s."G -the c1iShOllGst' manager VICS di:;: .. actl~; 

l'83)O:,-:::o'::"0J.0C"C):":;;'C) i'::'.ilu:cG q'-,1cl 8.1 tho"\..l,:;h som.e mu.st share vii tIl him, the3' arc 
I 

I + I '1' ""' to "Oll+;_',l"'L'.e 1,,\;8 f'·_1!:"I'I1.:)~11~'\"t, ~cl.s..: .. ~G\,iaJ.~·~ll~7 i'l1 t::JG 1:10S"G J)C .. Tu :for CJ....- O·~Vl~JS j.'rewvers IJ ... ,~.~ 01..4... ..l.. ,I,.~~ __ VJ..I. .... 

I 
, 

I 

fl"ocee:li!1:::;s 0 :.I~a~.:;GT ~rC1ve;rs is to "018I!18 for lJ.is uniLlue rn.e JG110d of sellillS stock, 



'1 ~I',""'t'I""'1 
..... \..;'''''11_ ... I0.0I 

! 

1:·J61J~: ~:il1e, 
I 
, 

/ ac:._ 

f~:~:~;;::'/yi:1:; t:~tG !.;::,o:.}·~:1lZ- ~:~et~fns "GO ·~}lO Gove·:""1}~nen·t... TIle .:fY' 0ltis.ioTIal directors 

i 

w~:L '~~'~~e Ja?c,rt:, ... l'~~:l.JCi 0 f 7Iirl~·.11C0 5?10';::..11. T:~ ce i l.Tt3 Bome "bl'~I.J.na for tlJ.o ;jroced:Lll'e by 

certificate cr~s Bec~red. 
I 

-to be 
I 

SEr~.rcre 1~7! ce::'1s-:..:.rai for 
. I 

tr2.2:s2~c·tiQ:1S of t:10 i!lSjti"tllt io:n O"\;'2r 'NIlic11 tl1e~i 118.a. cO~j:trol ~ ':2he hez:v~7 10m E. 

I 

'bee:l c>.ac::el 111' with f ihll h3:::1d.S. Tl:6 e::r210yee S 0 f the lJa:i:l}c llQm:Z. viould. have 
i 

5.0:18 'Iie:l to }uve l'GPOr~ed. tj.le irrezu.laritios to the Ba&:ersf ,Lssociation or 
i 

O·r ~':"I-"'~'i'lC",,1 
- - ..I..ol.J.v,.:. .......... r of Finance 8.1'e cu.lpable for :10t 

I 

1:ee~i12G' a c:"l.re:L'O .. l 't~v~~'Gc111 02'1 t116 11lo]'r:Jply retllI'11S .. 
I 

-, - • .'> 0-·' -",~,~ ..:J ~ r""l' ,.",·,1 + ~ c's '';.:,ile rG::lle:"lGIi 1: .:.. Y.J.I_l,j, ~t...I. ..L.. v ....... _u..:..'-' j?8culi81: ~;o the Farmer f S :8a:nl:::: :lisaster 
I 

"fill be S1: be treated. illi tr10 following chapter on the B8X'.l~ Act ::;'e'",isio:n of 1913 .. 

0 
u " 

S . 

I 

\vi~h less :paid.~u.}? ca~ita1 th8,11 the Fal"':JlOr Y s Ea:'L::, c:;.t 
I 

:..:.: at it:::.~~ ion over Olltario and. the effec.ts v;ere rnC!'8 s2:::i~:;,s 

~, 1 dc'~' i b"'-o:.,· r,... ... _ 1 ...... - .... u_~ 

I 

Vol, ~~, p. 10190 
! 

Yol~ 46, le19~ 
I 

2110.., 1911~ 

~?~8·l~iiI~f:.>~ ;'~' ~ 3 /0 ~ rlo'~+se of' C01::L.1.0!lS, ~.t.x~:::~!:;j:r7~:y~fth 'lIarcl1 .. lffilli,. 1911.1), 
I 

;; C'· 8"!~8::;:" 9 

7' C :::[;-,:l', -

, 

:v·o-:lc<e 
-,.. I .... 

I 
I 

of COlr.Gl0aS~ 

Ti:.1e s, Vol: 0 1 45, :9 ~ 2GIG·. 

r< .", II o·Ci.se lof :Jor.E.ons ~ !':arcl:l. "':1'''' .l:! .. 

I 
I 

'" ::::0"tl.80 'of 00::".::10J.18, i'.=2..1~oll ..;r • ....:.,. .. 

19th~ 1911~ 

15th, 1911. 

15th, 19110 

.. -. - .,-,-_ .. _.----------



10. 

11. 

12. 

15. 

16. 

18. 

IS. 

21. 

23. 

.25-

26. 

2'-' , . 
2G~ 

')0 " 
... ;;1 ~ 

30" 

31. 

Oslor :.1.1],1 D. I=CJ11~crS0l1. 
I 

1911. 
I 

?icI5 .. i:1C. ';J. S.? I-louSE: pf C 0'~no11S, 1:21.1'oh 15th, 1911'. 

't::onetary :I:im.c:s, ·Vo1. 461, p. 615, 2 .. nJ. LemlQX, H., House of Corrrw.ons, 

1911. I' 

i 

Fie Idil1G, bf Com:nons, ':.:a.r'oh 15th, 1911. 
I 

.i:._O·~1A Gar~1 .L Jjj1e S, 10_. -0, p. _ • - .l n ' 1- 1 4 r 1 6'l"i • 

I 

}IOllCtDXY ~i::lles, Vol. 461, p.., 615. 
1 

I 

FostGr, G· E. Houne of pOlll.D1ons, Jan. 25r(1, 1911. 
I 

CllO.,:srter 'JIll, Pa.rt 11, Sec. 5. 

I 

Honeto.ry Tir:1es, Vol. 46 1

, p.' 615. 
1 

1 

Cho.:;:be:::: 'JIll, Part 11, Sec. 5. 
I 

ii.rtic1e 10. 

Fa stel~ SI G· 3., lIbuse Of! Cormno~ls, Jan. 23ril, 1911-­
I 
I 

1 

'I 
V. 55. C. 31., S. 15. 

Vol. 46~ p. 929. 
1 

S:orolTi;o, r.::::.s.il al1cl 'Ti!"-'\ir~ --~ I ~ Jcw:mary, 1911;. 
, 1 

S2QrO:i.1'GO Glooe, Au::::. 26.lull" 1911. 
! 

i:o:'-18tary TilnGS~ Yolo 46i' J?9 316 

lIol1e:ta.ry T be s, \Tol. 46 1, }? 316 

1:0'.:.1 et a--r:,:' Tic:les, Yol. 46), ~ . 421. 
1 

l:one t z:::y n '. 
~J.mes , Vol. 45

1

9 p. 2614. 

""';'~ .. ·~Ci --I "'"'..t,-os"'--f..w..I.c;...J.... _ C'''. U ~ J3!lue..ryl, . 1911 q 

32. 3,Utor, ?Llancia1 I'os·t,! l)'a06::-;.f:J91' lOth, 1910. 
• 1 

I 

33. lIol1et£,r~~ Times, TTol. 451, p- 2m14. 
I· 

So. 

34. 3.8];JO:. .. t of the Chartcred 38..n'1I:8 of tIle DorJ.L1io~1 of canad.8., Jill1e 30-ch, 1909. 
1 

36. 

3"(. 

1 

I 
I 

1911. :.:;uo'ted.'l1onek..r;l Times, Yol. 46, :p. 316. 

Ti:n8s, Vol. 461, }). 214. 

LO:':':'1S to the 

I 

I 

jr'oYll1 e::::oo s.si V9 i:n June?' 1909 .. 
! 

I 
I-

I 
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23rd., 
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I 
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I 

:='L16S, 701.146, p_ 

3-=-~,;,~:'~ .J_ct, 53 ~'{Q!I 01) ~l, 
I 
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! 

p. 1019 

C 0111110n s , 23rd., 

1911. 

1911~ , 

£)4:. 7'':'s"t.'S:::-2 GQ .:.!.i D
' =':i:o~~1.se lof COlTIl110l}S, J811~ 23rd.~ 1911rr 

I 

I 
o~ .. :.:~j:·~(l-~2..~:.~S· ~;:i;J,'lc~s, ~rol~ r~6, 

':'01. 
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I 
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"" " • .:.10"' 

101. 

],,3 110 CO:D.];ctG::'~ .;~ 
I 

I 

I~.:i.r,:·~"';"'''y t~;lJe";: OLl·G ffiI..lS':G be 11eld. r6sIiol1sible for cond.i"'Giol1s cv"er 

i 
control. 

I 
The fc,ilc::.:::e of clil'ectol'S to exercise their ?0'.7ers· 

a. criminal 

t:i:.::_t ,',\ e2_C:: 8::183 tlll; E:tO:~t~113T returliS to tlle :JeIlo.rtnH;)11t of Final'lce vrere fe.lsifiec1. .• 

------------~:-~--------------:~--------------------,-----------------
~2:..is :1f;~:.~:.:.tte,:1 tlJ.G Dcnlcs to C011t:t1'ue 'bl~~c:::il~ ;:?L.isa.s~Grous CG~reero It is CSllsrallj--

~n,: tsi3.e \'lhich of t:::18se fo';;.r is tilO best is a 'Jrob1eJ for:: 
- I 

i 

SO a :mo:re ela,bo:-to.te a:1(:' CO::llilJ:"",:18nsive tlonthly report. 
I 

I 

of (..: II t ::.lid,";) "i.J.1S':'"'loc'~ ion, 'Vle Co: 'Llot(~ fran a YJI311-}':(lO\~11 
I· • 

I 
-.~ .. ,_.. ~.r> .'" ' ... ·10·· .~" ,.\ ~ ~ .; ""'1 0 ",' "0·' C ~"'~f,""1 .. "d.-i .... o~' S 1'.,., or "'o',lt1 ..., ~·_,'.O ..... '-'.,C.',Al' 0-"'.1. t'l", P.!'.'],·" ~_. ~_' ;:::;;";;.: •. L:.C: '~~'.L .i.'~t.:,...::" .!..:9:I...Lv.L,.L...1. '':c:. , r- 0 .;~,,- I:;; 1.4.!. ~~1.Ao .... U ..l.. ~... H ........... 0. .. ~J.J. __ ~ ... - - -_ ..... 

I 

t~:t~'s' CI3 ::"":,:T .. :-i.ittecl to g'a.mblp 011 the stac1-: nlD,rket .. 
I 

:.:0:·':;O~.r!S:1"', "tIle case of: trJ.c F:::1,nl1el~' s BgTil-c 111~~.1\:es 11e cessar~; a tig:l1te:,.li::1C lJ .. ,f of 
I 

I 

~.- .,." , .. ~-: -"" - C'O-TC>"~'~""'~ '-,'."- es·'··aJJll· S",'1' "011"" 0_-"', '~e"'.> b"'.I".u"l",:: • .... c·.0:...~ ..... :. .. : .. .lo..l-U~J~ ..; \; vJ..L.,.i..,!...l.5 1'U ... .J.d l; b ... .!l... u • .! 1 -- ""'-

I 

InsiittltiollS zr..ust ::.1ot be 

. 
~jC:C::" sc: ~2:.si:"'J 8 .. 8 -\:ilS-S tlJ 6 F2..1"".cner t s 5m:l:.. .F_ lJOil~l"G 7JOl ... tllY ____ ----------~~--------------J.I----------------·~~~ __ ------------------------------------__________________ ___ of :lotice is t:hat none of 

: " ... ', ~, .-, .............. \..:,)":,; 



:. ~:".-.~lC._ :';l·O\¥.~i:~C; GcrLll:t~;;~ ~:.J:;;:: a11~7 1JE,:nl;:: r/o:-clC:!.11 G along, s0"U.11i bE)lllo:ing lJrirlci,?les ~19.S 
1 

~ ~::~;llc:..:(5~i;1 o~."r,oI'tl1J:1it~,7 tb s'L1CCeec.;;, S;.l'::'c 30vereiC11 :BcQJ.x: suffered beC8~"1...1Se of Is-eli: 
i 

-ot11j I 

iniulgecl in b~; the 

sc,rerei:::;r 3C:1.ks~ C 0"0_1·:1. b8 ma\J.e 

~:liB :S·.S·I~ l::";-bi -:; ~ 0 .. , ~·';.:r~·i crl1-:""'1~~· ;~ICl""'lliciouo one in t11at ..... :...) 0 .. .;;,: -' ilJ - :. ....... ~() ...: ~~ . .L. ' .. \oJ it hurts the efficiency 

1 

of .IG:'lS· c:DrLble liaoili'~~7 iO::cov2.sio:r: q 

.,Lrl o~ 8 s·tu.:l:r 0::' remedies :for bO;111;;: fa11lrJ).res~ 
1 

! 

t:~e IS::) J.'2visioi: of t:1cl,J3a:nlc Act, ::LS E~ost in-teresti:i.1So 01:1' J"G .. l~l ls~, 1911, .IG11e 
I 

of 2,11 r -C ~:'..n ';1~ 18 .. :n 

':.~~C:l t~)C 5.1270S-ci]':tions liuto tb.o fo.ilv.1'6 of thE) Fart1Or's Ba:al: Y1Cre hi l')roGress~ 

+ 10 '" -, -.': e ;''','J.' iJ, tj.......... _J,~ 

I 

for on6 ~'8arfi 

of t>;; "t ;"lQ to 1'Oyi::;8 t[::.'J D.d. ACCOI':li:::lg'ly, the (! .. 8c01mh .... l rOYl:SiOll dii not tal:s 
I 

8885io"1.1 bf 1912 
I 

:;:;':'1:;:" ;~:;'2 co,llnHtee i-.o.d. tlc!o fi:JelinGs of the thEin past iuvestigatioJ:ls 8.t their COITlll:rl.nd. .. 
• I 

.. ;r;Te l'!G-~J i~1 t:1C ~9reSCl1.l~ "biill tl~c iJ:lf:1.t8!J.ce of t?l€: f~).ilure? s of not only t}16 O:lta.rio 

'].:~~:,i ;Jo~iBr8i,:;1 ~3~t1:r.:s oat 'c.~lt:'o of t:"l'2 Fflrl:2er' s 3a.111-c~ ..:lccord.i:l~ to t,lle l~e>:i bill, 
1 

I 

t~e Fin~~ce ~i~izter wi~l .be 2'JIe 
I 

t:101 Sil8l'ch01ders 8::'1::1 l,)8.io .. b~~ the C-oyer:'lr:1811t •. I,Tore minu:06 
I 

, 
a,~'1.d. "'Gc, 

is a step toviaris go'V.erl'El1611t 
~ 

ch'.:Lns tho:t this I8.s~~ is iJIliJract ios-ble" 
( 3) 

- -
1 

':::~lC ~:,:_:c:"i '~()1' YiEI 'b2 il1(';1.8j]?811(1:m1-G of the boso.rd of directors ana wiII be held. <.lCC-
I • ~ 

st~~~~~.::: ~:.;:·,~::t ::~i:.~0ctO!:S [-:c.1~1 o:fficers of a bal1].~ rt::icl1 £.8.8 b'aell misr.1E!..!.1e ... [;ed., 
..---

foJj for ~nrovel1 neGliGence 4 

~---------------------------~----------------.-----------~~------------~ 



· I 

103. 
I 

I (4) 
'-.~·~'.,:''':~~i·:-. ''; t:· ... c· :';':.1,.:":; st io~] c f 0 l\;Z::-:':z 8.:t ion, 0. 0.2 il~7 :9,;.t,I,er ste;te s: "~:'1e Utt'31:t iO!l 

I 

(~':~cto:'G of 2: .. :11:so III tilp.2. :1.10"\7 bill r.::"a ~·.71~i"t8 ;3~dd.s to tllG GOVer;''L:~(~l1''G res'po::'1sibilit~T 

in 
, , 
1iT!.e 

l..t!:rt il t~l'Jy 11:!~va S:1t isf:ed. t118 11eI,7, :cnore 
I 

I . 

:::2'~c so -:''".~::o fl-t:~:~:·:J.,8d ~;:Je 1. ... O'\1i3 iO]'1 .. ,o,,,.,f-
l:'I,.:. ... ll1 porticll of the clau.se cecr"u.se of the 

In cc~clu.siGn. it 
( 5) 

'" ,-, 
',i.e' ~ :..:, C \ •. ~~: .. ,~ .. 

I, 
!'q G"c:.lTlS to better jisclos9 a 

of: 

~)~'J.j~:Vs fi_L.,j: .. ~ci.::2.. ccrl'iltiq:l~ I:'l futuro a 1.1e'.~1 barJJ.: T'lillllc,ve to J?~~3S. a severe ezz::.'lir.:.~ 
I 

~,~s'~l~:, "~~;.J ':,"i11 ~.l:..-re ~ 'i.r~lw;; irG.lJor'GI,::'lltt il~'lJ)rO-verJ.e:!.1t. A banl\:i s IJ.ir·9Gtors "~/llO cIa j.:ot 
I 

t&:;:2 -~:_: lr c:i:' flce BG1~io c1.sl:.y? o,l::l v:!~o 8,1'0 ·G-~lil JGy of nesliZ8nce vIill be Pl~OSe.C .... tiBd. 

3s..rlL\: Act of 1901' ha::1. assumel tlle 

declari11g tl1o..t tlJ.G 

-' .-.,.,. ' .. ' -.. \_.: .............. -,~ t .. , .:", .. , --. ,:: ,: .I., Y"l '1 .... ".':l~-; "_~:~i ~'_. '_:'.'. ...., ..... ..:. .......... \".I....!..t:;: . .:..r...!. ".;~ .. __ _ 

I 
I 

Il1ter"ITiGt"ls on the C2.113.dis.n Ba:ul:i:GS 

1910, p" 194 
I = .'.:" ';j'Ol', T.Ol~C'lJt;o :21o~0;1 JGCG: .. ~~~:.'el') 1 S'·~J:.L~ 1912 ~ 



,",', 1 -. 
N.·-' ...... ~ .q 

104 .. 

.~.', f" ,'.::_·.··_·,O·\·,,..L'.·l ' ',.: ·l!.'·~·l<=" f"~_""J..' ~.i.·.'."".:.P .. 0-'" .,-, -","'1--( ""'1'''J''': 1 "-~,'·1'~ .... ~~",,4 1"1 ... ~'" ... "11,.,... -1",."., ...... _-Z .. .:; ....... 

....... .::.... .... - _ ..1..-- r.':;; .1. J..l.J.~.!.J.';; i::/L.i. r..:.-J.. U~""J.U.\..C ~....:..:u.. _.:. \;.~:..:..,;;; ~c::.. Get.T'...li.J..lI...t..u::"1;8 

-:c :~c:t3:::.cl~~ers t,:}Cl ·.~l21,osi:to+s, tile S'ClCC'3SS of t~:lG dOD.Dle liabil~t~l, D..:rJi tIle cir­
I 

~ ..:... 

:'or t','iO (lecacLes there was a te:r~le~lcv to Lw:r:eas§ 

"tillere 1[l-'~re fort-v:-
---,-----~'" 

r::\t~::.:s~_:·,/J.. 0: J?olic~'" bei:n.2 Illore and more oper~1.tecl b~i 
""-

",; .. rei:';' 2.a.::\:;a I~Ollses -·.~:'5_t}~ ::'ItJ.2herous "br2':i1Cl."les lJ Due to failul~es a11Q atr.!.3.1CC1l1atiol1s, --I ' .-::-

1.11 1911 but 
1 

0:0.-. .,.,-1:0'" tn 'y::. ,j'l>C"'l"'-C'~1 "'''S h, i RqO ___ ..... "' ..... .1. ..... t..... ......_ j".u. .. It ~. c.. ........... .... ........ ~ , 
-.-- -

i:ilStitl.lt io:'1 

~.3V81' C;Ci..2i~;"21:Cecl. o~;eratio:!.-:sl Frotl '~!lel1 u.:n"til 1901, :not a .:1"11216 bi:l for t-·~e 1.1'l~ 

CO'? G ""00,0". 0 f ~ ~ ~w """Jt J! o.s "od. .. lIs "ouse: (Z);f :feS6~S.U 0:0" go e min g "h3 0 r "aili zo-

T~'le "b811ki:'1S fs.,cil it ie s clGsi:ce~I 

---------------------
, 

'""i ~~ ... ", ~-: ," 
...I ,-,,4';' ,;,~,-_._ 

I, , 
:l1o'St 

1 

~:~:6·8 1908 -tl2.e .. :::-e l:sve ~:~s.se~l ti'le IIcuse sev31-al 'bills a.1..1tll0ri~i"l}g lle~; "ba:nl:s t 0 fl"e2a.:~e 

,~. ~ 

.:.. ~-_\_ .. 1.1 



\ 

·.: ... ----. 

five of 1e 58 "L}1211 

( 3} 
;')1, COO ,oeo" 

pri:ne C8:J.se of the ban}: fail1.u'es 

105 .. 

'l'IJ.ere :12:,ve been a 

in. Ca..:na.:la. 

t:10 Ux:i ted. sJub.:tes ,","lle:re ('lefL~lc8..tio11S by officers 
. ' I 

a1' e c O::1::;'W::l , but aft e r 

[or a 
I 

ins:J,lvent' c()~1d.ition. 

1867 t 0 18S1 tl18re were 6,31'",311 fS'.ilures. :?i va of these bo..:nl:::s ·dere lJoor1y rna.nz.,sed. 
I 

I 

of! -= lll8.:!.')ci.:..l s"trh16BY1CY t:1ey were fO,reed to close t:'J.eir 

I, 
\,~/e"f.j tr.L2 r,ri.."'ne ce~~lse of D.:l.1otl1Gr ~7~lile fr:."!.ud. ·~78.S .res2o:nsible 

i~ o~ly o~e c~se. If '\-Ve: sl::1l1ce h .... cl:: Cot 0\;'1' cOl1cllJ.sio::J. for the periOd. from 1881 to 

C:-':;~lG$S (II: ~:.~.r~ o7:;::-~Qr ~J$,f:~1}C f8.,il1..1reS of tllis period. E·e"GiIleen 1893 G..ncl 1905 :r01..1.r ba.:.l::S, 
~ --..-.---------

c·f c:z.c8ssive loons 

't'ad. loans 9_ closed their doors. 
, I 

J)isll0l'lest~7 \yas t?rescl1t,-,;) 

",rit·'J.' t':,c : !'l'G,e,.1f':o.11;,r'e; q. 
~i_·_ ........................... ____ ....... ~., 

of st. EteJ,.::l18::J.s failed.. fJecs..'L1Se' of t:18 size 2 .. :::0... 

r.o v":n':isG loaDS ~ 
I 

c1.is8~s·~er.·:s " 
I 

I 

:f: 0:1:' 

the cau,se of the clisaster via8 :;",)l'i.ln8.rily the 

3ac:. 103:1 8 'were the real CaUi3,GS of t:::te ;3oyerei;:::'l 

othGr causes. ill 

lO<:ll1s. of the Sa! cre:L::;,:l 



lOG .. 

0011ll8C\;iOri '\\'ith t::x. 

-v..:;::r::i ~ ," :'O~· .. l:S to 

•• -:'> - ,. 
.i.''';;::. f8.il~ 10::;)8 to a bc..ylk is c. "lirect 0118, 

I 

(18 ill ·~~:: .. 2 c~sc of t110 5~21: of Yo..rl:J.o';;r..t:1, i:J. 1905 0 :;)is]:lo:Llest~r C3.!l -be C021cealad. 

I' 

fll',:r~ :;/1.:10e, :l&Ve been clQe 'bo inju'l~iD1W ban.ld~1E:7 j2~rtic1)~3,rly La ·the !llD.tter of 
----------------------

I 

of ~;0C:.: ... l'i'Gi88 122 '"'" ·tb:a lof .:;cn'le:r.~z.l s"t:cince:ncY11! 
1 

;::;. .::'c.~::.~ ::.10"08 CiXC\iJJ.::jJiOJ:l in GC::'1C'..~1.8. is cC)l1ceclecl by <.::11 tob~~ s::.fe. TIle bel'll': 

I 

circ::U..:~ti~Y:.l re~letl)tio::1 4V..11(1 ;:0.8 YI~orlcel so s1J .. ccessft.llly, tl).2~t no~e~~ of a. 'baril.c p~ss 

lc:;isl:1i:.i€.:n r11~.;:l~ i~G imlJdssi1Jle for'- a hol.:"Ler of a Cc:n.:1d.ia:l D211k :r'1(yte Juo E.'t1.ffe:e, ':lj~V70 
g 

I 

to ::.:eo.8eJl '(jheir circulation ill full. 
I 

TIle no'l;eholiers of the 
1 

Liver:Jool 10s'~ 
I 

a~ totG.1 of The ;3 .. 0)0 sHors of 

JJul' i112 the I,Griocl 1867 - 1881, :)]25,000 
(5) 

tl[l.8 loct t.:),'tllose "\"v~~'lO :1.ci.cl tJJ.eil~ e~C;~ti:,lGS il'l DS2llrs t}lat "~Viera forcect JllO susl')e:L1i.~ 
1 

1 

;::~:.c ?·c::~}{:s of J;~c~~-liD. C1j:l·:lILive:r:pool j?o.id. :notl1il1e; to "blJ.e ,credi to:c's ~~,n·:l "t::e I.:e~la1.icr G 
I 

3Z~i~;-': ... ·,::2.,S ::;)le to :cefl.1.:c.(l: 011131 5?-~· :.percent,'" Frorg. 1881 'GO 1888 Cl .. 8,bJO sitors los'u 
( 6) 

')1~G59,CCO 0 'J:.n.e =~:GllDJ'lse, :.':8.riti2.11e al'1-:) .. 

09 ?/IQ """'~r'''r:'I~l+ res";)ecti1tGl":i' JliO t1.1e cl"s0..i"torso. La. B2.J.1CJlle du ~:='et.t ... lJle n.nd :',9, 3W1L:u.e :J rrJl ~ ~ '.,., vvJ \l. ..- I 0:.- ";&.. .. 

1 

":!illG ~,L~~l)ie, '~lle t··.~·o 7r'3J.1C!:l. i11S'bit"L:.tic!ls. ~:12"t fai19d. i11 tl1G 1893 -' 1905 perio:l \\iEre 
I 

cre:lito:;::s in 
I , 

J.)epo sits 

The res'v..lts of the failures 

L:)c}:t:::..:rc ~J2.,:f.':s (ml~r ttd Q:),l?os5.:tors' of 13. :Bz..n~ue de St. JeD.D 'ivil~L ~rJ.i'fer. ~he 
~ ______ -r-

c?'3ii~.;:::s of t:lO Cn:;jc..::'i~ 3s.:c:' were J?o"i.:1. in fi..1.11. T:D.e clebts of tIL, Sovereign Bc .. nk 



The 
1 

':::"8 .. :::'0:3i·~o~··::; ot u~:l() 7~~r".::16:l::·llta B,S,j.-1J::: i,"lill :rece·ive ~1otl1.i11G~ lU1113SS "both tlle ::8elQ~! IIine 

.J.." ." 
\.1_,: :.; ..0. tosetl:er the 

(8) 
ow:]: five million d.ol1a:-cs .. 

i 

t"'I,\\3:;': J0y_ t:lI'e a 1J 2J.lks '} i'Those f2.ilures ,;80 h2..ve : stu:iied., v.'ere U11able to }?ay 

i:'1 ft.1111 

,2,. ::].]"2 2:'CS1.:r.J:t of -de cal.ls V-lJOl1 the double liability of sh,'1.:i:.'ehold.ers \li11. 

The cail on the toutle liabnit~~ Vlas partiallJl 
I 

51..'..(;(;83;:£".:..1 b -tIl;) 02.38 of t:le l:etropoli't[\l1 3aYll';:.pv.t .. the sl1B,rellolclElrs of the 3an:::::s 
I 

I ot: /:.c3/:i3. .~:,::'1·:l I.i·v·el'pool Y,~.'3:ce ')~~;~ble -G··O ;;;ti·l l!l t:i:1B ~2.~~'1:nC:?J:lt. oi~ crec1j,to:c..~s u 3e JG"fli'een 
1 

1881 s.:e:d 18GS 021 t=~e clouble li[;,bilHy of s:1ZIellOl:lers. One 

,\Ets ',vell r.:;spollC!.ed. to \~'hio..e the other "bViQ \iTere pa.rtially suocessfu..l. ' La. Ba::::;:u.e CLu 

of til€' 189~ ~ 1905 "oe:dod, onere.ted und.er a RO".ral 
I - - CI 

sha.rs-

2; sll1.zle lialJili"G~l. 
1 ' 

In one ilJ.stance t11e unaid.ed. assets :paid. a,11, 
I 

but 011131 s, f<::'i1' amount YlC'.,S re(~eitred. as B. result 

of )"~:c cz.ll .~ 0 the hol:.'1.ers of the stock of La BarLq,ue' :le st . Jean. Tl1e s:lS.rel"lolclel's 

i t ·~-.;-i3..s 

1 

-::)D.id~ 
-I 

s':..:!'ccesef'i.ll 

althougl1 Ii tills has been 

three failures 

2.;l'l0.. ill tVJO L"1.01""8 c~ses t}.l<9 rS(1) .. 1 J~ is still 



1080 
I 

5. \,natever -ellse mCG' be said of the m.a:nner in which the majority of 

barl;,:: failu.res in. Can2,~a have been hatldled., it mu.st be adm.i tted. that the freedom 
I ~ . (9) 

from ]?2:;nic marking such events has, been. remarkableQ Cana.d.ian banks,when they 
, --------------

have ~m..\'?""'i'J!'iir"':;-t:Ead. Ibeen forced. to suspend..~ have gone about liquidating their 

debts: in such a busin~ss-lilce manner that the public today has every faith in 

the b&.nld.ng system of' 'ou.r count:ryQ If a bank is in an insolve11t condition, aid 
I ~ 

Fe;ieral Ban..'l{:9 the Conmiercia1 Banl'C of Uan'Hoba, La Bangue du Pe'ttple, the Ontario 

! 

Bal'll-c and. the Sovereign Ban.'l{: all received aid either to clear their paper and 
I 

pay deposits until sOl'lfe arrangement was m~de as to the ir dispo lsal or received. 

help in the ma.tter of !liguidation Q The assets of the Bank of lJiverpool, the 

I 
C011solida;ted. Ba.nkg the Ban:1i: of London, the .Bank of st .. Stephel:l.f~, the Ontario 

• I 

Bank and the Sovereign Baxi!:\:: were all purchased by financial in~~;t:atutions, so 
e I 

that lig:u.idatio:n cou14 be proceecled with immediately and to the advantage o:t the 

owners. The facts of I the. suspensions of the Ont?-rio and SoverE~ign Banks show 

clearly that the Cana4ian ba::.'lks would like to see all failed il:lstitutions 
I (gt) 

liquidate quietly with open doors.. These circumstances strengthen the view 
, . 

i th 1 • d I.. d it f t1.-. C - '" . t 'rn'1' t·· f c once r~i1 ng €I SO ]. af2'tiY an up. y 0 .ue anc:vu.2a.n sys em.. ~,llen a. lID.e 0 

financ.ial depression and a crisis c:omes they act in self-d.efenl~e both q,uicldy 
I 

I 

B:TIdeffectivelyo In times of stres~s our banking system. bears up well under the 
, -

strain. The failure ~f the Sovereign Bank may be cited. as an ,excells:nt example .. 

I 
I~Aside from street cha,tter; aside from the ~uestion of scientific elimination, the 

I 

fact rem.ains that, haying to fail, it closed. it's door's in q ~:l.iet, business-like 
IV {10} 

Canadian ba.:riKS are always reaiy to aid each other in tLmes o"f need.o }_s this 
I' ( 

essay is being conr,flleted., the dail~T press giove us a.'l'J. ex.celJrent exam.Qle ,of this 
(ll) . - I 

,fact.. On IIIarch 5th there was ?- run on the Montreal City and. District Savings _. _.-----' 

Banko It w.as not }morro how it originated but two millions Of dollars were paid out 
---------------1 

I 

--------- - -- - --- -------.. -- .. -~----- .. _-----------_ .. _---- ----.. ----~~----------
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No securities were sold. 
I 

lJ:he simple' fact was that -boo deposits more 

thzll equalled the w ithdtawals • other banks and the Provincial GoveITI.ment had come 

to t:le aid. of the h1s-(dtution in distress and had. placed. in its iraults sufficient 

gold. to overcome the diffic'Ul ty. Conf'idence was restored. and. bu:~ mess soon asswned. 

, a ~o:r':!7!.al aspect" 

TIlere have been many bank failures in Canada but we don not think that this js 
1 • 

a criterion by which to: judge the value of the Canadian system~ The banks that 

have closed.. their doors 1 have been more or less the smaller. instHutions. The 
I ' 

C2..l.1a,dian banks are today la..rge, strong houses with activities sPJ~eading over the 

;;lhole Dominion. One or I two unhappat investments will not jeopard.:lze their 
I 

fina:ncial stacili ty. S-q,pervision and inspection will SOOl'1 be so thorough that 

fraudulent matheis, on ~he part of an officer, will be unable to escape detection. 
I. 

C(;!;:rpe'~it:ton has ex-posed Iweak, careless and untrustworthy ma.:nagernE~nt; far lures have 

meant a tightenin~ up o:¢ ,the re-gulations under which our ba'l'1ks must operate and. it 
i 

has been sh6vm that Canadian banl:;:s are ready to stand· by one another in a period 
I 

of stringency. We repe~t that in spite of' the failures: that havEl hken place, the 

Canaiian barking system 'is in an er'Gremely healthy condition. Iii is doubtful if' 

a ba.ru:;: failure will ever again threaten the peace of the financial com.mu:nity, for 

the closing of a large Canad.ian bank~ s doors is now a thing' of the past .. 
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