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é;'mha;i’j Snowledge of banking theory

Preface

i

| It is generally agreed that “when a writer
MIers a book to the public upon a subject on which
_t;he public are already in possession of many others,
he is bound by a kind of litcrary Justice to inform
his readers, distinctly and specifically, what it is he
él‘of'esses to supply and what he expects to im-
#rove.” Obeying the above principle, the purpose
f writing this little book can be said to be, to
rovide the student of international banking
'fvith a concise and handy taxtbook which will

3

*nable him to be acquainted with the impor-
ant foreign banking systems and make a com-
rarative study of them. Books and materialg
>n foreign banking systems are extremely sca-
ce at Gauhati. It is therefore hoped that this

»ook will supply an important need,

| The book is not the result of any plan
o write one, but was rather hurriedly prepar-
|d out of my lecture-notes at the request of my
tudents. However, it contains a precise and up
0 date treatment of the systems; and I haye
jeliberately incorporated longish extracts

from
nore learred authors for benefit of the stud

cnts.
1S presumed on
and the emphasis here
ing  information rather

he part of the stndents;
i on the side of furnjg

han explanation.
|
1
{

M s



If any ‘expert has time to glance throuf
this book, T hope he wil very kindly point ol
the mistakes, if any, and tell me how this fir
Publication of mine can be improved.

As the printing of the book had to be con
pleted within a short time,

ting mistakes remained, for

has been suffixed,

I would like ¢o express
to Shri Bijoy Krishna Sinha, Proprictor, BaJ!
printing wo ks, Gauhati, for his earnestly seeig
the book through the press. |

my pgratitud

Gauhéti. ' Kl N. S. }
November, 1961,

\,W(LCJ\A -
Qw M\ @/THV?LCD' Iafgs“j
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Contenyg of Part | THE BANKING SYSTEM OF

AUSTRALIA.
The By

COmmtkl-ng Systom of 4ygtpg;, Page No
en) r;:rl!k?énkfng o Tlle banking S?‘\S‘\teﬂ'l of Australia .has some
The Bayy, NKing “Interesting features. The absence of unit banks,
" Ing System e 24— 46, large number of branches opened by each commer-
OMmercjy| Bankip aDada cial bank, the overdraft system of granting even
Centra] Bankip s 4761l long term credit, the State Rural banks, and the
The Chinegg Bai ) 67— Commonwealth group of banks, are some of the
/The Soviet Bankklng System S Peculiarities in th.e system. On the centt:al banking
/The Tapanl) Ing SVstem s ; side, though until recen-tly thle Austmlm.n Special
oMt Banklng Syst —12 “Account system was of u?tr%resn to the outmf]e world,
‘ Gt a Baﬂkmg : I it has now be.en subsmtu:ted b3_7 the Statutory
\ ral Bankino 193146 Reserve Deposit system which again has certain in-
J,; 2 146 —162 teresting features. The Commonwealth Bank, now

the Reserve Bank of Australia, has been trying to
organise a short term money market in the coun-
try, The ‘modus operandi’ of the scheme is
rather interesting. The conversion of the Indus-
trial Finance Department of the former Common-
wealth Bank into a full-fledged Development Bank
is of no less intevest, The success of the Australian
g e - monetary policy, partly for the different techniques

et e
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Development of the System :—The first
of credit contro] developed from time to time, ﬂ'ading bank of Australia, the Bank of New South

partly for the much needed B b m:tendifales was established in 1817, on the English

brj: ],h‘e commercial hanks, hag certain lessons for Iiodel. A few local banks were established during
ankinge gy :
g systems of underdeveloped countd® eighteen thirties, but they failed to compete

L 7, 1E 1 1 . 1 . LN ' 1 . o’ it

astly, it is interesting to obsepye it e Augﬂ.lth the larger ‘metropolitan banks’ which have
. i pened their branches in Australia. The number

to achieve the sul

hgh System has beep trying
o} Ecti 7 @S 1 1o = rQ 21 . T 1 =T 7 L
_]. x?q, for which commercial banks are ]}gi;f banks C(E)I]Sl(]el.il}lj increased by 1841 when
nationalised elsewhepe without mationalient: he depression came and many of the local banks
e): g Nationalisation . : '
Commercial hapkg It \ 1A0LIONY vid . After 1841 considerable number of banks
M : Seems there i gy attemp ;
utld up a governmen sector i | vere established, and they opened branches, The
v " 7 " 1N banli 3 150 . p
tompeting with the 1y inking indusg o of banks reached its peak in 1893 when
h =) p“VHte ﬁ(‘ctor -“](] th us FO[‘CEI . . .
the latter ¢4 conform ¢ ¢} he great banking debacle came, in which many
H O the \ i » 1 'l . A
ciples and Practices g f ]Col‘lect banking P the weaker banks closed their doors. The two
5 as formuyl, : | : . :
the Reserye Bunlk tated and guided {g,ves of bank failures made the banks realise their
The Pastoral i q weaknesses ; and they tried to strengthen them-
: ' ndustry j 0 ogt Ak . "
Most important industpy 'Y 18 the  oldest Melyes by amalgamation. By 1914, there were 20
. 5 l‘ i 1 1] G t B 5 3
Prosperity in the el t} n the country ; and 1banks. The number was reduced to I5 by 1925.
nation, Ag such, ) ]) e prosperity of Tn 1951 two English banks merged into one.
1e . ! ; ;
Profoundly i“ﬂu; ] banking system has be Some of the earlier banks were organised
enced by A : ;
associated e ¢d by the needs of pastoral *in the form of partnerships but this proved to be
res, o 10 . . o)
hOWevm-, Australi, | D“Hng the post-war pellodlsadvantngeous, and incorporation as joint stock
i H I . = . -
1a has heen trying to build 'companies followed in due course.

m‘me’lctur' .
£ Ino .
banking Sy%; {ndustl 18 and accordingly, t All the banks adopted the system of branch
u m 5 ™ ¥ L] » - (3 [ 1 = - x .
of deV@IOpinu = b“”a‘{ adjusted to suit the ne®banking, and there was no restriction in opening
o mr“lllf;lcturmg industries. branches throughout a state or the country. Some

The p
rocess of apm; ; ) | ,
of Amalgamation carried ot 'of the banks, however, confined their branches

Australj;
il de‘;erV& : '

i 8 ‘ 'l i ¢ - . .
T emulation by other count!”to single states as a matter of business policy.

WS to he one of ¢

he alternat; "
i alternative mea
Preventing banlk ¢

ailures,
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The Banking Act, 1945 : —This Act was
ssed with the declared objective of regulation of
anking and making provision for the protection

The private banks were established eitherg currency and public credit of the commonwealth.
vested wide powers in the Commonwealth Bank

Royal :
01'511 ghmter, or by special Acts of Pm-Ii:'unBlF : : i i
ader cih s Company Lo diﬂ-‘el’ﬂf Australia, mainly on the basis of the war-time

States. The Commonwenlt}, OV it il ontrols over the banking system. It devised the
central legislation reculatine {El ;em”.]_t.n.t .l'lfl‘Special Accounts” system through which the cen-
banks untj] 1945 wl?en Ishz C] acmm%hoﬁuml bank controls could be made effective. Ban-
.ACt Was passed. The Bunkine znmonwmlt ;;iug in the country could be carried on only by
10 the same year, subjecting ]D‘ ¢k was also Pnﬂ.uthorised corporations. For protecting the
“"‘Galth law, which supersedr;]E l;‘ B Comllwlepositors, it authorised the Commonwealth Bank
The two Acts were the re;ut;:e ]a\?-s Of, the Smt;'b obtain informatiou from the commercial banks
I'BCOII‘:tmendations Of the 1: pl’lmn‘n})' (?f'_afrom time to time, and in case of failure to furnish
appointed in 193¢ to investJi ' oyal (’O'mmSéllinformntion by any bank, to appoint one of its
banking System of Australi g:lte the monetary 1;lflfﬁcers to investigate the affairs of the bank con-
The main recommendationz ‘“1? F16aems rem_edf[cerued. If any commercial bank is about to sus-
were, greater contro] over t] i th.e comm]sslpend payment, it can inform the Commonwealth
the Commonyyeglt}, Bank ]']e b:.lnkmz‘-f system ibank which might then investigate its affairs, and,
banks, centralised l'eo-lll-l’t' censing of commel®if necessary, assume control of the bank and even
also favoured the Sys?em( 1‘;“ ﬂl_ld control ete d‘FarrY on its business. Once control is assumed by
the control of e COmO Private banks ur’lrl‘the Com.rnonwealth Ba:nk, it has .to continue in
recommendations could be m?nwe.ftlth Bank. vcontl:o% till  the depow.tors are paid or suitable
the war, ** 8iven effect to only aft provision for payment is made.

: The purpose of the two Acts w odifB I t’l‘he ::t a_lso lele.po:vere(% 1}:111e iCOmmcinwealth
COnSlderab]y tha e cts “H.? to m A ank to ma regu. ations, wit tlB- approval of
by putting into S g the banking S,?’S 1 the treasurer, fixing the rates of interest pay-
recommendations, ion  the Royal Commis®" able to or by banks and also the rates of

Most of the banks issued notes until 1910, wh

restrictions ;
vere imposed or i
b ] - 'l
Banks note issue by



discount o be ch
also make regulat
shall not e payab
fépayable op dem
period Specified
Portion of , sa
Xceeds a stateq

7
. . entary in
:  col 2 . s very elem
2r8ed by them. The i ustralia.  What little exists i rg;ql bill market,
; _ inten jies 2 is no commercis .
L fo the effect thay ld irganisation. There is I?:l t commercial bills are
: , roodepita 5 . 1ak 1=
le in respect of ( ) any pﬁ.()l the sunpl@ reason e gl‘;\duf‘“y vani
1119 F1 { ) ear
and or after the e_\pn.ttml)l feant in volume and app : any great demand
; s ' here been : 5 X
) p < 01 & . . asS there "
PPgIII ttmns, ( ]]ihlng' Nor ha at low rates of Interest,
vings bunk deposit account w or short-term investment at ssary middlemen,
r”'nou“t the emercence of the very l:)e':!e .' y nﬁned enti.
f . r th o ; ills 1s co
. . . nilr- . reasul 1
The Act alg, Provided fop licensing of b jthe discounting of t .
which hyg to be Corporate bodies, and grat

ral bank,
| he commercial banks and the centra
ely to the

licenceg to al] existing banks,

The Banki

k
monwealth Ban
{'he bills are taken up by -tlieb :10;1: .

"Cli AN KS,
sy 1957 :—Thelg nd sold to the commere
Was passed t, nationalige the banksg. The declar
objects of the Act \q

. 1
( 5 .
) tl]e e:r

; The
companies,

} the trustee

¢re the insurance and the Commonwealth and the

» I.n v ye yeI's are 1
pin =Pansion of ha bnnkmg bus giirgest borrowers a
" of the Commonweqlth Bank blicly ow?,
y ‘ “ A8 A publicly
y
bank conducteq in the intep

Al T . . :

oduct of Australia and the 'proﬁt; tar:i;
: R banking system vary with tha
for Private profy. Josses of ther an hl‘ exchanges that have been
(h) the takip o over by the Commonw é"ool trade. The StOC.x. hellr;i“ raising private
80% of the banking bu.qin&s.q in  Australia #Stablished in large cities
Private baplg and the acquisitio

Property ugeq In that
(c) the Prohibit;

] _ ¢
on of the carrying on 0
Australis b

= l ! x U . Tllele C

I 1 S uses as W (Z]l-
. 2y 1s5ue ]10 1

The capital market is now completely con-
e s [4 : d . ) ,
IBRIE)k lending is ‘strictly for working

- y A board has been - set up for

o capital purposes. ol
1 i apital issues. Bark lendi

4 controlling cap

trolled by the central bank.

|

y private ban trolled.

ng is eon-

In 1939, the Commonwealth Banks Act
A
‘There iy no

: k called
marke o passed separating the central ban X O
oPen money |
\_.\‘_‘_-_-—-__—,/
~Banking System, P, 41
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iti i ithi ne
jeir holdings of securities maturing within o

t ‘ it -to-two-year securities, and
alia, and constltuéar, 9 per cent of one-to-two-year so ;

Dorporation uig per cent for two-to-three-year securities. The
a separate staff with!

3 : axXimum
eserve Bank mnow approves of a max

the Reserve Bank of Austr
the Commonwealth Banking
separate Board and with
Ponsibilities for the Commonwealth Trading BY

C it 2 ey aler
Ol'tf(’)“(') OE ﬂpl)[‘O\’.&d securities EU[ Lf\.Ch de Ll
the ommonwealth S

& : aler’s eapital and
Savings Bank and the (10"““4(301-(1'111“ to the amount of the dealer’s capital
wealth Development | g

) Bank. These governmenti, 1.1 ¢ o line of credit in his favour to the Eu'll
A Working in full swing are likely to i“':d;ent of the portfolio. The Reserve DBank is
enee the conditions of the money market to sn.iqo willine to deal directly with the approved
extent, eixlers o n?oney market securities. All approved
R OF Inte, the commonwealth Bank, now %r;alttl's will be regarded as customers of the central
trGS_EI:e Bank of Australia, has been successfliynk. ' o S ST
TE prrd o develop the short-term mo! The Bank also offers safe custo y
market, ]y, 1959, the Commonwealth Baib f‘or the dealers’ security holdings. Lt w_lll ca.ll.t'or
Australia announced thgg i would be willing t0 tonfidential returns from the dealers as it requires.
as le.nc.ier of last resort fo, de:tlersJ o g,gprﬂ‘;&gaiust this guarantee of liquidity .the dealegs
securities Operating in tq short term money Il’,#gl‘eed to consult the fund and to be guided by the

S. 1 G 0}1- i rld ].e l ‘

i, and conditions were : Tto the market. A
minimum pajq up capital of , stock broking fir Several firms have already been accordm.glfl
for récognition ag gp "Ppl'0ved‘ ]Dcl i S:])e »‘{-ecognised and more are expected to be recoIgn(;se

' 5 dealer mu i i 24 ) ic
00000 Bach approyeq dealer is requiredfjn course of time. As the J°§£§‘£l Nof t:ep Iéglé‘r;
{71 ke i itute of Bankers ( Vol. XXXI, No.
central bank gpecified amot'Institute o : :
ash or “mone Pemlljet Securitilobserves, “Meanwhile, the money mmk‘et hafs l})leell
marke i : ‘ .
Commonweqlth Goj\fre ¢ gecutilmaking steady progress and 1.ts poliig ods A
ncies not exceedin thrnmene “; qnd!tel‘m government securities, which aggreggt(’: over
ree years, 4" st IR o g s
Operations fop thegtime bc?ino' ;0 st A£ 75 million in mld- 1960, has resn;lt;a 128 i
The lodgments aye required tno pe ¢l broadening of the gilt-edged market.
rket v '

lodge with e
I the form of
dcﬁﬂed as

confine jtg
securities,

valent 1IN ma alue to at least 1 per cen? ;
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|
ey . |
market’s operations grow in sjs iety,y
g In size and varietyys (o8 Savi Bank
monetary authoritics g b ““¥nance Companies. 6, davings banks.
u e able to weild g Besides these, the Commonwealth Govern-

ter iuﬂnen(:t: 0 F d
10 monegar 1 be I an
il 30]1(5}‘ , y Ol e | .t‘-‘, AN
y I t]ll()u;,h 1'ent II‘CHSUT'Y issues loans on 1is owil h:’l ;L

market operations
There are

- It should e
R0 that e renes d, however, be POl behalf of the state governments.

icte : I
ment securiiies \(:j(tg :351}1)]}{’ :f. S\h(.n't R 'g.O"‘(]g:hel. types of credit institutions as welliieueh by
thetabsanca o & o S 3 }f]):lted nmtu1'1!;18'-‘3"1'111(1111;* and investment societies, co-npemt.lve
o i t1l Wblic tender for llﬁedit associations, trustee and agency companies,

1€ scale of the m’“'k'nsurnn(:e companies, friendly societies and hire

Operations. The ; Wity

of seasonal T-Je §etichion iy November IEJEHI‘CI]‘I‘;(‘ companies.

cha : féasury notes hag mad 1 i s . Prof. J. 8. G
ange in the situation.” =00 a el Commercial Banks :— # Prof. J. & G:

: Vilson mentions two main features of the Austra-

ThF or
> growth of
5 of the . . ;
help the e money market is sutfan Trading banks, namely, first, the country
1l banks . ‘ i
anks jp maintaining thas come to be served by a wide network of bank

Jiquidi
1ty. 4
v £ It will also help the | banking business has b
ollowing g4 1¢ central banKbranches ; and, second, bauvking business has been

8

0n an Effecti:((:ece;zf::(ilmOnetar}’ policy and cal‘l'y%ollcelltl':lted in the hands of a relatively small

The 195960 Anyyg) by, . 'h¢ banking sysfhumber of institutions.  Unit banks ave almost non-

observes that the sh;rt-:r?ort of the Reserve B‘qFXisteut in Australia. As DButlin  observes, “the

established i, Australj; o Money marke is firlemergence of a unit bank system has never been
alla, + real possibility in Australin.” Commercial banks

Constityen :
u !
are the constit onts of the System —Foﬂowlﬂ“we large numbers of branches.
[ S g S . N -
System uents of the Australian  bank| The following are the seven
banks of Australin with their respective numbers

L. The Resep
serve Banlc £ .
omm L » O Australia, 2.
wealtho';“en-]th B:-mks, namely, (i) The Comﬂ“ﬁ’( a) Bank of New South Wules 635. b)
‘ L | .
rading Bank, i) The Co:;nmonwe"” Commercial Banking Co. of Syduney Ltd. 326. )

Devel :

Savinoplﬁwt Bank anq o8 |‘ National Bank of Australia Ltd. 436. d) Commer-

" Sf: 'dlnk. 3. ( ﬂi‘;cial Bank of Australia Ltd. 890. ¢) Bank of
ate Rurs] B d Adelaide 64. f) English Scottish and Australian

commercial
|
9 1 of branches :
(iii) The Commonw

ommercia]l gp '].‘mding,BEl
a
anks, 3. Pastoral and D

| Ol e
‘: #* Sayers— Banking in the British Commonwealth, P, 1,
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; ! fix posits | tralia is that its volume

2) Australia and New Ze:ll'ﬁ\ed f]P])OSlt m.Aus alia ; .
ctuates inversely with the fluctuation in trade.
rises when the trade is bad, and falls when the

Bank Lia, o357,
BankLtd. 553,

In adqjt
1
tion to the above, there are all; .
. of the ¢ . i de is good.
of Austpqa]; ommonwelth Tradipe W - Ak
Alia.  Thys, these gjy] 24 S [he banks make a fixed charge for maintai-
ZS eront > s |
121 brancheg tT © lustitutions 1g current accounts, and make a charge for
L "“ Iroughout the “ootinting cheques and inland bills, the rate vary-
S. the ra haveld : . .
rali first five have tg' according to the time and difficulty of collec-
i Ay -’i.nd f,hﬁ ]'I‘it two h{;
¢sin Longoy He n.
" reduetipy, in I;I. As Das already b;. As regards the ratio between
by Succegs ¢ Dumber of bankslq fixed deposits, during the thirties, fixed de-
S3IVE  ways i .
aves of amalgilsits formed as high as 70 per cent of the total
posits, but the figure has fallen to as low as 24
This is because of the

the current

is mai.ﬁ;nti :-“The h”-“il‘wssﬂ' f:ent.nfiiel: the war.

- Deposisg A ‘ldccept (Tn})oSItSZ?e in llqu.ldlt.y pref.erence on th.e one hand and

on demnnd, 'frz(repted on cnl'l";!e successive lowering of the interest rates by
Renerally  beafle banks, on the other.

S iis -often paidﬁ ':‘ The cheque ha.bin is well developed in the

D8titutions. Fi¥Huntry. Cheques, bills of exchange, promissory

» 12 ang 24 months ﬂétes, travellers’ cheques ete.,,” are the different

accepted At i '
A Interest 1

pectiVEI 7 T 24 L g %a 1 and 11 r{r‘ ATt a )

Y. he rates T per cent € it 1nstruments used in the system.

¥ are vari o 5
to comply wigh ¢he dise ared from time to til Advances are made in the form of over-
et & eXist\:'es of the central balrafts strictly repayable on demand, generally

i) SL1n 5 o . i
O.f Variation gpq not affecteq : deposlts at the I5'“g:unst securities, though unsecured overdrafts are
egally withg : ThDUgh fixed dﬁ'}.ﬁmot uncommon. A ceiling for every customer is
ra b il H .

of the term, mogt banksg ¢ W_‘ble except on e,\P'ﬁrmnged; and interest is charged on the daily
Xereise the discretion Mebit balance. There is practically no fixeq

llow im
Mature i)
1dr; 1 . : 3
rawals and reduce the Bommercial loans for definite periods in Australis

erest, (),
. 1€ peculis ;
! Ature obseryed in casé d
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The Bank of New South Wales is the largest
€ on overdrafts, which are Gfthe commercial banks. Next comes the New
allowed o continue for long periods. This fléstralia and New Zealand Bank [.,td. followed b}j
system appears to suit thec needs of the cOll\‘,l National DBank of Australia L-td.. Af.tel
The overdraft System is used eyvep to providt’ém may be mentioned the (zmmnerc-ml ]lgmlfmgf
fixed capital requirements of the I,1(]ust;-i;.]istsﬁnpnny of Sydney, the (_:omn-am'cml an ‘0-
agriculturistg, It is because of this ,-e;,sonlistmlin Ltd., the English  Scottish and Austra

| 2 H < C i X . ‘ er
overdraft rapeg A€ NowW conrolled by the Comk Bank Ltd., and the Bank of Adelaide, in ord
wealth Bank of Austral; i

time to tine, The r
stmilarly controlled
Besides

All loans ar

: : o it Wsize
8 which varies it ! s1ze. _ ) LR
¢ o “toartl The lending policy of the banks is directed
ik s depositil k 1 time to time by issue of
and  varied 1 the central bank from time to y I
aried, | Ak
\ irecti : y s are fairly
neral directives, Often the directive
advances, entneral d
anks ape ip gover
) lncluding Trea
ties are rarely helq,
are gl‘adually

thé main investm S
e L -g’ fhaustive, setting out the types of transactions,
hment and loea]l bodies &

sury billg, Company 50‘1}"1’”5‘3%‘ and pl'oljfn:!:iloi‘ Olislotlll;otoc,l:.)fyg:lu:ii:
Security holdines of the M The t’:ommelcm an ; Aol Fie ;
tising ip receit < diary services such as, Leep.lng papers an
The comme:cial banls h.?’Cyﬂ!s. - «gigtedlunbles in safe custody, ccillectmg and paying
ﬁuancing‘ overseas trade in Se‘ve'?‘l ) 4 S'Onwitcrests and .dividends, looking after the banking
them act g4 agents of ¢ e fid -non-banking needs of the travellers, payment

( Now Reserve Banl ) ]e Sen ]é insurance premiums etc. . Some of the banks
AWK ) in the ARy trol : X ic intelli
b éxchange con ;%‘We opened departments for economic mtelhgence
=0 ate allowed torl gy workine balan®
overseas funds, I

4
. : nd research.
p Uley also 1sSue letters of ¢
andarrange for Presentation gy issue of

the b

rities

e also

| Structure of Assets and Liabilities :—
: In the liability side of the balance sheet of a
relati 0] i | ; : ;i ;

1.5?'[ zo fﬁxelgn txad.(.. pmmercial bank, besides capital and reserves, there
throu hn;b ank. clearmg of cheques i¢ @‘ the liability to the public consisting of notes, billg
dl'aanon tlle Cl(im'l“g houses by means Of?i;!s{yﬂble, other liabilities and deposits. As hag al-
ey ¢ Reserve Bank, In every capif! cady been mentioned, banks are not allowed to
ME 0 some of ghe larger towns there is 8°
ring house,
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issue notes at present, and therefore theirf‘\)tnl liubilities to public, and the ratio of cash
e ’ o : k. 2 120 : =
lities in notes are nominal Other liabilitid® deposits. Before the war there were differen

. A o es as to what was to be reearded as cash. DBesides
clude contingencies and provisions for bad’ z ; ’

doubtful debts. The greater part of li;1l_niliti€5;-hm.c were no fixed rules as to the ratios, different

: . ; Janks maintaining different ratios, Even in the
sist of deposits, of which nearly 80 per cent el ‘ : :
: snme bank the ratios varied from time to time.

demand and the rest time liabilities. - ‘ i 1 i

On'the assats side, coin, bullion, bulnﬁéurthei-, cash was interpreted in different ways
with the Reserye Bank,
Posit Account, advances a
and land and buildings,

Commerci
ial ballks ar y 1 to a C .
'e now required ST IR are cash in themselves ( coin,

considerable gymg i
1 n Statulory Deposit A . ETe .
T A y p ullion, and notes) and those which will be

< Money at call and®
notice is very et el

] Jdy the different banks. The point has been
Balance on  Statulory o :
: iettled by the Royal Commission on Monetary and
nd discounts, investil

3anking System in 1936, whose report was
jublished in 1937. [t described cash as :=—“Those

Tl i g % urned readil.y int(.) cash by the Commonwealth
assets. Investments il Sempal.lfblort ‘I‘V (ie jnnk (de.pomts with the COIY]LI’IOI‘IWEElIth l-ﬂm.ﬁ;,
sury bills and e .“"t‘es “}c_“r : A ersury bills, smd“Lnndon funds)”. The commission
ties. Advances :t:re ok 16 and m llmCIP‘"OE Jirther observ'ed : “We have not reg-at'ded as i-Zondon
drafts. Bijlg diseotintan yf In the form t limds Australian Govm‘nfnent securities held in Lon-
cent of the assots, Pl orms only- ahil; on. 'Fhe Londctn funds m<.:111ded as cash are taken
buildings B ;I.m.nent asaets'hke J'cut th.el.l‘ value in Austra’iuu:q currency at the time
lh egligible. [c. is .pfu'tl l? which they. relate. It-ls tru.e that no omne

Y because of the banks’ maintaining ®ank uses precisely these items in caleulatine its
reserves by showing these assets far beloW ‘ash ratio but in our view the ratio whioin ,
actual valyes. ; T : ; i .,1 \w:
lave adopted i1s the most Important indication of
Cash ang Liquidity Ratios :— 50 fe liquidity of the system as a whole.

]

zzzk;l({qudlty rules are concerned, the Aust’e C(?nfusi.ng to call the ratio either

: .OHOW the English banking practices. “lquidratio’. The items inelude
mamtain three ratios, namely, the ratio of ®1 the strict sense of the word
ceiiio dePOSits, the ratio of liquid assets ﬁa? ’

It might
' -

cash ratio’ op
more than cash
and  less than
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the tota] liquid assets Bken it -ncosl iI(:h.fmgod in amount. But, of course, for the
nks as a whole it was not possible to meet

‘banks f
or .
purposes of thej, liquid assets 1 i : : ;
. position in this way. A general increase in .

2|
London funds, without a corresponding de-

e

For :
i convemenpe we shall refer to it as‘i
cash reserve patio” ' "
tre L atlo’, and to the aoorecatel . . .
asury bills, apq London fuyg 55 "5 Base in Australian assets, meant a general in-
1 Tunds ag “cqch rest . i
(para 170. p. 75)) 18 Meash res, 0 iy the liquid resources of the systeme::...
The Australia, T . i ynversely, when London funds decreased with-
{ radine hank s ¢ . . - :
]derable balances iy, Lond h} banks hold §¢ 4 corresponding increase in Australian assets,
1an; o i aon whie Ll 4 . v 7 .
_lqmd. bpeﬂkmg ol tich they Colf_g'y were inclined to lend less. Whenever recei-
i ol > role . | .
Vl[]r' the hqllldtty of the i of London 5 from exports were high, or government
] * Australj; : . . .
ilson writes : “Rirgt 1, Stralian banks, %erseas borrowing increansed, or imports fell off,
. : Ci s Pt L .
of thejp businegs it, Use of the seaslle liquid resources of the system tended to rise
4 was : . f . :
banks ¢, accumulyte | the practice ofla an expansion of credit could be expected.
. i arge . : .
Ing the export =% Bums in London Vhenever receipts from exports were reduced or
gradua] Season angd ¢ hefl i i
ually pryy down qup; 0 allow th®vernment overseas borrowing slackened, or im-
h . 3 ur . | . .
year, .Second, and f g the remainder f’forts rose, the liquid resources of the system ,
A . £ 1'o . e o] . A
a single hanl M the point of vifinded to fall, and a contraction of credit could .-
=] i

any iner . i
Y Mcrease iy its London E‘E} expecetd.

over ang
ab :
) i OVe !ts nol'n'l'tl [ 1. & 0]! IE 1 b k : . - oL
COIPGSpond[ng deCI 5 lOf(hllgS, “’lth 1 the anKs were 1n a pOS]t]_On SuCh i
"ease | ¥ o : s Cyd g0 . .
ded to in M Austealing  funds, bat their cash ratios, liquid ratios, and ratios of |

rove j O o, ‘ .
itk mower }t)o | ;’33 liquiq ratio and, therldvances to deposits were satisfactory, and a net
: end, i AR,
1ts London fypg .COn\ferse]y, any decreiBerease or decrease in the London funds altered ; -
crease in 4 : ]Sv Without 4 corresponding hem, the steps taken by the banks would tend :
usgry iﬂll f[l i | tor h :
nds ! ! ¢co restore the ratios and lead .

POWer to Jang. If ds, tended to reduct®© : to the necessary .
holdine one bank foupd thtidjustments in the London funds. When, for

=] | . . X 5

) b (¢ . g g0

small, it adjust A ‘ere too large, or,‘ixan:fple. PEENl Xp.mt v1¥ue.s e aeditlie banks’ 3
bliying £l ed its position B el t0oldings of London funds, it mmultnneouslyincreas-
: i M the othep Australian bank®fd the Australian deposits, or reduced the level of :

itS o 1
_llquld resources would ré”
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Advances, of those customers from whom ratio dropped to 11 per cent. in 1939. The
banks have bought export bills. The frst eﬁerl:luctiou of the special uccount system in 1941
of this wag that the ratio of advances to de ofted in reduction of advances by the banks.
would fall, gpnq the ratiog Olf c.*:la'h 'ht 'O dpposi;he other hand inflation after the war had
and liguiq B0 Tinbilities e 3](; .',P ed in growth of deposits in the banks.
this change in the Patios was '?‘ woulc 1[8;‘th;i result, the ratio of advances to deposits
hanks wonlq be prepareq to i}'}(‘;mli‘lf'ge} PHOU}-‘I ’ncﬂi stood at 90 to 100 per cent dropped to
‘thus raising the advance-de "SEtm“.MNMD 40 per cent, The blocking of funds in
ot R mitios. al account had to be compensated by lower-

in adv, y
advanceg would tepg to incred 2
be cash reserves. As a result the cash ratio fell

deposi J

thep;osmz;” Cas? ratu')s' and liquiq ratios woull p : t E
. addition, Ehialily S B i Sioi}?er cent during t.ue post-war period. :

would tepq to Potant It} ““m Post-war Banking Changes :—Dur'mg
i e 1€ A58 §ar and post-war years number of banking
] ?Ou“t"}’ and so stl»"es have taken place. The assumpttion of
m due course red®8 and more power and control by the Com-
Y7 @ net increarse IS ealth Bank, as it then was, curtailed the
 change ip rati®%;dence of the commercial banks in the
Estriction of ndvﬂncefj' of banking and credit policy. Increase
. e d.s.through‘ a dech“c{;ney supply leading to grox:vt:h of deposits
varied with g, volume o{-’qmdlty of the S}’Stem\;mted. the surplus ‘hqmdlty problem.
. There hyg b London funds. dll?ankmg Act of 1945 1nc.reased the powers
g policy o the " Bagk me. change in the Iend? centfal bank arfd curtailed the freedom
war.  Ungl 1930, the . S. Since the first worlgmmereml banks in .se.veral respects, The
: Ceﬂtralﬁbank Ao of ¢agh and balance t; of the Treasury blllzfs, however, has enab-
e was usually round abot!ie banks to lower their cash ratios, The
introductioy of the Treasury nment directed the rationalisation of branches,
8¢ cash holdings unnecessary fo jome of the branches had to be closed. The
hese i conld be discountediory Deposit Accounts system has now

al banlk, Consequently |
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replaced the Special account system o o i aeprtive bam (st hetied by
5 yvstem. N St " s, in the form of
The Bankmg Act of 1947 nttempt“$ B

nationali . al aori -al bank some cases, how-
wationalise the Private banks, but the .ml agricultural banks. In some cases,

was repealed, ‘er, these so called banks are nothing more

_ Foreign Banks :-T}, Foreion bﬂ]lksti.l“l State government departments. "They derive
on - banking business  oply i jfources from advances made by the State govern-
scale.  The Ballarat Banki “1 T jents, issue of State-guaranteed debentures, and
Sy Zealand,  the (Co o (fn. Ltd." thedq a small extent, from deposits by the public.
mpte de Paris, mptoir National

. shey are ceperally manaved by Commissioners
and Bapl; the Brishane Permanent Bul® 3 i y‘ 5 ; y d 6
anking Co.''I. . Jpointed by the State covernments. They do not
5 - Ltd., the Banlk of chind : %

e S i yme under Banking law.
vy Osftate Rura] Banksg :
<) Australia had
Providing pypq credit,

Bank Department, .

i Though they primarily provide long-term
ans to primary producers and home-builders, of
two departmeﬂﬁ‘te’ they have extended their business to the

G One was the {\«Iol‘ ;mmercial and industrial fields. The Rural \B;mk
up to £5,000, againgst 1y fnade bng-tel.mlg New South Wales, the State Bank of South
Or pastoral Japg, The Othc?}tguges of ﬂgl'lceﬂtustrafin are some of the important rural banks.
Department yhjol, could ¢ 8 the | Rurty j Fastoral and Land Finance Compa-

upon the security ‘.gl‘ant. loans to pro .'Jies:—-Pastoml finance companies grant both

cated to the Balli{. Co?llmar}f produce !U’I‘?i‘ort-term and long-term loanﬁ mainly to wool-

marketing boardsg eoal folpel‘atlve associzftlonsli'owers.. Th.ese are generally pr.ivnte joint stock
Tibye 6B nected ey also bo-rrow agamsfkﬁmpan}cs with (:heu-. own capital funds. They
of primary G Production and mar l:so raise fund.s by issuing debentt.lres. Pastoral
wealth Bank ¥ l‘e-oro: .Iu 1959 the Coﬂ’l‘nance companies also accept deposits from their
the Rural Gredit Db naanlsed an.d re-named- qr?m customers, but not from _the.general public.
the Reserve Bank, th(}a) ;;lnent; is now a Pl:t .h;y a.;;s.o act‘as‘agtla‘nts of their CllEl.ltS for buying
a part of the De?elopmzrtgage Bank Dep? '.t rse lnig woo:, .Westock e.tc. There are about
Besides the nt Bank. gw enty such companies. In their peak periods, they

above tyg departments, 2

—The Common'
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king department and a savings banp k

om the banks, They cbily ¢ ment.
uily balances,  The Bank was established without any
168 :—There are ital. OF course, it was given power to raise
anies which inyest trust] million as its capital but the power was never
b Securities op on mof, The Commonweslth Treasury advanced
A Investment tpysts. 10,000 with which the Bank started and quickly
1*—Suvings banks iid the amount. The power to issue notes
g and Pay interest at W not in the first instance vested in the Bank,
rates.. The state SAVINGS bayke also lendbeing retained by the Federal Treasury. It
- All of Wy § i;]\:est mn“:w shareholders or board of .directors, it
ities, T State Saving$§ managed by a Governor appointed by the
Bank ales, the Commonyealth ¥€rnment, who was vestefi with wide pm:vers
0%, the gtatq Savin g Bank of Vietopia ar®ding the power to decide the broad lines
of the IMpPOrtay savi: 3 1c_tonr ( uank’s policy. The first Governor to be appointed
8% banks of the ¢ 'Mr. Denison Miller, “a man of considerable
e and strength of character”. [t jg said that
Centra] Bankin d i ﬂ;(Miller had the idea of central banking in
Sl 1ts DeveIOP }mind aud that is why the Bank never
The CommOHWeal‘th Bank of bred into aggressive competition with the
Tralia :-—Established in 1919 )ﬂg.ﬂ.ifnercial banks, Bug there was no open and
the Previoysg year, g oy by an a:t }jﬂnkwed policy to make the Bank a central Bank,
it fo;:c‘i’::;n?snbe ﬂce@ually, however, it emerged as a fully equi-

often borrow fr

of New Soup, W

bank ‘but d central bank of the countr
2 commepp; ing = i
the existing |, k oreial bank com petl"grj] The Bank started functioning in 1919 in jts
“th . & banks As observed by Prof. ' i . : :
€ ultimgg, evoluti pwings bank department and in 1913 it opend itg
bank 4 °D of the Commo

@ral banking department., It Opened accoypt

- Wes' as it DADHg. government deposit of Agg 3 million,

Oii accident thap of desigﬂ'ﬂ|.
With tw, departmeuts, a gl |

Mattep
a8 establigheq
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ler banks through it compulsory. 1tis, hows-

Soon the Bank got itself involved in the,.,1 interesting to note that due to the absence
ment financia] problems of the first worlll a bill m-n'k?af the need for publishing a rate
The first step towards makine it a central rediscount never arvose. and the. section was
Was"taken when “jit took steps to RLF(‘“u‘m—\llefore inoperative. Lastly, all banks were
trading bankg’ cash position from the et med to furnish to the Treasurer statistics
the transfey of loan funds tq government %Co‘r[uute:ly averages of their assets and liabili-

uring  the War years 1tsu}}s rvised the flof% in  Austealia.

of all war loans issyeq ; in Australia and Lol In 1925, the Rural Credits Department
acted ag government agent in effecting Jill’m established within the Bank with the de-
of golq abroad, and  also provided tundsued objective of financing the co-operative
various marketmt* pools. ]t began fnLHluarLetmtr of primary products. Fund  for the
1p all Matters comemmu the banks as 8 ‘nutmeut was to be received from Treasury
a leademhlp which flelped it oA thg(‘enus or from the Bank itself. Further, 25 per
bank, e Ift of the profits of the note issue department
In . ) avail: this department.
eshb]”h‘-’d 1:;;1211 :} ueie ylae d(p:rhm”ts;" i :)e“;::d:otl::c:” :;Ie n::de to inlc)lividual-s
transfepy 1€ Power to jgspe noté ‘mnce y ‘ . 3 !
rred o ild were not to be for more than 12 months,

it from ] A Tre
he  Federal :
A cover of 25 pep A | ':le Commonwealth  Savings Bank was estab-
e i gold was mad®

pulsory, dihe0s sdled in 1928,
m h At
amended in 1994, monwealth  Bank From 1925 to 1929 the Commonwealth Bank

0
comprising the Govzrz[(‘)‘:ltot:;zel Bgu_di.jtf:y])uo‘f functioning successfully -in all its departments,
tommonwealth treasury and c:" 5 th‘er ruly T b:“"l" i
ctCtIve]y engaged ip agricult : 1X 0 i d ge entire financial structure of the country. Two
and mdustry The 15 1{1 cor;nmE e f,s of factors opeirated t.agamst ]Austmha. First,
188ue department was Pnt-dcslgen 7 the ac]me iy VrI.lues A i
The Act g, e ],;;180 t;) _*r Ccmd the unwillingness of London to continue
and publish dlscount and M:c}:dx:cl:)tu}s:i rab I}dmg tolehe dnstialisg Govemment The Austra.-

made the Settlement of cclearing bﬁ]mlcesl

|




lian exchange rate came dowp sharply and exd*;f’asul'y Bills on 4 large sca.]t?. The'.Ban};] iollc:';w:dd
C * Asa remedial meqsufPSistently a deflationary pohcx during he pe .
Ommonweq|t}, Bank a4 empoweres @ The issue of treasury bills had lmportan“.
over the golq reserves of the l i I b n;ffects on the banking system and the central bank
others available Austl-a]icomt;:lergm :r mntrol. Tn 1931 the Commonwealth Bnnk_ under-

>in thoge d? eE 'omft o0k to meet the bills ’ft maturity and to re-dtscotfnt
ivi e q .\pf;l Pﬂém at a rate differing from the rate at which
nsed an

» 1
ey were issued by mot more than I per cent.
I‘ .

1€8e  gta < ; y
de f Stf‘ps, it was found v annum. The commercial banks found in the
¢ toreigy exchange for mé

nterest i, 1oys,. 3asur ills a ne e of attractive, liquid and
St hablhtles on public debs held oyl Sury bills a new typ 2 1
A attempt ¢, ' ‘ofitable asset,

;zzetofﬁis Situu.tion the cT:! The position .of the Common-wealth Bank

Peration of the I‘the central bank is yet to be established. Befor_e
the Purpoge e 2T an exchange pﬂé Royal Commission on Monetary and Banking
Country’s o h U8 a8 a first charge _O:{istem of Australia in 1936, the Bank pleaded for
dg}.e‘_ by the asouTCes che overseas l,“t.‘hancing its powers, () to “give it ‘the right

SOvernments.” Thi call upon the overseas funds of the Australian

€8pite )] 4}

€ntered toin 1on Agreement "‘P';'nking system ” and (b) “to require the trading
1939. 1 an eff, *  ang it continued nks to maintain with the central bank not less

! | . . .. ave = ‘ y
reserveg B L Provide more e¥®an a fixed percentage of their liabilities to the

. 1 ) ally 4.
note issye wa limjg of gold reserve #£1blic, _

Unti] theﬁ the'A::’%UCG_d from 25 to 15 per S‘ I.n 1941 the commercigl bank:;v, v.oiu'ntariiy
English e Straliayp Pound was equal 5§1lterd into an agreement to d.epomt in Special
ian Pound brou. h t"']"li’l'eciar;ion of the A”:Ieounts, bearlnga Iow rate oflmterest, with the
£1008, g1t the fate to £115A eq¥ymmonwealth Bank the deposits held abgye the
£130 ! ee gée furthep declined to f-,lk'e-w?.r leve;hs. The agreefnent was made statu-
b h;[;he Comm onwealth Bfn;gJ 1;;?5& onm[ off.z .E\Tatlf)nalc Security Regu]-.‘},-
reased loay fynds ma89n which gave the Bagk further powers t0 contry)

which then began ’555
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Interest rates, control bank sdvances, m]‘gtraha, and to exercise its powers under this

rate the system of OXChange S By;:!t and the Banking Act, 1945 in such a manner
therefore the yin the opinion of the Bank, will best contri-

te to: (a) the stability of the currency of
istralia 3 (b ) the maintenance of full employ-

burpose reduced the different ¢ ¢ Nt in  Australia ; and  (c) the economic
I': S i . .
R bsperity and welfare of the people of Australia.

Forﬂgn exchange yyas rationed and confin® y
goods fecessary for the war Tie The Act made the Central Banking
an  export Surplus durh‘m :[l’ um.] Ausm“nswﬁipm‘tment of the Bank statutory, with a capital
Teserves rose from £44 "3“'.16 ])GPIOfl, I.!:s 19" A£4 million. It also set up a General Banking
Mllllon sterling in i@ = ¢ . carrying on the commercial banking

£167 mily;
B mil ; .
lion sterling iy, 1945 i i 1 ¢ illi
In 1945 the Cq ' siness, with a capital of £4 million. The
4 I
Passed it} N

Treasurey, They wepe -

banking functions of
eXpansion of g

active com Petition

and (3) to I'eturn
Governor,

-,, 2 - .
was ful Bank’s position as a central?
B; s u.l) established. Dul‘ing the scconail
nK tried to finanee the wap oL fof

0. . Adk ; ) f
onwealth Bank Ab-neral banking business as directed to be ex-
wded by section 18 of the Act which read as

(1) to Strengthen the C“hlows :
qennf:]e }Ijnnk.; (2) et}Slll":::ztion 18 (1) It shall be t.;he duty of the Bank,
S nnkmg busin€rough the General Banking Division, to deve-
with the commerecial bﬂtii)_ and expand its general banking business.
who “'OUIdCO;:PO,I of t%m Banklzog.The Bank shall not refuse to conduect banking
surer, in ordor T responsible tc.a th ismess for any person l,)y.peugon only of the
Banl would be i | ¢ finacial policy '0.‘15 that to‘ conduct thn.t business would have the
nent policy. rmony  with the go?i ect (')Iif}t‘akmg 10 bus?mess from another hank.
| s section envisaged the Bank in active

thr . !
€€ main objects, as stated

The ‘ |
Act se i i :
¢ out ‘the functions Of;fnpetltlon with other commercial banks, and

Bank
in the f : !
olloy | that extent it was a departure from its old

1 . inﬂ' :
Section §, It shall o terms ;

wealth Banle i be the duty of the Goln:’ icy.
R mor:Vltthm the limits of its powe” The Act also set up an Industrial Finance
i etary . diZpartme ith a similar cani Tt e e
to the greater Y and banking policy d‘ﬁp'u' ment with a similar capital of AL 4 Million.
=] ndvantage of the peOP
. .’
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The functions

(a)to rovide § i ! .
developnzent 0; ‘ﬁndancte.f(;r th:; Qsmkbhshme:ude!alth Bank, including Central and Commercial
Idustrial undepty ings, alf]

@nking  Activities but exclud ing Savings Bank, as
s i
sth June 30 1951.%

1 ank and the Commonwealth Development Bank .,
of the department  would Aggregate Balance Sheet of the Common.

o1y . .
5ve advice p the operations of ind

er 1 .

iterprises . (b) ¢to purchase and sell " b Sistrklia PR ARg: )

Or  securitic . . : I 8 1 illions of Australian :
Securitics  f industrial undertakitigs i( Amounts in millio

rl;fﬂd Mo REY: L itot them for the above putlt  Liabilities. il
e Profits of the D"hnrtment were to be phi Capital 18.

t : . =
']c';— the cregj; of 4 reserve fund withi® Reserve funds 4,
( |
i p}rtment. The Depnrtment beean its Operﬂ'f Special Reserve :
B }m;ary 1946, D ~ Premium on gold sold 5.
he 3 . i i lv'-"'.
Morta Rura] Creditg Department and | Notes-,on issue 275
; Dage Baylk Depﬂl'tment had been 8l Deposits, Bills payable, and
0 con'tIx\nue i thejp old form ‘ - other liabilities (including pro-
he 5 | . . 2 ;
i ey commonwen!th Bar bk preﬁcﬂl‘ vision for contingencies. ) 1,035
depart Hiotithe balance sheets of the diﬁerf petie S
ar ments of the B *Re b s |
ANk and 1 crlbe i
n : also pres ,
It‘m”e afld limits of S0me ggets Ed liabill!l  Assets. Amount.
b Db edi e A NG e | 1ot TR GRT g Emal sk
iy oEme depﬂl‘tmenc ara; o il (including money at short call) 717.
48 follows ; 83Mnst the potes | : _ g o 3
% ' gold, deposit " . b¥ Australian notes and coins 8,
S€curities of the niteq K with anjernﬂ"?' Cheques and bills of othey banks T
Or of the Commonwealth s go‘:nmeﬁj Commonwealth Goyt. securi-
Be figures i, thefc;r s go‘ece gt ties (including Treasury pils) 308,
8IVe us ap 19 . tollowing  Balan il Securities of othep governments
10ea of relative j fthed f 5
rent departments of the th néportance 0 W i and of local anq semi-govt,
€0 Commonwea =

. authorities i 94..
Sément, they show the -

i
" the Commonwealth Tr“dli

#* See Beckharc—p, 35
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Bills Receivable and remittances D;I' the purpose they needed sufficient liquid funds,
in transit 94, herefore up to 1948 only about 48 per cent of the
Bank Premises, at cogt Jasg 'f-‘cess assets over the pre-war levels were called
amounts written off 9. be deposited in specinl accounts. Besides, the
°ans, advances, hills die inks held large amounts of government securities

ctounted, and gghep hich could be realised for making advances and

assets (H.{"-

ter deducting Provisions for ong with the increase in ildvnnces the security
debts considereq il ldings of the banks declined. The Commo.n—
ful) ]77':4‘_:11th Bank was requested by the commercial
————nks to allow further withdrawals from theijr

Total— 1,33 ecial accounts, It was, however, realised by the

On Jupe 30, 1950, ¢ b-;lﬁ?tral bank that further withdrawals from special
sheets of ¢, other G iR of flig ‘.];(fOunts might lead to inflationary expansion.

de ar 31 L i . l | .
of Australiay Pounds )putments were : ( in m! D the other hand, it was also appreciated that re-
Department_ S _‘F“l might hamper the development plans unduly.

{ n LA - - -y e A . s = .
enera] Banking D 1 tcordingly a flexible policy was decided upon, and

Rural Cregitg DE 1] :g:tend of ;:Ilowing withdrawals from special
MOI‘tQage Bank Dgp, ¢ng : counts 1shorl: perloc! loans were granted at the
Iﬂdustria] g Dpril'tment tEe of 3% per cent with the understanding that it
“16€ Department 245u1d not be a permanent source to the banks byt

h ; ﬂiﬁs given only to provide some flexibility to the

O 1945 : Tho Mongtepy 4o o 51200 tHE ftem.

ary and Banking POIL‘ Prof. Wilson also observes :
¢en obseryeq that the main mmonwealth Bank

edit on t}e p
been the Sp

"Latn!y, the
i ‘ qu?pezxrs to have adopted the
wealth Ban g a-rt. of the C(éysl}cz:l]ed. S. A, C. T. ratio (i, e. the combined toty]
Soon after the war it 5 ecgal Accounftr ﬁ‘b_pecml Accon_;.nts, Cash, and Treasury Bills B
lopmentils s ] realised that fo 4 tio to deposits ) as a rough working rule ip

industries ial P2 Q) i .
had to make i , the commerci™ tgermining what proportion of the ncrease in
- Sulliclent advapgeg to industrie® J
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deposits should be callante stutions, The idea was to bring under control

) 0 special ¢ unts @l . : : :
ratio has been a]] peoual sece to incorporate in a self-consistent interest rate
‘I allowed to hover round 50 o S T R T S R
The Bank has ture the lending *and borrowing rate: t

i d(;igr::;::] f;-om time to timé ' banks, savings banks, building and co-opera-
28 : : ances and purposes ¢

Wavances. Thesge directives e

sure that bank finance |
most impot
did not
nm‘y
“that

-‘sociﬂties, and life insurance companies.
A designed t0 ~ The powers given to the Commonwealth
oot I)llrpose:\;:];blt(; JyRs ]u.seicﬂ;lf by the AC(:, of 1945 were very wide and some
add unnecessarily o || 1at e ‘:““ iIl i con.lm.ercm} banks were of th.e same view.
pressure o Fesousc ?”t 1e existing hasi;evm-, .1t 1S beu‘lg gradually reu!nsed not only
loug term e feb-. [t was emPl l.ustrul::.l. but in ?tl_]er countm.es as well that
enterprises shoy]q O oL development A ,;Iont wide powers it is not p?Sslblt! to conrtrol
alned as far as pra®®eommercial banks to the desired degree. The

from .
outside the hypl; |
of capital vy b}-}ml\mg 8ystem, that the l“ﬂ’.‘riisiou for active competition with the commer-

" EiHESS ou . e ! o A A o ORI .
ding oy optimistiq ld not he encouraged bj" banks has also been similarly criticised. This

diture beyond "’ﬂluati(ms, that current et of competition has advautages as well as
faCiIitated, Curreng income should nOFd‘f%‘ntﬂggs, As an alternative to mnationalisa-

1 j Ay ] ‘ A »
éncourage o take dllnary producers shouﬂ‘of. the commercial banks, the central bank’s
S W i¥e ady : 1l ; . i ‘i
high inogAeSt A Vantage of thejr cu"ing them to follow the right banking policy

s S Thins the flexible Cl.editp,}ltering into competition is a novel idea and

was applied f !
on th X Curbmg the ; ; ; telld&h has been cxpected of it. Meanwhile, it
. e one hang and Inflationary b't T R s ’

sion on the Othe’r. SuPPOI‘ting i duateil e’t be admitted that the Commonwealth Bank

As regard built up a very friendly and co-operative relu-
‘ 8 iI y :‘ shi 1 0 arel s ‘
both by the governm;ril::lest rates, it was rﬁ‘fsl?inp I}\ltll.tll.e conlnm.u,l.ul banks, axud though
: 5 i : it o b L :
terest rates wonlq and the Bank that 100 POy 18 its sole reponsibility, it has very

suy <0t s AN
employment, [t PPOrt economic-expansio’ consulted with them for bringing abous
public deh - g also lower the buf &5
- ebt - expenses, The Bayc Vi dinglf { In 1953, by an amending Act, a new system
o ‘ ' . ‘ r = s “ . I
Ani ;he P Interest paid : d ceiv6d special accounts was introduced. [t defineq
not only and re i

e ———
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1 credit Department of the Commonwealth

the MAaximym Amount a hapk may belM The Reserve Bank will function henceforth
hold i, 8pecial Account, and .-mthn-rised the'i’ns a central bank and will not be f"sp(’““ibz_e
bank to vary that Amount from month tffhe administration of the retail banking lu:m-

V anothep amending  Aet of lﬁﬂ\icnrried on by the Commonwealth Trading
Genera| B"”ki".ﬂf Division of the ‘Bank Wil& of Australin, the Mortgage Bank and the In-
Fated anq CoONvertad . . bnd}'r:inl Finance Department of the Commonwealth
the Nime of the O corporate |

oMmonwey || Trading b
Allﬂrruliu‘ and o o ! account

I .
Whider the oot T (alio! piowidsd thesl tha' pecial
C(‘.Iltrul I),”k Il € cont LuAs bv -gte Uf Stutufnl‘\' l{e.
MK like g4 other commercial bnnhm be replaced DY A 8ystem iy
Wi | 5 Tl ol & S P . . rev
r;s to be Manageds ., A Ginern] Managdl :Ik? Deposits.  Except for this change, however,
te Of t o BH | Ay :'H. ll 3 i by P Y
by the BOVernmey on the reenmmendifPowers of the Reserve Bank in relation to the
2 reer |

the () . P TaR LRean G
: bo"lﬂ]onwe”]th B‘l“k BU ld Buﬂ ]]kll’]g system under the Act Hre esse l]tlll”y the
& ard. . A rQ
R 18 as those exercised by the Commonwealth
ugs L.mk, the CommO0t=

'lradiu
g B;mk A
] 48 gt Tl q parkS. 1 Xz

By il egurded as a pt The Act contains the following provisions

Cent Ce Statutory Reserve Depuosits :

_ ntr g gRtatu ry L s
A.ustraha :____ln lgégal hanklng Changl‘ ]i‘Each tl‘ﬂdiﬂg bank is I'(*(]llil'*‘d to maintain g

i ,

Ausm‘”“",s centra ﬂiSthl]tOl‘y Reserve Dl‘p(lhif- ‘ececount with the
i “hameq, bmwnf Australia, w‘:iplll{eservc Bank and to have ol d:p(‘n.‘-‘lt n,‘., that
(m-mg- the_ye;lr. The “Dactments we iAccouut Eeh percentage of its “current level
Act 1959, The Q Y were ¢ the I{,esal’vel"of Australian deposits ns is determined from

{nonkulth Banks A“t,n‘l‘time to time by the Reserve Bank.

"nd the Banking ' ¥The Reserve Bank muy vary the Statutory

o 1959, /“!Reserve Deposit ratio, «n giving at least one
Reserve Bunk Act = ank of Australiazﬂ ;'day’s notice, provided the patio 15 not thereby
wealth group of b;m? S¢Parated the COUM: -reased above 25 per cont,

central bk k”’g institugions fro | The Reserve Bank may determine o ratio above

and g, |

A 'med ‘ Bal! 4
Australiy COMPrisiyy the Reserve |
o

the central  bank andjj;

the Uummonw

?
/ ealth p
nised ang ) B.:uk
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) € el ¢ 3 .tl S j{’(‘in]
VErs J Q
]) o Cent,

a sition was,
: 4 Bl ) ate. The pos

notice wheye any increase to g rato iy, o prescribed base d

o {

of 25 Per cent is involyeq. |

(d) A ratio
anothep
cannot

\ : in deposits
i ﬁﬂ elated to movements in 1
but must give at leastll .. . were relute
O
|

. il ) & count of any bank was in.cl-unsed b}’| {.Ef
emains in force until it is Miecial Accoun increase in its deposits and decrea
ratio byt any ratio above 23 ]l centiighinnyicuoase
Femain in foree for longer !
initia] Period of gjy

a 5 the accumu-
lle” anl limitation was placed on t
< months, unless t iiywe\'m, a
B;ll)k {,’fves i

Notice
days befopa the end
(c) Interegt

' allable to the
4l amount calla
‘hat the maximum
oadly, that
|

36 i i 5 ) 4 i PO

) (lpnt. Of .‘llly (h-cl‘eilbl. n 1ts d l 5

l_)‘,' o 1 er Hs s L epnosit
V‘[‘)Gci:il
te tion 0 e 18 )0} € to a ] 0 d

2 X n i I 11 Of un kel‘(:l._‘ed 1 T ‘(: \!.(} - 'ii.‘ )fj 2
‘ ) ] ' i (JJ cou t‘:; 3 th(‘ ‘.l.‘mOunt- OE ";U(-h unexerc H((l il(‘)“(-‘

: .h . B ”“ . e ' [' -{ Fl‘OIn 5‘(3:11‘ to }"Uﬂl' vas no
; I orwara L ; was not
o ‘,‘t‘ tnt(”i ($H) carrt .(] (8] : gt e i

l I .l ] s b i ,)ll A -1 10 |)P].' cent Ot a bﬂnl\ S (I(JE)U\N}. Se l ' 11
: : K te l te '"‘ll ) exceed } . . s ; i nael
' | 4 V : ‘)}.3 lI ll’ | cW 3 f 'S" De lOSlt pln\ l.‘;l()n‘-, th I'e 1s noO

; dn of tl'adinfr
‘ . ] limitations on the proportion o
1¢ '11-0:1s11p(.r_ rgn
I'he ¢entral by,

Zslation to eng

Deposiy Accoun g

time ¢ time
Approval of ]

g .
. ich can be required to be lodged
i ' er Yanks’ deposits which ca
k is required under “ank:

. N oy A
ir Reserve Deposit Accounts.” This wi
ure that, their

|

/ he

; at any time, %%
atlo jg in fOl‘ S

|
érenwthen the hands of the central bank.
o
1
|
f

o
1 i "ﬂl = " =y )
This i j; ce for aly major tradi "J " tously, there was no legal requirement
Phis s i Actordancg with ¢] gt pl'“i o k ive a2 minimum notice
i 1e rece . l‘  to olv ¢ ]
Jomy entral ban g
the (Jommonwe:llth Ban) in keeping the f{ the cen
Speci 8

nl Accountg to g
trading bap kg, 1

Il hanees in the Special Account balances and
. I V51 chan
“Posits uniform for S

was no statutory provision for periodic review
. e eainere was E \ 5 { .
; “utious provisions ! f Special Account requirements. Under the new
chnngmg of the Statutg pecia

Si [’E - o vy 1 .
. ry Rese:-ve are de ’l o . Statutory Reserve Deposit  ratios
~avoid the dpfecis of tkl 7 ,Pqer"ﬂ"g'gl"mon :

' ¢ variable reser"s
8ystem,

in
- o be regularly revieweq
axcess of 25 per cent must be reg Y

Qnd certain notice provisions in relation to chan
A recent the }

wr
Vementgq effecteq

gf‘.ﬂ
it introduced” This safeguards
g obsstwes. on frﬂfifn -atios have been introduced. ‘ 3
Cormeans by the change over sti“ﬁ!he interests of the Commonwealth Banks,
ReserveIL) count system  to thchx,d' “Under the old system, the bal
. &
" as follows 3

b
» the Commonwealt ;

b aibiipand X

ances in
System
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B, banks remained un mmonwealth Trading Bank, the Commonwealth
ntral bank vars : . v instituti i
: val bank varied them and the ings Bank, and a new institution to be called
dlances . - 5 o

bore to banks’ deposits 1% Gommonwealth Development Bank of Austra-

with moyve, 1

' l](. : ' E: o 1 e . -

L ntin de posits, Under the St . The Commonwealth Dc\-(:lupment dank will

veserve Deposit System
v 1

+ by the Reserve Bank
‘tmounts ra G ' e ; A : -
unts will lodged in bauks Reserve Deposit ,l':‘nt of the Commonwealth Bank, and it will

S Wi e ' ; } X
i .ﬁuctu.tte from month to mouthqceod to their duties.
e 8 : : I 4 -
Thibg .”m the current level of their d  The Commonwealth Development Bank
Wl Tec ; : : : '
keep the central bank alert ;md%uu its functions from January 14, 1960, Its

S

Speciul - Accounts of
unless the ce
these I

the ratios are dete basically an amalgamation of the former Mort-

and, unless varied b)';n'n Bank and the Industrial  Finance Depart-

diserimi,

= 10 A L - = - . . . -

the tory effects on commercial banks: i!n function is to provide finance for primary
rege e _ ; 5 ¥ A . : : X
I Nt system 1S an im]n'ovt ment qucmou and industrial undertakings, particu-

The R . . .

\ . r eq y b 0 v S "2 r Y -
) foensure “y, serve Bunk Board has now tllﬂ‘ly smaller business, | l..ts policy ml! be to pro
)J of the B at the mnuet.;u.‘l. and banking h‘c finance only where it is not otherwise available
| ] ﬂ-n . i ~ « S H )

of the Peop]i HE directeq to the orentest ad" suitable and reasonable terms, for developmens

o} 3 . {0, = 1|

D ustrali: oSt

Bank...qpe exerci Stf‘l]l.l and that powers Tposes.

Opinion of the BSGd In such g manner 854 On February 10, 1960 the Reserve Bank

oar . 5 A : :
(a) the stabil howill begt co“mbllﬁeq Australia announced an increase of 1 per cent

16 ' : s

(b) the lnﬂintp):} Has Currency in Austlﬁifhe statutory reserve deposit ratio, The Gover-
Fu ] ‘Hance of f, I of the Bank declaved that the increase was
ra 19 H and

(c) the economje
people of

Thus ¢}

the Commonweatp, Ban} are the same as t!

2 )
Il employment ! }
essary for absorbing excess bunk liquidity.
f E“'Oﬁperir;- G I e ﬂh‘liel' in October 1960, the Governor announced
S '; I‘ . i L . -
ralia, fl.lll to the trading banks to pay into Speeial

Sounts £15 milllon, ‘with the purpose of absor-
Ll

The Bl ng the excess funds and preventing increase in
A S Onweq]), Binlk At 1959 ?kliquidit}u Another call was announced in
nwealt}, B:mking Ool'Por cember 1959 for deposit of AL 18 million for

under a ney

c v bnqrd ¢

¢ and it} gilige same purpose of ubsorhine e e A

] : ; : : & s 0se of absorbine exce ,
be esponsible o, the a separate BUTE Ing excess-liquidity.

administration ° E
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i :! holding the expausion. DBanks were n_SljUd- to
: : rate 1M . P orantine advances for the extension
Bank were divected to follow mO(l{ldtC' i from granting St b
policy. The liquidity incresse was indicalfy . el (Rl S ;
the holdings of liquid assets
curities on the part of ma
55 million in 1959, and
Asa percentage of
tinued the policy of
March 1960, the st

17°5 per cent,

eport for 1959-
i tivities. The annual report for 1
and governmé Enlntwe activities. 1 W
] ksl ted  that the short-term money
Jor trading banks ‘,-eponu ” ¢ firmly as an integral part
S a s . [y Ttda more y a : ;
AL 16 million mk‘Thhbhed tts‘ e R
i re ball ) stralian financial sce i
deposits the Reserve B |tl1«. Aust i T
i i idi‘g' sefulness to lenders was ¢ . E
:ibsm-bmg excess Imu ti[ us . e poqqibi“tv R e
it 1 also  increascc 2 POSS ) ik
ntutol.}. reserve f]ul)oslt- I't dml-ao Gkl E open market operations.
ur i i fnk's carrying
Dlll‘l!tg the 1)(}1‘10‘1, l]lgll 2 K yug

cpansionist trend
tiar the year 1960-61 the expansionist t
18] . A rimoe 4 3 '
ment revenue ypd rising export receipts contfring
tO a Stl'f)ng incl.e

deposits reached
In Marel, 1960
governmentg

coin attempt to
| Mk eserve Bank In an a
ase in tradip. bank dPIJOSI%‘Itiluwd' g R“’;” f bank advances kept a
¢ : » 3 s, UL s r - D AL e x ol

hiol (U;O \ € 1784 Whw down the growth (; s of the banks
4 New e : ; s L reserves : : 5

GeaNe 5 e :ssﬁtst‘l,'ht hand on the liguic it mechanism.
ke o AL 21‘!‘1-011;41 the statutory reserve deposi ’
securities tq ﬁ £

i

deposits was
cent, as againg; 9

73 T, D desired results and the bank advances rose
of the public wi Savings hank rose byg,)e
cent to a peyw hight of -
bank advanceg p

million,

‘i R
mensures, however, failed to bring abous
1ese  measures

iy 15 per cent to AL (50 million (}fll'if“g Fléifi'e‘:‘z:
1,474 million. jf&m Reserve Bank listed a number of cre
SRS Ry illion i gerding which the banks were to be l.‘OSEllC-tl}\l..‘
Amounts held i, liquid assets f‘ﬂr e list included holding of inventories, eltlex‘
vernment securitieg expanded by Ad 923; imported or locally produced'goops ; .consume.1
During 1960, the overnor of the Reser’ redit by retailers; trade credit ; building cons-
DrSEIL O, Coombs, asked the ¢rading S iﬂuction where social purposas,- sucl? as _
make immediyte and significant cuts 1in t_e ve mot involved ; c”pit_nl B mc.ludmg il
ify precantions ag“}‘:r‘_erwritingi mvestm‘ent in sh-are.s, ul‘nts and land
Speculative tenden™ @ sts and other financial dealings ;

,j & St 3 o

b very stron e pressure for P Sentures and similar credits,
o

has Produceq ,

and that the

——

=
T

=
W =

housing
lending anq to intens
viding finance fo,
observed ¢,

real estate

v ¥

K
sharp extension of bﬂne
tequest to the banks had be
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i
lines remarkably similar to itsi: Fhe chartered banks,
counterpart, Sfmif:n']y Prof. D.B. March#® The savings banks.

| The Investment Dealers.

J' Insurance and other loan companies and

up along

1 R o A
Ing the Canadiag and the U S banking®

M o . et ‘
Y8 “As a matter of fact, Canada did ““poﬂ Y 4
her bankipe ¢ credit Unions.

) B | v
over  The Induastrial Development Bank of Canada.

Structure from the United
a t:eutury ago ;3 but what she im['”"‘ !
nrl,cf_)uute]-pm.t in the United Siatis todifl The Bank of Canada is th? ce.ntm] bank. of
s bunking Pietemeho wy marks oflill® country with thesole note. issuing suthority,
English B s marks -”] nd it carries on the central banking functions.
?reced“'“t nd  experience | fluenced 1;,'}19 GG SNl o notes. lhsaed by tl.]e
l{-'llniito;]-, ) .I’, .“j,“f ., ‘f,]]l’» pank of Canada and bank deposits. Notes in
of the Utiited St:tt(fs. [,:Chll-]l:ll:jl“!;)t”!Odel_ﬁrculation forms about one-fourth of the money

. | -
earliest charrans upply and bank deposits form three-fourth.
1arers  grean geg in Lower C‘”M\'

]c(l:eSe charters iy, el | Uontitl”o“.! The commercial bankiug.is carried on by
Pment heegme B0 inteora] oy Ec.mud*-,he Chartered banks, numbering eleven in all.

AC GRS S Wl‘it;:-[;;l P'”to‘ ,1‘,-.00 Ihey are called chartered banks because they all
thfat there are m:u'ks' lf ””'mho;l.}} qand dperate under Dominion goverment charters, as
OHIZthAt may by gy, . DCOCS! A ided in the Bank Ak, Practically  they
Prof. Doy ‘ di lone can use the world bank as part of their

1n ],)R]]king i-"ll'nf's

because Scottish at

cognised for wh
e remarks that the
ki Practices ,pa few, and that
% ly e to the fuct, that there 18 " Main characteristics of the Chartered banks :—
Ded money mar ’ , ' | . ; Vi . »
the Can ]-') arket n C:nmdn, and the A}‘S. Ye lgve alle.tdy SSAE s inbouRut charge.
i avadian hapkg gr"%renstlc of the chartered banks is that they have
r}l acylie? 1. 9
5 t.f,\.u]mes. large number of branches. The eleven chartered
1 us,t;tuents of the bRBE R tglija,nlf:s have not less than 4038 branches in Canada.
- The B 5 IS T Mrhis will be ol -
3 . ear fr , e
ank of Canada, the central & clear from the following schedule

the coupt, of bank brancl
. of e anches,
\A_//I"

* Buck-] .
lart Bankmg Systems, PPl

e

genemlly never
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Name of the bank ]i
Royal Bank of Canada |,

10, and the Canadian Bank of Commerce of
s i . . . ..
banks. The process is still coutinuing. It is

No. of branJ
08 ses F93' [

Bank of Montrea] 603 }innd t‘h:lt this mml]g.ﬂ{)l;-utlron-thtns :3:1)(;_::31511;2
ot I %€ banking system enabling it to ti

Canndm“ 9ol s Commercg gal. ;’)ressinns without any bank failure. For exf}-

e o Scotia e HIE llle, it is claimed that no bank failed in

f:ﬁmzielg:g:i?e' %46- I,ﬁli!ft]‘:l during t‘he. 1930 s.' e L

tale Dy Canadn ... 3498 Tp, concentration of commerc g

i Koo Bank ses ilses ohEEEY Jé hands of ouly 11 banks has enabled some

ll;’;)‘:}l:i&?a](]}a;:acl‘ienlle Nationale ot 115 5 MR ‘(thc banks to open branches -not On.]}fwthrougli

g Canady 234 4t the country, but alsn in foreign coun

Burchys i (Cnnad;,) . 4 jes. Iixcepting the Bank of Toronto, La Banque

38 L‘ovihci:lle du Canada, Barclays Bank (Canada),

e figures are of ;= Total i d the Imperial Bauk of C:m:-}dn, all the other

Thus, foup Ofotl 1953 ) e},{ﬂ;s have Ec?reign‘l bl;u;lch(ﬁ?;n t‘:;:ll;a :li.owl:?;:
than 50 rancheg ,le el_even banks hav reign countries. The following ¢

tribution of foreign branches countrywise,
B
» ouly one bank ha mk

H 4 o I
18 resulteq in the conce”t
Rllkin

Total Foreign branches in
defferent countries,

3 F T
eleven banlg, g in the hands of ] -f:.‘ . '_933 s
The questi - 'kﬂu i F:: 'i:s’ "-3 i‘
'Stion Natyp, o il S5 E B S
Dumbey of ban kg couldml?y L 1}11 0yal Bank of Canada 69 9 11018 3¢ 93
and hoyy each bayk I ° Teduced to , ‘_;'nk of Nova Scotia 30 1 1 g 7 37 he
ches 7 The AT e o s u(? évelop so mf"l}rﬁ:ldiatl Ba‘nk of ;
amalgamy,: wer g Simple, It was 5 Commerce 9 1 3 0 0. 3 0
thi 100 apq ﬂbSOI‘ptiou that\this stﬂtﬁ{’nk of Montreal LI B, 0 Gt
H0ES camg happey - s Bﬂn':iominion Bank 2 AR M T 0 0 g
Montrea] i the resuip + Thus, the witBnadienne Nationale. 1 o AR T P
many ag 11 ankg 4o amalgamatlon

8, the Royal Bank of o
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The existence of foreign branches 31 ti”.le Naxiany hanDee .p.redominnntly
abled these hanks to undevt-kln-” .)-ll]m ble :m.?;éed P ﬁﬂld. 2 L P.Iual.Lhy
i forkiat e .I ake considera ng tradition n'nd strict 'b;mkmg. legislation

ange business. In some %o causes leading to this practice.

bbeﬂ.l] S1A ] i I . | .
ﬁ ¢ . 1 [ 1[] lb C(lnrl( 1a I i = " ‘ . n : |

the banks to
besides the iny
Though

The foreign branches also sticutions incorporated under the dominion
Arrange foreign capital in® | Some of them ave owned by the provincial
estment of l'e.Scr\‘es held 0""1;11ment8 while others are private institutions.
T ) b : anada, the Charter ! ice MIT“” anks, Ontario .n'mgs

savings B rtm xite Thetes and the Newfoundland Savings Bank are

tered bank . SR d
anks tannot ¢g]) themselves snvingsb"&,l'nment institutions and are commonly called

but ‘
part can ady viﬂgblvincinl Government Savings Banks”. On
ment, l
8. As g result, the bulk of th

deposits of i es:‘hfh 31,1952, t!ieir deposi-ts t'otnl‘led‘ $340 million.
SR banke country is in the hands :\Mon-treal city fmd D};str‘lct bavmgs. B:.m-k not
8. / carries on savings business of individuals
excepti:gn:;:elga;?po"t““t Chamcterisbic. isla[su a limited amount of commercial under-
are “‘almost e“ﬁire?;rs Bank, 4] the Cunndf“,’ Investment Dealers:—There are mo
of the banks were init:‘;ned e ‘@stmeut bank in Canada in strict sense of the
of local merchantg wl‘t Ui ed by Srfm -: . The investment dealers are the nearest
throughout, As a resulltt) ‘retjtil'led thetr t] 4]lels of investment banks. Investment dealers
bfanks have their HA TR e fcfun.d th;’»e ”incorporuted bodies with limited li:Lbility.
fion and are COI]I:L‘OHGdOf)ﬁceS Wlth'm “atid?y .underwmte and deal in government and
True ¢t the Yy Canadian P jnicipal bonds and debentures either on
banking

{ . : .
English notion of ¢0™ 4 own behalf or for their clients, They

» the Canag; '
l1an Ch{l. S .o CBi ‘ v adl . { 5
pure commercia] b, rtered banks jen grant credits to their clients in the ordinary

n-kin fln ID| . e )

AR d, as of. rse of bus Al

ObS_enes, “Cﬂnadian ) g, and, as Pr .dP! iness. The Banking Act does not
connections wip

erti A
I8¢ and Operate their S&

ngs

anking has never 1’1.;,‘
Othef COmmereial ﬂC‘Jivln1 |
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apply to these de
cial Iegis]ntion,
from provipe

alers and they are unde
and conditions, therefo
€ to province,
Insurance Companies, Loan
Licenseq money
The Insyp
ance comp
which ig
banks,

nieg,

r anies fopy, the

sorupulouxly
esides thq
inst policieg
Loan and
incorporuted
Or undep
are

avoided by the
real estate loans, th

loans g4, . .
i y Ivest in dehentures?d

Trust companies:
are

Provine
simil:u']y

Comp:mies Act,
ban g becnuse the
on the gpq h
Panies,

11l Ieg‘is‘]uti(m. Trust ¢
inco"]}’)r.-:tesl the

The y

under
are rpg;uﬂed :
Y carry on  lending
and
aecept (e
2rant reaj
debentypeg,
seen, g

POsits Withdrawable by

L i i
€8tate IO:mS and invest

Mop

They
and
credit, we have

U5t comp e
be regardeq
Supposeqd to

SIt, and a5 such

$ accepting
as banks,

: 118
be held in trt

W
, the bhanke!
non-fa:;istent,
Mpanieg b,

' it
\ve to invest the
APproveg

. Jic
Securities gver wl

porated

i

lenders efe :l:t
‘nee Companies :—The .

}

o f (il
source of mortgig

an
uader the Ioup Compi

; : "%
and, Speetally some 1

by the charter®

i

»

)

5

itors have floating charge, -
Credit Unions :—The credit unions are
l -
bodies carrying on near-banking
There are 23 central credit unions of
there are 2,781 credit :
unions carry on some sort of

EEN

member unions.

entral credit O
ing throug eir member credit unions.
1 banking through their mens

urplus funds of the member credit unions

ﬂ‘po*ited with the central credit unions which

‘crudits to other credit unions, co-operative
. p ' icipalities and other

ies, school boards, municip -I .

The credit unions allow

Lo - T

1tional borrowers, : 1
._' . .-‘ o ‘: t(](_ cis
les to be drawn against credits gran ¥

‘and the central unions act as cleaving
s for credit unions. They utilise the chay-

* banks for the purpose. :
Licensed Moneylenders :— Licensed

ven
L corporations carrying on lending  business.
| rable amount of lending

dylenders are individual, partnerships and e

2 carry ona conside
| in Canada. Wa 175

The Industrial Development Bank : —
lished in 1944 by the Industri
Bank Act, l9~L‘.’:,
§d by the Bank of Canada,
thl is $25 million
és of $100 each
< of Canada.

al Deve10p—

J ‘thig institution is w

llolly
Lts. authorised
divided into 2,50,000
wholly subscribeq by the
The Governor of the Bunk of

:



=1

56 |

e T N‘h]m-pnse is to extend financial assistance to
Canada is also the Governor of the D nd industrial concerns which are uuable to
Bank. "m their requirements from other sources on
The objects of the Bank, as set forth in the_.rqionnble terms and conditions, It is intended
of the Act wag - to promote the pw"omslupplf!m””r' rather than to compete with the
of Canada by incre:tsing the effectivenes \‘Iritics of the chartered banks and other len-
tary action tlu'c.ugh énsuring the avall ! institutions.”
credit to the industria) enterprises o The bank has been granting credits for an
rt?asonably be expected tq prove succe tage term of five years widely distributed among
_hlgh .level of nationg| income and e iozs types of industrial enterprises and Er.om
15 mamtained, b}- supp]imcllting the 4. ...t provinces. [ts activities are increasm;_;
Oth.er lenders And by Providing C:lpit“] '11' after year.
to Illdustry with Particulap considcl‘"tioJ. Nature of the Monsey Ma_rket :— Prof.
oblem of small enterpriseull'“mce’ explaining the cause of d}ﬂ’.erences Il.JeL—
si the Eanhld -eJVn English and  Canadian  banking practices
: rlonger terms than tl,0se gral! s that the differences are due to the fact that
Chartereq banks ¢, borrowers whose earPire is no ‘money market’ in Canada and that

1

Shorg] :
fllnds fo vy Speakmg

18 not g4 satiSfacr,ory as t ble them “re are practically no commercial bills. The

from e insurfmce co g e.na, To q¥madian banks therefore make their liquid invest-
; m . :

K. Busus Swhon fries; ts in Treasury Bills purchased directly from,

s 3 d
M enterprise nced “
securit: €nough ¢, Warrant s Publw ..
.1 les op Whep AN otherwise accept®
requires a loan of ] R
bank , b Onger term than i“a
MY be prepy, e i

¥ Prépareq ¢, grant, the &

not ]arge Bank of Canada. The latter deals in such
Ilt‘ities.

The Capital Markets have fairly developed
¢ the first world war, By 1935 the Canadian
f e_vfa]o])meut Bank Will he 3y ared tO &gltal S bt adequutt? for the coun-
acilitiog ¢, i P S E:-Zi;ded ; iszj, In recent years successtul  efforts haye been

i piade in Canada to develop the money markey,
. ' an be o ay “d : : A 4
wings frq, A éxpected to pay lg-#tered round Treasury Bills, * . Tha aim

e . 1s to
Arningsg over g rensoﬂ"b ]
‘ K Blnﬂn(:lng I}l}

of Post-\i”-{u' Indzlstf'f’ H
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I
tra ror e ) f g C <
: tn-smlm the narrow artificial Treasury I’?e:d‘lt?’.“m GRg T chmt'e;'jd ll))anl\s“.could
e A st their reser ; -k 8
et Into a broader shopt term money matt, R e SRR 27 Sl S
bank than to other banks and customers of

ﬁl‘st ste

SUCP was taken in 1953 w 1e fort
tenders fop Mee . 953 when tl w-iﬂ_‘r banks” observes Mr. K. N. Ramanathan.=
asury bills was changed 'Ramanathan, further says: “It was not till

tenders gy 979 1. . :
to 91-(1.11}.1(11.)-1;[;_() dr;,)(;::]lilsl‘;greiO{feiﬁﬂ;u‘vlr1954, when further steps were taken in this
offered. “Lypep on in ¢ il " gection, that the Treasury bills market began to
, 1 the same years 88 ; : B

of Canada eutered into pyroh. .} : l-gsﬂ,‘i'v signs of developing into a real market. For
Ments with thipgee, sec[l. uu, 1“‘S$ (llm-s ] ne time past the bank of Canada had encou-
:1.5 jobbers in the sh;u-[; “lt.ms . neﬂi;!ed .the cha.rtered bank .to seek .non-central
ties market, These i govern! 4 p‘k mterest:. 1n.Treasury blllsls by - widening the
dual dealers i L ﬂgl'(’-ﬁ‘lll‘en‘ts assis v:-ead at which it would trad? in them. In June
short terh Securi;‘(jng portfolios of %’91!554 the Bank of Cana.da mtr.oducefl another
Bank of Canady s and  Treasury bigf:nge with a view to qlscoumgmg direct Trea-
limiteq umou“;g (lz‘i.reed to buy from ﬁl;e'ry bil! transactions with the chf.n'tered banks
standing  ghy i-t Ot such  securities on t‘;-J1~out1ng paym(.ents f(.)r the .bllls it bought
2 predetermiyeg W.Ould resell them 0 "rough tlfe clear_mg which entailed a delay of
Of ! tinte) Price ang within a Speclﬁ‘ days :1n ‘getting cash. This had the effect
the intI‘Oduction f Reither these agl.e,em increasing the relative attractiveness of taking
bills Siod of weekly tenders and_ ‘:i‘%im:las f;orxll{ the centrai bank and of encour-
as no real nm).);). tl_lerflselves the deslfeﬂ&;; T]iz lat[;es LORLIES t'e de'bO‘day loan out-
developed, Mgy coress. im TR SRRRGNE [T s e by (e Bunk, . The
arties other | ; urf ‘9 ban<a began to extend day-to-day loans
ghartered ll:l than the Bank of Canad® 'I_l! Selcurmes dealers in June 1954.  Since the rate

anks pe i these loans was below that of Treasury bills

2 ) Mained : a i
19‘?4 and dealmgs i b_qute im laceﬂenab]ed the dealers to hold a portfolio of such
i e
entlrely between the chart " dtoob nll::s l‘r/ase Journal of the Indian Institute om-'\(i]‘*f“-
#liere a di  No. 4, pp299 100, ' ol XXXT,

Bank of Canaq
C a.

refused to bu T-The Ba..nk of C?nﬂﬂd.\!
Y Areasury pillg apa did i

Iotments of Treas
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| Loaus to governments are made agalnsg
rument papers.
( Organisation and functions of Char-
répurchase agreements”, The'®A banks ‘—All banks are required to be in-
ket has thus beep encouraced todLmted under the provisions of the Bank
L)

and ; J 7l Tehal Tt vt RS
and it has alre:uiy considernbly Jevel | of 1817 which is renewed every ten
recent years, )

securities ; it also pPrompted dealers f“;

all the securities held by the Bank of
under

bill map

N0 incorporation the bank is given «
| . " =] r 1 —
Instrumentg used in the Systelﬂ!f,er. The charter is to be renewed when it ex
L ‘ e X
March remarks  gh, ¢ the most im}‘m'mﬂ‘is EICE G e i is $500,000
nstrument used by the Jint b'mks'/ Minimum capital requirement 1s $a00,
: ¥ anadia ' . 9= T ) i
pl.Oln].SSOl‘y note luld il bt . Ol-t-;ﬂce" up, of \\'thh 32._)0,000 must be depﬂslted
G ‘aat its gmporkh o e L - :
sen hoth from the " : ement el Mttt o Enanc ol e th.eu ‘“O“S.
banks and frq il ;u: Ve “encourag Jit ®provisional directors to call a meeting of the
) om the fac hat all credl® & 7 . 'k e bank®
ean be ugeq o4 promj iy The nafide subscribers to the stock of the bank
be ACCoOmpanijeq bl gesrein the directors are “elected and bye-laws
: L aby Personal gu:ﬁtl'ﬂ”t : The Bank has to obtain a certificate for
2lSSIgnmentS of . ['ece sed . e ank ;
bills ¢ e Negotiable warehouse gamencement of business from the [reasury
dise to the oriby assignment of the ard.
© the bapk, T} £ 8% < is aged by a Board of Direc-
has becom 1e last type © | The bank is managed by ¢
c e 4 1 . = . ., 1
safest fop soons Popular in QCanada ﬂsl;' elected by share holders in general meeting,
. 'm of Security apnq can be nccCiM 3ioctors elect a president and a vice-president
Dectiv ; ; ! I . Fasiy Ene ;
1 g ‘Of the C"edlt\vorthinnss of the b among themselves. While the President is
Trade and b”nkﬂr’s- acceptances Ichief_ executive officer, there is a General Mana-
C:Hmda, and tHew cine e redl88 who is the chief administrative officer of the
i Y car : | :
at their ygo 15 limijggq coﬂﬁ‘ k. In the branches there isa branch manager,
fo“elgn trade, A ; Business of banking :—The Bank Act
ulates the activities of the chartered . banks,
prescribes what the bank can and

used in

and 18
SSlor tSr
“Uisliment of gecoun o
Some  bay kg in som®@

- overdraft ig gop usty |
by the O*m?ldi Pdeaft is serupulous

9 ;
an banks, i ed *

A ‘ 1t 1s us

limiteqd areas, , L

cannot
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do. ! - The followine Consolidated Monthly Return
Ll LS oes Supervising mig| ZingC e Ao P
Tran . o he Chartered Banks will give some idea of the
: Sactions that panks cal] . : :
into:s—A chartered baplk e of transactions entered into by the Canadian
1 el ank can open 1
arrencws IKS,
b o . . 1o
and officeg ; deal in gold and silvd]

zg;isbzinous; deal in, discount, and leiBPONSOLIDATED MONTHLY RETURN OF
negotiab] exc}]an_ge’ Promissory notes ant | THE CHARTERED BANKS.

able securitjeg including those of M ( FOR 3ist DECEMBER, 1950 )
= | Canadian dollars)

and ot} : : iy
18T corporatioyg (in millions of

. . o
» OF against public &

1ssued by g, ; !
lend against ;;:esmc and foreign gm'crz’;m'nment deposits : 509
sales contractg i at_]d_ other notes and CU“sy Dominion Government 339
'gage in anq o Or Similar instruments ; " rovincial Government 161
APpertaing tod?}y B S_”c'h business ge"e‘k,"]ic Deposits Payable in Canada AL 7,429
Trang _le business of banking: On -dem:}nd 211_10
buy and gq] 8ctionsg Prohibited :,T;]eyﬁftcal' notice or on fixed day 4,558
S Sell op bartep goods, They cﬂ”"['n foreign currencies 101
againstn A0y trade or bllene:;.s { )m,chg#pOSits payable to banks and
» Or dea] iy thes e ot Correspondents : 8,866
of other bankg T 1€1r ownp S}mres. In Canada 117
8988 or hypogh. By cannot lend ngni®Elsewhere (Pagable)in 187
other immOVab] ‘CGation op lands and puildDeposits elsewhere than (;n i
the security ofe Propertiag, ships, vessgﬁi Canada
Cept by assiop 800ds wapeg and merchd?€€ptances and Letters of Credit : 258
of the Aet DTT:ents under gections 85: ‘}:191' liabilities to public 10
tors excopt gg .o MMt lend to theilerves 198
cannot issue(baf}io‘ﬂded in the Act itSel‘ilc:l‘up capital and surplus, etc. 16:
P 1otes inside Canadas ;js) RG_SGI‘V(?S 81
Yy are Subject . oon o CPosits with bank of Canada 579
© supervisio™ 4Notes of Bank of Canada 231

|

Ins ;
pector General of Banks bhesides

Supervision |
vV t] e |
Y the Minister of financé: f




ti4

Other Quick A ssets
Coin

16
Notes of

and cheqnns on other
i . banks 450
Tovernment bank-notes other
th::n C::nmii:lll 40

D(‘-[msits with othep Canadian

\ banks 1

Deposits with non-Canadjun
i banks 259
Seeurities

Doml!mon Gm‘r‘rmm:nt

S Al - S 1

()th(‘:‘o[l)t tf.lnrll_ { EWo months ) 823
' Vominigy (:‘m'm'mnent 2,256
0\-‘01'mnr‘nt

Shopt-fan P

Othey p.féff;i 5 |(twn months) 117

! ) cia Gowrument 299

Ps;:g;:inm Mlmicipul 194
ic Securitieg, other thap :
N Bie
Othey SECuritiey g 2o ]1?).2
Loans ;
Call and g
‘ Dhort loang
Sanadg ¥

Call and Shm‘t ]( thit't}r (]:13'5; ) 154

Oang (‘1!.~':t=u-'h(.-re

Current loans (thi”.’)’ days) 100

‘ 1 Cangg, 2,65
Jullfmt_lo:ms elsm\'he;z:t ‘-)'n()zl
”rovmcl.al. Government% 2" :
0 Mummpalities ' y
HNon-current #

Bank Prem:. 1

fémises, &e,

69
geptances and letters of credit 258
‘ 14 |
. (Source : The Canada Gezzete, 3,‘Feb..
.EI‘)I’ now taken from Sayers: Banking in the
i‘tish Commolweslth, p 104.)

|
her

From Return the following
2ts can be inferred : Canadian banks carry a
ljisidernble amount of what they call "notic.e
posits”, about half the deposits being of ‘this
ﬂ)u. The absence of a developed money market
s‘éjcnmpulled the banks to hold liquid assets al-
0st entirely in the forms of notes of, cheques

111, and deposits with other banks. The total
|

the above

| these quick assets is less than 10 per cent

' which level cash reserves are maintained.
|

| The main source of bank investment is go-
_lernmenc securities being larger than loans and
ii"ﬂnces. Less than half of the total income of
zie banks comes from loans and advances, less
1an u quarter coming from the service charges ;
0d the rest come from investments.

w It has already been seen that almost all
.hJe larger chartered banks carry on a consideraple
mount of foreign exchange business and derive
&come therefrom as well. On the other hand,
hough there is need for mortgage credit, the

Janadian banks have never indulged in mortgage
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| 67
bankin ‘
J & and the g . | .
1eld s Jef . i et ; ise s foreion
loan Companjeg. sleft for the "n‘up.L], corporate and miscellaneous g

I tities besides call and short loans in Canada
1 szada, ‘

drawn pgn; cheques are in practi®iabroad.
Agalnst gqv: ’ |
~ o sl r . < . . . 1 o )
Interest g, tl e Ee deposits and the b | The banks also maintain secret reserves
1 the ‘

Minimyp, quarterly bf']"'ri‘._-ling to their requirements in different ways.

persoua] S ¥
aCcounts, i, e,, on ;

which has been left | T i The Clearing System :—Ununder the Cana-

Legal Rese;:-:tm'b@d (.Iu rimg t:l::’_.,l Baukers’ Associati.on Act, th.e (Jmmdlu.n:} B;uEr
- h:il”terg(] b, Requlreme-m Association provides clearing f%l(‘.l]ltles'ln
M the form of 8-1'*} anks  pe I'eqllll'ed n:ﬁmtres throughout Canada. [u. the clearing
e of thojy 'H;L.f “eserves not less t[.m tes once a day in the morning, the lo.ca]
dian do”nt‘s, eith'i.o?lt Imbi“”"“‘ ]1:1_}'511)1‘* ks clear their cheques through the c]e:,nrmg
aoeeshelg b (it form of Banuk of%Se. Ultimate balances are settled daily by” ad--
s wigh e T, in the form f&lent in the accounts of the clearing banks com- .

e By i :

he Charcepe(] L nlli of ‘émml;n, or partly '“‘F?l'ily maintained with the Bank of Canada.

ai i anlk ’ ] | A )

tain Stmily resap e alo required o A non-clearing centres, local cheques are
ry . oepipt - :

elsewhepq a S againg the liabili®req by direct preseuntation. Mofussil cheques .

ol 4 p-l. 'a . " r
Canadia, yable iy currencies 0th% cleared through post or agents, They may

avingg

g ars, 0 ( : 2 .
submltted ShOWiu wG“Odlc Returnys 8¢ 8l b2 axchanged with clearing banks at. a.
3 ur L p 1 | ! .
bres SGPHI‘ately, b}(ﬁ“md“‘“ and outsid® ‘Mission,
Cagp Bayj of ( 1a.
: : anadd: 4
d « 1 7 - (] G
. ;;m Chartereq ban d8idity ratios -'""Th,fF Central Banking.
E pl‘oXim;;[;e ke {8 mai i ! 1'853 | : A A e
Lo °f their Canadit Amission on Banking and currency in Ganada,

Is . : o : ‘. .
rarely deviageq : Per cent is conyentio® ) Lord Macmillan as Chairman, recommended

ro lestahls . in Canada ; .and
banks holdm }f)y the  banks. {estabhshment of a central bank in Can

i ad: ; ished
eserveg . ofrdingly, the bank of Canada was establis
Otselves In ¢ fOt‘m Eh(l]uld assets as 53?0,19@34,{% ?mder the Bank.of Canada Act, as an

er bank in Cdnad 0 Various obligal ﬁ?ijendent bankers’ and government . bank. It
a g ' 2
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Was to be g private] ‘1 nments, Canadian chartered banks and foreien
authorised capital Of}:;”l@d comp'm)"r d‘IJal and puv,it;e banks, and official agencies of
.1,00,000 shareg of $50 lmllllons, dmﬂadun and foreign governments. In the best
md"‘P"“dPlle‘ it wa erch,  For TiSm odox traditions it was prohibited from enga-
could holq mor | Provided that il Iu' in similar transactions with private indivi-
. 1([::)lm S 52,500 of the Btk [B and firms,
Itsl;z:‘eiff'ulxd banke “uelw: It was authorised to buy and sell Domi-
nced by pro[o prevent its ¢ 1i and Provincial securities with a wmaturity
to 1t mative, the l‘ess than two years without restriction, the
9 per cent ; all P'Ofl ling of securities of longer tenures being limi-
ére required bo bet to an amount equal to three times that of
Government. .k's paid-up capital.  Securities of less than
Lo give the m(:nD[JOi.Y month’s maturity issued by the governments
e ednk " course of time, all hU K., U. S. A., British Dominions and France
b} Part befoy qu“'tzd to withdyraw their ﬂot ld ‘l]SO be pulch.\sed and held.
ding p 10tes wepg 20 in which year the 'i The Bank could rediscount bills, with
of Cdnad_ 0 be taken over by thfnuuty not exceeding ninety days, provided
}T were endorsed by a chartered bank,
e B e rﬂi*dL It was also empowered to deal in and hold

lgn  exchange and bullion.

ldltl H )
Onal ghares beind b
Y the inistep of Finant® { It was prohibited from purchasing  the

Om““m G ftes of banks (other than the Bank for Inter-
Overnment.

the Act ; Ief{J:lOndl Settlements ), waking unsecured loans,

ﬂtl()ndh.s ed, I 1998, ke ‘ing interest on deposits, lending on the secu-

9‘35 of real estate, and from doing other busi-

ﬁl

H The Bank of Canada was required to hold
Y8 to 4 d p Maturity not er p.'leserve in gold and foreign exchange equal to
Qment old deposits for the fdj

“hadian Provineial ’lﬂd L‘—

Iy rther,
to Purchage
bel"g inflye
Were “.“]ltpd
dividenq ,
dered

Capita] of
le

The
$10,100 1000,
Sllbscubed £
Senting ¢)q

was rr[ vell




One-quartop e . 'EPU{HGM), issue such notes to any ﬂ_moutft'”
The Chﬂrtered bltS notes and deposit I:‘tl gives Cc.-mplete and unEetEered discretion
equal to 3 anks were required to hﬂfdﬂ-j‘t’_ Bi}“k I matters of note issue and depo-
o the £o per (.:(‘-llt of their d(rpr)SiG h'll;lhi]"t'es :

M of ejthep notes of the cenff” he Bank commenced business on 11th

G5 glea deposits with Bh 1935, Bug prior to 1989 it had only

it or })()Lh.
as a central bank,

of G ;;Zrliisc-on.ntiug operations of the:I tO”GSt:'l‘}'J“Sh 'ths's pr:sition‘
- p it i, controlline the comii® central gou.tn.ment fina e
Anks ; 4.4 the e s | has created the twin tusks of organising war
:f"ct‘i‘\’e throg}, OPen-m ot o tiomd) Thﬂfce and  coutrolling t'ureigu- exchange, * A
& buy and ge)] in the : ()Pem“m:ket fém  of exchange control waus mtroduced and
iny Person, ithias i:; Of’e” "‘.”;" Gﬂﬂg%undur the ndmiuistmt‘ion of the Foreign

v Cahle transfe g ;.m Unfsue ]mn..;mge Uonltrol Bo.nrd, Wlt,}‘l the Governor of

of €Xchange e v Dankers’ accel ﬂdﬁmk as 1ts Chairman. The chartered bauks
Fj, ; hn“t"d ty pes and 111. [ﬂppointed agents of the Board and allowed
dist;:-hljl::(.]?rmke'“’ first f‘f.'f'(r] ?'urclmse and sell foreign exchange and approve
1 Lot €es ang smooth”‘"‘ !‘.n[ems on behalf of the Board. In April,
lquidity . temPO!'ury changes 1" ¢/ all residents were ordered to surrender
§ gold and foreign exchange. The Bank of
and foreign ex-

cial agency. The

dlsuumlt rate ])u]icy

. ) SeC ;
at the deSl.re OYIdI}, for keeping‘ bﬂnkf{i
tary poliey . erelifor batter effieacy Obfda surrendered; fitsigraold

vand g : i 1 4
Ding g rome, ird Y, for impmviﬂg an éﬁ‘, and the chartered baan. .1!5:0 surrendered
eSerye. | . CCUrities market ‘,foreign exchange, thus bringing an end to
> 'VE‘S aony 25 « LG LU ) . £ : : 5 )
fo“nerly 25 v Sinsg Notes ap deposit Il“}ﬁas system of reserves backing the mone
‘t'cent ; 1 structure,
"0 longe, requireq "M gold coin and b r-" _ e

by the Baul: n Ma}, 1.1949 it Wﬂspd[ In the internal sphere, Bank o anada
< o] ¥ 4o ot : : ‘or the unemployed

have th "Mada Aeg . eppe Bank g 0 create employment fo anemploy
¢ and decided on a policy of mild inflation

3 0 are
0 I3 vable
S d,t’he Purpose. [ssue of considerable war loans

And . i T
X endeq for circulation ! f

! ub |
tion twenty-si 1ot to the provision®s ‘ _
AFOf: this Act ([ pnvering il

019 l'i”'ht t
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combined it} erty and equipment for the purpose of finan-

2 w1 o | A

di ] 1 2 budget deficit of a % development or improvement of farms. Farm
lnension broye

ght nbout the desired eff‘,fas a result rose from $50 millions at the

once infl,t; ‘AR : . = O
o ition wag generated, its trend d)!mng of 1944 to $256 millions on 30th
or, the Bauk y :

’ 1
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S lons; but ther® §  who Bank of China:—The Bank of China

}
After the

8ys
these institut}io;:thE banking in th® “ew out of the old Ching Bank.
an.d hardly prod ad very little mOﬁ'veination of the Central Bank of China in 1935
leRted 15,000 l‘]ced ]‘__l"iwas given the exclusive right to deal in fo-
400,000 mem}h raral - eredig co-operﬂtive lgn exchange. In 1944 it had 208 branches
Consequence i ::B but they were of ! sub-branches and 10 agents abroad.

" eco” The Bank of Communication :—Foun-

any results.

Thus, bhig I Nagats: Country’s rural

Systen b $llusnis op 40 ol d in 1907, it was designed to be an industrial

(b) three g4 B O. celltl.ﬂ] ink since 1928, and had the right of note
e until 1949. In 1944 it had 120 branches

te-g [
(d) COMmeygjy] Ponsoreq banks, (c) forelgﬂa .

88 and (e) Indigenou i sub-branches.
i The Farmer’'s Bank :—Founded in 1933,

The gq
esignntral Bank:— Establishe .
S0 o b B oo balﬂk specialised in agricultural leans to farmers,

* Ne n
¥ ILConOmy of China PPQO’ﬂllf
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: atives . ! :
ra & 5 an - ‘
1{5" Narieg ¢ others d for consth neglested the healthy canons of commer-
SSue ungj] 1949 5’

}It also had the i banking.

t when it ] M

€ Centry] ank of . -I[ was [31‘6"_5! There were a number of indigenous ban-
fancheg and gy, Of China, 1p IQH'fl“and money-lenders ; but they were of little
s ‘bl‘;u'l('h('s. ficance in the system.

Orelgn Ba ‘

béln - .
was re ks with

to ]'I

nks :—Jp, 1934 thett All the banl.cing inst-:itutic.)ns mentio-ned
151 branches, TF Sl.lffCI‘C'd during the inflationary period.
banks il 99 bil '\.f‘orfngn (?xchfm-ge bank§ were accuscfd of
Fore; 2 “sualties and nmzllgglh'%lo_nlng }wth sinister motive to the Fletl'lmeflt
Changc ang; ban S Contro]] L o fmﬁhmese interests. Some commercial banks
) loang. T 2 fbrcign fade (;( “tiﬂ“:" also accused of working in alliance with
ang 2 also 15U Cua,l‘]( f]?goot‘es llle foreign powers. Th.e issue of notes .by

OUPF' int Ci'r‘cul’ﬂl'mm:} I_1nc.‘jgn banks and the c1rculat101‘1 of forel.gn
Othel.wisC mf‘)" or thejy a‘.”’“_ fore1g? Sency by them wounded the national prestige
IClen % ?m,emcm‘c. ) Ijle people. They earned huge profits and

Attracted lat8%sferred to their own countries every year.

Comm éiotal Baul‘??’ were also accused of .trying_to interf'ere
100 Commcl_ciglg?ohtlcal issues beyond their legitimate duties.

hay; €l} . | : !
n Te 1o . l
§ 407 8 unjy banks, and ¢he Ist of all was the financial chaos ushered into

‘N b" ¢ . L
‘Owns, They Tanch o Mos] \ thﬁ.l!land to the utter disappointment and misery
banki“% in WECicd ¥ (; 5 cofhe people. As a result of all these, the re-

1 or ary | & . .
£ Cstery Hanag N of the banking system was an imperative

1 sens
Y rece; - essi oi Pursuance to the
Advances . CCivec A sity for the new regime.

C denoe: Ayl jost . .
Mos Of;h ICOun(eq | POSits, granted “Mciples adopted in the Common Programme

and 4, Ccomnlcrc'. ills and othél ‘El'irding banking and currency, the system was

te W‘ ch; the;j, Sl bankg yere sm? fically reformed after the collapse.

not Veas ‘gl Mportance in the ¢ Principles and objectives of reform :-
Ly

e 05 i
Ounq an(;r Methods and Prafﬂcrﬂ Solomon  Adler in his Chinese Economy,
3 3 :

' 7 . |
C]IC\’lng in qulC !‘



J
02 i
i 93

l

SUmmarises ¢ S ) :
wing words hc? c.)b“!ec”"c-? of reform in THE CHINESE BANKING SYSTEM
] ST FII’St, it ig (ICngIlCd to Inc REVC TTAFTE:H THE e
M into the State sector: OLUTIONARY REFORM :
Steater diffygiop of banking i Constituents of the System :—After the

gzgioifujiloiirl is. Cssential for 4 high lﬁm, the f'f)llou-'ing arerthe constitucn;cs of the -
ICation, Third, the bankinghc>C bai"ﬂ.{mg system : (a) The People’s Bank
] ﬁuna which is the central bank of the coun-
(b) The Agricultural Bank. (c) Rural Cre-
bilise he S:)te.r'n Must help o centralise aﬂgi;:ogel.‘m;‘iesé ((,U. 'Ih]c C( .omnu{n.lcla t;;:;f al;;)'
Cia] SUrplugy o 41, o SON Jomtly Jperated Commercial Bank.
Shrase o S0 that finan ‘! Bank of China.
e 1€ growth of inve Organisation and Functions of the Pe-
cilitate both the inflow of the 'S Bank of China :— The People’s Bank of
i ) W into Particular spperes mat a was founded on December 1, 1949 in
Pansiop € rea] o Pucres tt succession not to the Central Bank of
Cumulatiq, ust ke Mmonetary geal’5‘;a, but to the People’s Bank in ‘Liberated’
Bl y me’sh Without serious s, 1¢ becam(? the sole note-issuing bau.lk agml
Otrihyte to this end ;l entrusted with the task of controliing the

f‘uncticm as  the gove
CxChange agent. Fouly

0

the
bhelr sl ver Curre : €ncy. In June 1949 the use of foreign cur-
y Pl‘oviding the Y and credit. ¥ was banned in Shanghai, and by the
Meang f,. indeCﬂdeﬂt of 1949 the provisions of Article 39 of the
e Bmon Programme were fully implemented.
To introduce stability of the currency,
@troduced 4 ‘commodity unit system’ ““which
banks are bccomlfltflanteed the stability of purchasing power of

ting of the Bla
terprigeg
and
Count; SO Continuin _ ;
LY, System the g the core ©

ttegra] Part

budgets of partic?

of th _
g e - . - .
€Conomy, Plangsn mC‘Chanism for carrY’ deposits and other contractual obligations
; Ing . : "
Nnomijg SOVere; i € establishment Brms of specified quantities of four or five
& ginodities, usually -consisting of wheat or rice

the State has been *

bered 4y
throu
ghout th
e

Change.
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| With a view to stabilise and lower the
or millet, cotton cloth, peanut oil and C“??CS’ ltf tl“lC; o bala;clc I Cturrcniy i
f u i 1€ country., A : a
varying from urban centre to urban cﬂli me of production of the y. An estimate

accordance tyjp, g the currency requirement for the year is
the | ic backd j i
ocal economic b mepared in advance and adhered to during the

2 'J_r‘iod. For the same purpose, it centralises
15 the central hank of ths cash balances of the nation, emphasises the

his simp]e device succeedeq brilliantly.
The Bank

try. But itg .
ST Cmtfurllctlons are very different froﬂqd for settlement of debts through accounting
& bank, Its prototype 18 "d minimises the use of cash. It directs all

bank .
of So 5 ™ .. i .
Viet  Russiq rather than thc{bhc undertakings to surrender the cash received

of E“gland. i | ; ; i
5 not the bankers’ ba® ‘them in course of business to it. Inter-

ci(;ls bl;?ltkskzzp the cash reseryes of the C;f:rpri‘sc indebtedncss. are to be settled through

e B CC0thal bank doed IIT?Untlng and not in cash. These  measures

It accepts mmerFH‘l banking functions "D the bz.mk 5 keepmg. fueipices IO.W' T.'hc

State*owm ‘eposns from adlhinistrafl"csh plan’ is prepared with due consideration
Ndustyis hese factors.

and commercial €n i
Societ; ’q = g e e
OCietieg, and other frms A% ; The pcop}ea J!Sank 1S 11.01 required to keep
S0 acts a4 the Banker 1o tllellf reserve against its note Issue, and as such,
all Publjc Payment d rectifias unlimited power of issuing notes. The
hj G, Y criteri llowed in determining the change
gh it Throllgh it the debts™? Criterion follow g g

different enterpl‘ises . i o cf"t,he quantity of currency is the needs of
e settle

It Provide Clearin ; Ciliil;lstry and trade ; the only safegaurd against
a AL a Pl LR ; : 2
co Operatives d indi( .led remittance Essive issue is its own judgment. It is claimed
Vi uals | tl rency el J
. U these r cep the currency elastic and
iihe Ban} o rules  keep y

r]an be adjusted according to the needs of

Sants either g; s 8rants loans to '
KECElveT through the ot 0”(30l111t1‘y for her development and expan-
!

a |
and traders S_O 8rantg loans to the Prﬂﬁ ; i o
; 18sueg state bonds andP I’ The Bank prepares the ‘credit plan’ in

,_\_R\@Palggs_ / ‘
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1 ir “and not
e, which it does dnectl‘j Ande
Eiidn t control administration.
s e o i g Xcnange ' ,,k‘
e ;\dnnnmmtn;ﬂ Woh any fe il counu?}
. n 1" : v ‘tt t‘(
eanC iy AT % s are oranted :1b0ut ou DI ‘ounts are se
advance. When credits are g <) b ol el . i
granted pg¢ according to the as$ ign trade the Ko o
< < 15 | g ¥ . |
s nstituti A% heh the ngency
Chterprises apq nstitutions, but 14

ank of China
is don ‘ouch the Ban

g i allot . Credits  a'® fhe trade is domne throug

Planned , Otments, (Credit: I

granted fu,

Consultation with ]

daonle’s
i j : People’s
| the supervision of the Peoy
; A pos€yRine under 3
rorl ¥ : JUTrPos = L Y
u:Ang capital pur] C\-ct‘ﬁﬂ- of China. had 900 branches
for three 0 SiX month and not ‘pfﬂ'i In 1949 the Bank ha g
. % = h m i
‘ear pur : ans are | 954 the nu ‘
b, : ThC pUIpOSCS of the loans . the rsub*hl':l)lchr-s. Tl SEo b("'illg 30,000.
and the Bank has to see that 0. the Rambee ok emp r.‘d sl e S e
roperly i1 e as been acting as oy
i I} ttilised, ¢he lg this size it has w economy of Chinn.
L . . - | . . fe] G p |48
id e Charng agmnSt- reres! financier of t.heltnral Bank :— Prior to ]gai
IS paj on th ATy e’ mn : ricultu , wople’s Bank
e ¢ depesits, The Lot The Ag: i slotitle P‘(.Oph 549-5-1-
.’d“ vever, not the cost of ¢ affWas oue of the v iculturists. During 19+
1 ] . A t1VES & 1 aort : d t
AUstrial 44 trading co-operative grant loans to doh ‘uans were granted to
OWEr Tates than the Public undertaking* than 40,000 million yu:
enterpriges

'y 1 f minor irrigatio_n‘. p.m]t(?:‘)tj,
2 ave to Pay less than th pttlculturists .or L
Cnterpriges. Ndependent peasa (;lhnse o lipriBnts
handi(‘raftSme Ve to pay highe’ §
Cratiye indys

[[ Rers, s e e er .VE' S()CiF‘.ti(fS are
l pray rs ete. C(]'Op rative t. l 3
L -l l i i *S fOf' granting 0ans
1 .V. ‘] E?ll'm(]-l\ 4 ¢
e ! 1 ; Y d to lndl ]durl
g ‘Ult 11 erre i
lgdCSt rat

rities and at very
okt ithout securities ‘
i . merally withe in instalments
are Chargcd for Prl ]ns are gt,an.‘tei(mt l,ep;‘}-;lb!e in In
Bus, the ; i i st
rl]ll.ua, Ih(.: "0terest fate structure «thmtﬂS Of remitted.
entire]y dlfferent from that of ourS” MEh are often

i . 7g5h
belng a Cost O.r Cl-cdit rag;ulatil'lg 1]]\’3 t
Productigy : £

cople’s Bank,
: om the Pﬂ-OP ;
frect the above function fro RN e
j 1 T rov v i

policy p : ltSCIF s o me™ e Agricultural Bﬂ:ﬂ]\ pfr (a) local irrigation

o en ourag‘mg the develop ficultural co-operatives fo
e des;j ; $
red Jineg.
The .

fons responsible fol A

5 [s0
eXCllallg.e rateo 4+ a

e ’ « IL tOOL
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and drainage work (b) ‘buildines. farm imdf ‘Tlm Baunk has 17 offices witl.x tht? head office
and purchase of draught anim T_’ hd (@ ' "ﬂkmg. lts capital was raised by issuing 6,00,000
of seeds fertilisers Detc . ]a.:-:t-dlmls res, of which 5,20,600 were subscribed by
granted loans, gener;:n}, 'fo.r )m.i:l. g }!smte and 80,000 by pri.\-'nte ownm's.-. .[t 18
Purposes gy oh SN o _ f)'](‘ }('_‘“’ 3 'ﬁng(ed by its Board of Directors consisting of
of i'nplements ;‘ ')'ISumpmon expeusew‘l‘ members and a Board of Supervisors consis-
al‘ﬂ.also granted 0;0 Ct;}tt:zg'(‘, i“d"s“‘iese:b‘; of 9 members. The fst:u:e nominates 13 mem-
Periods fq, Worki )o .br‘"t“ f*”"?f § to the Board of D.lrectors‘:md 5 members
1 Cred}tcg)[tﬂl P“"l’f)":s: :/ithe Board of Supervisors. The rest are elec-
atives g ‘bo‘opel‘atl’: . by the shareholders.
and mo})i]is:“ een formed £of 1 Th.e Manager and the Deputy Hiatie bt
SuEyEur appointed by the state and all major deci-
E:ls require approval of the People's Bank of

al savings
iy lcl]rl the rupal people. |
1 : g y
Agf‘lcuitm.nl B-,mll‘- m‘?j‘} and assistanc® :n.!na and the btatie Council, ; A
. hey orant small The People's Construction Bank:
And pypg) and bcom;;,ge ind“;ﬂiblished in 1954, its function is to grant long-
CO-Operatiyeq ‘S there wopg 1,60,000 rUs§Th_ finance only to' the Stnte.-nwnec'i commercial
gl‘icu]tufne of them worked *i lndustriﬂl‘(fllte'l‘pl'IS('S. It is required to super-
fal Bank € the utilisation of the loans and bring

hec |
Munieatig, Ommunicati0n Bank:— the notice of the People’s Bank and the
ank . agite Council ¢ irregularity or default in imple-
pre IL'Volutinnar 148 heep funcbloﬂ"'g.ﬂét. Ehy R J !
wter on i, W Y berioq, Established |4 Ing the planned schemes,
UStrial b i "equireq t6 function “[ The People’s Bank, the Communications
; ank A /(C f v
18 to ﬁn‘iu untj 954 Itsvu;resc’ﬂt Al‘]{, and the Construction Bank are all respon-
“lce s e  for > . &G
Hteppr' n : or  financing the state-owend ointly
1ses : Supervise joint! g = Wl iy
hejp o » Tecejyq Profits J hetn ﬂ‘{e]rated and co-operative industrial and Commer-
I'veg 3 S from th ] 1 euterprises, They all have to work aCCOrding :

€posits, J,oans # :
nd s, Loan state : , :
shory term ag the o8 o) policy and charge interest at rates

’ {

s ey, I
rged by the Peopl"'ﬂ‘
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determineq by the State
Th i 5
© Jointly Operatea Co

Not contj
finue g4 such under th

up. So

2 new in‘:fiy hnd cither o close dowh
stitution :

such 1 lpcoglilh(?('] })w}v th[-} Bl

recogn’ga,
ted “eogn ged
[ CO:Dln(i
and

e nclal B
ndigenoy
merged . -
Sriiliohieg o
Th
the 1 State ow
© est  qpa
1 \ .
nerged i,

nk Sixty old comn
dank;
dnkmg houses gob

nes 30 per cent of

by 16y f . :
Y & Bogrq of Dj has 15 offices and |
. I'e

S Nomj
tnees of the State, the

f]rms 80 fill‘ as it el

G Thc A [ R
Pre-revolutionary commé

lastitution was the Joil

Owned b}, the institu‘i‘

Ctors of 103 memb!
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qjhe State  Council, and
he People’s Bank. The proportion of State-
inated and elected directors is the same here

in the case of the Communications Bank.

From the above facts about the Chinese
it is clear that theve are fund-

under the direction

iking system,
ntal differences between our banking system
the Clinese Banking system. The Chinese
Stem can very well be said to be a financial
“thanism, subservient to the supreme planning
.tlay, rlosigued to finance the plan for economic
]\‘*(zlopment and expansion of the country.

sleferences for further reading: :—

J Gyan Chand : The New Jiconomy of China

(1958) pp29 -323.
Solomon Adler : The Chinese Economy (1957)

depogi |
E’I)()Slt_-.;, and gl'{lllts ]’13189'18?).

H People’s Republic

The Constitution of the

unde Fh Nt];”—d o 7
) “;: ll'ecf.ion :)[Euif} g5 mtm;(]St of China.
Ching ha © Bank of C‘l? P‘-'OPI:"S The Common Programme., (In Lhe‘Im}.)ortant
s Surviyeq hing :— The i Documents of the First Plenary Session of
the Chinese People’s Political Consultative.

18 & jo the ;
J()Intly 1@ IIeVOIlIElOII:U'y

c B
ol

= “OWne
ﬁhf},['el " l(d " A
own ; bemg OWne “Nterprise, 4,00, Conference)
£d by Privage s by the state A" U.N.O. : Beonomic Survey of Asia and the
The By hmd“’iduals. Far Bast, 1949-1960.
ex 3 ¢ g ;
chang business :18 been agsigned " Five-Year Plans of China.
il n 1 non-gpcialist o
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it can be reshaped into a fresh series of

k‘s representing, not the result of capitalist

Ppetition in a socialist country, but apparently

ling more than book-keeping offices for the

THE SOy srent  branches of a controlled production
ET BANKING SYslhinc.” We find a completely socialised variety

memn in the U.S.S8.R. under which the

blems concerning money, credit and banking

A Natioy? contlolled and managed by the Soviet Govern-

Serve g ; b nknm system is deﬂlft Condoide rightly says that “all the banks
8ystem. Accoldmglthe Soviet Union, Gosbank and the special banks
is de“igued s o chaxged with the financing of large scale public
Structypq ) SYstem of eeonomyd LS and investments and are under the control

0
PeCuImrlt ¢ Soviet -[the government, being under the jurisdiction
economic 5
ithe Ministry of Finance. The President of

Tle B las thy So .
: vie in :
Maintaiy, Purpogq fet banking ‘bmte National Bank, i. e., Gosbank is at the

kindg op = “MisEaceg i ISOVIet bankis fﬁe time the Assistant Secretary of the IFinance
The .pmdllctive mdl sree. beivi Aistry of the Soviet Union.”*

the genepmg System j dqu“bumvedl . When the Bolshevic Party came to power
ul entirely subor Nov. 1917, it closed down and then nationalised

aim  bej), g of th
S to € national eco” the ﬁnanc:al and banking institutions. The

ro
Ote
r“nsportation s developme” jler State Bank was re-named People’s Bank,
A0cheg of ' “Ommerce, agrict ﬂJ in 1919 its credit functions discontinued and

Obse “
£ b?;jfm O the ’;Ie eCOnOIn} A$ ern over by the People’s Commissariat of
Plan hdndgd ot rlSta in Mosco™s f"nces. During the period of War Communism
uch cirey dOWn nc‘“dly to the Jnks practically disappeared. When the New
n8trume tmstances o headQuarters. Ohomic Policy was adopted and private enterprise
mpirje tate e llot.hmo- m? IE'(M,V Condoide: Soviet Financial gystem, 1951, pp 26-27 )
» and theipl s pohcy with Io# y
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alloweq
the :
y e 11@0(?.‘581&_)- ot o bank Wit fe

G <

Osbank, a5 the State N
itk “for st £
Providing Credi
0 functiny,
11, 1999 it

~ the main sources of credit. The liquid
'l:g]rces of the Gosbank form the source of
|i-term credit, while the long-term credit is
-lted by the special banks from budgetary
ts. Not being dependant on private deposits,
Soviet credit and banking system provide
tically unlimited funds to promote develop-
t of the country. All national projects are
special banks which derive funds

ttlonal hbank was
abilisution of Soviet i
U6 to industries.® The
I Mosco in Nov, 1922.
Was Aurthorised to jssue

issue Bonn ek,
Ches we )9g1ln In N“-". ,(,C)'_"; ‘\}'“rnbrr
re @\tah]ishp JL L, 4

188 abgy¢ 5,500 }
2 J

d in other cities,
Fanches 41 over the

(= ]

Q he GOS]); 3 N
lho(ilsn;] l).lllkl“éui\_:: e central ”?a;: (I) the national budget, allocatftd from
1 E0coln o m. It promdig Jl‘eceiptrz, (2) capital funds of enterprises and
pO]lCles, and g e Plans  through dr amortisation funds deposited with the special
Osban '1111‘(,'110} iss ’ ]diti l" ﬂ_ p A . £
ther ’th‘ﬂ. riet by I-'“C In a 1 ks, (3) m1scellan£.'.ous resources consisting o
ctaan }Jrfmhse J;m]\-; l]_‘lng s.ystmn Cf"”“ savings deposits etc. As the Go‘s.b'ank,
o S.e €Y are L 'PI.”"?""Nng mostil_ fapecial banks also (.:-perate under the Mlnlstry
bk Q0 Ozbay ( ('r .‘lombamk ([_;ld_l“?-@]']e 'flnance. The following are .the functions of
pal Buuk"ﬂde ank) 21&].”"“‘1':&! Bank), [k Gosbunk and the other banks in the U. 8. 8. R
Sayings | Iﬁ:sides tlm:(, r.ne“ T."'”If‘_)".:h{:;n( The Gosbank
lrade.Ban_k) § anq the ; v e Ib.l;‘ K " The Gosbank (Gosudarstvennyi Bank SSSR),
2 PHesICraRy 3! State Bank of the USSR, stands at the head

tempor:trii fre Credijt Syste e
e tem  is to ¢ a stable new currency, regulating the

fu
ldg d 1l
c el O[ ) “01 v 11
and is b, I 0¥ yeng the eco onetary system, and centralising contrel of the
\ as ! : i : : i
Maxiny, ed o bl .rccouiwg bire financial system under its control. [t
liquiq A Ve Planneq foypdntiot
Lesoy less )
re Of Cj-pd't (r]':ll j
O LSS -U1G 57

e |
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18 the cepgp

The

RS || (6) ZIt is in charge of all accounts with
08titution of the systel¥. ~ T " . 5 Cori: o
ks Noming] eanite] B ng‘gu currencies, and oreign exchange
:ll;]lulon Rubles ‘Uld clgis Of the ﬂ l'I}l.t.'lOI]S.
over ¢ bAs
1
OVer the g S USSE, with millions of & - . i -
of Oviet nioy . 1ominal capital of 600 million rubles, it has the
i g . . (e . . !
whi lmance and g It is under t owing resources :  ‘‘All state, co-operative and
1Ch the Manaced by a . .~ : ;
. 4 Ter enterprises ar : elled to main-
of Fi, Chﬂ!rm Y A 't enterprises are by law, comp

it } ac iTe) 5 | A =
128 more than 88 Capital and Resources : Over and above

an 15 p~ . e 1 | : /

0 BR0%: egi | 18 ex-officio Depuf}'a‘, deposits  at  the Gosbank and to settle

my 101 i ’ 1 i

] i]'lnage I‘flnche“] Boards have Mgunts among themselves through the Bank.
i Y i " . .

]eadnStructed b 8 1In thejp ,.psppchvﬂ;e! Gosbank pays 1'5% interest on deposits

2 office (pray 9%cow  Central B®économic enterprises and social agencies, and
re JEAV A b, g : . ‘

“I.Id it 71“(') 18 in MoscoW ﬂ'% on deposits of savings banks and of collec-

) } :
67 Subpegi“’r‘l'l Tegional offices ® farms, Thus, the Bank has a huge sum
The " Ooffices (Sukaﬂtorﬁ its disposal. The Soviet treasury also maintains

GO fo“o . F
Sbank . Vg arg the functio®™ balances with the Gosbank. All tax revenue
’ |
d free resources are handled by the Bank,

an 1 : IB 4 . Y . -
'd Lo th ie resources of the State 1nsurance agencies,

¢ )
ole note isgumg‘“' ] d 1 dit banks, the

{ 3 S : 1o0-term creal an

Yolura of ﬂ'l Et"‘ special and long s

< vings of the population and the receipts from
l ‘owing ar : i Bank.

. Anigg s ts eposits of all smﬂ-‘]’t. borrowing are all concentrated in the ;}d
(3 ong terest is also collected from loans. Besides,

al : bl and . - | :
! RCCOUHL‘S‘ 18 the centd{,;encles.. ﬂﬂdl’lhe income results from note 1ssue.
3 (4) It o ral clearing nw e e et i
| .
tl‘adegrant Shol't~te € sole agency Pﬂ’,}ngOmprises bank notes issued by the Gosbank,
p‘?)Ppoge 4] Credig f;:' producfﬁegﬂsury notes and subsidiary coins issued by it
It

aCty l :
€nmen, 8 the fiscal agen? e notes issued by the Bank are required to be

—Elayig B

Condoide, D, 9%) 1

gl" behalf of the Ministry of Finance. By law
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backed by a

. the
ulation on ;
of,H:t'qnsqctions between the dpig-operative enti-
TOportionate reserve ans: R e b
Precioyg metalsp aid stable foreign ¢5 hand, and }the “ The major part of
» other.
The ‘reasury notes are o4 backed b8l on the
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. the Caisse Nationale de Credit Agr%colc
C,IS _the apex institution of the .agrlcul-
decis' it System. The regional socictics take

101—1 % £ £
loans submit-

1
: ‘Vith

°0 the applications for .
; the local socicties and transmitted by
{\lnd help the members. - .
& ¢ Caisse Nationale de Credit Agl‘lc?le
€ control of the government, Its
Cing appointed by the Minister of
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to be adopted against those
passing of the German Credit
the German banks ceased to bc‘
Panks in the pre-depression  sense  of
They diverted their lendings into state
Channels, and to the financing of
"I projects. Thus their help was ren-
Hdustry government.
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n CO*Operative banks had small capital
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The banks granted small loans
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u'tslders_
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) the Savings Banks ; (¢) Credit Co-Operatives ;
and (q, Special Credit Institutions.

Credit Bankg : —Credit banks include.:
L:eknine Successor Institutions’ of the three big
& Hamely, the Deutsche Bank, the Dresd-
and the Commerzbank ) the State,
» and Local Banks, and the Private

The three big banks had as many as 352
 and sub-branches in 1948
AW was passed compelling
“UCCessor institutions.” In 1952, ano-
Was passed dividing the State 1nto
nking zones and permitting each of the
orm  three incorporated independent
Ustitutions in one of the three .zones.
It we now find nine independent incor-
SUccessor institutions carrying on busi-
g tin each of the banking zones, a.nd
'r?lnches within the zone.  The nine
g)r iflStitutions now control 55% of the
g business

bray,
Yeap
to f\Or‘
ther

the,
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§
ils'ccess‘)r ;
a regy

7 in which
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of the country.

successor Institutions
about 79 credit
ate, Regional,_'and Local
Y control about 337 fol* the™ total
USiness of the country.
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Short-term credits are generally for not
"re than iy months. German credit banks‘ar(‘
N Yt entirely free from the pre-war r\mxc.(l
i;nrr::l% :‘:ias 5 "’and- 2 considerable part of their
ite ccount (;1cd1t§ 5 il
raisinnancmgs, and their rcp'nymcm (LI-DC'I;(S 2
ke, S of alternative funds in the capital mar-

drrent account credits form nearly fifty

are really intermedi-

r ’
Dy 2t of all the credits granted by the banks.
it Y : pL¥
dﬂncng the immediate post-war years, depen
e

it ‘co Industry and trade on banks increa-

Wste €rmany, asin other countries, the
ir&de War finance resulted in the fact that
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Ty © bankg
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Ny,

trade
Q\Vn
qUid
tht‘.

a considerably reduced degree.
anks held state loans rather than

Credits as their main asset, whereas
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Mg,

q '8h degree.”s  The major part of the
llstr m 10ans i .

> angd

b

re granted to trade and in-
they ‘are often renewed.
“-\_\

e

* Backhart. pp. 330
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Mortgage and Real

.
—

Estate Credit
There are 39 mortgage, and real est-

hite ooy L= .
tedit banks, They grant long-term loans

| aing
Mortgage of urban or rural lands. They

dre
thgp
xfp horiseq to

et of th

issue mortgage bonds to the
¢ mortgages acquired by them, which
ked o cover the mortgage bonds.

S A
fo Ir)ee]al. Credit Institutions :—There
dlﬂ'trgnt tspecla.] credit institutions providing
. Tt YPes of credit for different terms.
. e ! ‘
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bt via the discount market.
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Central Banking In The U, S. A,

The Federal Reserve System— We
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:;i‘ollal Cleari,;g r;: ,f‘:]t).m‘“.lg :;1].;)1nglt)l1 :ii“ ’weront'h 18 the Board of Governc‘)rs lw1ththrog":§f_i
; Ntp, S “.,f)(.mnons- L ,],;50]{‘ hy ¢ entire system. There 1s also the :
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