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The fact that the
he Bonlk sct melwms the Yuesti

Aisa t“ous banik faillures 1n th
,2nit, end the Parmerts Bank,
n the systen of whick we are
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Inlroluctiona

ilures must include more than mere history 4o be of intJLest

A stuldy of bank fa
md of vilﬁe %o the siulent of |econczic wroolwwc. Bare facls, € pe ially those re- ~
atiag fo finzncial digasters, jars interesting, but of equal‘importance is the relation
f ;ailures.fo economic couditicns and to éoﬁtemporary legislation« The.causes of
ailure are primerily 1upo¥taat and 2 congideration of possible edies 1s our
JItimate objects

The hisﬁory'of Conadian Banking lends itgelf Llﬁelx o a diVisio“‘intb periods
hat precede znd seeningly lead up to, the decennial TeVlélOﬂa of the Zank Act.
{ has been thought advis abie in the following study, to.review a periocd's bank
silwres; ﬁa determine the loss to creditors and ovmers; 1o ﬁoint out the causes
ud possible remedics; and lagily, %o show the effecto on.conteuporanecus legislations

Government is at pr’sen? discussing the revision of . *
\ of bank failuredof much interest-,,Three very
g last elght years.hthe Ontarlo Bank, the Sovereign

re evidence that there_ia yet . room for improvement

Via

o proud.
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thus established,

rried on. In 1825, during a period;-of depression, the

lso in the gensral business. Then ’G

f‘l" N'Cm "1 l. | ‘l

History Before Confederations

}-—'c

story of banking ih Canalds will serve

“

of bvaxnk failures. .Vhile history records a large
onfeder’aﬁion; the meterisl available isvéo un-
ances under w 'ioh the ins’qituﬁions ex:‘i.stei are so
gel_would be derived from a gtu.clj of these failui‘es-,

business in Cenada was handled by -several barks which

flve different sources. Awo or three

cand others were charﬁered. by the Provinces of

Kew Brunswick an:ﬁ Nova Scotias

arly as bc’aoﬁer, 1792, a demand was felt for more specie
tenders Q’."hve currency was in a8 most unsa’cisfacﬁorg'r
ever since the capitulation of Queiecu Attempts %o found
ut nothing was done untll June 23, 10817, when a company

ithout the consent of the Province or any legislative

(2]

loommenced a banlking businéss» . The Bank of Kontreal,
was the fir % bank of ilscomzt, deposll az l issue opened
the greatest bank. in all North America. 4Ag yet, the*

rship, for royal assent .was withheld, but the example

o7 .e’oe'c Bank end the Baxk of Canads. These three instit tlons
nd in 1831 ’sbe charters were presented b the legislature

ches were opened and soon 2 regular banking business in

received- & set~back, for there was not only a rapid -

- =

he cherter had expirsd

(3}

trades Ho\.’ever, other banks were incorporated

inegss and the Lubrlc of Ca.nudlan barking was well

a
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2. The early history of banks in Upper Camadz is ¢uite similar. The

“Gemand for a govermment

the great need of reform iz

mow the site of the city

institution to regulale the issue was prompted dy

n their demenis for the

[

of Toronto, were ingistent

incorporation of the Bank of Upper Cansda. Heunce, by the proclamation of

the royal assent, on April 2lsty 1821, the act-of Incorporation, which had

been passed in 1819, became lawa

=

./'_) ‘
An Institution, using the szme naxe, was

compenced in 1822 in Kingston, but when the fwds had become locked up in

dishonest loans aud poorly managed business, it suspended payment and shorily

afterwvaris axnounced that it had faileld.

-

(5}
- During the years 1830 to 1837,

Cemada expsrienced a perficd of expension. The Commercial Bank of the I:Iia’ll nd

District, the Gore Bank,

camenced business~ Accordingly, the demends of the counitry were metl

and the Bank of the Pepple received charters and -
and .

bauking businesssin Canada was commenceds -

3» . All was going

suspension of specile payments by Americen bemks on ey ll’éh', 2837« (6}

well when a sei-back was experieunced on account of the

The banksg

of both Lower and Upper (Pamaa were sffected. Oun the 18th of lay all the Lower

\
Canadian banits suspendedl

thing that could be done

met on June 19th, and pa%:sed. a bill to the effect that a bank could

mext if 1t wished. The (

Bank ani the Farmert!s Bar
by

period. The Bauk of

peyment. In Upper Canada :‘-zpeéie was Ilmported and every-
was enacted to prevedi a financial pinic. The ‘legisla”cure
suspend pay—
Jomnerclal Benk of Midlend _Di;;f:ric‘a, the Agzriculiural

1K _all‘ 'reqe ived permission to susp‘end,pa;gzments for &

Upper Canada would have closed 1ts dcors bul the

Liéutenamt—c-ovemor would not hear of the govermment bank refusing to redeexn

its clrculation, and the

1]

demend for spscie became

reyanent in March, 1838

(9]

(8)

Gore Bank followed the same policys

However, the
0 insistent that both these institutions had to suspend

~ 'The banks 0f Lower Canada resumed redempiicn in 1838




and af-bw o little trouble tnose of the Upper province re~opened for business N
in Nove mbt,;, 1859.

4. when the Upper &id Lower provinces became kuowa as ithe P.‘z'ovince of

g

Cansda, the banking business hal seviled down into more normal chexnels. In 1641
the following banks were operating in the provincei- The Bank of British Horth
American; the Bauk of Montreea.l; the Bank of the People; the Commeroial Baunk of th

Midland Dlsumct the 53.111:: of Upper Cangda; the Farmer's Ba.nl', the Go;.e Bauk and the

wkebec Banka Theirltotal capital was (2, 325,000, the c‘ircul_ation amounted to -

5921,000, and there was on depo si’b 3811, COO .( 10) Business was in-& flourishing con~

i

dition for the bemks nwd re overed from the uI‘;yl g losses of '37. A demzud grew

»i

in the Free Bauking Ac’c of JSEU@ The char red. banks d.omo business at this time

wp fcr more banking facili and tals led %o “a‘he 'agi‘ﬁa’aicn which in tura resulied

gpparently were insufficlently equ.ipped with ca_pital, a:ni ounly paz(.‘c izl success had
. . i -‘I ’ : ) » ..,' ' : . . - .. N

met thelr efforts to secure more. Loreover, there was an agitation for the in=

corporation ¢f snaller banks in lesser towns« The Act of 1850 pernitted the es~

‘taol.kslmem of new banks and autaorlzecl them to 1ssu.e notes affer a deposit of

. I ¢ .
provinecial securities lha.d. been made with the Receiver C_r’reneralq ,X However, it

was soon apparent that this ‘s;ys’cem was a.failure for there was a lack of guarantee

for the immediate convertibi}liﬁy of the notes oa Jemand« In 1866 the Free Baunking -

- - {12) - :
ict was repealed and the "Pchvincial Note Act was passeds - out of the five

p

riginally “free bcmks,” which availed themselvescof the privilege, bui cue, the

(o

ifolson’s Bank, has survived. -Thé other four "s'oovril, dropped bu’ul'of business..

5. The gra.nting‘ and amending of charters Wa.s‘ cbont»'inued, péri: icalarly .
after ﬁ1e agricui’uural and comperclal s“Gimulu.sb of ’Ghe perioi 1855, when recipkocity
vith The United States was In for"ce‘- T hen came the bad ercp of 18B7 and thie season

of finasncial stringency. Several bagks falled.u' For instance, the Internatlonal




stitutiions, failed in 1859. Theilr
Talted States and coasisted chioefly of note

aberrations from gound banking principles and

4

ere was a scandal b3camse of the dishonest methpis that were revezled,

there was practicelly no loJ %o %he Canaiian’ publics However, this experience

)

showed .ow casy iﬁ-migut be |for & bank to-aoguire dangerous privileges. Anothaer
Lonk, the Qgggg;_iggggts Iglcr, falled shatly before Coufederaiion dul no,
riganced.

™

WeVer, Wae the failure of the Comme* izl Bank of %he

L7
o M

A

Midlend Disirict. It was en oli institution and & strong ome, for it was capifal-’
ized at four million dollarg. The Commerclel Bank Was a victim of not only

the stress of events but zlgo of its own h1$na.ag ment. Ils funds hecame tied up

; nes railv ay cémpany and it soon becoms &ifficulF

radeam 1ts circulation. All the deposite wers WithdraWn end on‘account'of/&bs

o***we of cash, t*c doorg could no longer bc Vmpt opEn Accoritnwly, alihoug

ct

solvent, the instiftution had to suspe 1w, aui tne wno“e bus iness wa; sold o the

¥erchent?s Senks R

G Por thig presenﬁ study, the failures en«.mvra‘ceu hay“ been of practically
s : . e ’ . - R . L q e
1i%tle importance. I Wevelg this cannot be sa2id of the‘dlsasterlthat befell the
.

6« Ag suggested before, this insti uumlon was The oldest

in Upper Cenade and as it had the sapport of the govermment, it se

[0}
(32
tal

gxms strange thas

[}
U

it shouwld fail. 'So thoroavhly woven into the febric of Canadism finance was this
bexlt, that i1ts fallure dpread -shame and rain’ throughout the whole province. The

n banks was digsipaled when hews of the fe “a¢e of t“e pefcralie

o
}...l
s
.
O

o
[&]
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H
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of Ugper Cengda re ac ed the ears cf the public. ..
The trouble begaen in 1857 when heavy losses, due to lend speculation, were

[

wsinosy fallures 1n *58, caused by the crises o: 157, affectel the




bpank most saverelys These 1o

5.

sses placed the institution In a precarious positiocn,

for Zhs in the past several years, bad praciises of the management hal impzired

the copltal of the bank. High dividends had beea paid, lossges were not written

off, extravagant bonuses hal

been made ¢ sherehclders; in short, the whole

internal orgenization was defective, for the management had been blind and

=
recklesaa(-m)

Fallure would have overtaken it soomer but for the general

belief that it was a strong imstitution. It was the government bank and

was thought to be~in.a flouri
gad 1t is no wonder when it f

It seems that, added fo
~had ioaned large sums'to men

to go intc business, irrempec

blood would tell and that a g

(26)

of money could e lozhed.

was an additional blow to the bank. |

In 1858 an experilenced b

‘The paid-up cepital was reduc

shing condition. This confidence meant business

2iled . the public were amazeds
other forms of poor banking, the Bank §f Upper Canada
Qf gqodtfamily, lawyerg end politiciauns, who wished
tive of ﬁheir abiiiﬁyg .The_directors thought‘fhat
entléman Was & proper person to whom any smount

Fach of‘thei: failures during the financial crisis,
anker Waé empléyed to try to fevive the businessa

ed .and the business reorgenized. However, in 1862,

1% was noticeeble that the public were suspiclous for the trade was then falling

off. In 1864 and 1865 no &iv
impossible to save tﬁé bank.
a tiz pert of the resources w
azein reduced. The fimal col
policy. Drafts upon London T

nailway officials, were retur

its doors Qchober 22nd, 1866«

.losses, falling off of busine
The bank in its euntiftety

in reclizing on the assetss.

idends were paii’aﬁi it wes realized @Paﬁ'iﬁ was

4 large amount of the asseis were valueless and
os tied up in land. The stock éni’ca@ital were
lépse followed & most foollsh pisce of banking

hic bne wmillion dollaﬁs, dreawn by local Grand Truxik
ned @ishonored and the Banﬁ of Upper Canzla closed
Tt hed dled graduzlly, after the incursion of

5s and reductionjof depositsa

was zssigned to trustees, but difficuliy was found

In 1870 the inctitution was transferrsd %o the control
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B
of the crown which pald seveply-five perceat of the estimated value for the
securities held by the banks| The Canadian creditors lost $310,000, the share—

p 3 By? r? el i . - o [ s (l?) rv;'v ~ . £ +
nollers, §#3,170,0CC, and the| goverument 51,000,000 ' The Govermment was not

ability, for in as much 2F most Of the snareholder

1

eager 1o eufcrce the double
were in financisl &iff iculﬁles, the operatlon woull have t;hen years. The tatal
logs of about five million dollars was enormous for i lat periocd of Canadian
developasut~ The effec\t.- wa | felt in.every little hemlet in the pr.oviﬁee- and [the
faith in banks wa‘sba.«dly‘sh" Sl |
‘The failure W.as waraning to o.n.roc“hors %0 watch the organizat 1.01:1 a;nd.
development of banks. The fct of 18’70 proviig:l tha‘a ‘u.‘nea:mei bonuses and
dividends be pzid no mor'ea‘ Loans on 1a.;1c1 Weréﬂregarﬁ.ed. now as very risky,
and for a bank to lend on = ales‘té.te ‘soon became 'uizlawfal- 'T;ae first Important
failure in “che hisbery of C nadiém banking was bc,i oﬁe and ms experience prove:i
of gfea‘f. vzlue to the other blé.nlcs uhen doing busmes.,-». Moreoyer,' the disaster
made room for several good banks and soon after Gonfederation in 1867, a period
of expansion gave birth to ceriain institutions Wwhich tdiay are among' the strongest

-banks in Canadae

7. . This brief ske‘lch »of,.banking; a:nd.bam’: i‘ailﬁres before 1867 gives us
‘& background for our réal stﬁdy, the failurs of Eanl;s doing business ‘unier the
Dominion Aict ‘n. : Henc,eforﬁh he banlts were %o came under one jurisdic‘aion. The
varié"sy of ‘;Keiﬁ: failvres and the dif e::em: effec’us on ;evlsla.’uon mey be noted
with interests S | o N |

A% the {time of Confed(e.rétion there were in‘ 2ll ‘swen"c;,f_-.eigh'h c;harterei‘-ba:aics
doing business in Cé;na&a’ Eighteen of "ﬁhése » chartereé; by the Prcvince of Canada,
were doing bus1 es*g in Ontiarlo ani \,uebeca E;Lve and loa.r were operating und

Xova Sf'o’cla uné. ITeW B"unsv}'lck charters yeggem.wely, wh:x.le one ms’n:.tuhon, the

|

N



/ - /
the Bank of British North Aer ca, was doing business uwhder a Royal Charters
2 & J
These banks all came u.a,cl er the Dominion Act and were joined from time %o
time by newly~chartered institubions. ter Confederation ’Ghere eppesr periods

T

which may De divided Into & season of expansion and one of depressions T

beal failures in these peric"ms will be noted and circtmstances peculiar 4o conm

temporary financidl conditijms will be mentioned. We will try to arrive at the

causes of the failures and the propef remedies. Finally, the reasoas for

the failures and %the location of the blame will be related up to the deceuniel _. .

1

revisions of the bauk acts
Reforencess
1, Canadisn Gezette, October 18th, 1892,

2. Journal of Lower Canala, 1820 -~ 1, p. 103.

.

Quoted in Breckénridge, R« M., The Canalian _I“aanking' Sys tem, Zd. 1895, P. 25

3. Journal of Lower Cenzde, 183L, p. 18.

wuoted in Breczenrl dze; R- e The Cansdian Banking System, Ed. 18S5, p.43.

4. Brecken I‘i\l.@eg ‘Ra is The Ca.naJ.:.a.n Banking Sys’cem, ‘,:-‘d.. 1895, pa 55.
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CHAPTER 11. /
Bank “‘11u£es, 1868 to 188L. : /
L Imnediately after fihe Coiifedaration there followed a period of six or
' : (1)
seven years of prosperity and expansion in Canadlian banking. — Between 1863

snd 1874, meny new ins‘uitu'bims were incorporated and chartered. ost of them
were small and local, bud athers were of more importance. I—Iowe'ver, in spite of

the ?rosperity'of the peri Tnl thu sglcnila opportunlyy for success, no less

then nine of the banks in this rioi failed before the j ear 188° (
) ' catine in G e o
The twenlty-seven older u:.n.g in Canada, unaer Provincisl and Royal

charte rs, o,luo co:n“nrlbutea Lol the ligt of *Calla.res during the pericd now under
discussion‘ |

E‘ollovu.no' the years of rospnr:.ty endm&, in '74, thers was a serious"depression
znd as & resuwlt many bank fa lo.res occurred. “;’ie \ifill incluie in our study both the
period of expamsion, Tff:‘>8 - 4:, during which many bauks sta té;i ,.busines‘s.;. and the
period of iepressiqn- 1L . »l, in ﬁ'rhicllllaa rélatively large uumber of them a:nJ. of
tné benks charsered ’be‘fofé Cénféiéra’uion, hai the misfortune %o fail. .

2. Cne Cc.naalr.:n ba.nfc closei its doors shortlv after the passing of the

Dominion Act. The Commercis Ba.nk of Kew Brunswick, w:.t.l its head office ab Ste

o {4y
Johns, falled NWovember 10‘5 l 1868« This ins’citution wzs but & small concern,
heving al the t:une oi‘ suspension oaly ,gBOu,OOO subscribed capltal. This bani

wag chartersd b@forc Confed ratlon, but 1‘& was doing only a local trade. ‘;‘ne zgsels
were comsiderably 1n ex of the liabil J.’clesg wnd ax’chouoh i’c :enaécl pa;;;ment,“
the ins‘é_u“tlcm was cred 11. Flj wound up. Tae business of the Comerc_ial Bani

hed not been brisk and ’Gue fllrecto;s ’Ghouﬁ’u it aﬁ.\rl able to ueminéte ité careers
._'L_T_“t;e*’ ths no’aehol.iers, depositors and other'.crev:li‘bors were paii in full, s &:lall
iivideni‘remaine'i' for the ;ar .L;'&:‘?;l'ﬁgm G |

ine second . of the failures after Confederation was the Bank of Acadig with

headguarters at Liverpool, K. §» Its career was very short ead Hovtuz:weg.&r SOs




The Baunk of Acadia was 2

ouly althouzh nominglly there was a

The business was of such a pacr

. : 7
-t float the 110’tes~( } The ‘?“

As none of the debis were pai

2 8 )
cnly 3106,0C0 .( ) The notes

is the only instance in Ca

rendulent concern, the capl tal of which hadl been v

N

-2

of

nedlan baniking hi

1.

wiped
! u T . », ' (6)
capital of 500,000 ‘\Vl'f}l’l 51005000 paid ups

nature thait a commission had to be paid a concern

But

an
Toudn

Fa

exis ‘om mmtus, failin g April 18th, 1873«

it is foritunate that the total liebilities were

the Bank of Aca@a were worthless biut thi is Failure

story where this is true. The failure

was due to poor business ability, particularly in respect fo the relation with a

Boston firm of doubiful credi

‘Another of the baiks lat

t with which it was Zuvolved.

ely

chartersd failed in 1877. The Meiropolitan Bank,

with offices in Montreal, ram a very reckless course during Iis six years of

existance. Rigks
receivecl &5 'secﬁri
but their ambiticn proved ’a};e
end 75, the !

the

assets was deprecisting,

The liguidation

ty«* The officers thought mhat they pos
ruination of the banks
iietropoliten Bank suffered large losses.

shareholders dec:.\,.eu. to \llAJ.. up the ua:nL.

ics

13 ful&..
”ne next failure, although
ious disaster. The lechan

the Confederation but it had

wndesirable discount business

had been Xept wp only by

had glven thelr =2id, butb

a 40 psrcent reda.ctloa had.

-

Eept open

been a blot on the Canadian systemq'
“had
improper methods.

in thait year this sy

G be

the subseguan‘c exigtence was neither

at hloh rates of interest were accepied and bank stock was

sesged modern methods

'D‘a.ring the crisis of 74

(S

the value 'of the
(33)

A
As

was very créd.ita’ble, -both noteholders end depositors being paid

also that of a small institution, was & more .

Bank of lMomtreal had been in business siancelbbefore
‘A small and

mve*& the bank & ba cl name and tne c..roulntlon

(12)

Previous to '*8’?6, lolsoats Senk

oport was withdrawn. As

made in the capital and al‘ahou‘gh the doors were

(13)

worthy nor le:blt:unate . The
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slociamics Zoal suopended poyuent in Wy, 1879, and the ln(LJ.lI‘j .,how;,a o bad

condition of affairs. The sgharenoldcrts iouble liability wa.s in\rokcd, bt cven
. L]
then . daly E7y percent wes 9 id to noteholders and depositorse In conuection VAL

T

this failure 1% might be noted Thot this was the last case in bur banking .’:z/istor-

vhere the roteholders of a defunct dbenk were not paid in full.

The Baxk of Liverpool in Nova Scoltia falled inm Oc’aober, 1879« Herd times

a > ! - -

1t to suspend in|*73 and 11 was with some difficuliy A that it vas vee

v S A o Say QYA 4 497 3 T N S LS s 4
cryouizsd. ore losses| In 18706 resulted in a materisl reduction of the capritals
bk T AN T ey o o 3 ey des X g ay, o yena . [ S P S CVIT 4 .y %Y ATl
a2 SO O L '31_9001 TS TRLAVES 1 Ullg suus ,..\L.\n\: LU 11*»1 - }Léuﬁ W .u;\nx \u‘ Y el e Q8

icedis hal been involved. [The Boston coucern owned ons—\,_u.-..rw:er of tife stock of the

Py

Sank of Liverpool, having zald for it with wo f*t“less cromissory notess Ak 4t the

time of suspeusi in 1879, the lisbilities were {$136,000; of which the circulaiion

OI].,
y (18} - L mv e o
was ouly :l!»—,OOO,. JThe Bank of Iiova .Jcoua purchased all the asseds of the bank

-

Ba
aad redesmed the notes whilh nad been igsued. Liguidation was slow; the debis were

not moterially veduced end| the shareholiers did not pay their double lizbility.

o~

While tae noteholders did not suffer, the other credi lo~u over $132,000; for

ar saw the feilure of ’uhe Cu golidatied Banxk

H

J

of the fact that 1%t was but four years 01d, was doing

depositors received nothix J ' : N ‘

The subscribed c,ak,nal was 1:‘32,09190005 with 32,080,000, -
Xe iiabili’ci’es Were | o,O’?’hCuO and wl 794,000 respectivelys
A NEW ManoTer wWas an'\uoinﬁlai in ey, 18’?9, and heavy losses,, amounting to 51,420,000

®
were discovered. The. bank J, was re~organized and the ca.p:.'cs.l reduced fority percent.

)

Houéver, ba.u;--eos was falling off and as lot of the paper held as security was

wortale the direct hought suspension zud liquidation th

e best way out of
the difficuliye Bo holders and deposuors were pai & in full. A broker im

!

.
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P ‘ ‘ .

v" . . - :
| : 12.
Lhe assets and sgresd to pay all outstunding debis.

(18}

e

Th¢ stockholders sccured abput o 25 perceant dividend on their holdings. Hard

tines and the poor business ability of the management were ke causes of this

-

1 in the year 1879 was the last failure in the pericd
(19}

- -

now under discussions "ue Su adacona Benk, situated in Quebec, failed in July.

It was one of the yourger haumks ar.i adverse fortunes hald discouraged the share~

o

nclders. They deciled to close their doas so the affairs of the Stadscons 3en

went into voluntary. 1iaui<l'lslon. The qsse'hs were nlcely ian excess of the liabilities

‘end 81l creditors were paid in full. The propriefors rocovcrad. aboutd °O percent of
There were two bank fallures of minor importance in this period but their

Listory has not been 1'nccormd. . The Vestmoreland- Bank, & Hew Brimswiclk concém,

failed shorily after Conficderation. TL\. double liabllily wos paid and the institulion

was creditaebly would ups The Bank of Prince Eclward. Igland with offices in Chioxl oten

v wes an organizetion charitered by the Province before 1867. This charter had

n A en S j- p vt
not expired when.t G

ne benk suspended in Noveuwber, 188l. ‘Accordingly it was no

doing ous;nooa under the ] ominion Act and is, therefore, not wortky of any more

PR . o

attention. /

3. In drawing our conclusions frorﬁ the si:uclj of the perioi,from 1868 to 1881,
it is cn interesting fact Jthat five out of seved of the benks waich felled seclTed
L...-ElI‘ ch;rx.c*s and. comended bﬁsiness in thé seéson of prosperiiy from Yﬁa'to L £

Tnig Taet, coupled with Te Imowledge that fraud ancl d;sho esty was present in

ouly oue case where the b was & new one (The Bank of --cad.:.a) would lead oue

%0 Telisve that the banks|which f iled died naﬁural'deaths.  They were organized

>

iz & vinme of expausion and ‘uhe:; suspended during the peried of finamcial surinzency

thot followed. The iletropolitan Bank was too &namloua and suffered for ithe risks



that were talken. The Bamk of | Liverpool aund the Stalzcona and Consolidaied 3anks

went under besause of.the depression of hard times. The charters of 4wo of the

banks thot failed during this|period, dated before the Confederation. The -Con-
merclal Bauk of New Brunswick shared we fate of 2 small, local institution . The
'LIecha.nlc's Benk had an undes able business, maintained only by fraudulent means.
Suwnning wp the causes for the seve‘n failures of tliis pe;c'iod, ﬁve'may note that
hard times accounts for four, fmuﬂ. ig responsible for two and over~ambition for
the one remainings
On sccount of the relatively 1it“’ale capi’tal "cha’c W&S. invested in the bankg
that failed, it may be said tJln gt the Cepadlen pa.nllc did Lot suffer from bank )
disasters during this j@@l”i@ﬂw" The Commercial, Me%ropdli‘aem, Consolidatei a.n:l
sStadacona bYarks paid 211 cre 1‘aors in fulln' In ’chr_eé cas'.es' the dé@oéitors
suffered. The Banks of Acadia ancl Liverpool pam *.uhemx not:hing swﬂ. ‘uhe Mechemnicts

]

7 .1. . " ) > b 2. 1, -
Bank paid only 575 percent of the cleims. In Wwo cases the noteholders suffersda
The notes of the Bauk of Acadia wers worthless and the Mechenicts Bank _coulﬂ;

meet but 575 percent of theiL circulations These facts sould vad but on account

of the cauparatively smell business done by these banks, the pﬁblic felt no greatl
(20) during the failures

on the other and larger banks

1oss by their failure. XRuus
: (21)

of '79 were cordially met anja a bank panic was aver’cem
| J .

L. The failures bf '-ahe. period 1868 to 1881 hoﬁ. one very important effect

oz banking le?gislation* A need for a saﬁer bank cunency aad. grisen. The 3ank

0f Acelia, which failed in 173, was unshle "G'o,re&eem its eircvla’uion and the

¥echanicts Badk paid only 57% _Qercen’c to its notehollers in *79» In-as-much

=4

as the circulstion of a bank averaged frum one-—-sixth to oneaten'th of its total
assets, it was felt th:;. uh]? d.:.i‘flcul‘cy WouL. be oxe;ccme 1f s grior lien was

given in favor of-hold.eré of an insolvent ba.nl«:*s noizes» t wa.s aJ.so thought t‘1a'h

oy




‘
Aslation o this -effect V’OJ.L»L J.o zway with the deprec

atvion in the value of -
2oues whilch followed the failurcs in 1872. Notes had fallen ;co a d,iscbun‘u gnd
althoush wWliimatcely redeomad those vwho could not wait had.to s'o.ll at a iosso
The Boxx Act of 1831 comtains bn; clause “the ;:aymént of the notes icssued by .

1
-~

we

4
pes

[€3)
o

»

51

may concli ie that if *he Benk Act hal been thus'

ed for circulad

11 be first charge upon the assets of
(22} .
olvcuty " Tnis chzage was

nolder of o Cancdian
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Failures, 1881 to 1888.

one failure in Canada. Speaking

la- In the eight ysars followmg the bank failures of 1879, there was but
cf'ene::'a,ll:\],. the period wes. & prosperous oune for

financial mstlm’clons, Jcrade 1d. industry were raplidly increasing and the‘ banlks
opened numerous branches- The were broumht into closer relations with the
comiry's needs, par’alcule.rly hose of the agri cwl.'bural sec’s ionsa Greater
caution and pm&ence was now the prac’alse of the banks and. as a result we find
a cessation in the history of ailuress More. atﬁenulon was paid ’co the soundness
and security of the business tgken. Regret for the mlstakes in the time of expansion
of ’che Seventies had furthered the. progress of sound banking pr1nc1p1es. The
monthly reports were ‘changed s as 1o more fully mdica‘te 2 Dbark's condition and
fresh penalties were imposed for v;lolatzons of the’ Ba.alc Ac‘c.( ) In shor‘b, the
banks generally shared in the Ie‘ste'r‘ times of 1880 ‘co 1883+ The reaction came
in the finé.ncial stringency ofilss‘&us’?.(z) After 1888 the busmess of the Canadian .
banks again displgyed normal a 1v1‘t;ya T Cr R : :

2+ The failure of the xchan ge Bank of. Canada on September 15’ch, 1885, s
was the only bank disaster during the period of prosperity. It had nearly failed _ l
in *79 with the two other Montreal banks bul it managed %o resume tusiness befo‘re“ !
tne allotted time of three months was up« ,). One half million of cepital was
written off in '81 but it seemed uha*c business wes gone and that failure would
soon overteke the Txchsnge Bank. The directors were wealthy and. by a manlpa.latlon
of the stock it was kepl high, but thebusiness done was poorly managed and in
April, 1883, they 'cé.lled on ‘the Dominion Govérmen‘c’ for help. 4 Two deposits .
of %200 000 and $100,000 were made on the personel secu.rl’cy of one ‘of the directoss.
Soms of the stock was owned b prominen’t Conservatives who claimed that the .a.t.v:aaxzces

jial ,crisis; The Liberals of the dey claimed tha’[c it

were made to ward off a finan

was dome o escape the double 1liability= A member. in.the“ House of Comaons cal/lerl .
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i% a political comcern and ¢laimed that the Exchenge Bank swaited the 3isasber
tnat Dbefell a1l political bamiss o) )

. However, the efforts of the Govermment were wasted. The managing directorfé
had no sense of respectdbility or honor for, as the condition of the bank became

(6}

worse, he made récl:less speculationss His desperate efforts to save the
institut ioﬁ involved him %o the ‘extent of $226,000, for he had been speculating
personally. When the benk failed in 1883 ‘;;hs authorities were unable to find him.
The nominal assets were 53559535,000; and ';E;'he liabili'&ies $2,431,000 g()?) In two
months the liguldatodrs paid|the circulation of $380,000 in full. The .cap-i'&al
of-5§‘500,000 and 2 rest of $5300,000 were vvipé\i out by the lessess Dbuble liability .
was collected from all who 1301ild pay and fhen only ‘66%- percent was ,‘re’curned to.
the deposi‘bo'rs and other creditorsa

~Defects of. the, systen,| commercial cond;it\icsns,‘ competition _ans. losses were

W

not the causes of the failure of the Exchange Benk. It was due to shameful N

(o4

dishonmesty, and disregard of duty. on the part of"'i:he: management « _“A scandal ensued
but as this all happened during a perio'd of general prosperity, .there‘was no panice -
The pubdblfc felt that nb’ahing‘ more then fraud was reépons_ible» |

| 3. . The reaction from the %ves’tem boom and ‘general progress V%ras.Afelt between
1884 snd 1888, and no less fhan five banks failed in ’ch_ese yearsy all ﬁut ong in
the year of 1887, The Waribime Bark, situated in §t. Johms, fsiled on March

th, 1887 The president was a merchant, a mamfaciurer, a politician and & broker

3

and he played high with the funds of the bank.m(?) In the first feighﬁ years of

its existence, 1872-188C, the Marifime Bazk lost $600,000 through *en bloc® loaas
end through failure to scatter risks. (103‘ The custamary reorganization Hook
place in 1883 and the paid up capital was reduced 64=.percent to $247,000. Although

a mors capable monager was engeged .and in gpite of & large government deposit, the

course of the Maritime Bank was not prosperouss On the books were heavily overdrawn




ey s

B

’ ‘ 18.

acceunts with nothing agelinst them but the assets of bankrupts. Heavy advances

had been made to a lumber concern that had proved wnsuccessful « Binally, in .

1887, the bank had to suspend payments. The liabilities, at the time of

(11)

failure, were fortmmatélJ but $1,409,000. . It took two years %o redeem

the circulation of $3144000. The claims of the two Governments were paid

- but ordinary creditors received only 10.6 percent. The double liability

call failed to produce ome-half of the face value of the shares af the time
(12) e :

of suspensions

The Picton Bark in Noea Scotia is another example of the small ani wa- -

necessery institution. [When some of itg largest debtors falled in 1884 and |

1888, the Picton Bamk s

LR
3

fered dangerous lock-ups in connection with its ready

-

cashe Dividends had ceased and in 1886 20 percent' of the paid-up capital

~had tobe Wriﬁ‘aen offs |In September, .188’7, it heoame necessgry to suspend’., and

the bank, still sulve"lt was put :Lnto voluntary 11qu1datlon by ’Ghe dlrecﬁors«a

At the time of suspension the paid-up capital was but $200,000, end the to’oal

(14]

iliabilities only $74,000. - The debts were palid in full and 35 percent of the

re:iucei capital was saved. | ’ . |
The third of the failures in the year 1887 was the Bank of London in .
Cansda. The bank snjoyed but a brief 1ife for it received iis charter in
1883, The story of the failure reveals another course of dishonest managements
The fortwmes of the in ’Gi’sutionv Wére blighted by the sinister influsnce of a
speculating presidén’a, 15] who wasl personally connected with the Ontario Invests
ment Association, to which funds were loaned until fthé reserve. of the baxnk was
wiped out. Perceiving the poor cogdition he canpleted a.x"rangemeni:s for the sale
of the bank to the Be lc of Toronto, and departed for-some corner of the United

is
' Sta‘aeSa(, After 21l debts were paid ,1;90 000 of uhe paid-up cm 1ta1 of

n
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$241,000 was saved for the ownerse

The 1iciuida1‘:ion of the next institition that comes under our notice
was not so creditable. The Cen’aral Bank, also a yoﬁng institution, sus.
pended on November 16th, 1887, 'a.zi:d'. a most discrediﬁa;bie business was
Wowq. up‘(ly” One axnd two percent, an extrihabrdinary rate of interest,
had brought in large deposits to the Central Bank. Promises weré mzde o
small towns surrcunding Toronto that a branch would be loc.a'hei there 1f
a certaip smount of sfock wér subscribed. Business was pushed and a \
large circulation put outs Some customers, particularly directors and
brokers, received very large advances and the mansger lent large sums of
money elsewhere on insx;.fficie 7 sécui'ity. The nefériou.s schemes and
scandalous. methods, in the en&eé.vopr to gét business, surk the $500,000
caplial and ‘khé«azpoun’ﬂ ‘of ‘the|double ‘:li,&bﬂmyg The evidence taken &t - -
the Centré.l Bankv‘cxjia;l Which ollowed showed negligence on the part 'of
the directors. They were misled by the falsehoods of %he menager .ii:;ito
believing that all was well with the instituiion over which they should have

18} : , :
( The noteholders were paid in full and the other creditors

had con’cx;olg
received 99 2/ 3 percent. If more reasonable salaries had been paid o ihe
liguidators on this failure, the other third of a cenl might have bsen saved
to the creditors. o) | | |
The last of thg failures during the period 1881 to 1880 was that of the

Federal Banke As'was revesled at its reorganization in 1884 this insﬁ‘aution
had an enterprising and ingenlous method of incraasing' i%s cgpital. The bank
had held six thousa.nd. of its lown sheres and the Commercial Loan and Stock Cos

was accustomed %o borrow the funds of the'bauk to purchase stock which wes

then re'ﬁurneci to the bank».( ). This was nothing less than a serious evasion

57
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of ﬁle Bank Acte. TWhen fhe general—-mszzager resigned. in 1884, this condition

of effsirs was discovered end the machine whic;h ad menufactured $600,000

new capital was destroyeds The public founc?. ouk ‘tha‘ﬁ sdmething was wrong and
in July, 1884, two million dollars had to e secured f\rom the other baz}é:s to -
meet the run that cccurred. Losses in & Kichigen iumber tramsaction and -
bad lozns in Manitoba necessitated a reduction of the capital by half, or

o 21
to ;;1,350,000,( )

After this it seemed that there was to be no more pros-
verity for the Federal Banks In 1885 the stocﬁ: was dizcredited and fell
below par. In Janﬁa.ry 1884, the bank was galled..-upon ";o redeem $210,000

of notes and to pay $1 421,000 of depositsa. The banks of T.oronto.’ came ”ad o

the aid of the Fe&eral Bank, furnishing the monej Tt pay off all liapilities

the one condi tr;on that the 'baz*k: would wind up with open doors. The Toromto

banks were con‘cen‘t to| wait for renayment u.ntil af’eer 'i:he liquld.ation of the
assetss. This was done to avoid another f‘a;lure, for caning after the disasters
of ihe Meritime, Picton, London and Cen’crai Barxks; 1% Wouif.d; have tndéubtgaly
caused g bank panic. This is an :ms’aance where the Canadla.n banks used

their cash reserves G prevent & corrciit ion in which ’ehree or four times the
mount of their rest would have been needed 'I:Q still the popular clagor for

22} : ~ :
paymen’cq( ' The shareholders of the Federal Bank were saved from compulsory

ligunidetion and were given an opportunity to liquidate %o advantage. Besides
thig, the business co uni%y of QOutario was-protected from the cps’sly
derangerent incident

4. A f‘eamre of ths failures o;. 'bhls per:.od., that is worthy of noiice

vere banks of but a few years of bu_smess._ The Exchange,

Meritime, Picton and ederal Banks commenced opera’clons in the period 1870 =

*74, while the Centragl B‘ank.anithe Bank of” London received their chariers

0 a banking panic and & sudden contractlon of discountsse
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mind thet ordinary =abili
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211y disastrous results, was tried.

21,

ailures illustrate the concentration tendency

The new, local bank cannot successfully

More bkanches, not

ne growing needs of our country»

stm up the causes for the faulures of any ;ger:.oci,

of nard times and &epress:.o_u, 1'& must be kept in

L
ion wo al:l, even in a bad penod, aver}f:

reriicularly true if ‘ghe mstltutlon was of a

ncial depression is a period of %rial to the manage-

that are poorl;y or fraudulemtly mansged have '!:he

Therefore, while remsmberlng 'tha'& the yegrs

rs of nard times, we will look for a moment a‘b
sud iar causes of the failures«

f the period, one, the Picton Bank, was a very
sy several of its largest d.eb‘ﬁors failed, 1*&:

og of cash resources, which placeJ. it in such a
t was only a matier of time before it Would have

Picton Bank lost in ﬁhe struggle for the surv...val

stitutions
me uxuzfnano*e Bauk was poorly managed and
in a most reckless mammer. The cause of the failure
of . Heavy loans Were‘
~i’cy; and to recuperate fTor the 'lolsses incurred_

. The gtory of

) thet of a dishomest end speculative president.

1stitut ion of dishones® methods and nefarious schemes,




and these never prosper. The Federal Bank had a dichonest mapager and when "this

most damning circumstance is c

disaster is the logical oculcomes

We may say that the failu

to faults of wractice and not defects in the system.

-

onnected with a host of bad loans, failure and

res down to and including .'1887 have bheen due
(23) ' .
. Legislation has not

prevented bad management and fraud and has not saved the sharcholders from

loss, but laws are not expecled to d s0. The value and security of the system

can be seen from the losses 1o
minimized their xx:gkﬁx riskse

in the period now under discus

depositors were nmot paid inm full, although one of the bamks (The Central Baunk)

was able to pay 99 2/3 percent

percent and 10.6 percent respe

No holder of a Canadianr Dbank note suffered ’

sion, or since 188l. In three instances, the

. The Exchange and Maritime Banks paid 66%

ctively. In céaclusion, although several banks

did not meet 31l their debls, g noted aubhority states that in the twenty-

seven years p‘fe'\ri_ous to 1890,
governnent and all ofther credi
two million deollars, or one pe
at thé expiration of that peri
It might be signi.ficé.n‘b t
noteholders.
federation, and as no more wil
lien clause 2nd the redemp“h.ioﬁ
we have today in Canada 2 bank
$166,552 has ever been lost to
Acts since 186;7. |

54 The ultimate secur

tors, due 1o bank failures, has__ bean less tha.n»
recent of the Zliabili‘qies of the Canadian banks
03:&(24) ‘

o notice that only $163,552 was lost to the

This sum is all that has been l.pst.on bank notes since Con-

1 ever go unredeemed, on acc,ount'df the first
fund, we may make the statement that, whereas,

(26)

circulation of over $94,500,000, only

noteholders of banks operating under Dominion

ity of the Canadian bank nofe, circulation had

been put beyond all question by the legislation of 1881, which made the note~

v

creditors ani the Canadiean banking systeém has

that the %total loss %o noteholders, depositors,




| 23.
holder's claim & prior lieuns However, the bank disasters of 1883 and
1887 showed that there could be a serious interruption in the matter of
Immediate .c_:dnver’cibili’uy‘e After both the I’chhan ge Bank and. the Central
‘Benk had faile:l, tle: not.es ell to a dlsc‘oun‘a of lO percen’c.(27) This
~meant severse losses to Nhose who could not afford %o wait for the ultimate
red.emp‘hiona In connec*aion i‘bh the Maritime Bank i*a was two years before
the liguidators Were'ready‘ o redeem the ‘circu'la‘ui‘,on» As a'c oﬁsequence _
}the bank notes brought as 1ir,ttlé as 40 pexrcenﬁ at one _t:‘me»(ze) This

esult the establishment in the Act of 1891 o

trouble had as i‘a'é direct

ion fund ’co preven’c d.lscom'x'c upon the notes

(29)
time of failure am‘redemmlon» Fach of

. the bank circulation redem
of.a failed. bank be‘m.zveen 'l:h
.the Canadian banks paid :.nt this fmd. 5 percen'h of thelx- average circulation.
-‘ ‘”Tnen the 11qu1da’cors of a baxl coulcl no’a make arrangemen‘hs for the redemmlon
w.of notes within two montizs f'ber the fa:r.i.uwe, mo:aey was pald. ou’c of this | |
.mnd ’co the holders of the bank's notes. The paper of & susnendei bank
ld.rawa 6 percent until the ‘ume set for its reclemm’ciOn. It was felt that this
change in ‘che Bank .A.c’u would preven’c ‘che d.lscoun‘u that had resul’aed. after
'smne of the fallures in th per:.od. we have Just revn.ewed.a | ~

| The Mar:.t ime, London .gnd Picton Baa ks were all very smaZtl 1ns’c L‘cutlons
2nd there Wé.s a growing te dgnqy_ towards making fhe’ conditions of obtalmng

- & Charter x.nore. geveres .Th ‘increa‘se of small banks, spine_sta.r"ced. by persons

of little responsibility,had been produc’uve of finemcial épidodes for

. which the counfry had smal I’ellShn We fmd in the Bank Act of 1891 new

3} ‘ - C .
requlremem:s regard.mg uhe caax"i:ermg of’ banks:» » As before, the subscrlbed

capital had to amoun’c “co ’5500,000, but it was then requlred. ‘shau $’§250 000

.'be pam& up and depoaiuei with the M:Lnls’Ler of Fmance for foa.r Weeks¢ . Af‘her‘



- that

officer was satisfisd
t0 the bank the certificat

svidence of the value of %

Rl

3

The evl ence from the peri
concern & that ’cue, had
capital was $500,C00 with
tion after the failure 'thé,
The faiiures of Cénad

of 1891. The Dominion Gov
payument after tl;le failure
Govermneni claim was msde
Seve;ra penalties were 2dd
Bank Act by any of the off
penality for meking® false r
managers of ‘ﬁhe banks that
0 Dbrokers, direcﬁoré and
undue preference an offens
* Before dassing to the

to note the success of the

When the

solvent and accordingly th

deficiency. The d.cable 1i
holders of the Exchonge am

and 10.6 respeciively were

Bank feiled 99 2/3 perceut

possible by the success whi

The conditi

~results might have besn vex

Picton., London and

‘ ' 24»

that all the requirements were met, he issusd

e authorizing them to commence business. Good

his feature of the Act of 1891 is procured from

od of 1868 %o 188l. ,The Bank of Acadid, a fradulent

practically no capital &t all. While nominally its

5100,000 paid-up, it was shown durin_g ’che investiga~

e
i

real capital did not existhe
ian banks had another effect upon the legislation
erment had experienced a hard time in getting any

of the Exehange Bank in 188%. Accordingly the

o sscond charge upon the assets of & suspended banke
od to the list in regard to infringements of the

icialse Pive years'! improsonment was mzde the

oturns to the Minister of Finance. Severzl of the

had feiled had been in the custam of loa.ning money

t0 special loan companies. The act of 1891 made

€ panlchable with Imprisomment for two yearss

next perfod 1893 51905, it will prove interesting
éalls mede o the double liability of shareholderse *

1 Federal Baiks failed, the institutions were gtill

¢

rg

¢ sharehold were not asked %o meke up any

a2bility was only partlycollected from the shere

Lt

d Meritime Banks. By reason of thls, only 66% percemt

\q

paid to the ordinary creditars. After the Central
was returned Lo the &epo's-i"cors and this was nade

J.clia‘etenie the cd.l on the Aouble liability of the

on of ‘Ghe affairs of this bank was 80 bai that the

'y serious had not the shareholders maie up the -
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he lechank ‘s Bark, Which failed in 1879, ost $96,600,

those of the Baak of WAcaiia in 1873 lost $66,952» Reports of the Chartered
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CEAPTHR 1V.

E‘ailu_res between 1893 and 1905»
s The value of the circulation redemption fund had its first test

when the Commercizal Bank of Manitoba 'fa.:}‘.lecl July 3rd, 1893. Although the

)—h

unstitution was run v a view %o. the éLevc,lowomeut of the country it was
extrenely subject %o 1ola1 niluences Accommvly When there was no trouble
over acceplance of its x%o’ces ab par after the failure, the efficacy of ‘Ghe
recent banking 1egisl ation was proven.

A fimm of financial agents and private bankers in ‘,Kfinnipeg secured 2
charter in 1884 for ‘Ghe Commercial Barnk of‘Mahi“cobé»(l}_ A man by the name of
Mecarthur, who was at that time local manager of the \ierchan'b?s Bank Waé appointed
president and general-menasger. His policy was aggreséive frbm the beginnings
Recklesgs develognent of bus.iness Wés the resul’c‘ancll the bank soon took én an
insscure pOSi’cinon, all lon account of the Toolish énterpriée of a single Individuals.
Iecarthur believed in fhe development of the country and the fa:“alﬁre is = &irec’s;i.y

attrivutable to his il ~aé.v1sed. or incapable administration of %the bank?s

‘_I

3"

ending r ou’"cesﬂ( ) The availebles funds were soon tied up and %o conceé;l the
condition of affairs false returns were made to the Department of Finance g%

Oﬁtawas(s) ' The herd winter of 1892 T_;Srougj:.t metters to a.'head.‘ Girculstion

came in for redemptlon armdl large deposits were Wl“qhd.rawm( ) Scon no more

{5}

paper could be redeemel and as correspondents Would no longer aid the bank

-

had %o susgpead. There were nominal assets of ¢ B1, 85L¢OOO Yo meet 1iab111’cies
s . |, (8 1
gmounting to $1,34%4,000. "he au’uhorlzea capital was 82,000,000 with but
. 7

740,000 subscribed and only %5 552, OOO pa:LcL-up»( ’) A reserve fund of $50,000

was probsbiy fictitious. Gimula”cion,, due V’u_o heavy withdrawals hal run up

ef
G
b
w0
»
o
(]
(&)
L

roceeded with immediately. The notes of the defunct bank

e e,



"',;';ver fell to a discount and jon September 16th those held by the public were
redeemed. Cansadianm beuks held the notes at the set rate of 1nteres“c until the
11cuid.atér got the affairs of [the bank in better shape. Realizing on the assets
proved slow work and for sane|time the u.e_po s:. tors and other credltors received
only an 80 perccnt iltrldend» - Ultimetely, however, the debts of the insgtitution
were paid in fullg a:nd in all 'orobablllty ‘bhe‘owners. may recover 2b percent of

(10
their investmentu '

The location of %the blame in connection with this failure is not & difficult
.mat‘ter» Recl cless enterprise land careless loans will always place a bank :m a
precarious position. When the mstltutlon is but 2 small one and when it nuts ‘
Fo0 much attention on local %ffairs, such a procedure is extremely dangerous
and in the case under :b;scus on it culminated d;sas‘trously. The failure does
not throw discredit on the C ad.ian Ba:nkinv laws, for nothing can prevent a man

from tying ap 2 bankts 1und.s in poor investments a.nd bad loansa 4'As lohg as bank
snarehola.ers and ilrec‘hors place their ingerest in the hands of over~ambitious

and reckless managers, so long will there be back failures, 1:6' ’chere is no com~

'petent supervisions Directors must keep 8 watchful eye on managerial ac‘uivi‘siesf'
2. The history of the failure of the oldest French bank in Capada is

a story of a few years of ré&ckless mazxage:ment after half a century of sound

banking. La Banque du Peup e, which received its charter in 1835, susperded on

md.e shock when the news of ’Ghe disaster was sypread.

July 16%h, 1895. The public believed the inéti‘tu’uion to be a strong one and
their confidence received a

ma::e it both unigue and in eres ings. As Le Banque du Peuple wa.s doing business .

under a Royal Cha:c”ner, ‘che e was only a smgle llablllty on the paxrt of the

There are also s;peclal c¢ircumstances in c~onnect10n with this failure which
B

1
sharenomders»- The dlrec’co s of the baudk, however, had unl:z.m:.tect lla.'blllﬁyw( 05_3.
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For a few years before the suspension there had been ~considerab.le friction
""‘between the directors and the g neral-managér, a M. Bo'usq-ue’c.(ll) This gentleman
w;as personally interested in se erél outgide én‘cerprises, and advenced large loans
to them out of the bhank's resow cese Some . o.i:" 'thesg ad.vaz:ceé wefe unwise and
excessive. The directors c mplained and 'hhréa’.teped but it seems that they
did nothing for which they are much to blame. In %he first week of July , 1895,
when Bousquet resigned, the public became suspicious and large withdrawsls of

deptsits were made. The directors were alamecl. and invited the other baaks

to an investigation. To keep the doors open = million dollars was advanced La

Bangue du Peuple, bul so insistient was ‘ch@_;ga.ﬁ that thi's‘sum lested b 1y 2
PRI e o X . R
weel:.(“:.s) Memzwhile, the inves‘biga‘uion ‘had revealed an alarming state of

\——_—-——

affairs. There were overdraft# owmg by directors and others 1o more ‘cha.n

/Y

20 percent in excess of the pal id-up capital. ‘ The llablll‘h:.es amounte&. %o
- g ' . (15)
-$6,820,000, and against ‘uhem were nominal assets of $8,663,000. However,

in~as-much as large overdue debts and real estate comprised most of the assets

and as the value of these was erestimated, the inquiry showed that at least
: . o (163)
two~thirds of the bank’s capital of $1,200,C00 was loshs . Over ome-half

(17)
mllhon dollars had been loamed where real estate _only was the security.

___.—-—-/

| (18T N\w N

Suspens‘ion took place July 16th, 1895»

Liqui&a’ciO'n was proceeded with immediatelye. Circuléﬁ:—ion to the extent of
787,000 was, of course, redeemed first, | Under the terms of a compromise only
5300000 was collected from the unlimite‘duliexbility of the directors. If soon

rappeared thak paymén‘a of depositors and other creditors would be show works

Accordingly on the 7th of October eu arrengement was made whereby the depositors

were 1ot paid for iwo years; sp as to allow"hhe_liqu_id.ato’rs t0 more advantageously

\
. (18} : . '
E_e_e_allze on the asselss ~ The depositors were to be paid from percent interest.

In one year the lisbilifies Were reduced %o $2,866,000 and the asseis *Eo 84,398,000,
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. (20}
a3 & dividend of 50 percent had been paid to the deposidorss. By 1810
" tne creditors had been paid 78% percent of their claims and the affairs of
La Banque dw Peuple were wound ups
For a cause for the failure we have %¢ look again to the mamager. To
loan with a lavish hand, %0 fLiend.s with poor securily, inevii‘ta‘oly ties wp

funds ang places a bank Iin an unstgple condition. Bousquet of La Bangque du

Peuple had out loans that could never be returneds. Foolish bﬁsiness ¢f =

few months destroyed a bankiqg house that hal stoqcl for ‘over half a century.

- The heavy loans and the over Jre.wn accoun’cs,” a:ﬁountinm ts more‘than the capital
:Luself, placed. Yhe institubi the unfc>rt1mate pos:.‘ulon d.iscoverel by ‘me

. 1nvestiga’cion of the ofther C a:lizm ba:nks « ~ The time hadlalrea.dy come in the
hls'cory of Canadian banking hen there. was a uema:nd. for inspectlon of :heod
offices and a constant choclc on manabcrla.l ac*t:vfc:.es. '

C 3. In point of nhe mad.eqaacy of the asse‘bs, the fa;lure of La

Bé.nque Ville Marie was even worses. The second French bank to fall in the

Mmoo

period mow und.er llscuss:.on(ha& its head office in Liontrealu They pu.blic }jva's -

;;;; _—Mm.. o a2
s - A—

. told the press that the fai ﬂ.ure was_due to a theft of ¢ 58,000 from the strong
——— e ;

. m
box of the lnstitut mm( It seems -’ch.-at the paying teller had been speculating

P AT T

.in bucke‘c—shops and vhen losing had helpécl lj_imself from the reserve held for
redemption of cir‘cul‘atlion# e was tried for theft and séntenced to the peniten’aiary.
and the accountant who was | charged. wzth cmmmal l:nowles.ge of the offense was let
off on suspended sentencea z2) However,, financiers of the day asked. themselves

the question, ﬁ'hv snould ¢ e. loss of '] $58, OOO necessitate the closing of 'nhe

doars of & bank with a capital of one-half a mllllone(25) The directors' excuse

for the suspenéion was’ thar'h it was done %o enticipate & run on the bank when

the public kﬁgw of the -10%3; But the investigation of the curator, appointed



/”/ » | ' | ' Sla

;’/by the Bankmr*s Aséocia‘bion, ought to light the real cause.of the failures

IThe facts disclosed instigated “uxther eriminal proceedings; this time against
Presicle;’c Weire I% was shown that the bank had been mo st fraudulently menaged.
Among 8ther facts, the notes in circulation were ‘considerably in excess of the N (
émcunt authorized by law and t keep this matfer quiet the note circulati‘o_n h&d\é\
been understated in the .monJ.chl reparts 0. the Go-vermén’c;(-zé] The courts. took

| the view that the mans c>‘ement o La Banque Tille Marie had comeltted gross graucls.
and for his share, President W 1r received two years in tne penl‘cen’ciary-( =)

La Baigue Ville Marie hibeen in difficulties befores Back in 1878.pay..
ment was suspeno.e& and the e ination that ensued showed that heavy logses

had been incurre:le Accori/mgly‘ the capital of one million dol'lars was -

- reduced ‘oy half and business ]es resumed.» Competition in later years hed

made enterprise necessary, an 1’:}1@_ president, in his endeavours to keep %the

ba.nL on ifs feetl comm'hte‘.. several 1rregu.1ar11;1e.5w He had obened ﬁWen’ay
pbans od 1TS 188u commluuce

bra.nches, far too many for th amount of busmess that was bemg donee Tbe -
e B -

dlrec“hors muast have kmovm oflhe excesgsive note issue and the poor cozlcll‘c:.on
b dehbadii T TR e T AT

were only too glad %o make use of the opportunity

of the bank's finances. They

[

afforded by the +hef’u, 'so sus;Jpena. payment and mnd. up affalZ'Se At the fime of

susnenﬁlon the assets were $3 ZQOOGg whlle the lizhilities; mainly because of

. (26)
the $1,5045000 circulation, ounted uO-qblg?ﬁGgQOOe : The excessive note~/

/

liguidation. On one~half of 'the paid-up csgyital no double lisbility could ve

igsue, which had to be redeemed first, was the cause of the disgraceful

collected, for the bank i’bseif owned these sharess The noteholders were paid

(87)
in full bus the de"‘omtors and other credi tors rec_e,.;x_ei onlv 175 percent«

On accomnt of the, canpa a’clvely speaking, local business, no general effect

on banks or Ganaiian'fina.nce was felis

4s The las'h failure| in %the period 1895 - 1905 was that of the Bamk of
(28)

.Yarmouth, which closed its doors Merch 5th, 1905. © It was the suspension of

e —
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ihe smallest bank in our system' hat broke in upon the six years of guieiness
29

ad prosperity in Canadian banking his.’sorya( ) The Bank of Yarmouth was

domiciled in Nova Scotia and as it hai carried on but a local busihess, it

had not =m expmded- L‘hen it f iled the lla.'blllule!s to the public were only

”34’?9 OCGs(so) The main and pethps the only cause of ﬁhe failure was the

P

3l
large loans and advences to:-:-one mercenary hou.se.«( ) . We He Reid.ing and sons,

of Halifax, boot mamufacturers, had for years been receiving financial aid

Trom the-Bank of Yarmoutha -Thi/s firm owed fthe bank in 1805 $490,000, & swm owt

it s

of g1l proporiddn to the ba:nk:’sJ mesns. The paid-up capitsl was I?SOC-,O{}O' and

[~

_ . 3
the reserve was only $55,000 o( To put tarou h a loan of smzh dimensions,

particularly with a fim of doubtful stan_d.ing? was more than poor banking;
.iﬁ wae oriminels =

On March 3rd, Redding an ‘Sous failed and it is sasy %o understand that
could only be a matter of dayl when the Bamk of ?{e;'mou’ci;_ %00 would close i‘as/

dox s+ The Union Bank of Helifax was approached with a view to amalggmation,

buk nothing wes ioneg(’jo)‘ Ac ordingly, the bhank nad to su.spend'payment “wo

days after ths 'kn.sazhgm,_;i?_‘:zas.,._:f.m_anclall,f at least, so closely

related. At the time of sus.ens:.on deposits were $266,000, and circulation
8505000 ,(543 A curator was 2 pom'bed and he callecd upon- the shexeho;ders o
pay tﬁa double liabilitys ml-e'nominai sssets were large ({$820,000)but mach
of this weas composed of Worjhle ss securities of’ the Redd.mg Company » (38} -
The double ligbility call was successfal and both noteholders and - deposx’cors

were paid in full. The affairs of the dc»fﬁmct ms’cltu‘uon ‘were ‘taken over by

36}
the local banks in Halifaxs

- The report of the cura[tor disclosed some remarl«:able facts. To keep the

stock of the bank in a heal[thy condition and Lo mspn.re confidence in the

<

‘shareholders and general pYL’olic, the direglors zuthorized payments of divitends




,’.j ) | . ’ ‘ ' 35 »
7 ‘ (37)

;;f vhen there were 1no profiftss. - This mesnt a serious impairment of the

capitale. To hide the reléfaionship with the company of Redcliﬁg' and Sons
the losses were fraudulently concealed in the mo‘n’ahly reports to fhe Depart-
ment. Bills drazwn by Reddin c.ni Sons on persons having no existence, were
purchased by the ha.nk-;(os :Jhe cashier-menager, T+ We Johzis, was arrested
anx charged with 1 f‘ractlonslof the Bamc Acte(”g} Poor business abllity was
originally responsible for the large loan %o the local manmufacturer, zand in
- an endeavour to save what they had airead;y sk, more was loaz;ei. If the
Bank of Yarmouth wighed to comtinue business, tlﬁs piece of foolisgh reck-
lessness had to he coverecl '!L.p and d.:Lshone=s‘ay and fraud were resgoried %o
by direchors and ma:a.ag‘er@ »T. is neamy a.lways s;oells rin 'hq e. financial
ingtitution. There is no re edy for the trouble peculiar to the failure
of .’che Bank of Yarmouth, for| as long as bzuk ma.né.gers' d.o dishones’s deeds

a:ad. as long as dlrec'bors act 11ke dumles, g0 loang will banlcs :a:.l, no matter
A in what system or under what laws kQ? JC @”"“9’6 T)‘” z’)“” ()“‘% ’ﬁj@*ﬁ 7 )
In connection ‘w”i‘,ah the ‘failure of the Bark of" Yarmouth there 1s an
iz'z_teresﬁing i‘ea’ﬁu:e' - The directors kept the state of affairs secret from the
shareholdérs .and. in doing .s ‘had lost for them‘lérge sums of moneys After the
fallure, therefore, the shareholders s.e'cu;re:l legel alvice and sued the

directors for the 1osses 1nicmapita1 due to the improper declaraticn of

dividends and to the last few loans o Redding and Sounse. After‘the. case

had gone ’chrough several cohbrts, the Supreme Court of Nova Scotia decided
that the directors had 'Deen g:ul ity of malfeasance and breach of irust and

that they should repsy “c‘ne ivi&en&s that had been unlawfully declared, plus

(40

) . o
the losses in the Redding count gince Aagust}, 1904 However, in July,s

1908: 2 settlement was arjlvei 2t between the shareholiers, liquidator amd

2w



gnd directorss. The latter repaid o the bank the sum of $32,000 .

our present study the Important|p

the courts of Canada are ready %o hold directors of banks lilable for impairmenk

of capital of any wnlawful meanss

Sha
(41) For

oint in commschion with this matter is. that

5» The record of Canadian bamk mortality from 1893 to 1905 kes been

concerned with the troubles of small and more or less insignificant bankss

This shows the ftendency in Canada towards concentration. The rapid increase

in the nurber of amalgamations 2l

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

succegsfully than will o numbsr |0

so speaks loudly of this facts  An increased

f newly-chartered iamstitutions. On account /

o the fact that none but the écmparaﬁively small ban:k's failed, we may

conelude that there has not been
. .

authority states that since 1881

any large loss to creditors. A banking

theré has been no loss to noteholders and

: , (42 T
that depositors have lost about |three million d.ollars.a( ) During the period

1893 to 1905 there were four bad

failures and iun two instances the creditoxrs

suffered. Of course, the circulation of the barnks that failed was prémpily

redeemed. The other creditors of the Commercial Bank of Manitoba and the Bank

of Yarmouth were also paid in ful
creditable wind-up for there was

the shareholders. It was due tg

1. The first-named institution hed the most
no need to call on the double lighility of

the success of this call phat the creditors of

the Bamk of Yermouth were paid in fulls The two French banks, Les Bangues du -

et
Peuple (and} Ville Harie paid 75

-

% percent and 17% percent %to their depositorss

If %&= La Barque du Peuple had not teen dolng business under & Royal charter

and, therefore, had been subject

that the creditors claims coul:i'have been met» . In comnection with La; Blanque. Viile

to the double liability clause, it is.prqba.bly
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T e e e e e

of the :erlod between 1695 end 1905. The banks were alli sma;Ll and. business,

i et

had to 'be pug--eJ; %o keep pace with the ls;rger compe‘ﬁi*aors- "’“115 mea.n’a

RN S S

© that sowmd baﬂ*r:rc* principles \xere sometlmeq forg o’e"aene T”ne menager of the
Comnercial Bank of Ianitoba was over-embitious anc?; sone of his loams turned
ogut disasirously. ILa Bangue o.u Pemle ha.d.. 2 bad hamib of 10 1ing 'bo friancls

on insufficisnt security. Ia Banqxe V ille Harie pusned. ou‘c a.ni secured. trad.e

shen o nmore conservaiive bank would have held backs The.Ba.nlc of Yarmouth

amount was lost, sugpension soon followed. Poor mansgement will slways send

¢

lozaed s single cmecern a 1Trger sum then its owm capitel =nd when this
a banlk to the'wall in the fight for the survival of the fiﬁtes’a. )
b Bank failures, l-emov.a to and ‘during the perioa. we have J'llSu

Jin perticuler, exhibliteld fr

studied, hed considerable erfect on the Bank Aet 1901. La Bazque Ville Harle,
1&Lleni: me’ahocic ‘clﬂa’s lec*isla‘alon could. corrects .

ct

tha

some regulation ‘should be mades The cizeulation redemption fund of %the

It will be remembered that LE¥s no*te lssue was very excessme and 1t was fe:b
Act of'91 had meade the f‘anuL

ian banks joint guarantors of each other's notes

following year the Canalian Bankerts Associztion was, formed.—Fhe

Goverrxaent sew the 2dvisebilify of e..l'! owing ‘aho Association to supervvse a.ni

e e et et e S e

| ine Act of 1901 gave them i guisitorial powers._ The more minute monthly
_—M.Q i .

regoris thai the Barkerts Association saw £it to demand made 1t extremely
~issue as did La Bsogue Ville Marie. This same

institution had, after the failurs, issued 1ts own notes to favored depositors
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thus crealting & spscia e‘"ei class w:.'th prior 11ens. The aAct of 1901

B

1 privil
made it wilawiul for any ,;[ issue its own notes after suspensions The

who would investigate the affairs of all suspended banlcso Often when the

sted that immediate realization is zmx Impossible

new act also gave the Canzdjen Banker's Associabion power to appoint a curator
- assets of 2 bank ars so inv

and vhen depositors and other creditors are repidly calling for settlement, =

e

banic has a Hard time to keep off suspension. Thers are three possible forms

s
e e ettt ettt e

of prodedures securing of a.ssistance, smalgemation, or failure. 3Bank failures

Al s B

— .,_...._,,_,y—

|
in Censzda had grown foo. num#rous and the 1901 ick mede 1t possible for two %

ot

o |
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40» gStavert v Lovitt et al, 42
that the directors did not do i
résponsible for all losses sust
dishonest cashier. IT was also
the dlrectors were éware that §
they were pérsonally liable in
4%. Ionetary Times, July 25th,

. .

ey )

42, G. McLeod, Interviews ¢
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Monetary Times, April #Z4th, 190D.

¥.S. Hey 449. The Supreme Court Jufige held
heir duty and, therefore, were persomally

o

2ined- as a reguli.of the ac;‘tivities of the
held that the payment of a dividend after

he bank was wrecked was ujtira viees aild that .
raelation theretos

1908-

n Bauking and the Currency. Syé‘aem of. Canada,

stion, 1910.
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the purchase of the
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It was consideradbly surg
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CHAPTER ¥

The Ontario B%.s.nl: Failurs.

::1‘ 3 Royal Bank.-of.Cansda-ppened.negotistions

O“’aar 0. b..:n’c. . Th

The ’Qusi_géss of tile. w0 Contern e ME8 OXe -

h‘t to oe 1n Lhe mte*'es“us of both ‘co amalgeamate.

prised to discover that the Optario Bank had undergons

rge e cuniary losses

a disaster, the Royal 3

cinstitubtions but the ar
._,ub@, where the Royal B

A T TS

‘thoughts and resources.

O

suk mede an of fer for
rangees
enk opersted o

Blsewhers.s,

(13
:mvolvmv the. .complefe.lass m° 1tq canital «

Lo save
~fated .

the stcek of _the 11

LW b

nfs were never. completeds.for s revolution in

2 congiderable scele turped ifs. .

The direciorate o the Ontario Bank were

advised to look to the pther Canszdian institutions for assistenmce in liquidating
with open doorss
Qu FTriday ober| 12th, when & consifersble qugutity of the bagk's stock

was offersed on the Tora
the evening of the same

ia Toronto with the gen

nt o Exchange, the market price fell rapidly.

it (2 On

day, the directors of the Ontario Bazk held a conference

srel-managers of the other banks. The result was tha;h

the Bank of Monireal was i.;v:;!;e to cope with the situation.. The banks of
‘Ontario, in propoxztion %o their apltel, backed the Bank of Montreal with &
guarantee up o 32,500,000, This institution was to teke over all the

ri0 Bank. Mre« Wo E. Stavert o the Bank of Montreal

was appointed curator anil the Censdison Barkers' Associabion, as provided by
the Act of 19069(0) appoinied an Advisory Board to act with the curator in
the liguidation of the failed bamk. The Bank of Montreal peaid $150, OOO for

. : (4. .. . N - i
the goad~will ¢f the businesse Signs informing the public that the business

(5t

v
Ve

+

the Cntarioc Bank sar]

h

0

ould be taken over by 1

the Bank of Montreal were placed on all the branches

ly Saturday morning, October 13th. The commendable




Ontario Bank was an old |concern doing

sn Banks to heave

the ingtitution thet had failed
s is responsible for the fact thaﬁ,*ggggyggijggl

a large business, there was no banking

panic, cnd no rum on - of the hranchess
2. The case Of [the Ontario Bank is a splendid example of the effect of
. o
incompetent menazement amd of the failure of directorsg to supervise. It has
‘ ' (5)

o'
6]

that

Onterio Bank fiaosco was

icGill had bsen avvointed peneral~mansser, but 1t was not uniil

the fruit of sheer incmmpetences

1901 that any apparent irouble arcse.

States secailtles

5
o
i~
[¢]
Fl
dv

In that _year he started speculating in

end to cover up the diversion-of moneys and the

freguent losses, he infl

atsd the current loams celumn in the monthly state-

ments to the Department of Finance.

The first sum lost was in the neighborhood

of 200,000, but hecn the substemtial sum of $1,416,857 was in the hands of New

York brokerss end nol ouk on current losns as the reports indicated. in o
' Me&ill, in his own defence, claimed that he received bub 1ittle help

Bvrijerice gat L red in *“aﬁ

fRom his

tors and that he thought that this speculation was in the interests of

of money appear in the bank?s'books, as loans to

icn wenh to New York after the failure,

(7

1 & commiss

T the fact that any brokers had borr0wed money »

; city, showed that McGill hed put the bamk's funds

in the hands of these men; that he had bought in rising markets and lost on

the decline.

At the sharehol&ers?

mesting in 1908, it Was stated that, in

(8
e MeGill had been the victim of fraudg~//) As Dbefore mentioned,
______._————’"———— ) . .

the manager had to falsify the monthly reports, so as o deceive the sharehollers

On October 19, 1906, 1c3ill was prosecuted by the Ca len

conecert v1uh the Provincial and Dominion uorernments,

;>Q:.
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R "for ‘o.nlﬂually rn..lﬂ.nb to the Minister of Finance stalements and refturns which
e kmew to be falses The court, on this charge, senténced him to five years
in the penitentiary, for i% was' proved that he was more than 1ncomnetent- even
criminally guilwo(g) President Cockburn of the Ontario Ba.nk wasg pro ecL.ted.
at lﬁhe sane time, under.‘che charge of signing false statements d.urmg the:
years 1905 and 1906, but in-as-much as it was shown thet he had rlone‘ his
duty falrly well and was nob gﬁilty‘of roguerys he was acquifted.
Accordingly, oﬁe might sgy that the chief caunse of th'e Ontar‘io‘Bank
disaster was the incompetence and reckleséness of the general-managers |
He was foollshly and criminallly responsible for-'.’che‘vlos:s of almosit vallv
the capital of the bank through speculations which he thought might retrieve
the fortunes of the ;i,hs‘ci'tu‘hion he i‘e‘oresen’cecb The :hﬁned’.ia‘he causé of ‘ara
susyension, as above éu.i;lihed., was the ascprtalnmen’c of this fac't by fne , s
‘ SN : :
agents of the Roya‘;l‘Ba;nk, ‘when nego‘claﬁ ions for the purchase of ’Gne Ontar:.o'_
Bank were openei.. | | |
The directors were as'tonlshed. when uhP ao“cual condition of affairs was
revealed amd here is the ke;;r o another but ninor cause of the failure. The
inc dnpe’cencebof-thé directors was :no’c 'l:ile ‘cauge of the éalamity but their
‘negligence »al'lvcmeci the iishones’c course of ‘l:helw mansger ‘ho culmma‘ae in
rains 1T McGil’l’sv trialifrough’c %0 11gnt the fact that the directors of
the Ontario Bank exhibited a lamentable failing Yo .appreciate ﬁhe impo::t'ance
of ‘hanlr d.utlesp( o) Yhile they were not .criminally negligent'yet they aid
aot fail in th'eir functions as officers of the bank» Arid even after the *'.
unstable condition of affairs was po:mtek out by ‘hhe dlrec‘cors ‘of the Royal
Banic, they shoulci not have’d een in such a hurry to place the Ontario Bank - .
into the hands of the other C;.n;dian banks. Xnowing, &s they did, ’cha‘a the ‘

trouble was not due to the lack of regular busimess, the directors and

AT » ORI
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|

presldent should have made (some‘attemp’c at least %o seve the situation withoud

\
a failurea o

‘ v

| e Curator S‘cager‘(?l and the Advisory Board proceed.éi witg the liquidation
of the Ontario Benk immediately after the failure.  The shareholiers, as a
bodys woere not pleased with the gudden sale of their interests to0 the Bank
of Mon;trealn(ll)‘ At their| first meeting af‘cer the smpensmon, they appointed
a conml’c’cee to get. %11 pPos 1ble mfoma1.10n from ’me curator a.nd other
coniition_ of the bank. The coamittee were also '

sources as to the financi

‘co gecure legel adviee as 0 the right of the shareholders 1o recover from

capi‘cal’ accoun‘a. "‘he balancs s‘beeu of the Ontario Bank for Nov:ember ..»@th,

1907, was masen“bed %0 the shareholders au ’bhElI' a:anual mee’smg held.

‘the directoss whatb they I:F Ermitied o be mproperl,] dlverted from the
Deceniber J.Z“th. %ﬂ

Balance Sheet, November Z0R 1907. . . | ‘(Tﬁousaﬁé.s omitted._) (a , _ )
Bonds and Stocks (Estimated , 510 \.
‘Rea‘l Eetate 292
Circulation Redemp’cioﬁ 70
vierd.ue Debis (Est@tei} \‘ | 1491
Reaiscoﬁntea bills i : 950 -
" Balamce ‘2157_.‘
‘TotaL © . 4271
Tisbilities.
Balance due other banks o 191l
Circulation 133
Deposits 3 27
Rediscomted bills 950

Reserve (Estimated . 150



(Lisbilities:~ continued)

Capital

150C

Total - ©4271

The report Indicated further thal there had been & loss of %ZE0,000 in

uradlam in the banh’s own sharee; that 11,784, OOO h &l been losﬁ in ftrading

in other securities; snd that bad debtls to the extent of ! 512,000 had been

written off. The estimatei

loss on debts Waé 5620,000, =and on current loaus,

150,000; eltogether; taking in a few minor‘items, a total of $3,205,251.06

700,000 had been trensferned from the rest account and, ”294 000 from the

- profit and loss accounte 'Wnlle insurance reallzed §51 00C . Subtractlnv

these sums from the total of logses, we have a net loss of %2, 157 846,18

Sir Edward Clouston, the Genexalh&bmager of the Bank'of Montreal, made

the statement that the:liquida 1on of uhP On&ario Bank'was proceeding W1ﬁhout

(14)

'anj loss to either the notedolaers or the depoaltor39 - A noted authority

gquotes that the 1iquidaﬁion

of tpe Onuar;o Bams Was a profltable venture for

the Bank of lMontreals The *eoi31on to llquldate Wlth open doors under the name

of saus Other cana:lian; bank

meant practlcally no expense to the creiluors

in-as-much as realization on assels was eoncerned-

The shareholders of the

Ontario Bank were informed at the 1808 meeting

thet licuidation showed thet a partm if not sll, of the double lisbility would

- {15)
be called upon» During

assets had declined from QE,
~decrsased from $5,57§,OOO %
Liguidation had not prd

and on September 16th, the s

bank*s finances and the aiva
(17)

the thirteen months, commencin@ May, 1907, the total
832,000 %o $2,657,000; aad the llubllltles had
(16} :
$25501,0C0 5
ceedad very ra nldly dzrlnm the early months of 1908

hareholders meﬁ %0 dlscuss the condlulon of th

sability of appointinw a‘liquidator to wind ip the

affelrs of the banke - The report showed that the value of the remaining

o

e




assais was 31,624,000, =l

17381,927« This, plus the capifal of

and of this cholice the crgditors approveds

44 .

-

the liszbilities were 52,405,927, or a loss of

s

51,500,000, mede a deficit of 42,281,927.

The sharshollers and directors appoianted the Royal mrus‘a Company as 11qu11ator

(18) o
.Ligquidation proceeded mors rapidly

and it was amounced in Hovember, 1911, that the sum of $1,123,000 had been

ved from the sharehol

o5

H

Sce

of ths Jouble 1liabilltye

ders of the Ontario Bamk on the call of 95 vercazt

(19)

is the full amount of assessable stock hal a par

value of 31,292,200, the amount called would totel $1,227,590, so that all bub

about
the holders,

-7

unsettled liabhl 1itiesg'

51005000 had been paide

1% was stated that there wag a small return in

as the sun in hand was more tham enough to cover the

There had been an effort on the part of the sgharsholders of the Ontario Bank

to sidestep the douhle 1liabilitys

to the effect that, a2t the

the asseks to that bank, and that, therefore,

the double liability. OFfficial Re

entltlad to rark a2g & credl
agreement by which 1t had

thus

they appeeled and the decision of the

There was no sale, for the

-
& buginess, nor

,,

gele but merely the best way cut of the difficultys

held thisg declsion

courts iIn Wovember of the éame yeare

4, ‘yhcn the sharel

called upBn-to pay the shortage so thaek the 1

4id the ghe

in April, 1910,and this

They exntered a claim against the Bank of Montreal

this institution could not call on*
eres Aaopele neld that the Bank of Montreal was

$or of the Ontario Bemk for emounts advanced under the
{20}

rried out the liguidation. The shareholders were

iabilities could be met . However,

t

®

referee was upheld. The courts decided %l
Bank of Montreal would not so hurriedly buy up so large

a5 that time,
(21)

cuors, want a complete

reholders and d4i
The Court of Appeal up—
result was in turn mpheld by the higher
(23)

1clders moet in November, 1906, just after fthe failure, a

secure legal advice as %o their power to recover from

time of suspension, there had been a camplete sale of all




as not &1l of

rer,

would pro

e e
Puk 2

court,

The commities deci

were doublilessly Influg

it was held that the d

Se In conness
not a difficuld %esk &
gensral~manager, the p

“the Ontario
in the aff

ions

A 3 Y rowy 3 “
into criminal act

directors were %oo neg

and that the sum of $66,861L stood to the credit of the profi

and in 1908 a comittee was 2pp

-~

45=

r, 1907, in the sui} of the Catario

the tine of sus-

£
“

claim stated that the directors and president had not ’Gdcen

nds end essets of the bark and that they did not prevent

2

'

&

(24)

el by the payment of unearned dividends %o shareholders

the Jdefendents were then in the country, the sult was not

ted to &ecide whether or not the share-

5
o

oin
(28}
the @irsctors.. But whereas, previously, only 3187,500
the claims amoanued to QLLOO OOO, based on the following

23 by alleged iImproper dividends, %785924’7; logs in specula~
{26)

gse of the bank's own shares, 3270,6E3.
ection were:= §. R. R. Cockburn, D. llacKay, Re D« Perry,

T. Welmsley and J. Fletts
7)
n Pebrusry, 1909, to continue the action- They
ne Bazﬂ: of Yamou‘th case m Wi ich
(28)

were-responsibles

.the decision in %
.the disaster, at present under discussion, 1t ip

0 lagy the blame abt the right doorss Briefly, cach of the

regident, direclors and shareholders are to blame for the
Bank. The,sha*'eholi ers exhibited en extraordinary lack

airs of the ins$itution, repoqnp* ’Goo trustworthy in their

S and Incompetency led him

The manoger was incotpelent

in his effort to save the situatiom. The president and

PRR]

¥ e

ligent amd easynr"omg and hence were sued afte failure

Il



4G

/“'rby the shareholders. -
411 will admit that General-llanager MeGill must bear the greatest burden
in New York stociks he lost

all the caggltal of ‘me banks To cover this up and

to have uhe bank appear 4o |be in & flourishing ccndition, hé purchased the

ofAconiemnation' He was 1\ecomﬁetent and. reckless and through heavy plungings
‘bank's own gtock; he announced  unearned dividends End he falsﬁ:.ed_ the monthly
reports to the governments
Directors are always espons:Lble, and bhose of the Ontario Bank were
negligent in their dutya hey allowed the payment of mproper dividends ank
- were aware of the baml:*s p chase of :L‘ts own s:’sockg Lastly, fthe foolish
: specula.’cion and false state ants of the manager would never have taken places
or at 1eas‘t continued, if t e d.irec‘horé hai held an ingpection of the head
offices For these facts 'th\ vy are morallv responsibles
| 6. -~ Fora remecl;y for these ml sdeeds, a compul sor;"r inspection of head
office and manager's books v the direétora‘te Wil_.l ;uffigee Hhe directors
and president must be aware of whaﬁ the offiée‘rs 0f an inst i’cutiOn are doing
© . with its fundse They,nmst ot g0 gnead 'nl:.nd.l"y, Wlth no mowleige of 'I:he ‘
‘bank's iInzner workingse Pe;p ris shoula. not satlszy them; they shoulcl see for |
: A“Ghemselvesi‘ To make direclors more respousible, negligence,'_shouli be‘ a
nominel offense and dealt with ac'c:ordingl‘y*
The misersble fiasco of the Ontario Bamk failure stands ‘és a .legsson to
Cenzda, fhat was not goon T ro*o’a'hen» The disaster was the first blg failure g '
in later yexs and ome would think that this ez:ample Would. be enough to preverf‘b
any future dichonest manager| from carrying out Ais f;:‘au;lulez;u designs~ '
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' Cases 82; 80, Law Journal of the Privy Cowcil, 83; Appealed'cas.es 963

105, Tizes Law Reparter 4565 27, L. T. Re, 55; 51, Ce L. Do 36.
24, Monetary Times, Decembér "Zth, 19074 B '
25+ 2Hone tary Times, IyIéfch#th,’ 1908~ - ol T
264 Monetary Times, Decembexn 7th, 1907.
27 Monetary Times, February -13%h, 3/.909-5'» ST St T
28. Stav.é_rm': v Lovitt et al; 42, X. sr, WS
.
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,f// CHAPTER V1. -
The Failure| of the Sovereigm Bank.
1»  The character of th

Soverciga Bamk disaster nresen'&s several varig-

tions from that of later Canadl n‘bank failures. It'ssorganization occurred

during the last period of prosperity ancl it ha& an equal chance with other new

banks. TFerther, the caouse of fthe failure was not criminali 'hv on ‘Ghe part of an

of ficial but merely rash ambition. The general-manager was a.gw'ress:we, energetic,

and seemingly successful but hg took some unjustifiable risks in the matter of
1) -

enlarging the baxk's businesse It has been ably sald that the Sovereign Bank

was born &f, lived on the fruits ¢f. snd c‘iiei' 28 & vesult of ambitions De M,

Stewart, who became the first ener'armmaperf orvemzei tha Sovevelbn Banik on
' (3)

April Z3rd, 1902, The charter had been secured in the previous ,]eair- The

.essistance a:nd interest of the Dresdner Bamk of Ce*me:my and. e J. P. LLorgan
and Company of New Yorlf, as sh <~3'Plolcier's,7 was enlls’ﬁeu. The capitel authorizeld

was four million dollarsq The organlzation of ’che bark iswunique in Cancda.

Genersal-manager Stewart, el‘ﬁlﬂo L@h of C"oo:‘f’. benking gbility, Was too ambitious-.
He departed from the pa’u’as of @emence by rapidly mcreasmg the number of

branches, and taking in an enormous business 100 qziolr.l'y; It was he who
§ (4)
g the payment of guarterly dividendss He
(8)

were fictiticus, &ll over Canszde» A dividend

introduced into Canadisn banki
placed branches, some of whic
- of six percent was d.ec}.z_mre:?. :‘sz 1905 and continued tmtil the failure im 1908. To
ghow the remarkable grow’ah bf the Sove;eign Banla., it is ohly necessary to glance

at the following tables

N (8)

Comparative Growth of Depositss

| (Millions omitied.)
April, 1906 April, 1907.
EE - 15

Bonk of Montreal 88 : 90
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- in Canada did not like the methods of the
After six years of the

‘expansion, the Sovereign Ba::zr J.ecldec‘t that it hau.

ges thet _has a:q impo:z"uanﬁ bearing on the failure

that came six months later, was made=

Previous %o the emmual meeting of the Sovereign Bank held on June 1lth,

1907, the president, R.'Macldonali and the Manager, D» M. Stewart, haﬁ. resigneds,

Evilently they had becane

wished to sever their conn

Bo G. Joemmett, presented

It explainei that ‘l:he bank

that the new manarfemen’s wo d be more ccmsorvdblve»

l

og:alzanu of the unstaple coniltlon of the bank and

ctlon with ite.
alarmm report o the meetlns' of‘ the shareholderss

had: oeen ‘Loo a..u'bl'hiOU.S and had grown too fabt, and

Thelr successors, AT

B Ja::vls and.

that $700,0C0 be vwrnuen ] f as bal debks; that the value of secur:.‘ules and

premises be reduced 2 0,0LO that ‘?'554—11,000 be set aside for accounts in

llq_‘LJ.CL&ulOIl and thet a futher con uln@ent fund of “3800 000 Dbe made for wn~

_ So-t’ sfact ory aivance Se

”hls necess:.tauecl the writing off of the whole of

the rest fund v(-ﬁ%l,ZS0,000,) and & milli.on.:lolla.rs of the capitala

(7}

The new officers recommended



Bl.
. ,.
The previous managemlmt had pushed things too rapidly. Iun 1S06, six’ae?n

!

rew brenchies had been foolishly opened snd in the,following year, twenty-seven.{9)
mormous hoans hed been mede to a United States railwey and a large guantity of
(10}’

meney had been sunk in the Alaslka Central Railyoad. General~ilanager

Stewart, imowing the bank| was in deep water, had pleced, in Februzmzy, 19¢6,

0f the Sovercign Bauk with the Dresiner Bauk of

rs %00y &t thel time, mmde an effort to eid the

e benk %o loan them personelly, sumg of money, with
ion's stock was purchassd. These deals kept the Sovereign
yondition on tvhe mgrlceta

acts was placed before fthe sha,reilolders at the 1907
edvised in the report wes suthorized. The benk then
ss; supposedly in & strong posi’uion;q Bﬁt, before

t us sonsider {vﬁether there is any significance for
in th¥s reduction of capital and writing off of

bad dablis. Before Stswa “Glresigaei, large loans were given and acccunts.

were Openad conderaing which’ ‘thé direc:tofatel Zmew nothing. Tumerous new

as 211l this meant a heavy drain on"t'h'e resources bf
in an unstable condition. Thé head officials recoge
fffﬁen the mew officials made 'z thorough investigation
these focta wers peréei sd snd they decided that o lerge amount would have to
g boo'i:s; Some blame mey be placed uéon the directors
e condition and enguired into th.e- raﬁeé.;r. However, at

the bottom of the trouble was the foclisgh embition and reckless eunterprise of

Gensrel-mangger Steward and upon him most of the blame must rest.

‘faotz diselosed at the re~orgenizaiion

b)
g
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the bank and therefore utpon the feilure?

1
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/ 3riefly, the confidence of the piblic was lost and when a period of stress

//‘
e

occurred, the Sovereign Banlc was in no condition to successfully tide over

$he dep:;‘e ssione

2. @n Jmua:cy lstn, 1908, the bramches of the Sovereign Bank opened up

for business wnder the nemes of several of ’uiw.e chartered bemks of Cansiz. The
(12)

following statement wss han to the press that same day by President Jorviga

"Ror some 4ime there has bsen a strain on our resources, caused by the wnmetural

conditions of the last four on‘uhs, and ‘cheve hes been o strain on our deposiis
which has ma-cle it difficul% o llq_uluate our 1oa.ns~ These most ghringent |
conditions make fur ‘ﬁqer 'bus ess unprofiteble. We asked the leading bankers

%o verify our stutement and. hey sa2id the assets could pay the lisbilities
and Saturday morning a1l th\, branches operied. a.s branches of other bauks»®

In explsnation, Mr. Jarvis stated ,‘chalu’c_' in October, 1907, there hal been a panic,
followed by a J.:.na"ac:.al stri gency, in the Unl’reé. S'La'teSt in November and
December the effects had been felt in Canade. Liguidation of the loams of the
Sovereign Bank ceased and deposits Zde:crea.sléd- ¢ Circulation was presented for
reiempulon Tery rapldly and. the cash reserves becme 50 10W in January thet
the bank's clearings could e met for only a 8w dayss On Jazmary 8thy Mra

Jermett and Mr. Jarvis went| to New York andseaw ‘the J«P. Mor gan and Company

from whom they receilved hel to mee'b the clesrings, while a pla;u was carried

ot for the liguidation of the bank with open doors, by the assigtance of the
Canadien banl:s.(lO) It seems that those in charge mac.e every effort to prevent
the disaster. After 4he T ~orgamzaﬁ:.on in quy, '19071 th‘° directofs held
foriy-siz meetings and wor ed herd to seve the banl;p(' %) They.ali believed
the baiﬂ& would have come out on top and 4% is generally couceded thef 1t would
have sta-vivec{ if the times|hald been financially normal. However, the benkTs

liobilities were large; the assets were locked up and they were 'c_onsﬁantly"

ghort of casha



B3..

Three uniortunaie facts account for the cause of the failure of the
Sovercimm Bank. Tirst, the rashness of (Genersi-mencger Stewart, in th
matter of expansion. I%|was very expensive oﬁening new offices, pariicularly
hese which unever pald. |The second cause was the heary loans fo the two
ralirozds. The directors also are‘responéible‘for this, for thsy are.tdﬁblame
for their negligence.. Lastly, we have the finanéial stringency of the tires
which put & shrain on the bamc's resources and pade 1% necessary %o seek

assistance in order to kesp fhelr doors 0pen.

Oneicf the Canadian |financial journals states thet "the sclentific
glimination of the Sovereigu Bamk:fromlﬁhe active banking history of Cansda,
$liustrates %the art of unconsciously getting‘rii ofvﬁheuunneceséaryfi The .
Soversign Bank has been very'radicélgit_was;é}iisturber gnivan innovatorw‘y
ﬁér on our'binking sysﬁam;for the qther bank§ were npt 
friezilj to 1%« In Juae Tast a-millioh c"pitai.and:all”ﬁhe‘reserye_was.
wiped cut and lest week,fhe'whole'thing Was gobbled¢u@ubylg dozen big brothers.
The absorpiion has oaly been a matler of time; As an ev?nt in the financial

. v {15) - SR

world the liouidstion of the Soversign Bank is uniques .

The Sovereign Bank,2s stated before, procured help froam New York while
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e - of which they could liguidate with open doors.
: v L ) 1 <

o

Three Canzdian barkers were invited to investigete fhe situation and ﬁhe_rgsulﬁ

" i ' [3 S -
of their enwriry was the statement thal the assels would meek all the liabilltiess

)
f-de

\
other Cemaiism banks were approached and they

aeresd to %t2ks over the business of the Sovereign Bank. On the faollowing
 porning, as outlined, all the branches of the defunct bank opened wnder new
pzmes. The thirteen assisiing banks guaranteed ell lisbilities, and-a sus-

peusion was averied.. The acthion of the boerd in meking the indenmture was
' (16%)

~

apsroved by the sharcholdsrs at the srmual meelting held March 16, 1208.
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; e 3 A . & - § . 3
A comaittee of shareholders was aopointed %o co-operate with the board in

carrying out ’G‘he liguidation jof the bank an(d. the number of directors was
reduced to five. o |

A general statement of the agreement with the other‘ba:‘nks ls as follows:
(1) A cash advance of 3,750,000 for the re:iempitioh of circulation and sundry -
liabilities. (2) The a;.ssump ion of nhe deposits of the Soversign Bank, which were
samething over te'n milliongs (5) A dlSOG’Llﬂu of 2ll advances made by the d_eJ.unéxt
bank §0 its customers except at Toronto-and Hon‘crealm (4) W» E. Stagert was
appointed sole trustee for the purpose of reallzing on the liquid assets of
the ;oézzk. (3} J. Henderson, Assistant Generalam:magér ofltha Bamk of Toronto;
Ae Do Braithwaite, Meneger of theé Bam;: of EIOn“ureal' e;t Torénto; and L. Laird,
Assist n‘i‘. Geae'"ﬁl—mmager of] the Bank . of‘Oommer'ce were ano nted.to sct for

(17}

the bemks.interestei in the. absorptions . - (6} The follov@ng ba:aks WETE CON-
cerned; Baak of I ontresl, C _ﬁai'ian’ B_a:ak of Commercey Bémk of I{amiltbn,. Trader's
Bark, Western Bank, Hastera Tcmnships Baxk, Merchaits Baak, Bank of Nova Scotia,
- Baxk.of Torcato, Imperial 3 5 Bo_amlcm Bamc, luerchan'c?s Ba.nl«:, Bank of British
Worth America, *Loyal Banlty ﬁanclard..Ba cllO. the Bank of O‘G“ta,wa, sixteen in

(18).
&11Q

\

P

The Sovereign Bark liguridated es fa]Llows; (1] The d.eposi‘h's-‘to\bs taken
up by other banks. (2) $3,750,000 call loans on stock W be paid or talken up
by other bamks. (3} :éllglzv 9124 commercial lﬁéns to ‘be paid or taleEn uwp by
other bvamks. (4) $2,000,000 bonls and stocks to be sold» (5} $eoo,ooo'£ea1'
estate and premises to be =ld. (6} \,)59000 000 Oapltd..h, ‘co shere in proport tion
Yo the amount reallzed fro ecsse’ss over 1iabilltﬂ'e5+ "
For the nnc,sen'b gtudy |this absorption is the important gomto It is

marvellous that a bank, one of a natlon’s uhirﬁyufour,, With a capitel of three

million dollars and a deposlt account of eleven, could give up business without



cany crimbling of the nationalf

the Sovereisn Bauk had.failed

Our banking system in Ceonade must be of the best for in no other coufftry counld

this happen without a panice
matter of liq;iclation_ and the
with the Sovereign Bank wntil

Many have attri‘;uteci the

it was vitally connected with

55,

financizgl fabric. . The press 4id not .eay that

but %hat it hed simply gone out of business.

The directors qaietly gof assistance in the
public did not l-moxv"bhé.t anything was wrogg
it wes & thing of the past.

failure of %he Sovereign Bank to the fact ’uha%

the Chicago and Milwaukee Elecliric Railway and

with the Alaska Central Railrpad. President Jarvis admitted to the share-

holders at the 1908 meeting.that more than two millions had been loansd to

(29)

‘the Alaska Central. ‘In fact, the bamk were the virtusl owners of this

road . The Chicago and Milwarl

tee Electric secured large loans from Mangger

=

Stewart whenever it wished, znd it was not until e,rmillio'n and & half had
) _ ) s :

been lozneld this way that the

bark tried o do anything in the matler of

collections However, In~as-much as we believe this failure due to rash

enterprise and to foolish loans and as these railways received only a

portion of the resources of the bank thal were wasted, one could not say

{hat the bank's connection with the two railroads was the chief cause of

the disaster. But at the time of ligquidation much depended upon the value

of these loans, as the chief assets of the Sovereign Bamk.

3 H.i.P. Eckardt, the well-iknown authority on banking,; has

stoted that the liguidation of the Sovereign Bank had been effected by the

trensfer of certain accouni‘.s. to other banks s

(20}
The remaining accounts,

comprising oune million of current discounts and four million of past due

bilis, were not desired by the Conadian banks end would have %o be liguidated

7 . ' . .
by degress. The last part of

this statement is very true for the liguidation

of the asssts of the Sovereign Bank has taken a long time. At the aunusl

v

i e
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mee'i:ing 1908, therewers no ens° .J.gn 7,1 é_eveloynents. The bank's lisbilitiecs,

Juring the ferlod from May 51, ’ﬁo the ena_ of the yeﬂr hed besn reduced

from $19,4 92 0G0 to 10,174:, CO; and from tnen to July 14‘511, 1908, had

dropped to 810,199,000, all with co*r‘responc?.:’.ng> ".C"Gu.LLCulO"lS in the asgots.'
Bank's stotement for De ember SL&h, 1907, and Hay 313‘&1 198
{Compared)

(Thousends omittéda)

Llabll tiese

-

‘December 5lst, 1907  May 3lst, 1908.

Girculztion 1888 260
Deposits Cmes 7 ees
Lotns (clmher’ham‘:s) e g0z
Balances due 290 T 10sm
otner lizbilities. ST g
a | Lisbilities decressed < | 5,975,008
Asgetse -
-~ December Slsﬁ,‘lQO?,N  . Mey 3lst, 1908

Cash , ».  Y-V o ) 3199
Deposit with Gorermmemt . | . - o . . 120 '«5# .. 120
Totes, Checks 797 - . 110
Bonmis, stocie so7x . 2562
Lozus 14708 - .. 9847
Real Dstate - oo Lo 620 . . .- 106 :
Qther assets .. 15 i 7

Lssets clecreasec’:. | Lo $6,167,0060 .

It was explained 1o Ile shareholders at the meeting held July 4th, 1908,

thet only £1,312,500 of the {3,750,000 cash, received from the other beamks for

redemption of civculation, was wsed. The report of General-menasger Jommetdt
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proved slew works creiitors’ ad become more insistent and a new phasze in
the history of the Soverzign Bank was soon beguna‘ s

Several litigations which took place duriug the liquidation of the

" Sovereign Baxk i“:w:&mmn thiew 8 ome 11th upon the nature of some irregular
prcceedingﬁ which the former directors and generalmmenager had indulged ina.
Bafore.procegiing'with the last pericd in the history of. the faiiure now
under discussion, this &ive'sion Will prove of interésfm In February, 1909,
o charge was laid against

atv Montreals . It was

. &s» Browe, late manager of the Sovereign Bank
s sed on the fact that the reports of July,-
August and Sep%ember of-l9 6, showed clearly that in'JUne; omissions had
been made in both ﬁha;assé“sﬁémd,liéhilities? columng.  Zvidence showed .

Yhat during the year 1906 the head office of the bank was ix Mombreal and

thah, therefore, Hr. Brewn ‘had charge of the reports. It was pr?vei that
, ‘ . | * : (28)
the . Jgne report were.one million dollars %00 Lowa

[
current loams in Canada i
Itens under Dominion notes,; amounts dus agents etcs, were omitted and thus”
o balancs was retained. Both in June and in sugust and Seplember, 1906, it

was shown that the assels| were shorts - 1,070,000, the. exact amoun’ of one

ng Wi iaa mrhgps Stewart -aiome was cognizants

$-

(.“?

of the 1arge“io"ns conce
The meglstrate In scquitting Browne said thet the.defén&ant had been . .
Jdeceived and was not inuiny sggse‘a.criminalvbut at a §econdlhearing the
Grand July found a true illi ), To a student of bank failures this evideuncs
is impertznt, for lerge loans have tpibe concesled in é@me'way and this often
lsads the officizl of the bank into troubles.

Az outlined previously, the babk directors, at one oerlod, hua rp;p¢4%

thought it advis 1e to purchas their own stock and to 40 this they had-

precured loszns from the Sovereign Bank. In Jemuary, 1909, Curator Stagert

brought in a test case against the dirsctors of the bank to dekermine viiether
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(20}
llect the amount of these nobes, about $400500C »
{51)
= Alsmissede But the Court of Appeal handed

ember, 1911, that the direclors of the Sovercign

Judge expbained that at least one of the directors

h of trust and that the others should have re-

(35)

actss They should have insisted upon =

of the fimds which had been sor illegally diverteds)

bunk end were nam,ual ourchasers of ﬁne shares
T (5 y

.%o .the breach ofwt:ustf . It was heli,

hawve %o be paids

rafts would ‘This decision is

two reasonse. It means that the liquidators mey

7 half a million io;lars tﬂ % previowsly did

lusine It also shows thet directors who do not

hings when they know their institution is in an.

ble to the owners of the bank. The directors of

re in the responsibiliiy for the disaster. They .

refore, must *ﬁke some b‘&me fo“ tbe manner in

k were exhausftied.

=

lzst chapter in the history of the Sovereign

meny of the bank's creditors were demanding pay~

e year 1911. The liguidators decided that scme-

o<
L

or that a call on the double liability o

To avold this al erratlve, a8 new

N
au

e over
(38)
i which had feiled from years befores . .

Lessels, Limi% ud," was formei to t

bsition before the two largest_éhareholders,

. P, Horgan and Company, 1n nprll 1911, They
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&UTEu& to the ?o“m vtion of [the new cemp:ny end Yhe shercholders, oi the nwmunl

the purch ose of the cquﬂtJ of redemption in %re

(s6f (a7)

Assets, Limitol. ‘The shoreholiers of

meeting in July, confirmed

assels by the Intecrnation:

-

the bauk bcught stock at plar in fhis new ¢oapany, Whlch wag capltallzeu at
three million dollars, th amount of theiwouble llabllluy. -

The new O‘g&JlZathH purchased the claims of the banks wnlch head
aésisted‘the Sowereigg Ba"‘et ﬁhe tine of failuren Ronds were paid for

. - (38)
nd cash for the remainders For the equity of

one-half of these claims
redemétiou,in Sovefeign B“k‘asseﬁsy‘bné million,of the stdak‘gf the Inter—
national gssets‘waé g;ven;. ”hls deal mode *he new company the onlv creditor
’ JuWV, %911, $2,000,000 of the three million capit

(38)
e old sharehol ders of the Sovereign Ranke

of thé iéfunéﬁ iaﬁkg By
hed Dbeen sunscrlbci by et
n | - The two rellways, t e Ghlcago amd Milwankee Electric and the Alasksn

. : A :

Yo hern ere “the chief a sets of thp new companys They represent over three
mllllOﬂS of wnveSumemﬁs Wi h reﬁaru ﬁo the Alaskan Worthern, formerly the

- Alasks Ceau” 1, 490 mlles of ﬁrack ha& been 1&L« ad great things were
.expectel in the mutter £ Jevelopment- The Chicago end h&lwaukee‘Elactric

hed for same txne then een in ﬁhe hanig of recelvers but Chicago and Toronio
men united in1911 to sed ure control of the rozd. In the meantime, the .
receivers had gone on With tne consurucclin and operation and it was belleve“.
that 1t would SOOn have~a~goda‘businass.( )

‘Nven as tl*s esse, is belﬂﬂlcbmpleted (arch, 1913) therelgre.stakanenﬁs
in the dallJ press to he elfect uh"t 122 Dercent of the stock of the Inter-
national Assets has noi baen subscribul by tbe shareholders of fthe Soverelgn
Bonk« 7Thig meaus that ﬁhe gole purpose of the new company will be defeated.
Taee,sseus of *he bgnf cannot be reallved on in 2 SDGEi space of time. The

International Assets, Limited, was onmem so that the 1lcullatlon could proceed

slowly and %o the advantage of the shorehollers" This scheme has apparenily



mede on the double liabillitye
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. fallen through and as the creditors must be met, a call will have to be /
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CHARTIER V11,
Th ee Smaller Failures. N
1. During the last few years (since 19¢6) thorc have been siz bank

f£ailures in Canada. Three of] these were very important and had serious effects
upon the business commumity. | The failures of the Ontaric end Sovereign Banks

hove clrsady veen discussed amd a study of the failure of the Farmer's Bank

will follow the presemnt chau.er. In the period 1908-1910, three less important

eif

}) s

o
>N

blmsé thelr doors. The causes of

l‘:)l -
C 23

L)

O i
H

o
& -
u
et

]

bemks I the LiSfOquﬁe of *

.these ;allares may 10t be at a11 sxnlxar-%o uho se which resulﬁei in the sus-
‘pension of»the arger baAkSn Tn connectlon Wlth the smull baﬂks we %ay £ind that
’ﬁhe trouble ﬁas 10% alths saonesu or ﬂr adulenﬁ ma“@gﬂmcnt. In'the stfuggka

- for exmstence, the minor ins 1tut10n has a, hura tune coqﬁlnulz its business

operations

There was 10 excilement |in finsncial circles on ipril 28th, 1908, when La
. . ) ” " l - 2 g E B L:

5

Banque de 5. Jean went into|voluntary liguidations This bank had but four
branches; the head office heing at Ste. Johns, Quebeca La Banque de st. Jean
hed been or unlzed th;ruy—51 years Drevs;ousy Wltn an natqorlzea C&@lﬁ%l of

(1}

3 and $316000 paid-upe The.operations were

1,000,000, one-half subsrcibe

qudte local for the bank was somewhat of a family affalr; most of the stock

being held by the president, Hon. P..Roy. It seems that’ Just before the sus-

pension the deposits had steadily iecreased and ﬁhat thé fuﬁis were tied vp

in worthless loans. The dir ctors met and 3 001&ea 1t VDtﬂ. be best to rro into

liguidation. A curator was appointei by the Bankers? Assaclation ‘and the work

of realizing on the assefs was storted immediately. According to the cu“ﬂuo“‘s

report, at the time of suspension, ﬁoking into consideration all the securitics,
here was a deficli of 59g

(2)

depositors. So foolishly had the resources of the bank been dispersed, that

569 .1if the bank had been called_upbn %o pay the
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cnly 14 cents om the dollar could have been handed out. Half o million of assets
wilch nad figures In the [returns o the Dépariment as current loans were found

to he ire ROy, the President, and his two managers were arreasted.
{8) -
FOT T PRS- R SR TR B 4. B I A ! - 3.0 !
ondt chnrgea with Anfractions of the Zoak dcte. . They had falsified the monthly

rihless securities and by generally inflating the assets

estigafion caused them %o be re-arresied for conspiring
isehood end other fraudulent devices, to defraud the

! ; (&) _ '
narehclilers and customers of Lo Bangue de 3t. Jeans It was shown thal Ifr..

znd dishonest. His loans were worthless and his monthly

relurns were mis-gtatementss President Roy hal been the real menager for he.

francected mest of the large business and he is more or less directl$ responsible.
{5) '
for the failure. His

incompetence which made necessary fraul and false
‘ = :
!

(6

penitentiary. T S : -
vtement sizteen months after the failure shored thai the

but 375,000 Loans, doubiful or bad, amounied %o

-

derstdouble lisbility if all collected would bring.

(71

ties 2t that time

(20

The liabil

9
ot
O
f~d
b
(&

=i
ll;;l
¥
ol
Y]
[$s]
L
KN
[is]
{007
i

were oaly 3585,0GGg but it was extremely doubtful if much could be reslized

ie liability. The sharehoclders. numﬁering 142, nearlj‘

all hzld less than one hundred sheres and they were in rather poor finsmcial-
hep

circunstznces. OF course, there was no loss to notcholders but whether anyithing

to the other crelitors depends upod the success of the double liability

[&7)

DEL
£

[N
mn

caile
%

ailure was undoubtelly the incompetence and fraud of the

tution was bubt & emell one, it could mot do business

nees. As for the guestion of remredy, both the culpable

partiss, the local bank land the froudulent president, were eliminated.
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Zs Toe leost dmportans banik failure of recent years was tasl of the
(9}
e of 3%. Iyacinthe gn June 20rd, 1908. The trouble was due to excessive

Yo The Southern Countiss?! Railroad, a local railway company. This road,
was 20ld o the Delaware and Hudson Compeny and pending the result of a suit

vion the banmi of S¥s Hyaclnthe ran very short of fundes and had
to suoprends LT that vime the o ital gloci wag but ABﬁl,OOC.; other
(11)

“

1iobhilitices anounted to M1, 182,000, aod the Acts wers nominally 51,580,000 a
wmbing to $250,000 wes prompitlyf redsemed and a 25 percent

return was made to the |deposivors. - The result of the suil agalnst the rallway

whether a1l the claims of the cwedltors W117 be paide

¢}
Q
v
(1
7
~)
[
e
=
].x.
2
[0
ci
(0]
H
.‘”_'i
o

Liguidation was very slow for by @o*@moor 1909, i;e'assets had only been
(x2) . .
reduced to $1,049,000. The campetitipn of large financial houses in

onadaz means the elimination of the small, local bhank, and we may ccnclude
thai the Zank of 3t. Hyacinthe &imply disd a natural death.

-

3 The Cangdign Bankers® Asaociation were informed during the first .

s |
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o
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o
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the Bank of St. Stephins, e small institution of one
eling

0ffice in New Brunswick, was in difficulties. The dirsclors hai qua a meetin
C ‘ o (13)

nds of e Associaﬁion,

A curator was appolinted and an invesﬁiga~ioa cmmrencehg There wWas no exéhiementd

in conzection with the suspension and the depomitors made no run. Th 3t. Stephbns

Dadk hed besn establighed thirty years pravious,'withlan authorized capital of
‘ {14} ' .

A2 00, 21l paid k 1¢ ; rery 1 1 for 1% h 3 never expanded

3200,0C0, all paid upe The concern was very local for 1t had never exp

or Yricd fo toke in any oulside business. The small nuaber of 152 shareholders

1 ] - L7 ~ A 9
held the Iwo thousand sharese.

The investigstion brought tec 1i g ht thc *act ta&t there had bean no QlSﬂOHESuy
or vwo“g&ciné in regard to the management of the failed bank. The causes were

Tound rather in poor business judgment and the kesen competition of the big bankss




1

Teode wos mors and more diverted from the loca% nstitutlion and 1n the search
or new business some Imprudent luvesiments were made. TFor insisnce, a large

sunt had been loaned to g western mine. The S%. Stephents Bank losgt in the

vy ficht for fthe survival of the fit. .
B3 Aoﬂti efter thel fallure the curstor issued a report to the effect that -
ell moneys received had beeun expendsd for r@&emptioﬁ of circulation and to pay
the Provinclal Government deposit. A liability ﬁalance of‘?léé,boo stood oz
the prefit and loss acgcxn% snd it was ennounced that the B641,000 loens, which

comprisel practically all the assels, might not all materializes ¥hile the

losses would undcubledly| absorb the zmx reserve of 456,000, the double
. . (1) o o .
1izbility might not be called upone Two monthe later the Bank of

British Torth imerica plrchesed the assets of the failed bank.

4. In drawing cponclusions from the failures of the three hanks
’ 8 ’ o ! ’ 7 : B . “.-.-. - : .
Just reviewsd, we may noks thel ne heavy loss was felt by crefitors. At the

time of writins ligquideficn had not been finished but only the dsposifors of

the Bang ds St. Jean are likelyvto'suffer. The double liabilit§ czll was only
parily uccessfﬁia The creditors 6f both the Bank of St. Hyacinthe and the
S¥%s Stephen's Bark will most 1ikelj feeeive payment in full. If necessary,
in fthese cases a czll will be meﬂé on the double 1iability of shareholderss

~

bresent in only one case, the fallure of three very

(<
ey
juv)

IS

gmall and loczal bonlks in;the last few vears in significant of the fact
1 operations in Canada can besh be undertslen by large institutions
i4n numerous branches. | Many amalgemations have taken plaée lately in bank
circles and $his also sjsaLw loudly of that facfe Zarge.loans’and risky

business have %o be undertszen in & developing cownfry and concentrated bauk \ \7K

czgpital glone cen do vhls successfulliy.
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The Tarmer's Benk lurew
*
Part L.
‘The Eerly History.
1.  The last failure m ube higtory of “fmaﬂ.la"q bc.nkmg, that of the

Farmer's Benlk, demands a comsgiderable portion of our uutertﬂom Tnere are

cilrcuastances pecudliar to thi
place in the list of bank - fa

camprises thirty~four institu

vhen ome of the few large banlkss

it is 2 serious matter and an

©In coanection with the o

~

s finoncial disaster which .'"1\ t a prominent

¢ .
ilures in Camada. The Capadian banking system

tions, few of which are small banks. Therefore,.
(1) . g

fails in a-period of colparative prosperity,

incident deserving of special attention.

rgenization of the Farmer's Bank it was specifically
. L4

stated in- the prospectus oﬁ the provisional directors that it was a farmer's

"bank and that it was promoted
facilities uO the ru*a’ o
seliciting ond found their sul

of sharenolders snd fthe amoun

subscription

with the idea of furnishing better banking
G S |
nitiess - With this bait the promoters did their
bscribers among the farmers of On‘ﬁario.'gj The class

ts of the subscriptions-indicated that the

s representad what might be termed "ignorant money." It was the

small investor who suffered and in all ‘likel‘iho

the double

Cemzdien public was lerge and)
azain, make the failure of the

ularly black mark in the history of Canalian bankings

On May 27th, LEPE 1904

J. Gallagher znd T. Urciuharﬁ,

irectors, received a charter

£

L=

ol most of them kmew nothing of

liagbility. ”hls {r.zoumlecl with $he £ acts that the amount lost to the

thet such = conﬁwnc’oncy mlm‘a as ea mly heppen

Farmer®s Bank on December 20%h, 1910, a par--

. Ferguson, A. Fraser, .J. Watson; 4. Se Lovm,

reor%enu:mcw the Farmerts Bank aS D.L'OV" smnal
(22)

authorizing fthem o o:cﬁﬂamze. The life of
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gove

ramentd

Q

“~1~mar~ge

’ono;mmlﬁj h

rrust
nolderst noltese.

580,000 of

its doors for

s A

ich, there

$3250,000

of business, coul

snd Guarsntee Comparny of T

thlsp

»

[}

ar 23rd, 19

was then

P
Q1P

the

ions for the

of the Ierchant?s Bank, was act

required 2

tock 1¢i been Gollec Ted;

i

on was becoming Jdesperate for the directors.

but

vely

as organiza-

remained a total of omly $17¢,C00

was necessary before a certificate

4 be issueds

0B

on FOV@Aoer BOnp,

Tven in this esrly his tory of the
FTrom the beglinn csrt&in‘subscribers
become sagpicious. “un’ believed that th
later they discovered %l
They soushi o iave thelir subscr igﬁio 's cencelled
supnort the attempt. Others, who héi hever be
held stock. There welre several‘complaints and
righted. A few of thess men got together
their counsgsl forcibly drew the atteniuion of the

Travers .

satisfactory,

bank we find that there was

(4)

)

General-llen

[=%

ronto WltL sonethin

& the

av

L,

that 211 wae in

o,

b=
= .

% which was presented %o the Departaent of

Minister

2

34

For thesa he‘receivea a lozn of £81,000

plus the 5170,000 paid-up subscrip-

.

(6]

the certificaﬁe;was issued.

business in Pebruary, 1906.

Srouble.

nad noticed irregulerities and hed

nat ,10 DCO worth of stock was opposite their naimess

wut the courts refused %o

en even.
the
and secured

Ménister of Fin

anpr
WrOngs wWere,
legal advices
the

snee o

¢y hal subscribed to 81000 vhereas

ached found that they
-in sOome cases,

lr. Zcgarthy,
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s : 70.

}/Mot ubn“ ooallulon of ’rhe nevily—~orsanized bonk. LICu'II‘Txhy asked to stay

3

the graniting of the certificat ”tmfa a.i;er, '?ihe‘l‘.l, the pl:a,in ff3 had deen bougut

- off and their notss returned, be = :'L‘c rdrew hig objection. These facts were

[
O
c
1
jU]
[y
[
o
[0
Hy

the failure that two members of the leglsla‘care had pointed outl o the Finance
| | (30

inister thel something ws caﬂly wrong_; in uhe foalrs of the new ?..n'c-

These men hal secureo. some hi JJ thet other than bona £idé sibscriptions had

been introdvced in the deposis the. Treasury Board.s ‘The facks that have

been relizted show wus that at the oulset the Formerts. Bamlk was guilty of Fraud

and d.isnones’cy. They evaded the law in regard to the cewrtificate and although
' ‘ ’ ' (11)
this was. corrécied ,la‘aer for the $250,000 was soon aflerwards subscribed, )

saspicion and dad bwmess ollowed. the Ta. merts Bank right wo to its failure,

2. . - Since the 'failurd there hes ‘beew much alscussmn as to ‘qu, saloability

|
]

[
Hy

the Flaence Minis%er and Treasury Board as regards iS,E' the poor start of the

Farmer's Bonk. The events thet transpired will be freated rapidly and then we

may form our own conolusion Ths‘ to where the blame must rests Mr. Filelding, in
the House on March 15th, 191(1, stated thel owing to several warnings he had

\‘ ‘
recelived s to the musomﬂmefss of the new Farmer®s Bank, he hal written

Ur. Travers, and had raceiveﬁ the assurazce thet the Bank Act had been momplied

with 1h every particulars 'TJ‘*WT"L crswidsE?  Having consulted the Minister of
Justice on the point, he hal prepared the certificate- The day after ”ru.vers
réceived back his deposik, }he Hinister received strohg hints from 3ir. B«
: | . )
Clouston, president of the Canslian Bamimr's Association thet the momey that ,
had been 10J.ged. **rmn the ,;:;or ermment could not be regerded as pald-up C&_pi‘is"l»
Some blaome lir. Filelding forjno"a teking action, bulb he stated that he did not
; | at

. | . ps
think the Department had power to revoke the certifica

c}_ o call back the

E @

(

chegue returning $245,000 OLE‘ he deposit to lir. Travers.

I

|
|



Some time loter the Degartment fas again advised thot not 21l wap o1 ~s

with the monegement of the Farmer's Ba:rﬂc - 'In April, 1907, Iir. Vemkouzihwuot,

of %he Milton bran h wrote the Minister to the effect ’chau the Feneral-llznoger
wasg sending to the bre.nches notes, in payment of caplual stock, for discount
‘ o {14) :
and that they wore $0 éredit head affice. This figured in the Govermment
returns as paid-wp capital and circulation was issued %0 that amount. Cne of
these notes was forwarded o/ the Depa rtmeat but beyond a promise nothing vas
Jone. Still another comu_ncatlon was received by the Goverament. Mr . Imirchi,
N l
Secretary of the Cemadian B a(n nrer's Associat ion, pointed out thet a deposit
‘receipt for ’f}lOO,CCO, issued by the Tarmers? Bank in its own fevour was being
o ‘ T s | |
‘offered for szle ‘in New York. < Mx. Hotchkiss, fthe Insurance Commissioner:

- of that cl‘ay,vwoic the DmpaJJ[ tment' asking for ah investigation into the relations

‘existing between the ‘Fdrme::‘ls' Bank and the People's Mutual Life Assurance
— (L]

- Comncmy, of T\ew Yorks = |Lastly. as will be exola*nacz. in a.aothg_r chapter,

- the monthly returas’ the Fa.:/‘.-me‘l‘s?: Bank handed in would havebeen fa warning %o a

To the '%ina:a'cier of today, these returns spesk loudly of the
coming disaster, bub, of c}purse,ﬁ-""n@ the HMinister of. Fina:nce, sk *ha’c %ime, they

'3id not mean eo much. . Laler on, the remarkable chanp*es in the subscmoei o.nc’u-
| o e

id8up capital will be pdm’ced outy i’acts v“t"ha’c shoul@ ‘not have sscaped

- 2ol

- the notice of the Depamme%nt, In ”Deoemoer, 1808, Deputy Minister Boville

drew Traverks attention 1‘:4} the low proportion between the cash reserves, and
the immediste lisbilities of the bauk. Travers, &s usual, had.em explansiion

(18)
exd the matier was &roppeds -~

-

is -state of affairs should have deranded

T

tention of bo uh “the ./eoa“mnnu and Ythe Assocliation. The heavy lozns

the =t

to directors, increasing /a’a %the seme’ “bime as the deposits; the high current

3 the extra-ord 2? arily 1owzca11 losns; and the rapid growth of over-
A : (18)
due debis with a oo.uumuéd. margln in favor of assels over lisbilities,

|
|
J
|
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a1l sheuld have warned those responsible that someining was ralicelly wrong with
¢

of the monthly reporis, the Fzrmer?s Denlk would nave bean checked up shortly

verturous career.

the hisgtory, it might be well to point out the relation

of thic poor commencemsni|of the Farmer's Bank %to its failure, and to ascertain

wWho is culpsble for this|unheopy beginnings.  Then looklng back over the history
of the fallure, one is prone to notice every 1 evularlty end to attach some

blame. In connection with the grenting of the ce 1 icate by %he Minister of

insnece certain things happened which maize it eagy to lay blame 2%t hig door,

S Y 2 N S o 2 55 Tupe T > s
but iz corslessness wWas by no mesng % catse of 1k fallurs WJLCQ followad

lgter. “Je must bear in mind throughout this disoussion; tham the man behind

) - b ' 4 ) ..M - . s - L ‘

the trouble was General-Nepager Traverss We will show 1n anotge& part of the
(z¢) ‘ | |

chspiers that he wes|dishonest and of course is ﬁo be the one most -

-

severely censured. Tor his share in ﬁne affair, he is tolday serving a sentence

GRS
L id iy

in Wingston. ore vital to our present task is the question "Whese carcleqs ness
p]

iloved Thavers? digd 1e£ty o %o unchecked?® Honw Ge B. Foster, representative -
T

somewhat lengthy syeech in the House of Commons,
(21)

ganuary 23rd, 1911, on ‘this zspect of the problem. - Although, en account of
Gifference in political viesws, his testimony was bizsed, yet there is much trutl

Ty
Foien

U

words. He sishsd that no harm couvld haove been dene before the csriificate

t

was gronted. The Govermsent, through the Deparitment, give this certificate. 4

ne fide subscription of $B00,000 is required and $250,000 of thils. must be paid~
upr in cash and in the honds of the Department. He asks i "Thc iz to judgze vwhether

or not tnis HB00,000 is bona fide subscription and whether or not the 325,000

had besn paid uy and is psid int® The Govermnent is the Judge through the




operavlon of ¥he Treasury Board. Tne Bank Act does not tie wp the Treasury

and this oLfice

§i

Boar thd vital one. Tiiungs must be done "To the satis-

faction of the Board." sffidavits Ifrom men interested ghould not satisfy

w The uovemc t was warned sevveral times. Gontinuwiag, Mr. Foster
said thet even af‘hei' the ng&i’Ging of the certif 10:;.13;.9. éince (the Department

Lol every o.ssurwnc:e uhwt soJ, Thing wes redlcally wrongs they hacl poger o take
avey the 1life of flle Banks ( The I:Iem"rlze'r laid som'e'blm*e alao at the feet of %
Cansdicn Bankers? g.ssoci"’cién ‘The labter lmew of i:he fraud.ulent conditionss

It was sugzested, however, éha*u they were tired tyying to minimize the

resulis of the bac failurei in "hhe.past.‘ The Monetary Times of Fe‘b:mary,' 1911,

tates "It would haove been to the credil of ‘uhe Bankers! Associztion had their

opposition been strong e110%h to s‘arwg&»v» the Farmers' Bauk oan the day of
5 - (24) | , | S
its froudulent birth." It has been #nid in this comnection that "The

[

whole gquewtion is wneuler JGT Degurtmen“c shou.1-1 prewent such shuses or leave
tr

AN

things %0 't gka their cw.rsT

4 logical guestion might be asked aﬂt“n.s point. If the Farmers! Bank hed

been menaged L -qesdy fv'om 75 e date of certificate would the failure have
occurred? - In o”ch-ar Wor@.s, Vﬁzhat is the contribufion of .the circumsiznces qf

\
b

the orgsnization of the ‘ban‘k, %6 its failure? Ur. Flelding, the Minister of
Binance, s’uatecl in the :Ious% on LTa::cb 15%tn, 1911, that clthough the notes of

& .

the subscribers had not bee% paid to the required amount, they ultimelely were

pald wp the ba nL had the cash later if not at the ’ame of th he certificates

In shori, the irregularity vzas;corréctecl?é This may be true bul certainly right .

from the beginning ahemiicjap was leid on the ‘heniz and to some appreciable degree

hslped bring sbout those circumstances which culmihated so disasirouslys’

o oring shost Tose

(€3}

. Ifuch has been maid regardiag 'ime relabion o: the Faxmers' Bavk and



/ its feilure to the Keeley I

s

inesw Nony, indeed, would lay the whols bluame

et T e

¢ investment in tnwt prooeruyu Accordingly, &

"/
7 for the fzailure o the lary
discussicn of the history o

nay profit

Dr. Ze

loan of %25,000 from the ha

us in our stuly

T the relgilon ex1st1nv bctween the. two 1nscltut10ns

of the faoilureas

attie Wesbitt, the first president of the Farmer's Bank, secured &

nls in June, 1908, and paid the first installment on

' - wrs " . - . . -
the property kmown as the Heeley llines the first mine discovered in South Lorrains

Earller i

Banl entered in

stage that

Jowsey~Wood Kines was forme

Pravers, Ta

his option

on the nerket. The mine'wa

value of 5.

Mo ager of

-

\
the year Nesbhitt

Ur.. Wishart, one

"esblut wws ablc

Nt

1ird Di ctor.
(28)
. In Jecenbu

%0 all the benef

Hesbitt received part of the cepital stock:for froin d

had procured an option on the property for @300,000,
of the bank directors, Travers snd the TFarmer?s

(27) L
its received by the oplion. It was a2t this

to, make his first payment on-the mine, The Xeeleyd

1, with Wishart President, wesozht Vlc@~?res ident end

s 1908, a charter was secursd and the stock placed

i}

s capitalized at 2,500,000 and $he shares had & par

President Wishari held $50C,000; Travers, 5500,000 and as General—

. _ { . " .
the Farmers® Banﬂ yl OOO 060« “Dr. Nesbith hed $499,995, worth of

(29)

stock and 2 man neme OvensL’the‘only ghareholder, heid one share~  © Tarly

in 1910, Travers affimed t£at in order‘to»be handled in the’interests of the

banlk, nhe,

10 the Xee

iley Kine begens

23 ﬁmneralguuna“er woula havs To acguire tne property end the loans

It is aimidied that thé relation of a bank With'a:minin4~gr0p0siﬁion, no

111

ane

('!

ther how good, is im@ropeif7 The outcome of the Keeley ¢1ﬁes was so importent

r?s Bank thab W? will try and show the resulis of the relation. Poor

mansgement turned what was a velusble piece of property into'a veritable wyhite

elephant.”

e Keeley Mine

-

was velusbke axd if properly rum would he sve made 3ood

(26)




5.

’

(31) ‘

profits for i1tz owners. . The fatal mistaiie was the ingtallation of 2n exne sive
- . Py -he

an

inported "J.L ant. Creat paing were taken fc securec luxurious hoasm‘r for the
W

29

employees. ZIZverything thel would enhance its selling power was done an

thousands of dollars were suak into the mine before & single shirment of ore

had been made. The troubld was thet

n g

0 returns were cauing in for the enormous

it

|
Lloans . s regources of "tﬂe bank were being sxhausted. Although sone believeld
that the Keeley Mi‘nés migh J:‘, have worlked ’uhe‘ lv ation of the bank, } I:Ianager
j

Travers must have known that the Fal..l.e._.?,‘ San k would be in en ins oi'\?en'h con~/
di‘cidn long before -'&hyf‘aiq'&uqte returns could ccm;'" roi thet sources o —

Amounts sometimes exceeding L:SBO,'OOO("W&TG loaned to the Kéelé:} wines,
33)

that ‘compsny. It is interes 113 o note that
| 554)

o,

wtil $535,000 was sunk in

o

2t that time the paié.-«up'cz?.pi’cal of the Farmer's Bank was only 3564,806.
I o o

The la\v stanes “ma"u a,lva;ncéo more than | 10,000 cc.nno;, 'ba me;le t0 am institut :Lon

b —-Mm__.._-«._———-—

without a S’JGOl.ll uerm:L’G fiom th@ Bod:r\..,, bat no’mmw was fOunu. in the minutes
R (35)

of the beard of directors jco ghow that anyt a8 1oa.ne ‘co the “:une‘

o

o
2

Then 'hhe hank ’1“:1 8 ‘1e int tho 1ic-'uid:-‘.’130 8 hmds u.fter the failure, thatl

gezrt;leman?s'repor‘h ghowed ‘chat 81, 156 OOO, or more then *twice the amount of

(36)
the paid~up capital, was s“unk ir the Heeley llines The report also stated
thet the mine and bank were lmkod. _«.n E'our '\a,;s. (a) Current loams ani ower~

] .
drafts emounting to ;5521,0‘(30. {Bb) Call 1Qan€a of $800,000. {c) A special

loan of 621,000 foz xm_Lch\ »;.L 0009000 of ths mme% bonds were held as securitys
(&) Stocks and bonds Of § 55,000» Nearly all of th @:elaﬁions were direct ..

violations of the Baik Act. ,], ' , ) o

ially tne banls and uhe IaueleJ Mine were prac’clcully

e have seen that fillan

one and the some instlt 1*1011. To some. degree‘__‘ahey wers idenfical in the matier of

2rsonnel s Dﬂ"- l\eﬁblh'h, % vice—,.presi:lven‘c of the ming was the president of the

)



board of directors

I
|
of the E e

~

r's Bank. Travers, the thi

16«

rd iirector ani

|
, _ o
gontroller of the mine by v # ue of stock held, .was general-manzger of the

bank.

The two institutions were fhus inseparably connecteds

Some editors in discussing the causes for the Farmer's Bank failure put

Jine a2t the bottom

er this is not-gui

wdoubtedly placed a heavy hen

overations.

elready in an mustaple
13

80 crigpled the bank's

A8 will be

conditions

arising from internal t ouLl:s
and it might even be Bali Wefe 1vsﬁrmnenﬁ

the effect of the Keeley Mine .

the Pgrmer's Zank in

necessary to falsify

4. it the very outeet the affal

= N o I

The leg

ves vaid out as commission alone- Travers and Linis;y»togethe: received cwer [Z/-f;
{(39) : :

stoc

‘muneration in view of

of the whole troublea
e true
iic"p on ﬁhe benk right frmn L]

POSihLO»u'

detailed in the next

suchh a condit

The lan

. : | .
1% has been said thet the organiz
”
o

311,760 went to the provisional dire

their Lig

To the mind of the presentd

Circumstences comnected with t;e-incorporation

le awlna'power that 1t was praciically

saction, gompl
due 1

_in briaging

the returns made to the Deperitment. (37)

enent of uhe Banka

rs of tha Harmer?

ation &

i

he beginning

of 1ts

Through Irduiulent munam=menr and 1ﬂperf;ct supsrvision, it waeg

The heavy illegel loans %o %he Keeley iline

in an insolvont

io the mldnanagunent of the bank hast

one cout nearlg hal

termed legitimate orgénizaiion EXpenses .

icatei condiﬁions,

gued

gbout the failuxeo, Tet
relations must not ve minimized for they put

lom thuu, for over & year anl & half, it was

Bank ware poorly
a million
@l expenses amowntsd to but mlGéS‘ vhlle 368,650 would nav

42,871

This appsars to be rather a high comn1951o“@
ctorss a mﬂat’e"travaganﬁ Tem

vious to comnenc.nm busing ss‘J blxls




A : ' ‘
| | 77

regeivable amounted to 3175,8 830; the Unioa Bank had 812737 on their booxs
u.

against the Taimer's Bank an fe irely wmaccounted for was an item amomnling

: 40)
b0 slightly over 3100,000«

, In dLl provability this Lest was the fund uwpon

wilch frecuent cheques to provwisional dirschors and management were -drax -
’
is has been detailed the.Farmdr's Banlk w

- L

Company t0 the muount of $80,605. All these items, coming wade? the hesd of

1 eXpPenEes,

cb
[N
(o]
et

expenses, tote '@p-to‘fﬁ&SB,QS’éy It 1s very seldom that organiza
(41)

disn bank amount to 'ﬁore than 31@0,000 . The facis jush presenied

of a Comaodiex
are zuple proof that right frO“n its mcepumn the Tarmer's Bemk was fr“"iulcntl;r

manzzed. & bank w 1111 & J.lsao/lesc mansgement may succeed for a tmo bud ruin

G‘)
g

and disaster nearly alway /
in: Fovembér, 1906, &n incident

before,

@
&

cccurred thal nearly snded 1} & nigtory of the Fgrmer's Bank.. As stat

several of - the shereholders, who found that $helr. names '1o~d been freely usad

fr the nabier of possession Ff stock, secured legal ad fice-and tried %o have
e effairs of the bank woun/ up. . They had ascertained thal the institution

: - ; :
vas belag carelessly manggedl‘ ond -they had wished o secure the amount fthey Had

s

fthelr counsel, warned wike _.;1 igter of Pinance, and .
|
|

Travers looked into

agked for e stay of the granting of the Ce rtifica’ee.
. (15}
the matter, bought off the plaintiffs - and after ir. L-Guarthy’s oogectlor
, ,
rald Dbegen wit mra:m', he éssu&ec?. “the Minister that:all was-in compdliance ~Withv _
A . o l
the Bk ict. The certificate was fhen issued.
© A treassction with a c?ompanv of dumsurance . men in the United States, v.l liouzh

nod carrisd out had a bhad e{‘z sct on. the S'tw-blll“t" oFf the stock of the Famer's Zank.

r. Levis of Hentucky and ‘J:z iend, Knabe, *moﬂhad; an optlon oz 'the-l?eieral Life

" Insursance C;ompwy of Hemilton, Ontario, w:shed to secure cous trol. of the Feopless
| T~ ad)

gyracuse, M. Y., and 'to,comhine the two concor:.,

Jatual Life Insurance Compeny of Sy h
: ! . :

2



7

‘ '

The last meuvioned compeny w?s in rether a comatose condition and presented a

42}
ke

lendid opportﬁnity for a ggod'insurance men. One hundred and fifty thousand
dollars was neceded Yo buy itrouts Devis entered into an agrangement with
lr“vers, VManazer of the Formerts Bank, for'a loan of this amount. Travers was
to deposit his own bamk's notes in the Fational Ban&-in Syracuse watil good
securities could be given hi%. Tevie was tb gecure control of the People's
Mutual Life, sell some of ité‘secﬁ ities and pay off the loan« ‘In congideration
for the losu, Tevis}'acting for the insursnce compeay Was o purchase'%loo,ood
- L (458}

of ths Former's Benk stock at & gpoi‘prica- . The *transaction was never
complefed.’ Travers‘ani ﬁis';ccounﬁant took the money ever'and‘depOSited it in

the Tirst Fal iona; Bank of Syracuse. Tevis and friends had not securities

satisfactory to'Trauers end the cash was left in Syreacuse for ninety days, to

give an opport unltJ for those interesied %o secure adaquabe securities. 4 .

deposit receipt was left iIn frust with the National Bank to give to Tevis

vhen the securities were handed over. In some pamner This receipt was secured

by those putii throu ¢h the geal and was offered for sale. One hunired and L

fifty thoussnd dollars ‘of the funds of the People’s Mutual Life Insurance . | L

Company was tsken and'@istrib?téi'among those intérested. Against this shortage -

on the books of thes company Wég the deposit receipt of the Farmer's Banke

iir. Hotchitiss; Superintende nt‘Q Insux&agy for Mew York State, caused the urrast

of the directors of the Emsu¢ance Compeny and tfle“ o forcs ithe Tarmer's Bauk

————'—/ . .
4o pay the T€Cbl/t~ Manager Travers ignored his demonds and. the Minister of ;%;
. —~~——’—-—M = — TZE)

Pinance receﬂveu_; lctter deuaniing_an'invastigaﬁion»‘- ~ The Farmerts Banmk

et -
IS
e gt

- ‘.

was in a sirong pos 1t10n if tieﬁmatter went td court, Tor the loan to Tevis:

was very lirregular. ALl nou \thls trunsacﬁloa did noﬁ CObﬁ the FParmerts Bank:
| ; /
any sum of money, the Cansiiai press pointed out that the Pank was undertarﬁﬁg/ ’ P

q&'°SulO-4lee and unwise bqslngssu'. ;’é.l’li the ,alleged'ohligatidn-Of the bank O.ﬁ i

! . H



important point for our siuud;

that Travers woe willing o un&erﬁaﬁé'doxbh?ul bus in

was an oppoertunity for abnormel profitis.

The relation that existed between the Tarmerts.

Ranic

Company of Toronto was so close #that it is worthy of our

transaciion ha

cash deposit which hal %o be

certificate was granted. In

s been mentioned before. Travers lagksd %

and

ne thoupht the

5

the T

-

T s

s [N e PR P PR Al

A,

iste

in the hands of the lLiin

tal, Travers went ©
A

deposit shall be psid—up capi

This loan wgs for thirty-five days,

the Trusgt Company received g

-

tried for hypothecating Farme

Chis versomael noie for 3

bonus of 31000 .

ravers, %the President and Lleneger-of the Trus

He handed them as

(49)

ot
5]
13
o

r's Banlt notes, an ills

SeCL

£% the Lindsay

doo¥s, tne vart ticulars of moFe proceedings came 0o light. In 1909

trial inl December, 1910, Just befeo

g arransement with fthe Trasﬁ;and Gueraniee Company

-

interest at ten wnercsat.

For this

-~

T A 4 e il 3

A ACT Stauts 1
2 O TN

ana Fuaras

L0 iz W

piece PEE
1
tee Company. wore all
o I
(20]

-

Ccould get funds from time to‘tlma to meet clearing housb ebligs

considerction 1 Travers handed them, as deposits, bank notes

Cne of our financial journaﬂr uuauc? fhet ot one hime.

kept these notesg out of cireulation.
(53) L
L%

He explainea

for B75,0C0 .

o another bank and hwi‘

(e}
.o
(9]
3

ci

o
g.‘)
£
o

s
=3
)
b
F?:

350,000 in hotes 1 2 this caqunv

52}

/

28ed the mouey aaa\as extra security he te

Thisg served a

Late in 1909 Tro

that the mensger of oue of

1t i ’ vy A ERs
1ticed away large deyosits

re tThe bonk clicsed

,» TIrivers malc
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sizht as well fail one day

aom

of $1,00C,0C o0 ia Kseley Iii
. (54}
gent pgrioda

Ypeny adv

o

another-.

Travers came 0 them with zood colla

with the

needed to cope

ne

of

statement to the effect thau they tho

Lim.

S

The history of these tran

- Bank were hard pressed 0 kee

carser. The one fecl, that

house obnligations; is sigmif

ticularly when coaol with

t0 be. Jeveral incilents of

officers of the bank hal bee

p;ova advantageous to the Fa
case, during the yrogress of
rOGultlnm praciically iramedi
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prophetic of

-J,.‘ >, 2
amiftous affair as

such a czlam

less importence may be mentioned
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whlch the alorm ming cond
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t in two cases proved disasirous,

the young man concerned and I
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a

Athens was 2 farmer's son

for the bhanlk itself.

-

and his previous knowie
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did merely &s

morisonment. In 1911, during the trial of Travers him
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yoway managers At the time of this ccavictlon the teller of the Athons branch

was dilsmissed on account|of SOxc shortage ani somevwhak later sn officer in

N . . . b
heald office wag discherged for the sane reason.
That proved to be tAe immediate cumse of the closing of the Farmer's Bank's

; a

‘doors was ﬁ 1e facts dise

osad at the Lindsay Conspirady Triszl in December, 1910.

4 cherge was lald, by the Farmer's nan“, ag 1nst three of tnelr employees in
| | (B8 . » >
the branch at Lindsay. ) It secenms tlat thuv had warned customers of the X

unstabﬁg condiftion of the| bank. Tnew were 1azorm1nv their friends taut the
| ;

ank ”HlCQ had only B567,00C paid-up cqplu@lg had 1nfcouci over half = million

o
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J-

n

)

g
o
H
@
A
td
&
fr*:‘
o]
H
(o)
w
®
0
I
c—L
[0)
2
C
5
i}
=1
H
@)
N
o
Q
-
0
O
e

DLr1n~ the ur”&I, the public 1earne& of tha bank?s rnal poalﬁlon, and during the

" run th ollowe& thb Par@er's BaLL suspendeia Travors bitterly complalned that
L - (60}
Juﬁge Hariing of the uln say Tr*al and *he press were to ‘blame for ithe feailure.
- . Y .
NE grant that they gpve uﬁu publicity ¥chh was the imnedis te,hastaning of the

suspension aut the have othing to do Wiﬁh the cause of the failurece.
o

Bad m@nagement of. ﬁhC\Fzrmer's B%px wot,iﬁ into troubles of seemingly small

importance, particmarly figancially, but they proved to be of a serious natura.

To a finencial concern goo§4will is a. strong and mmeh vmlu'h

4

[N
Q

w o

&

£

set, while pudl
prejudice spells calamity.| The.vague rumors regarding the unstable conditi

the FTarmer's Bank cost 1t the confidence of the ; obllc- mhe stOCx dec*lned/in value

and specul tors became timid. 411 felt that *hands offY in.connection with the

N

rmerts Bank was the afe t policys This meant no business for Travers and his

ko)
&

menagers and the *rsol*ent @OSltlony 1nuo Whlch the Keeley Mine trausactions had
‘ !
pleced the bank,,seemed-to Ea 2 permanenﬁ coniitiongv The ba@ﬁ.couli not have
R A \ ‘ . _
rent its doars open will Ouu"Onulﬂulﬁ” to fabrlcutﬂ the montn15 reoo:us to the

Departmcnt. The onlv rems ?1ng incident in the hls orv of uhe Tarmer's Banlk was

i
(6]
v
£
O]
{2
o
4
H
n
[N

o1 which had ao\come The first time t-“ TWnors that ware cbpout were

.
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° 83.

1305 596 2650 2054
1276 472 2662 - 204
1250 519 - . 27li . - 2094
1712 525 2773 2153
1278 455 2670 : 2051
1160 429 2616 1997

lisbilities and just bedfore ths Joors of the bani,were closed, lhey excesded
$619,0C0. The [facts erc thal, in December, 1910 en thHs suspension
(62)
g - 03 - L .
ceocurred, was a nceminal Jeficisncy o 23. In comnection with
; o

inaneial paper made the sltatement’ that while figures

cannot lie, liars can fivur%; ¢ Zven in 1910, when the *meer' Bank was in a very
4.

che returns to the Department » A statement

1,514,000 was deposited with

orty~eight thousand was the

Thig should hove been

“bank's career

g L

the returns were being falsified for during the

depositors and sven the general publlc knew the

he padde d accoumus and logses by puitting heavy

voluciion on certain mimxrxse stoclks and bonds he possessed. In comnection with one
% I s y ‘ 13 P e 2 ~ ned : - SN sy oy T
tramscetion 575,000 cash was paid for 2535,00C of Xesley line stock. OFf ths ramzinds
¢f %his stogi, 5156,000 was |added do Truverks persansl account and the rest was used
(66) “ '" '
To covar Wy LOSSE8s AZ&in, the EC0,000C mine stock. given the beyjik a5 a bonus
| | sa Y 3 3+

for fingncing the Zeeley Iiine, 2ot any velue Travers saw fite This was used 10

Fer Wgo Logsen 0 waen ROSLoRnLy to preosent a profit largze emough to pay diridénds.
In resrad o tle gsubscribed|oad pold-wy copilal, there were some odd monipulations.

Mvon Voo noathly roporis ehdw this. In the report iatei Oc tob 301, 1909, the
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. o myedad s )
Ir. Le DL Patterson, chalwxman

of the Torouto district of ﬁhF Cenpdlan Dankters' Assoeciazbion vwho in turn in-
| - - T & ) ‘

r He Cloustow. Ir. J. Inight, secretary of the

‘ - (80)-

formed thc President, Si

end G« T. Clarkson was appolnted CMrauo;,

ck
'_h
o
;_I
}._]
0]
ae)

Assoclax for Toronto

The Censdlion 3ank Act grants g bank that has suspended ninely days as au
{81]

onnoruu1 r to liguidate its debls and rocomnence business.  But hardly

' | (82)

r resume business.

'..n

ever does & benk once close it's doors and three months-la

It was soon discovered that the Fammer's Bank could never.opsn its doors again-

ES

G0 warran

1.
3

The curatorts first staltement showed a ﬁOMLnﬁl deflcloncy lar arge snough

the appointment of a permexent liculdator. - .

One mishlt well ek what Was the real couss of the suspension? The rum of

the hank which *“”u]uei in tle guspension was started by the publicity. the

Lindszy Conspiracy Wrial gave to the affairs of the Terper's Bank. The facts

3

disclosed showed the Mnsolvent condition which -in turn. wag duc to bqi b 1r1n¢

and fre daulCQu maz a;cmunu-“-Baivbankjng,' ith the insolvent condition ss its

result wes the real cause of} the failure.  We have. statea Yvefore, that the -
| L

ty due to %the Lindse y\?r al was bht the immedists ceuse of fthe sus-

(o]
W
B
wn
| il
O
=)
3

o ‘ ‘
7 ’ Clarvcon, who had besn eppointed curstor by the Can;ilan

_UTYS';SSOOi

' : | . . -
Banke A ion Tyribesiend wes made inter m liguidator by the coulrts.

He weni most carefully into ill mat @er ‘concerning the -finemces of .the failed.

bank and feS:Pﬁcd the fTollowin tatemenu, 1n the second week of Jaau;ry, 1911

[ =y
®
H
=]
(&)
o
©
C‘t
;\

ement: of the Curator of the Farmer's Bani.

A1 281 774.91

‘.. 563 987.07

o ... .. BS&BC0.00

56 261.98

™
1 s

po 0 Total

(&Sl,a 8.05 of secured OLahns received no rarkinge)

of the Toronto clearing house, notified D. Jowlecun,



Government Iotes, specie, etc. B140°709.23 /
Gov't deposit f ’ 20 250.00 -
Stocks axnd bonds ' / | 113 B895.C0
Surplus in Trust Cos | 8L 688.05
Interim veluatvion of cu:r.ren*'\-: loans | 241 454484
Premiges / | 246 1?2.4:7 |
Foeley iines o ﬁ | | 1 156 100 .46
. ] Total Assets 2000 250.05

It appears from this stalement that there was 2 nominal deficiency of

5456011.93, and furihemore, 1if the Feeley Iline proved walueless, an adlitional

loss of [31,156,100446. would result. Therefore, it scemed guite probabvle that
' : | ‘
ns o w B . N
the Jdeficlt would cwownt to over ome and one-half millions. Phis statement is
\ :
guite dlf srent fran that prepared. by Travers a i‘f‘w weeks previous. In the

government re_port of hovembeic 30th, ’u‘we .»‘La'blll’tles resd ! $1,997,000, while the
{85) C

assets wers quoted a% over $R5616,000 .
. \

The important point Ion our oresent study is thet the failure of ong of

J .
our bankk meent & loss o the Canad.ia:n public of something bevween half a

I

million and mllllon and u[kmlfl» The value of the Keeley Iline \«.;.11 deternine

the exzct amount. [The stocjcholclcrs and deposi ’ﬂoro, t:ne 2 ngx;”i_ggwg_i:fmqm were of

S

the rural communiiies, have‘jlos’ practically all their reaay moaev. Some of the
T —— ‘ “\__,_...,___,.‘

shereholders will have L,rem[" ficulty maemrgg their double 1ligbility. The

amountt of money los’c to the coun“trv was large enough to warrent the thoroush
investigation that fol loveJ[. bu’t: the fact that hurts most is that so much of

it ceme out of %the pocke'ts /of the .smaller class of farmers, who when of fering

. } o e
thbir savings thought theile all barks wers absolubely safe. A member of the
(86} 8 R o
Houvee voiced the sentiment of many a student of Comadian finances when he




affirmed thot it was o sdame thet o financial institution thaw haed the
all was «llowed 1o run for years with & banlking oss of about 780,000 whcy it
should n \cr even have be

|
ek

0 a Droai .Cmelllam of wnrest. and he feli that the motter shouwld be

en allowed to comuence business- Ile gaid thed it Lol

e
=
1]
3
4
[
e
W
c.(-

carefully looked into anC‘*hp defects in our supervisging s

-

Liguidavion of the #ssets of the Farmer!s Daxk was at the t
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sir We lierediin, Chief Justice, émpovwering him to inguire into the circuzciinces
' ' 4 (113)

connacied with the OT'ElleruulOﬂ end operation of the Parmerts Sank. Tl.ose
rin0 suffered by the Tarmer's Bank disaster feld that the time was ripe for cx
sopedt to tie Covermment. If the Toyal Commission found that the failurs was

uh carelessnesg of *ime Department of Finaace, 1t
\

causad or influenced by

was thought [thet the GO\fé‘rmnent should reimburse the shareholders znd degosiltors.
: : ‘ ' ' (11%)
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In Jaauary, |1913, 2 memowial was prepared to be praosented to “ihe Privy Gounci
| .

This memorigl recites ‘Ghé hisfory of the orgenization of the bamk amd sets fordd

many reasong why those wio lo"t their saviaze in the bank should bhe reimbursed.
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The shareholders wished %o be rollevci fraa their double liability ond The

depositors hoped to rece%ve their claimg in full. The memorial poinis out
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. . - - | s “ - A - e LA 5
that under fhe maxim *The King cen d.o 0o wrong," the suffersrs are dizablel
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. - ‘ L) T = “ -, . - ] Serm 4 - - - e
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, “ (113}
of the Govepnment -of Canades It is generally wnderstood thoi action

. | .
by the Government will be delermined upon the finding of the Zoyel Commlission.
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5. ‘Histever glse may be said of the mammer in which the majority of

bank failures in, Cc.l'l"‘f?«.‘a have been handled, it must be admitted that the freedom

| (9

from panic marking such even®s has been remarkable. Canadian beznks,when they

heve gormxmmmisdiand “been forced to suspend, have gone about liguidating their

debts in such a business-like mamner that the public today has every faith in
|

the banling system of our country. If a bank is in an insolvent condition, 2id

is nearly slways fort}icoming from the other banks. The Exchenge Bank, the

Federal Dank, the Commercial Bauk of Mammitoba, La Bauque du Peuple, the Ontario
Bank s:ad_ the Sovereigz}‘ Bank all received aid either %o clear their paper and
ay deposits uutil sozr;‘le arrengement was made as fo their disposal or received
help in the matter of liguidation. The assels of the Bank of Livefpool, the

Gonsolidated Bexnk, the Bank of Londom, the Bank of St. Stephens, the Ombario

Bark aad the Sovareigy\z Bark were all purchased by financial ingtitubions, so

)
that liguidation coi 11a be proceeded with Immedistely and to the advantage of the

owmers. The facts of\the suspensions of the On‘uario and Soverelgn Banks show

clearly that the Canad.ﬂan hanks would. like to see all failed institutiouns
(93)
liguidate quietly Vul+h cpen doors» . These circumstances strengthen the view

concerning the solidzrify and unity of the Cansdian system. When 2 %time of

financial Jegression §ni 2 crigis comes they act in self-defence both quickly
| . ' ‘ )
end effectively. In times of stress our banking system bears up well under the

strain. The failure of the Sovereign Bemk nay be cited as an excellent example.

¢ from streeh cma’ﬁter' aside from the guestlion of sc:.en’m fic elimingtion, ﬁhe

ains that, hoymc" to fail, it closed i¥*s doors in @ quiet, business-like

waY o N
Gonedisn banks are al lways ready ’Go 2id ezch ofther in fimes of need. As this

esszy is being cs:*:ple“&eig the daily pregs give us an excellent example of 'thls
(11)

facts 0n larch 5‘m there was & rum on the Montreal City and Digtrict Savings

Bark. It was not known how ‘i‘t origingted but two millions of dollars were paid out




*“w“‘/ - o

\

ns day. No securijs‘;es were scld. The simple fact was that the deposits more

109«

to the 2id of the ingtitution in distress and had placed in its vaults sufficient

[s)
]
fu
i
(o]
O
]
Q)

[
[

D

the ai f igulty. Confidence was restored and business soon assumed
‘ :

There have been maxy banic fa:f_ lures in Canada but we don not think fthat thig is
e criterion by which %o juige the value of the Canadlan systeme. The barks that
have close& their doors 'have been more or less the smaller institutions. The

Canzdian banks are “E:oaay large, stroav houses with activities spreading over the
| . ‘

whole Dominion. One-or:two tnhapoy investments will not jeopardize their

finenclal stabilify. Supervision and inspection will soon be so thorough thak

fraudulent methols, on the part of an officer, will be unable %o escape detections.
l. .

Cempetitlion has exposed wesak, careless and wntrustworthy memagement; fal lures have
' |
eant a tightening up of -the regulations under which our banks must operate and it
) ’ /

has been shown thaf Canadian banks are ready to stand by one another in a period

cf stringency. e repea:’c thet in spite of fthe failurem that have tgken place, the

£

1t

Canalian banking system 'is in an extremely healthy condition. It is doubtful
g bark failure will ever again threaten the peace of the financial community, for
the closing of a large C adian bank's doors is now a thing of the past.
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