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Chagter I.

PRINCIPLES OF FNGLISE BAVKING CUBESNT IN THE "BORTIES"

New Zealegnd became a Colony of’the Britisk Crownm
in 1840. It received representative govemment in 185201‘
Before undertaking the histoxry. of banking in New Zéalandq 1% seems
advisable to give a short account of the principles of b&nkiné acuiv
cepted in England at the time of the foundation of the Colony.
A‘congideration'of the current notions respecting the operat%%ng
of bé;kg§will assist to explain the nature of the development of
banking in New Zealand. No attempt is made to carry the account:j
fﬁrther here than is needful for this purvose. In thée body of ’
the thesis attention is'ocqasionally_drawn tojother features of
4énglish banking that appear to have influemced local developments
- at subsequent times. ) 7
In 1827, Mr.'Js‘W. Giloart published "A.Practi@al;
-mxeattse on Baaking" which for many years held pxe-eminence in ..
banking literature. This was the hook that was in every banker's
hands, when bgnk@ng*honses were being established,in Vew Zealand .
I will, therefore, refer to it for & statement of the recognised
Functions of banks In Bection 1 gf Eaxt 1 e flnd a definit-
imﬁﬂof the nature and business of banking i-

"A banker is a dealerx in capital, or moxe p&opef , é,déaler'inv

MON €Y « He ig an intermediate party between the borrower and

the 1énder, | He borrowsvofzane party, and lends to another;

snd-the difference betweenrthé terms at whick he borrows and _
those. at which he lends, forms the source of his pré%%%. '-By

this means he draws 1nto active @oaratlon those small sums of

money which wereégreviously urprodugtive in the hdnds of priek
vate individuals; and at the same ﬁfme‘furnishes accommbdathx
to those who rave heed of additional capitéi to carry-en th?ir
comuercial transactions. ‘ N o
The business. of renking consists ch;éfly in.recéiving&dePOSitg
of money, uponbwhiéh interest may or may noﬁ be al}oﬁéd; in

The representafive provisions of the Act offigﬁéﬁﬁéver became opdfative’



'making advances of money, principally in the way of discount-.
ing bills; and in effecting the transmission of money from
one place to snother. Private banks in metropoliten cities
are usually the agents of the banks in the provinces, and
charge 2 commission on their transactions. In meking pay-
ments meny country banks issue their own notes. ‘

The disposable means of a bank consist of - First, the
capital paid down by the partners, or shareholders. Secondly,
the amount of money lodged by their custémers}_ Thirdly, the
amount of noteé they are able to keep out in circulation.
Fourthly, the amount of money in the course of transmission =
that is, money they have receiﬁed, and are to repay, in some
distant place, at a future time. B

These disposable means are employed - First, in dis =
counting bills. Secondly, in advances of money in the form
of cash credits, loans or overdrawn'accounts. Thirdly, in
the @urchase of government or other securities. Fourthly,

a part is kept in the banker's till, to meet the current
demands . Of.these four ways of employing the capital of a
bank, three are productive, and one is unproductive. The
discounting of billé yieids interest - the loans, and th
cash credits, and the overdram accounts, yield interest -
the government securities yield interest - thé-monqy in the
till yields no interest." |

Banks exercising such functi;ns are commonly sSpoken of
as banks of issue, deposit, and discount. They‘issue paper-money ;
they have deposited with them the monay of & community;r‘and the most
approved way of lending out the monsy at their command is by the dis-
count of trade bills with a currency of a few months.

Mr. H.D.Macleed in his "Theory and Practice of Banking®
supplements Mr. Gilbvart's definitidn of a banker by z more detailed
and clear-sighted anaiysis. "A banker" he says,"s a trader vwhose
business is to buyvmaﬁay.énd debts by creating othier debts."

"A "Banker", therefore, always buys money with his own crédf"

i
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or, by giving in exchenge a right of action to demand back an
equal sum at any tims: and, moreover, when he buys Commerw
cizl Debts, or discounts Commercial Bills of Exehange, &8
it is techhically termed, he does it in exactly & similar
way: in emchange for & Blll of Exchange he gives his cus=
tomer a Credit in his books; or the Right to demand a sum
of money from him. Thus ke buys one Debt, or Credit, by |
giving in exchange for it another Dsbt, or Credit: and ex-
perience shows that his Credit may several times excesd the

cadh in his possesgsion. Thus the business of a "banker®
1.

&

is essentially to create credit.™

The importaﬁce of this analysis- . h@s been effi=
phasised by the lines upon which %anking hasg developed ..
since the enactment of the Bank Charter Act 1844 and will
appsar when the practice is considered of the New Zealahd
banks afber 1870. It will then bs seen how ineffective
was the principle underlying thisBank Cherter Act to re =
strain the over-issue of money by banks. | V

At the time when banking facilities were first
extendéd to New Zealsnd, a great contrové$sy raged in bank-
ing circles aroundthe guestion of the issue of bank-notes.
The half-cemtury preceding 1844 was mark d by acute financ-
ial conditions in England. The country suffered from the
evils of an unrestrained note-iséua. Again and‘again, the
foreign exchanges were unfavorable and the gold réserves
imperilled. There was & monetary vanic in 1764 when ﬁbre
than 100 banks webe unable to meet the demand for gold,
occasioned by the prasentation for payment of esnormous ... |
guantities of bank-notes. This was followsd by ; similay
crisie in 1997 and the British Government then directed the
Bank of HEngland to suépehd payments incash except under cgr-

tadin -striet conditions. In 1810 the market price of bullion

Volume 1 page 320 (6th edition)
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was between £4710:0 and £4.12.0 an ounce, while ths bullion could

be coined only at the rate of £3.17.10% an ounce, indicating the
1

depreciationrof paper mongy because of 1its redundancy. In this
yvear, the House of Commons set up a "Comméttee to consider the high
price of bullion.™ It was this Committee which issued the famous
Bullion Beport. The Report recommended that the Bank of BEngland
should resume cash payments, but the Statute providing for it was
not passed until 1819, and the full opsration of the Statute was de-
ferred until ist May 1823. Partial payments in ¢ash were resumed
in November 1816. In the yesar ;821 the Bank considared iisalf
ready for complete payment and an Act was passed to permit it in May
1821 instead of in 1823. Trouble soon returned and shewed that the
mere convertibillity of notes was not sufficient to protect the coun-
try from over-issue in a time of‘expanding credit and commercizl -
flatioé%' In 1825 began a movement of speculation which culminated
in a disastrous panic in 1825. During_this*movemént the gold in
the Bank of Ingland greatly increased and its issues of notes great-
ly inczeasad. But it was the excessive issue of the paper-money of
the country bénks, which, feeding fhe spirit of speculation, deter-
mined the magnitude of the calamity. In 1826 an Act was passed
prohibiting after5th April 1829 the issue of-ndtes.of smaller de -
nouﬁﬁamion than £5. Pariliament appointed a Committees in May
1832 which enguired into the subjectrof banking and particularly
into the ragulation of the note-issue. ‘ The Charter of the Bank
of England was Trenewed in 1823 with the addition of special provise-
ions relative to the issue of bank-notes. Mother committee of
enquiryrinto the system of paper‘issues was set up by Earliamenﬁyin
March 1840. It was this Committee which adopted what is known
as the "Currency Principle.® This principle was embod -
ied in the Bank Charter Act 1844 and has since governad the issue
It is now generally agrsed that up to 1808-9 the premium on gold

- was an indication rather of the appreciaticn of gold than of the

. depreciation of the bank's notes.. - (See Foxwell, Preface to ..

Andréadss, A History of the Bank of Ingland Page XVI;and Nicholson,

Principles of Political Economy, Volume II pages 129-304

2. On the questionof the sufficiency of convertibility se ; .
- Principles of Economies Vol.l p% 458 - 9, ;'y ® P*Qrson‘

N
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" The

¥hanki rinciple® a 1 only to the
1% 1te3 ex%ghg ne neg was recggnlse tq tke Act v very

1.
of bank-notes in HEngland and British dependencies. Mr. Macleod
has stated it ag follows = "That when Bank-notes are per-

mitted to be issued the number in GlTGUl&tlon should alw&ys be
exactly egual to the coin lecL would be in circulation if they
did not exist® Lord Oversitone sxpressed the nature of the _
principle fully before the Commitiece of 1840 :-

YA metallic currency I conceivey by virtue of its

own intrinsic value, will regulate itself; but a paper ..

currency, having no intrinsic value, required to be subgectea

to some artificial regulation respecting its amount. The

use of paper currency is resorted to on account of its great-

er econony and conveniencé, but it is important that that ..
paper currency should be made to conform to what a metallic .
currency would be, and especially that it should be kept of

the same value with the metallic currency, by being kept at

all times of the same amount. Now the influxrand efflux of

bullion is the only sure test of what would have been the ..
variations of a metallic currency, and therefore I conceive
that that constitutes the only proper rule by which to Tregu=
late the fluctuations of a paper currency."

The opponents_of the Currency Principle maintained that
the issﬁe of notes should be gubjeoct to né restricticn orhar thm
that impossd by sound banking and convertibility on demand into
gold. Gocd banking distated tha$ notes should be issued only
to effectuate legitimate banking transactions snd not to aid ..

speculative enterprises. Subject to this limitation the ..

‘issues of convertible notes should be permitted to expand with

the neseds of commerce. ‘This is known as the"Banking Principle"

and was upheld by ir. Gilbart,A

The foregoing short historical sketch indicates the.

prominence givem to the matter of regulating the banksnote issue .

The extent to which this question bulked upon the attention of

bankers and governments , When New Zealand was proclaimed a Crown

impli bv the

Tduciary ® issue,

!




Golbny, will furnish the key to muech of the‘Celony's banking
history in the early years. | The triumph cof the Currency
Principle, Whether good or 111 -in its effects, saved England
‘and‘her colonies from the danger df a redundent currency in Zhe
form of b&nk-notes. It is notic eable that the banking author-
‘iﬁies of the first half of last century had no dread of the over-
issue of other kinds of bankwéredita - The evidence befors the
Committeses of 1832 and_184o, reveals a remarkable lack of appre«
'ciation of the way in which.therissue\qf monegy or credit may be
inereased by means of bills Of'exnh&nge and cheques. No pre-
cautiéns:-againsti the over-issue of bank-credit in this direction’
were taken: the matter was left to the,discﬁetioﬁ of the bankers,
It thus appears that when New Zealand was colonised
the generally accepted theory of benking in Fngland was that of
strict regulation of the issue of'baﬂﬁ—notes uponithe Currency .
Principle; and of freedom from Staté control pf the other func-
tions of banks. - This BEnglish theory was adopted without gues-
tion Dby the_Governménu and bankers of New Zealand. As @_;onse-
quence, New Zealand has never been subjected to an overissue of
Bank-notes, and no problems have arisen out of the circulation ..
of the paper~money of banks. What calamities have overtaken
banking in this Dominion have sprung from that spherg of bénking,
which has been left free from effective external control. The
banks of New Zealand have been guilty of prodigal/excess of issue
of bank-money but it has been in the form. not of oanfumofes
but of book-cxedlt ovcratod on by cbeuue% It has bﬁen, of
course, convertible crﬂdit but generally not like notes convertible
on demand. This convertibility has not prevented excessive

issuss leading to calamity.
1. See Laughlin, "Pr1n01p1es of Money", page 1.

N
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The Enélish principles of coinage in 1840 were the
same 245 now. There was free and ﬁmlimited coinage of gold
alone; silvef and copper wers token coins. Gold was
the only legal tender for the discharge of debts upwards of
£2; silver was legal tender up to 40/% and copper up to 12d.

The BEnglish law with respect to coinage and legal tender was

" in force in New Zealand from the mgnmmg

It is well at the outset to indicate fhe sense in
_which the term"money"will be used in the subsequent enquiry.
The monetary problem with which this thesis is exercised is
with money as a medium of exchange{ As such not only coin
and bank-notes, but credit also is embraced in the term.
‘Except where the context indicates the contfary, the word ..
"money" will be used in the f@llowing pages to designate
everything ﬁhioh acts as & medium of exchange of goods and‘ser—
vices and a means of transferring wealth from hand to hand.

Although the issue of ank credit othér than bank~
notes was unimpeded by specific regulations delimiting its ..
quantity, the Colonisl Government fromi:the outset sought to re-
strict banks to those channels of lending wkich are approved
ard laid dom as legitimate by Mr. Gilbart. The feollowing
circular letter, forwarded in 1846 to New Zeéland among the
other British Colonies, sets forth the adopted policy respect-
ing Colonial banks. The Regulations.of 1840 referred

to in the circul&r‘were not transmitted to Nevaealanﬂ.
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BANKING COMPANIES IN THE COLONIES:

(Circular)
Sir, - Downing-street 30th May, 1846
On the 4th of May 1840, Lord J. Russell transmi%ted
to you a Copy of Certain Begulations,'the observence of ..
which, in a&ll Charters or Legislative Fnactments relating
to the Incorvoration of Banking Companies in ihe Colonies,
‘Her Majesty's Government then considered of much importance.
The Correspondence which has since taken place on
subjects of this_nature, and the arrvangements adopted by
Parliament in regard to Banks of Issue in the United King-
dom, appear to her M&jestyis vaernment to have rendered
necegsary some modification of thosé Regilations, with a
view to bring them into exact accordance with the @rinciples
on these subjects established in this Country. I accoxd=
ingly transmit to you herewith & series of Regulations, re-
sised witlh that object, to be substituted for those of May

1840.

These Regulations are forwarded to you‘ not, of course,
: : ] ? §

ag inflexible rules to be in 21l cases insisted on, but as
embodying the general principles_tovbé observed in the pre-
paration of Colonial Acts for~the‘Incorporqtion of Eénking

Corpanies; and Her Majesty's Government consider a com =

pliance with 21l the more material conditions and restrictiors

as of much importance to the security of the_communities

in which such Banks may be established, and more_especially
to the poorer classes of such Communities. I rust, there-
fore, desire you to take care, that in any Ordinances or ..
Bills introduced into the Legislative Council of the Colony
under your Governmeﬁﬁ, for.the Incorporation of Banking ..
Companies, these conditions and restfictions be inserted.

I heve the honour to be, Sir,

Your most obedient Servant,

i
;



REGULATIONS and CONDITIONS for the OBSERVANCE of which
PROVISION should be made in CHARTERS or LEGISLAIIVE
ENACTMENTS relating tc the INCORPORATION of BANKING

CONPANIES in the COLONIES.

ist. The Amount of the Capital of the Gém@any and
Number of shares to be determined; and the whole of
such determined amount to be subscribed for within a
limited period, not exceeding Highteen Months from the
date of the Charter or Act of Incorporation;

Znd. Shareholders te be declared a Body Corporate,
with common seal and perpetual succession, and other
usual corporate powers ;. and with any requisite proviso
that judgment against the Corporation shall attach to all -
additional iiability of the Sharsholders, as well as to
paid-up Capital and other property of the Company .

3rd. Provigion to be made, either by Recital and Con-
firmation of any Deed of Settlement in these respects or
otherwise, for the due lMonagement of the Company's Affairs
byprpointment of Directors, and so forth, so far as shalkl
seem nacessary for the securiity of the Public.

| 4th. No wy-=law of the Company to be repugnan% to the

conditions of the Charter or Act of Incorporation, or to
the Laws of any Cclony in which the Company's Establishment
‘may e placed. . |

5th e Theidérporate Body this constituted to be oo
specially empo&éred, subject to the conditions heresfter
mentioned, to carry on for and during a limited term of
yvears, (not to exoeed’Twenty~Oné Years unlessrunder particu-
lar circumstances) and witbin the Colony or Colcnies speciav
fied in the Charter ox Agt of Incorpcration, but ﬁ@t gl
where, the Business bf Banker; and for and during the like

term to issue and circulate within the said Colony ot ..



Colonies, but in such menner only as shall not be at
varisnce with any Genexal Iaw of the coiony, Promissoxy
Notes payable in Specie on Demand.

6th, Such Banking Business or'Issue of Notes not
to commence oxr take place until thie whole of the Fixed
Capital of the Company has been subscribed for, and a
moiety at least, of the Subscription paid up.

7th. The Temaining Moiety of the Capitsl to be
paid up within a given period from the date of the Charter
or Act of Incorporation, such period not in general to
exceed Two Years.. ‘

8th. In &ll cases in which Shares in the Company's
f Stock are transferred between the period of the Grant of
the Chartexr or Ant‘of Incorporation and the actual com =
mencing of business by the Bank, the responsibility of the
original holder of the transferred Shkares to continue for
Six Months at least aftexr the date of the transfer.

Sth. Th'e Cbmpany nect éo advance money on Seeurity
of L&ndsror Houses or Ships, or on pledge of Merchandise,
nor to hold Lands, or Houses, except for the transaction
of its business, nor own Ships, or be engaged in Trade, ex-
cept as dealers in Bulliem or Bills of Exchange; but to
confine its'transactions to disoounting Commercia1 Paper and
negotiable Securities, and other legitimate Banking Business.

 10th. The Company not to kold shares in its own
Stock, nor to make advances on the security of those Shares.

11th. The Discounts or Advances by the Compaﬁy, on
Securities bearing the name of any Director or Officer there-
of, =s dfawer, acceptor, or endorser, not to exceed at any
time one-third of the total Advances and Discounts of the
Bank.

12th. The Dividends to shareholders to be mede out

of Profits only, gnd not out of the subscribed Capitazl of
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tke Comnpany.

13th. The total amount of the Debts and Liabile-
ities of the Company, whetler upon Bonds, Bills, Progissocry
Notes, or otherwise contracted, over and above the amount
of Deposits on Banking Acobunts with the Company's Establish-
ments, net to exbaed at any time three times the amount of
the Capital Stock subécribed‘and actually paid up.

14tk No Promissory or othér Notes to be issued
forx sums under éilJ sterling (or in the North American
Colonies £ 1. hmllfmx currency), or the equivalent thereof
in any other local currency, and not for fractional portlons
of such Pound or other'equivalent amount .

18th. Ail Promissory Notes of,the Company, whethéf |
igsued from the Princirsl Establishment or £rom Branchk ..
Banks, to bear date &t uhe place of issue, and to be pay-
able on demand in Specie at the nlaﬂe ‘of date.

“16th. The total amount of tre Promissory Notes |
payable on4demand, issuedm and in circulation, ﬁot at any
time'to exceed the amount of the Capital Stock of the .. |
Company’paid Up e

"1%th. . In thie event of tke assets of the Company
being insufficient to reet ite engagements, the Share- |
holdérs to be responsible to the extent of twice the amount |

of tlhieir subscribed Shares (that is, for the amount subni

goribed} and for a further and additional amount equal ..
thereto.) 1
18th. Suspengion of Specie Payments on Demand at |

any of the Gompany’s‘Banking BEstablishments, for & glven
number ofdays (not in any case exceeding sixty) within any
~one year, either consecutively or at intervals, or other
breach of the Specizl Conditions upon which thé Company

is empowered to open Banking Establishments oxr to issue,'
~and circulate Promissoxry Notes, to forfeit those privileges,

yavs
,’,/,
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which shall cease and determine upon such forfeiture
as 1f the period for which they had been granted had ex-
pired.

- 19th. The Company to make up and publish period-
ical Statements of its Assets and Tiabilitlies half-yearly
or yearly; showing under the heads specified in the ..
ennexed form, the average of the amount of its Notes in
circulation, and other Liaibilities, at the termination of
each week or month, during the period of which the state-
ment refers, and the average smount of Specie or other ..
Assets that were aveilable to mest the sames Copies of
these statements to bé submitted to the Govefnmehtrof the
Colony wikhin whick tre Company may be established; and
the Company tc be prepared, if éalied,upon, to verify such
Statements by the production, as confidential documents,
of the Weekly or Monthly Balance Shests from which the
same sre complled. And also to be prepared, uﬁon re -
guisition from tre Tords Comrissioners of Her Majesty's
Treasury, to furnish, in likemanner, such further inform-
ation respecting the state or proceedings of its Bénking
Establishments_as their Tordships may see fit to call for.

20th. = The Ckharter cr Act or Incorxporation may
provide for an addition to the Capital of the Gomﬁany o
within specified limits, witl the sancticn of the Tords
Gommissioners cf the Treasury; suck additional Capital,

and the Shares end Subscriptions that may constitute the

R

ame, to be subject in every respect, from and after the
date of the significatien of such sanction, to conditions
and regulations similar,to those applying to the original

Capital.

)
-
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FTORM of RETURN rsferred to in REGULATION No.19:

O I Em v I e e T T e T G T T e R

RETURN of the Average amount of Liabilities and Assets of
the Bank of t¥He periods from (1lst Januaxry) to ...
(30th June) 184 , viz., ==

LIABILITIES ABSETS:

Promissory Notes in circulation not Coin and Bullion ... &
bearing Interest cocoseecesod
Landed or other Prop-

Bills of Exchange in circulation not erty of the Corporat-
bearing Intersst eescsssss s o} o P IR
Bills and Notes in circulation bear=- FGovermmenitSecurities £

ing INterest cesseccscssscnced
. Promissory Notes or
Balances due toother Banks e.os 08 Bills of other ...
_ Banks secsssosessa &£
Cash Deposits not bearing Interests
. Balances due from
Cash Deposits bearing Intersst «..f other banks «e:s.. &

To Shareholders for Capi- Notes and Bills dis-
tal pald UDp sesscsasd - sounted, or other

- ' : Debts due to the

To Ditto for Additions de- G rperation, not

clared to Shares (if : included under the
BNY) evcssscssesseesd foregoing heads  and
T ' excliugive of Debts
To Ditto for Dividends re- abandoned a8 bhad £
maining wnpaid {(ifany) ,
: £

Total Average Liabilities & Total Average Assets £

sy D e Wy 2 O N e e G 9D e D B
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| It would seem unnecessary to enlarge upon the
wisdom of subjecting fhe business of banking to stringent regu-
lation. While susceptible of competitiqn, banking partakes
.somewhat of the nature of a‘monopoly. The regnitude of the

resources reqguired makes the entraqce of competitors to estab-

\ otn o abep not to be taken lightly, and if decided upon,

edcsptional difficulties. Pur thermore,

‘lish.e‘
é step encumbered with
banks , as the custodians of the people's savings{ the cirecu -
lators of their own promissory notes, and the financers of com=-
merce;involve the thle cormunity in any ruin that overtakes ..
them. Thus the maintensnce of the solvency -of benks 1s among
fhe first principles of statesmanship.

| | In laying the ground work of kenking in the Colony,
its legislators came to the task freighted with the deep con=
viction that upon them rested the p&ramount'obligation tb 1ift
banks above the risk of failure. With the memory of banking
disagterg 8ti1l green and with the mind furnished with the con=-
elusions of the British Benking Commitiees,they addressed them-
selves to their great duty.

During the greater part of the first 20 years of
the Colony's existeﬁce, the Government strove to follow the ..
analogy of the Bank of England by separating the issue of notes
Ffrom ths other £unctions of banksg. In 1847 = Papexr Currency
Qrdinance was enacted which gavevto the State the monépoly of
the note-issue. A1l the wealth of the State was pledged to
secure the qoﬁvertibilityvof the notegiand adequate cash re =
serves ere provided to ansure-convertibility on demand. This
geemed an invulnerable insurance against the recurrence of fi—
nancial troubles such as had afflictedbGreat Britain. The

State Issue Department did not succéed; ut despite its failure
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the experiment serves to emphasise the strong sense of oblig-
ation prevailing, to save comumsrcé from calamities cccasioned by
_baﬁking indiscretions.

The com?lgment,to the Ordinance creating & Bank
of Issus was en Ordinance of 1851 authorising the grant of ..
.ckarters of incorporation to banking companies of deposit and
discount. Thp one Qrdinance removed the perilous right of ..
note-issue from private banks altogether , the other prescribed
the oonditions under which the other functions of banking should
be disch&rged._ It will be noticed that they follow the
model'regulations of 1846. | A transcript of the greafter por-
tion of Section £ of the Bank Charter Ordin&nce 1851 is appended:-

1. The amount of the capital of the Company shall be ..
fixed and set forth in the Charter, and the whole of such fix-
ed amount must be subscribed for within suck & perlod as may
be prescribed by the Charter, not exceeding 18 months from the
date of the Charter. o

A The Bank shall not commence business until the whole
of the capital shall be gubscribed and & moiety at least of ..

the subscription paid up. :

3. The whole amount of the capital shall be paid up withu_
in such peried from the date of the Gharter; not exceeding 4
yearé, as éhall in such Charter be prescribed in that behalf.

4., The debts snd engsgements of the Company rmust not ex-
coed at any time three times tle amount of the paid-up vapital |
with the addition of the amount of such deposits as may be ..
made with the company‘s establiéhmenﬁ by individuals in specie

.o¥ government papers

5. Suspension .of specie paymﬁnts on demand at any cf the
Gommany's ‘establishments for such pexlod as may be prescribed in

the Charter, but in no cese exceeding 60 days within &ny one
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yeér, either consecutively or at intervals, shall forfeit
the Charter of the Company »

6. In the event of the assets of the Company
being iﬁsufficient to meet its engagements, the sharshold-
ers shall be responsible to the extent of twice the amount.
of theif subscribed shares (th&t is;ffor the smount subscrie
bed and for & further and additional amounf egual thereto)

7 ,The Company shall not kold shares in iis own
stock neor make advances on‘thﬁ security of those shares.

8. The discount or advances by the Company on SB=-
curities bearing the name of any director or officer thexecf
as drawer, acoéptor or indorser, shall noct at any timé OE -
Qeed one third of the total advances and discounts of the
Benko

i The Compeny shall not advanc e money on sSecurity
of lands or houses or ghips or on pleége of merchandize,
nor held land or houses excepﬁ for the transaction of busi-
ness, nor ow ships, nor be engaged in trade except as ..
dealers in bullion or bills of exchenge, but shall confine
its transactions to discounting commercizl paper negotiable
securities and other legitimate benking business.

10. The dividends to shareholders shall be made
out of vrofits only, and not out of the capital of the Com-
pany .

11. The Company skall make up and publish periocd-
ical statements of its assets and liabilities at suck tinmes
and in suchrﬂ@nner as may be prescribed in the Charter of
Incorporaticn, and shall, upon requisition frem the Loxrd's
Commigsioners of her madesty's Treasury oI from the Govern-
or-in-Ghief, furnish such further informition respecting
the state or proceeding of its banking?eStablishments as .
such Commissioners oxr Goveinor—in—thef shall from time to

time require
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1%« EWer Charter of Incornpcration shali contain
such provisions and be made sutﬁécf to such conditions as
may for the time being be in force in that behzlf under or
by virtue of regulations to be prescribed by Her Maj sty ..
through one of Her HMajesty's secretaries of State,
It will thus be'seen that the leading principles
embodied in the Bank Chgrter Ordinance are
1. ‘That}all the capital shall be subscribed and
a moiety of it paid_up,‘before,the Banking Company commen-
ces business. | | |
2e That the remwining moiety of the subscfibéd»A
capital shall be paid up within a Specified humber of”ye'ax;s.
3. That the debts of the Company shall be propor-
ticnate to the amount of the pald-up capital.
4. That thé shareholders shall be liable to twice
the amount of thelr: paid-up shares.
5 That trhe Company shkall not rold shares in its
om stock nor make advances on the security of those shares,
6 That discounts to directors or advances on
gecurities bDearing the name of any director shall be linited.
‘ 7. That the Company shall be restricted in its
operations to legitimate bamking .
8. That dividends shall be paid only out of pro=-
fits snd not out of capital.
e That periodically statements of asséts and ..
liabilities shall be published.
There were no banks incorporated under this Ordinance. No Compeny
was found willing to carry on business under its provisions, while
the right of note-issue was denied. The few years, however, succ-
eeding the closing down of the Colonial Bank of Issue in 1856, saw

thé,establishment of many benks in New Zealand and the general .o
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 principles of the Bank Charter Ordinance were applied. As
the Ordinancé gave no power to establish banks of issue it was
necessary either to amend it and repezal the Papef Currency Orde
inance 1847 or Pass a‘Special Act foxr esch bank. The latt e
,_courSG wa.s adopted.b But, although the Ordinancé thus became
a dead letter, the principles embodied in it were adopted in
the sevexal special«Act$. This will appear when I consider
the.Act~incorporating the Bank of New Zeal&nd. The Bank o«
Charter Ordinance may be Said, theréfore, to lay down the ...
poelicy of New Zealend with respect to banks of deposit and dis-

-gount.
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CHAPTER II;

—— - o

COMMERCE WITHOUT BANKS

In 1840 the Union Bank:of Austr;l1a oPEN d
branch in Wellington and in the same year the New Zealand Banking
Coumpany orened an office in Xororareka. Thus in the year of the
proclamation of New Zealsnd as & Colony of the Biitish Crowﬁ;&
measure of banking facllities was afforded to the provinces of ...
Auckland and Wellington. For meny years, however, the number
of bank offices in the Colony could»be counted on~ one hand and the

cormerce of scattered set lements had to be garried on without thé

glid cf banks. The province of Otago was particularly embarrassed
from this cause, - The colonisation of Otago was bhegun by the ..

Otago Association, 23rd March 1848, the date of the arrival of the

first emigrant ship. From thet time until 3rd Jenuary 1857, when

the Union Bank opened a branch in Dunedin, Otago was without a bank .

w3

In the meantime, this Province had grown considerably.  In 1837

the population of Otago was approximately 4,000 and its total export

and import trade was £1032099n Obviously & geood deal of bhusiness
was transacted for many ¥ years indspendently of bhanks. But long

before the establishment of zny banks at a1l in New Zealand there

was & conslderable volume of trade, which necessitated some form
of money. I propose to sketech, shortly, the history of exchange

in Wew Zealand unaided by banks.

THE momﬁzs

The aborigines of New Zealund are a colored race
called Maox%gs,. Prior to the advent of Eugopeans thﬁy had not
even the rudiments of‘tr&deo The commmal system prevailed.
Cultivation, fishing, and the éth@r'means for providing for the ..
wents of the tribe were carried on by the tribe s a whole under
the dirvection of the Chbief. To & limited extent individuals rights

were recognised. A warrior might bave his little fishing ground
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or egl-welr, or his allotment of forest for hunting. But there
was no exchanging of products except Ly Way of "presents.®

When the Ypresents™ were exchanged there was no attempt to arrive
at an equivalence of value. Every tribe had its common stores
of dried fish, fern root Bo., the Chief being the distributor of

the fruits of industry as he was the director of the productive

efforts. If there was & shortizge of food all the members of
the tribe suffersd together and equally. Thus monsy was not ..

needed and did not exist in the internzl industrizl ecomomy of the

tribes.

"Prior to thellanffﬁ? the Buropesns there was but little
private properiy. The land, the fields, the food preserves were
held in common under the msna of the Chief. The property of the

individual was confined to articles of dress, weapons, and perhaps
his whare, but even these tie Chief could possess by calling them
his heart or hand. Tliereupon they became tapued to him and no

native dared to use such things again for the tapu of
‘ 1. :

ot

he Chisf
would élay him.¥®
Neither was money used in the inter-tribal relations.
Hostile tribes.would steal from each other and friendly +tribes
would give'presents®. But there was no systematic exchangs of

"presents.thet could be called barier or trade. ur. Thomson

in hig "Story of New Zealand® szys thet in 1780 the Meories were

2o
destitute of money.

1. "Canterbury 0ld and New" page 156

2. Volume 1 page =241
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THE WHALERS:

The Maories were initiated to the customs of trade by
the whalers whi began to freguent the northern parts of New Zealand
in the early years of the last century. Nothing like regular ..

comuerce was developed until tlhe Maories discovered the effective-

ness of firearms. In Mey:1821 Commissioner Bigge held in Ingland
‘an engulry concerning New Zealend. A full report of the evidence
' ' 1,

taken is given in Dy lcHab's "Historical Beoords of New Zeawland®
The following are & few of the questions and answers arising out of
the exemimation of Msign McOrae of the 84th Regiment who had spent bten
| months in New Zegland - | |
~ “Upon what terms do the whalers sell their fire-arms and gun -
powder to the New Zéalanders?"
"Mey sell then for pork and votatoes and for spars if they want
spars for thelr wvessels.V
"Ts there any fixed price?“
"None. It used to be 28 hogs for a single musketb.. The o
price is now generally 15 or 200 baskets of potatoss.”
ﬁWhat are tﬁe usuzal articles they exchange with the vwhalerseo®
"Pigs, potatoes, wOod, fish and curiosities. - @he Maorids ..
shewed almost exclusive prefersnce for muskets. Feod was often
unprocurable by anything else. "
"How was the labour then of the natives in cutting and drawing
timbsr to the ship paid for?e
"I believe that the cutting of the timber was paid for in axss.
The natives had not strength nor indeed the inclination on such
terus to draw the timber when it was cut.® |
The following authent19 story will explain the ...

L]

eagerness of the natives for fire-arms =

pp 540 and Séq,
"Story of New Zealand by A. S. Thomson - Volume 1 pp K58 - ¢

\
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‘In 1822, a famous Chief, Hongi, embarked in his war csnces
on an expedition of conguest. Meny of his men were equipped
.with fire-arms which he had obtained in his inﬁercéurse with
thé Europeans. This enterprising warrior had visited .o
Englend in 1820 accompanied by Mr. Kendall,a hissionary. He
obtained valuable presents there aﬁd’exchanged them for 300
miskets. Needless to say, his carpaign against fhe unarmed
tribes was uniformly successful. The Maories were not slow
to appreciate the cause amdimmBdiately there was an urgent de-
mend throughout New Zealend Hr fiTe-arus. . Hongi's victor-
ies shewed the shole native race fhat the possession cf guns
and powder was absolntely necessary for self-preservation.
‘Every adult male endeavoﬁred to obtain & musket md Buropean
'.ﬁraders were besought to bring to the country guns end ammun-
ition. New Zealand had abundant supplies of flax which was
g highly vﬁlued article of dgﬁ;érce. The sudden dewand for
fire-arms offered an opportunity of establishing & very pro =
fitable trades Trade became more>or less regular and was
no longer &abandoned to the occasional visits of whaieréffdr .o
the purvose of refitting or obtaining provisions. Several
vessels were far thwith fitted out at Sydney to carry to Wew
Zealand gims and powder end bring back flax and other goods.
In 1829, whale oii, flax, timbef? pigs and potatoes to the ..‘
value of £135,486 were exported Lrom New Zealand. The ime
roxrts offéféd in exchenge were of tufling value comparatively.
During:the fourteen years ending 18392 goods to the average ..
value of £3Q,Ooo,par>year wefe'imported. In the last six ...
months of that year no less than 75 ships called at the Bay
of Islands. A few nmuskets purbhased 4 ship load of fl&x’
and & fig of tobacco, s8ixty pounds of potatoes. By 1834,

however, the Maories bégan to understand someWhat of the .o
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Buropean value ofthe articles they were selling and drove hardex
bargains.  Up to 1840 the demend of the nativeswas chiefly for
iﬁstruments of war but from that date thqy sought eagerly other
articles such as blankets, shirts, tobacco and spades.

One conseqguence, horrible in the extreme, of the trade
between the Maories and the Buropeans, was the purchase of muni -

lo . "
tions of war with native heads. - The Meoties were accustomed

" to preserve theheads of their Chiefs. Preserved heads were ..

naturally much prized in BEuropean museums and commanded a high .o
price. A tribe would not dishonour itself by selling the head
of its chief, but the purchase of a gun by the head of an énemy
séemed an éasy and meritcrious way of obtainingtpower'in battle.
Very soon the trade became systematised end the slaves of war ..
were killed in large numbers to provide the heads.to tmy;the goods
of the traders. These heads were frequently,hoardéd 1ike money
and indeed for a Whilé formed & kind of currency displacing in a

measure the simple method of varter. They became & 8pecies of

money , because the Maories discovered that heads were generally &c-

 however, ;

ceptable to traders.  For the most part,/the early trade with the |
' . = . | in heads
Maoties was one of pure barter. . The: disgraceful traffic was .

made illegal in 1830 by proclamation of Governor Darling of New ...

South Wales.

PAYMENT _OF WAGES:

]

'i
|

The method of paying the wages of the sailors and those en-

gaged on the whaling and trading excursions to New Zealand deserves
a little notice.

Cormonly the agreemeﬁt with the men engaged for whaling was

'th&t'they should be paid by a certain propoxrtion of the product of

1. Brett's Historical Series: Early New Zealand., p. 336

2o

"Wew Zealand" by Dr. Martin p. 74

3. Sydnsy Government Gazette - April 16, 1831
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the expedition. ‘But even where wages were fixed and stipu-

lated beforehand, payment was almost invariably postponed un -

il the fruits of the enterprise were obtained. In the ..

meantime, credits wete given to the labourérs on which they ..

could draw upon storekeepers for necessaries. Sometimes

‘the credit was given by the storekeepers themselves, but often-

er by the agents of the whaiiﬁg merchants whose credits were
recognised by the storekeepers.

Joln Tawell was & well-known Sydney merchant engaged ex-
tensively in whaling. His custom was to pay his men in the
first instance in his ow promi ssory notes payable to bearer
which were readily accepted by New Zealand storekeepers, and
circulated as currency until their redemption. A specimen
of one qf.his'£5 notes is given in Brett's"Early New Zealandﬁl'
The following is & copy of & tradesmsn's note the‘originalm of
which i8 to Dbe found in the Hocken Library Dunedin.

,} "16th Mey 1826.

Eobart Towm .

No. D 259 ‘

ON DEMAND I promise to bay the Beafer
THREEPENCE |
in Spanikh Dollers at 5/5 each.

-

Thos., Kaye.

Liverpool,Street.®

Tradesman 's notes of this kind circulated in New Zealand. The

adjustment of liabilities took place at the end of tﬁé‘whaiing |
éeason when the Sydney merchants sent to'New Zealand a ship e

laden with various kinds of produce, chiefly spirits'and tobacco
The men then received in quantitiés of these articles the wages
to which they wefe-entitlgd. To the extent to which they had
transferred their credit with their employers %d”lbcaiﬁstore -

keepers their payment was reduced.  On tﬁé arrival of the ship

page 160 . ' f //
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storekeepers and others with claims against the men in the ..

form of I.0.Us and promissoxry notes would present them for ..

liguidation. Thus wages wers paid and trade conducted almost
metallic :
entir ely without the use of/money. - Indeed in the early days

of whaling in NeW«Zealand_there was practieally no money in cire
culation. Between the whaling $eas§ns the men would be held
at the stations by means of-credits'granted by’their employers
to enable them to obiain the means of livelihood. ) grad -
nally cash,begah to filﬁer in from New South Wales snd payments
were then made partly in cash and partly in goods. - Tor a long
time, however, the whalsr who took cash was a novelty and any .;
hoarding of it, as it exoited the cupidity of his fellows , was

~ far from safe. Mr. Shortland relates that he came across an
Ticeptionally thrifty man»in Weikouaiti in 1844 named‘stepﬁen
Smith. Smith had takBWhlb wages in monsy and had concealed it

in various holes dug in the ground.

- TRADE BETWEEN THE SETTmRS AND

One 6utcome of the visits of traders and whalers was the
establishment of small;European settlements. - Many tradefsr;;f
adopted the practice of leaving a representative in New Zealand
to prepare for thelr return trip. By 1820, mest tribes sought‘
a reSident "pakeha" trader, tho often‘becamé the nucleﬁs dfva |
settlement. These men brought with them coin from New South
Wales and America and intréduced the Spanish Dollar and the ..

American Dollar among other coins. The trade, however, between

the RBuropean ssttlers themselves and between them ana,the Maories

was conducted chiefly on ths'ﬁrinciple of,éjy.er with a tendsney

1. "Tthe Southern Districts of New Zealand" by Bdward Shortland PS. 108112

~

and Brett'!'s Historical Series early NLW'Zeab nd pe. 109

e ﬁHlStOI’,&" of Taranaki" by B. Wells. p»-l-JO
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gor such things as tobscco, rum and "neads" to become a ..
currency for the reason that there was a general demand for
them. "Tobacco, guns and ammunition were a favoured .o
medium of exchange and begause 6f their ready acceptance by
the Maories were used to some extent as money among the ..
Europeans. 1. - Instances of the use of such things as
money and of the employment of barter ars founmd before 1840
and also after in places where tls re was no bank. In 1841
a Mr. Carrington bought lend from the natives in New Plymouth,
agreeing to pay in tobaccb. An instance on a coiéssal
scale of the barter which so widely prevailed in the trade ..
‘with the Meories is fumished by thepeyment made by Captain

- Wakefield for the land of the Buropean settlement at Nelson.
The payment was made_under tlhe guise of "presents" to the ..
»native chiefs for anything corresponding to b&rgaining WBS o
offensive to the traditions and the dignity of the Meories.
Nevertheless, the Maories after»a}fawmdealings with the Buxop-
eans began to demand Fpresents"suéﬁaasin tﬁ%ir view were of
& value equal to What tlhey pafted with. To one chief, for
the lands about Wakatu, was given 1o‘b1ankets, 1 felling axe,
1 squariﬁg axe. 1 cwt. of tobacce, 300 pipes, 1 keg of powder,
1 double«barrelled gun, 1 paif shoes and 1 cwt. of biscuits,
of the total velue of £24.19. 3.  Similar consideration to
the value in &ll of £980.15.0 was paid, to the various chiefs
interested, for the whole extent of the land of the Nelson ..
Province. A large land transaction of the like kind was .
effécted in Banks Peninsula, Canterbury, where in 1837 Ceptain
Hempleman purchased what is now the town of Akaroa from Eloddy
Jack, the agen® of the Maori owners. The pﬁrcﬁ&se was made
by the payment of "one big boat, by nape the Mary Ann include-

2.

ing two Salls and jib®

1. '
"Jubllee Elstory of Nelson" by Mr. Justice Broad at p. 38

B "Stories of Banks Peninsula“by H. C, Jaconson at pu 62
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In the coilection *Emigrants Letters 1841% in the
Hocken Tibrary is aa interesting'communigation dated 28%h June
1840 of one John Pierce of Port Niéhblsoh to one T. C. S21t of;
Birmingham. The letter refers to the conditions of sxchange
in domestic trade. "I had when we landed, only 50/s in the ..
world, (besides the few goods) in two whole sovereigns and one

half in Birmingham money. My heart zlmost sank within me;

put it has never been so low since that day. The next day, the

8th March, I bought a pig weighing 40 1bs. for a yard of calilco

which cost me only 24d. in Birmingham. Today I bought lots of

potatoes by the yard; that is to say, they put baskets of potat-

oes in rows and gave me a yard of baskets for a vard of calico.

I also bought two pigs for one blanket and one of those gowns for

" which Mrs. Pierce gave 1/9 each..... ...I went on buying pdtatoes

and pigs, until we had not a blanket, rug, print, pr calico in ..
the house." The wfiter goes on to relate how he sold these ..

pigs and potatoes for money to visiting ships and was enabled on.

. the Ffirst day of opening of the Union Bank (1857 ) to deposit ...

250 in coin and draw out the First lot of bank-notes, being Fifty

£1 notes.

’ Barter was common also in the commercial relations of
Buropeans among themselves. In Otago the‘stdres.weré‘the‘mar_
ket places for transactions by barter. Mr. James Barr in "The

, 1. B , .
01d Identities" refers to the wives of Taieri settlers going in-

to the stores in Dunedin to exchange éggs and butter for clothes

and grogsries. "Monetary transactiohsxwere conducted througﬁ
" the s torsksepar's - not a very convenient method - until a branch
2 '
of the Union Bank was opened in 1858" - The same trouble was

experienced jn other provinces giving rise early to the develop -

|

ment of the use of forms of trademen 's paper money to make mp for |

™~

page 47

"A sketch of Otage" by Jas. McIndoed The Bank was opened in 1857
not 1858. L '
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the deficiency ofcoin and the absence or shoritage of bank money.

TRADERS' PROMISES AS MONEY:

"One of the troubles of this %ime was :the absence of
coin; labour and produce had to be paid for by goods and barter
that is so much flour, or sugar or an I.0.Us of the party receiv-
ing the labour or prpduce. These I.0.Us were paéSed from one
to another ‘then back to the orlginwl issuers of them;"%.

In time the Maories were induced to accept forms of
paper in payment for thingé s0ld. Mr. We Tyrons Power records
in his "Sketches in New Zealand"é.thatjhe had occasion at Wainui

to purchase 3,000 1bs of pork and 300 baskets of kumeras from the
Maori Ehief Urumutu in 1846. He had no money but Urumutw was
perfectly satisfied to accept & cheque payab;gét Porirua or Wel-
lington. '

The use of paper money, issued by pefsons>ani fifms,
spread rapidly after the Govemment of the'COIOny set the example
in 1844 of employing debentures as a currency. This matter is
fully dealt with in a subsequent chaﬁ%er, but reference must be
madehsre to the paper money circulated in Otago prior to the ..
opening of a bank in the Province. The other leading Provinces,
Auckland Wellington and Cantsrbury, obtained a bank at the time |

of or soon after their founding. Otago had to wﬁit neazly bten
years. During that period, its leading men nevér geased/fe
advocatethe establishment of a bank.. Mr. Jas. lMecandrew, & .
large storekeeper was the most prominent in this agitation. He
ehdeavoured ﬁb promote a bank of Otago and to tlmt end issued .
2nd August 1851 a prospectus of a proposéd Otago Banking Company .
He had previously oonductad a corrGSpondence in the Otago Witnesss.
urging the establlﬁhment of & local bank on the Scotch system.-
In the same year he obtained bank-notes for the Otago Bank from

England for sums of 10/s £1 and £5.  The capital of the Bank was

"Santerbury 014 and New" Ly Wme. Reecce at p. 21
Page 27. Z. 10th April 1851.
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fixed at £20,000 in £10 shares. The propbsal was  warnly ap-
pro%ed by the Otago Witness which not only emphasised the short-
age of money but referred to the fact that what there was.wasqbe-
ing hoarded in "teépots and Stockings“l. The promoters; how=
ever, found an obstacle in the Bank Charters Ordinance of the ..
Colony 1851 which required the whole of the subscribed capitai to
be paid within 4 years of the date of the Charter. Compliance
#ith this provision was found impossible in a commnity S0 ..
sparsely populated and of such slendef resources. To meet this
difficulty a second prospectus was issued and the capital reduced
to £7,500. "But further difficmwlties were _in'the way, and
‘all application to the Goverpor for sanction was unavailing.

It was shrewdly suspected that the provisions in the ordinance,
and in an amendment which speedily followedy had been clever Iy
and covertly devised to prevent all ri#alry With.the Govarnpegﬁ‘
paper currency of the Bank of Issue, and with the monopoly éﬁ-

- Jjoyed by the Union Bank. Thius the crimp bank-notes remain to
this day useless and unsoiled. This circumstance was ...

viewsd &8 another srievance, asnother instance of indifference
. o , -

4\

*

to the public convenience. " ’
Hindered in this enterprise, Mr. Macandrew turned his
" attention to the provision of notes of his om to be used in .
ﬁhe payment of produce sﬁpplied to thse store of his firm. .
 He managed to induce a Ik rge number of business men to support
his scheme. He received a requisition to issue notes signed
by forty well-known men . The reguisition and Mr. ﬁacandréw's
compliancebwas published in Otago Witness, 30th October.1852.,
The following ig the main poxtion :-
"To Messrs. Jas. Macandrew & C§.
| Genﬁlemen,
We the undersigned applicants for shares in the
Otago Banking éom@any and others interested in the prdérésé
of the settlement, feeling th&#vthere is 1ittle chance ofﬁ.r

1. 2nd August 1851 - 2. Contributions to the Barly History of N.Z.
(0tago) by Dr. Hocken at page 136
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the Otag Banking Company obtaining & Charter until the sitting
of =& populaf House of Represeﬁtatives - and seeing that in the
weentime the settlement is suffering seriousiinjury from the ..
want of a circulating medium in some degree proportionate to ..
the actual wealth of the Colony and to the requirements of in -
dustry - beg respectfully to Suggestvthat in the meantime and
until the proposed Bank is fairly started your fixm might to a
great extent obviate the depression which industry is now suffer-
ing under by adopting the system which has been found to work ..
well in other settlements.  We mem tlat of issuing Promissory ‘
Notes for small aﬁountsr at short dﬁies,'it being generally under-
stood that they would at any time be takén as cash in payment of
goods and produce at your store coce s "o

There was at once considerab® stir. smong local trad-
ers and JoIn Jones the mest powerful commerﬂiallrival of Macan -
~drew & Co. forthwith engineered a petition.ﬁo the Governor ex =
pressing the dismay of the signatories at the creation of paper "
nmnéy 2z which they opined would be the "means of deétroying -
that confidence in mercantile transactions which has hitherto ..
existed in Otago" The petitioneﬁséondemn the notes as being
the creation of a "falsé capitaland the introductign of the ..
"Tpuck system" and call upon His Excellency"o addpt sud. measures
without delay as would put an end to so intolerab® a grievance .,'
being inflicted on the Bettlers in Otago."l. At the same ..,‘
.time Mr. Jones induced 16 storekeepers and dealers to advertise
in the public Press that théy would not acceptbthe notes in <.
payment.“_. ' '

Macandrew & Co. issued £1 notes:nand their step was

approved by the Otage Witness which urged the accem ance of the

notes until proper banking facilities should be afforded{:s5  It

pointed omt the impediment o progress occasioned by the abéence,‘

1. Otago Witness November 6, 1852,
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of credit instruments. "As matters at present stand, if it
costs & flockmester £100 to Shéar bis woel, or a farmer £100 to
gatber his harvest, he must retain that amount idle from weed -
tine to harvest to meet his expenses at the end of the year.® )

_ In:a letter to the Witness of August 13, 18863 Macandrsw

& Co. alleged that nearly one—third'of the ordimary circulation

of Dunedin consisted of their notes and that they were pressed

to issue more than they had done. It is to be observed that
the notes were not payalle on demand but at short periods al-
thoééh,tbey gommonly circulated after their due date. The .
notes continued to circulate to the advantage of the community
until the opening of the Union Bank. For & while they excited
the bitterest opposition from a small but persistent body of tesi-
dents. On one occasion the feeling aroused by them precipitated
a disturbence in which one of the prominent adherents of Macan -
‘drew & Co. got his shins skinned. From that time the notes were
frequent ly Spokén of as "Shin—plasﬁers." - "Mr. Jolm Jones, & ..

rivel storekeepsr, was the head and front of the opposition to the

notes. ‘A orafty but unsuccessful attempt was made by Mr.
Jones to "bresk the Bank". He secretly asccumulated ﬁhe ﬁotes

from &1l quarters to the mmount of some thousand pounds, and theﬁ,
with pockéts.well sﬁuffed, repaired tc his ffieﬁds' store, asking
foxr an adjuétment of accounts. With equal wariness and,secrecj
-ﬁaCaﬁdrew & Co had accumulated sovereigns which weTe lying in oo
" readiness for this expected day.  The reply that there Was‘no .o
- account between them was triumphantly wet by Mr. Jones unloading
‘poeket after pocket and asking for gold instead. To his chagrin_
and dismey, bag after bag of scvereigns was counted ovt until his

last demand wes satisfied, and then he was quietly asked if had

Yany more." A peace was patched, and shortly afterwards Mr.
Jones thought it to his adventage to issue Lhig own notes. This

1. Otsgo Witness - November 6, 1852
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he dﬁi, making them payable three days after date at Dunedin or
Weikoualiti. They were engraved at .lMelbourne in a'sﬁmptuous
bank note style, in great contrast to kis rival's homely pieces
of paper. This mode of financing was not superseded until ..
2nd Jenwary 1857, when the Union Bznk opened a branch in Dunedin
under the menagement of Mr. Alfred Jackson, and so imaugurated a
proper state of»finan@e."l.

The shortage of moﬁgy ahd’the absence of banking .o

facilities made it difficult to undertaske enterprises requiring

much capital. The rate of interest on borrowed money was ex -
ceedingly high.' "The price of money wasg =z seriocus drawback

to the progress of the Proviﬁce, interest &s high as 20%~ being
required on loans where ample security: for the principﬁéfwaa s
given.". There were & number of instances of interes

: chazrged
at 40%. The difficulty of obtaining capitel and the m.ck of en
intsrmediary like a bank for the colléction of small sums of money
frbm thiose who couldmot employ them in order that the money migh
be lent out in larger sums to those who wanted capital, led to ..
the establisbment of investment Companies to carry on industrial
under;akingskon & co=operative plan. . The following extract from
the‘pdePectus of the Ofago Sheep Investument Company gives an in -
dication of the eXpedients resorted to in order to obtain capital.
_f?he object is by Means of combination of capital to facilitate ..

: §?§; endeavoufs of thoss who may desire to become flock ovners but
who have not the meams of purchasing a sufficient flock or of .o
affording'the expense of a separate shepheid."a“
£1 shares ﬁere to be‘issued'aﬁd’with the money raised land was fd
'be purchased‘and stocked with sheep. Many similar £orme of e..

‘collective enterprise are to be found in those early days of Otago.%

l. Contribution to the Barly History of New Zealahd (Otago) p. 437.
2. "A Sketch of Otago" by Jas. McIndoe |

3. Otago Witness, 6th January, 1855.
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CHAPTER III.

EARLY. BANKING in NEW ZEALAND:

The eariiest reference to banking in New Zealand ig
contained in a prospectus issued in Jsnuary 1839 by Mr. Joln
Gfawford a Solicitor of Paleley Scotland. He endeavouzed
to found a New Zealand Bank and Colonisation Company and to
that end published & prospectus of whick the following are ..
the important porﬁions:.

"Tbe New Zealand Bank and Colonisation Company'.

The attention of persong interest®™@n the highly im-
portent subject of Colonisation, has been much directed of
late to the islands of New Zealaﬂd, whick, it is allowed on
all bands, present, in point of climate;‘soil, rivers, har -
bours, indigenous productions, and other natural advantages,
one of the finest fields for Eritish Colonisation in the ..

- world.  Already there are about 2000 Eng3$h‘persons resident
in the country, and trade to & considerable extent is carried
on . The excsellent adaptation of theZCountry for a British
coclony has been shown by various writers. WVo have published
accounts of Wew Zealand, and it has beenjfully proved by the
evidence adduced before a coﬁmittae of thé‘House of Tords .
during last session of Parlianeht,

Phe busginess of the company will be to freight ves-

sels for the odn#enience,of Brigrants —‘the acqguisition of
lend, elther for re-sale, or agricultural, or grazing oper =

- ationsg = the erectidn of stores, saw mills, and cher woxks ,
svich as, tbough obviously of fhe.greateSt necegsity'in the
 1nprcy #8f a new.colony, indlvidual enterprise would not be
likely to undertake;. but its buslnewa will pxinclpally cone=
sist in 1end1mg money to the gGovernment of the colony if re-
guired, and making adv&nces to privatﬂ individuals on the ..
security of real property - deposit of Title deeds - and cther.

securities,'so‘as to aid the settlers in their o@erations in
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the new land tc which they have transferred thelr industry
and enterprise. By underteking alse suck agencies, ex-
change and cemmissicn transactions, zs will be likely

to prove profitable, business to & considerablé extent

may be transacted at Hom

Gorrespondence will be opened and agenc ies es-
tablished with the different banks in Australia, the East
Inuzeb-and the Cape of Good Hope, betwixt which places, as
well as the mother country, and New Zealand, a great inter-
gourse, and very likely by means of the speedy establish-
ment of steémcommunications may be expected to spyring up.

When it is consideted Whgﬁ mighty: enginés for.
the iﬁprovement, advancenment and civilisgation of countries,
Vwell regulated and properly managed Banking Institutions
are the present schéﬁe is not only likely to prove a high-
1y profitable undertaking advancing with the growth and
prosperity of the coiony; but by the statesman, the polit-
ical economist and philanthropist, it cannot fail to be
viewed as fraught with the despest 1nt erest and most im-
portant resulis, conducing as it will do, to create a new
field for the application of British capital - & new markef
for our msnufactures increased empicyment for our shipping-.
while entérprise and activity of a1l kinds'ﬁill be brought
in to play,

The head establishment will be in I@hdon, and
the Company will be under the mane gement of ten dlrwctors;
whose qualifications will be the possession of 25 shares
eacl. Shares will be resev¥ed for most of the pfincipal
towns and seaports in the»kingdom, where local commitﬁéés
will be formed, s0 as to give a genexal interest in the

ffairs of the Company, and attract emigrsnts to the field

TN

o]

T its operations from all parts of the country. Shares

will also be resevved and allotted for a certazin numbet
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of years at par, to all parties settling in New Zealand
80 a8 to omﬂrate as an encouragenent in favour of early

emigration to ths Colony.®

The prospectus is significant as indicating the
kind of assistance thet the plan%ation of & colony in New
‘Zealand required of the mother coun%zy, Colonisation ..
could ‘be promoted suoces&ful-y only when suﬁpoited by.the
aid of monetary facilities such as banks and losn companies

are able to afford. Tre int

[

ntion was to establish an

11 functicons incidental

o0
W
W

Oihﬂﬂi”"tiOn which should dischargs
to the prosperous setﬁl&ment of people in & new country.

Such. & company under the name of "The South Ausﬁfaiian Gomu
pany ¥ had rendered mlea% service to coloni ation in Austra?za
and kad added to its operations the bu51ness of banking,_

Mr. Crawford's activities were not fewaf@édVWith
success along the lines he first propesed but the NeW'Ze& -
land Company whick colonised Pofﬁ Wicholson and aésoci@ted<
with itself the Union RBank, and the New Zealand Banking Come
pany of the Ba? of Islands nmay be‘ragarded‘as thie éutﬁomé
of the agitation which he helped to forward. He Subsequentm
ly ende avouzed but without success to found a banﬁ;ng Com =
pany to be called®the New Zealand Banking Company“e A
prospectus wasg issued but the Union Benk was already‘estabo
lished in Port Nicholson and The New Zealand Bquing Company
of the Bay of Islands was zbout the same time projectéd-m |
thus meeting the immediate needs of the only two impoiﬁaﬁt
settlements of fhevtimee | _ |

With the 1@t er bank John CI&WLO ¢ became directl;
asgocliated in 1841. In that year he wrote to the firectors

proposing that British capitalists be invited to become .
& g &

proprietors and at the meeting of shareholders which con -

sidered the letter it was resclved that 700 shares be ..o
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alloted to Mr. Cfawford and that an additional 2300 be en-
trusted to him for disposal in Great Brﬁ;ain.l‘
: -
Golonisation in Wew Zealand on any systematic
plan began with the formation in 1838 of The New Zealend
Company promoted in England for the purpose of purcbaSLHg
land from the natives and settling colonies of British ;@
emigrants upon then. On the Z2Znd Jenuary 1840, the first
body of immigrants arrvived and founded the tdm of Britannia
at Port Nicholson uho tly afterwards: in November of that
year called Wellington. On tbﬁlzgth,January of.ﬁhé sane
yvear Captain Hobson went to the Bay of Islands authorised
Ty Eer Majesty to proclaim, with the consent of the natives,
the sovereignty of Queen Vic%oria over the islands of New
Zealand. The acguiescence of the natives was signified ..
in the Treaty of Waitangl and Vew Zealand was then constite
uted & dependency of the celony of New South.Wa1es. It so
remained until 3rd May 1841 when it was procla imed a separabe
colony. The seat of Povernment was sstsblished at Auckland
and in the year 1841 there were upwards of 200 Louses in
that tomn. Other settlements quickly followed in Nelson
and New Plymecuth. On Z3rd hazuh 1848 d“IiVod the first
ship of emigran%s went out by the Otago Association for the
fowiding of the Otago settlement at Dunedin. On 16th Dec-

VY

smber 1850 arrived at Port Cooper the first emigrant ship

13

sspatched by the Canterbuiy Association, and Chfistchufch
was settled. TFrom ité foundation Wellington recéived -
asgistance to 1ts incipient commerce by the banking faéila
ities affordeéd by the Union Bank $¢ Austra 11& which opsned
& branch in Poxrt Nicno¢uon on N@z ol 46 18%0 It was es-
ﬁablisknd under the aegis of the Wew Zealand Gompany This -
enterprising Company of colonisation was instrumental in ..
the supply of two important adjuncts of civilisation and.

1. The NeZ.Govt.Gazetﬁe February 1841.
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progress at a time which synchronised with its first
settlement . Ohe wag a bank and the other was g news-
paper, "The New Zealand Gazette".  The first issue of
this paper was published in London August 21, 1839 short-
1y aftef the departure of the first emigrant ship from
Gravesend. It contained on the first pace on important
notice concerning the Union Bank :=

"The Directors of the New Zealand Bompany hereby
give notice that they have effected an arrangement with
the dirgcﬁors of the Union Benk of Australisa in pursu -
ance of which a Braﬁch of the Union Eank will be estab -
lished forthwith on the Company's first and ﬁrincipal
settlement .

The Direb&ors thérefore recormend tc the Colonists
the Uﬁién Bank of Austialia as & means of effecting tkir
pecunisry trensactions with convenlence and security.

By Order of the Directoers
Johin Ward - Secretary.
N.Z.Company 's 0ffice
1 Adam Street Adelpni
20th August 1839.
Trhre above notice wgs repeated in the first issue in New
Zealand September 6, 1839 together with the following.

"Arrangements having been made forvthé opening of
& Branch in New Zealand notice is heveby given that bills
on Sydney at 30 days sight will be issued at this ...
Office to the settlers for such sums as may be reguired
at & chirge bf Eﬁgredeemable in New Zealand in the notes
of this Bank with & return of the 2% thus enabling the

colonists to transmit their funds without deduction.

The Directors likewise continue to grant letters of credit

vayable at sight for any sum not exceeding £300 znd bills

at 30 days sight to sny amownt on thelr brenches at ...
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Sydnsy, Hobayt Town, Launceston, Melbourne and Port
Phillip aﬁAthe usual ternms.
By Ordsy of the Board.
Samuel Jackson,

Secretary . "

Thé local directors of the Union Bank were George ..
Semuel Bvans Esg., D.C.L. Baward Betts Hopper Esq. aand
~ George Hunter Esq. i

This Bank, the first to be established in
New Zealand was founded in 1837 and opened its first
office in TLaunceston Tasmanis in 1838. It took over
the business of the Tamar Bank, an Australian imstitution
which shortly befors junction with the Union Benk had ..
been compelled to suspend payment. Oon 1lst Sepﬁémber
1837 it issued & prospectus in Tondon indicating the ex-
tensiye‘field for the profitable investment of British
Capital offered by the Australian Coloniss. In sétting
forth the need of banking facilities the prospectus ..
said " A local currency based upon a capitzal affording
unquesfionable security is much wanted znd Zoudly callsd
for and facilities which this Betablishment wilt afford -
for transmitting, in safety, the funds of emigrants and
others to the Colonies, and of masking remittances to
Burope, will be greatly and highly apéreciatede "The
Directors will negotiate approved Bills on the Coloniss
and on the deposit of Monies, grant Letters of Credit
and Drafts on the Branches at thirty days sight at such
charge as they may from time to time deem expédient.v
Bills will also be forwarded for cdlleetion, and the
proceeds remitted to England at & commission of £2 per
cent. " The capital of the Bank was £500,000 ih £25

gshares of which 14498 was ultimately allotted to Tondon

3
,

A
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and 5502 to Australia. Originally 10000 wus reserved

for the colonists but ihe Benk was unable easily to
dispose of so many ewong them. On 31st Decembsr 1838

-

the paid up capital was £143,972.10 eing £127962 .10
by English shareholders'and~£1601 in the Colonies.
The whole of the capital was to be paid up befa e.the
end of 1.840. It was soon found however that &500060
wouid be an insufficient amount of capital to carry
on the iﬁcreasing business of the Bank and on ZBth .

J‘w'le 1840 the capital was increased to £800000. A

year later it was found &dvisable still further to in-
cfease the capital to £l,OO0,000, e need for.so o
rapidly,exmending the: cépiﬁal aross from the com =
p&ratively sumall amount of “eposits obtainsz ole in the
Colonies. Tris was occasioned partly from the general
shortage of money,partly from a largé,amount being al-
ways in the pockets of the people owing to the-populat-
ion being scattersd and banks being few, and partly ..
from the Bank's offering nb interest on deposits. Thus
V&,.
in Sentambor 1841 the deposits 1q New Zealand in the
Union Bank were £9 81 whilst the advances discounts and
other debts due to it were £149028. By the end of 1844

the paid vy capital of tre Bank v WES. £820000. The

99

3¢

balance of the capit&l was not called up until 1858
bringing the'paid up capital to the sum of £1;OO0,000.
From %he beginning care was taken to bulld up a strong
reserve. The 16th ;agui&%iqn apoended to'thénprOS -
pectus of 1837 provided that the directors mighf retain
not more than ons=tenth of the profits as a feserve oo

fund until & total of £200000 was reached. Por many

g

gars the maximum proportion was transferred to re =
serve until the fund stood on 30th June 1852 at ....

£93691.3.5. In that year a special aporopriation from
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undivided pfofits was mads which in additicn to the
premium on the sale of shares raised the reserve fund

to tﬁe prescribed 1limit of £200000. . No further in -
crease was made until 1864.  On 30th June 1359 the fund
was invested as follows := New 3 per cents £175000;
and'New Zealand Imperial 4 per cent Debentures 25000.
The new 3 per cents were gradually replaced by New Zéa-
land 4 per cent debentures,

The following notice which appeafed in the
New Zealand Gazette of Z21lst August 1839 indicated that
at the outset.of Coloaisauidn a movement was started for
- @ purely local bank. |

"Wew Zealand Banking Company .
Capital - £100000 sterling in 5000 shares of £20 each
Deposit - One pound psr shara.

Arrangements are in progress for the immed-
iate formation of this Bank and for the cormencsment of
business in théifirst oT priﬁcip&l settlemant about to
e founded by-the New  Zealand Land Company. One half
of the subscribed capital to be called ué?huarterly ine-
s@almenﬁs of £2.10.0 p%r‘sh&revand the deposit of £1
per share to meke part of the first instalment."

A more detailed prospectus was prdﬁiséd in
a short time. Trhis notice was dated 15 August 1839.
The attempt to start a banking business in Port Nicholson
was however abandoned, But the project of a local bank |
was taken up in the Béy of»Isl&nds. The New Zealsnd ..
Qazette of Mzy £ 1840 contains a report of = public ...
meeting held at Kororareka when the following among other
resclutions were passed:-  "That in the opinion of this
meeting the neéessity‘gf a éankipg Establishment bas for
some time existed, and that from éﬁevincreasing population

and rising prosperity of New ealand generally and of the

]
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and-cf-tlke Bzy of Islands.in particular, the formation
of such an gstablishment 1s now imperatively called for.
"That a Bank be establ® hed to be qalled

‘the NGW»Zéaland Benking Compeny with & c@pitalfbf ces
£5000O in 5000 shares to be disposed of in New Zealand
andrthe»remaining 2000 to bhe reserved for the Sydney
markeﬁ"; - That there was no difficulty in obtaining ..
subscription for the shares resserved for Sydney appears
from,the'following advertisement in the Sydney papers
17th March 18403~

"The 2000 shares reserved for Sydhey having been all
subscribed for in the short spéoe of two days and ses
applications for upwards of 2000 shares more hraving been
- made Mr. Henxy Thompson deemsvit advisable to open 4 ..
list for applications for shares in the Bsnk - which list
he will oh return to the Bay, lay before z general meet-
ing of the subscribems in New Zealand; with a recommend;
ation to extend the number of shares in the Compsn¥ to
10000 instead of 5000.

Henry Thompson

Agent to the New Zealand Banking
' Company. "

Mr. Thompson had been appointed to visit New South Wales
to obtaih subécribers to the capital. The outcome of
this mission was to bring the directorate of the bank ..
largely under the control of the Australian shareholders
& condition which according to the Bay of Islands Obser-
vor militated against its‘ultimﬁﬁe success.

The Behk opened its first office at the ..
first considerable Furopean settlement in New Zealand
namely Korvorarelka - now called Russell - in the Bay of

Islands. This settlement rose to importance in 1814
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with the arrival.of the celebrated missionsry Rev. Mr.
Marsden’accompanied.by a few Buropeans who brogght with
them horses oxen sheep and poultiy. In subseguent years
the Bay was frequently visited by whaling vessels. The
settlement wae sufficiently nugerous and important to call
for the appointment in 1833 of = Resident Agent by Governox
Bourke of New South Wales. At this place then the New Zea-
land Banking Company wes established September 1 ,1840

It was brought into being by Deed of Co-partnership of ..
that date. By it the signatories agreed to form & Joint
Stock Banking COmpany the objects of whio}zasiset forth ..
in Article Z werel= " to establish in the Bzy of iskﬁnds and
in such other place or places in New Zealand as the Direct-
ors of the Company for the time being shall deem expedient,
Banks and Agencies and also if sanctiocned by & General WVeet-

Le

1
o0
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ng & einafter provided Banks with Local Shareholders
to be associated in Co-partnership with the Compeny and so
far ag the same can be effected or may not be prohibited ..
by the laws for the time be ing in force, %o carry on Yy meeans »
of such Banks, Agencies or co-partnerships as aforesaid or
otherwise the business of Bankers, and tc make and issue ..
Bank thes gnd Bills‘of Exchenge or other Bills payable on
aamand;or otherwige to borrow owe or take up any sum or Eums
of money bn the same, or on receipts Billé'Promisgoxy Notes

or other obligatlo s; also to lend moneys‘on Cash Accounts,

Billis of ﬁfck mge or Letters of Credit ox 1n any Ieal ox per=

sonal security, or on pledges of any kind whwtsoew f;i ny
Goods Wares lMerchandise or other effects whatscever. Also

to keep the money or cash of &NY PErsSon 0F DErsons Whomsoever
oxr of any Bodies Politic or Corporate whatsoever; Also to
deal in Money Bullion and Specie of all countries and in Notes

Bills or other gsecurities for money, and generally to transact
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&ll such othex_busineés ag it is or shall or may at any
'timé heréaf%er,be lawful for Establishments for carrying
on Benking in all its branches or desling in money bullion
or specle or in notes bills or other securities for mney
to do or transact including therein the establishnent of
Agendies or connections either in New South Wales or «..
elsewhere and the giving of Letters of Credit to New South
Wales ox elsewhers for any purpose whatsosver. ¥ The
Capital was £100000 to be contributed in 10000 shares of
£10 eadh, 3000 for New Zealand shareholders 3500 for New
South Walzs, and 3500 reserved. A Geposit of £1 was re-
quiréd,on allotment of shares. It will be seen that Mr.
Thbm@son had been successful in inducing the promoters to
increase the allotment to Wew South Wﬁlesvto 3500. The
first Dirvectors were Gilbert Mair, Edward larsh Willianms,
Henry Thompsen, Jas Reddy Clendon, Daniel Pollen, Joln
Scott, William Mayhew and Philo Bebe Perry. Articles
58, 59 and 60 of the Deed provided for purchasing other
benking congerng snd estavblighing branches with local ..
shareholders without any.partioipationvin the profits and

logses of the head 0ffice or other branches.

.The establiskment of this Bank was greeted
with the deepest satisfaction by thﬂrNew Zealand Adver-
 tiser and Bay of Islands G&zétt¢‘September 10, 1840. It
was pointed out that mercan%ile«operations of magnitude
had_been,rendered extremely difficult by reason of the ..
absence of a bénk. On the directorate were some of the
most prominent men in the Geveinnwnt Service of the Col-
ony e On this account many feared it would ve manipulated
by the Gov¢xnment tc relisve any financial stringency that

<wight overtake it.
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The plates for its notes were engraved in Syd-
ney and the notes were similar to those of the Bank of
Englandvexcept for the outlandish word Kororareka which
was Stamped upon tThen. In Sydney too the Directors ..
advertised for a Manager.

| The Bank started business at the beginning of
1841 and its operations were limited to.Kbrorareka. It
was & banking paritnership with unlimited liability of
its sharsholders and was founded under the authorl ty of
the prevaeiling BEnglisk law. It Was designed to provide
a safe depositary for the settlers' money; to furnish

it withk & convenient paper currency; and to assist ..
commercial enterprise by lending out its money. The
first hﬁlf-yearly balance sheet was presented at & ..
Meeting of Shareholders on the 1bth July 1841 and & diviw
dend at the rate of 5% per centum per annum was declared.
By virtue of an ordinesnce (1841) of Governox Hobson ..
quarterly returns of Assets and liabilities wete ordered
to be published in tlie Government Gazette and in accori-
ance therewith a retum for the gquarter ending B0th ..
September 1841 was duiy published. The following is a

transcrivt :-

Liabilities

Notes in circulation not bearing interest £rve.ld. 1

Bills in circulation not bearing interest 108. 3. 8

Deposits bearing interest : 13B6%.17. 8
Total Tiabilities L _“%iZéajig:-g-

Aspets

Coin of =1l kinds . | 11770.10.11

Balances due from other banks 1918. 3.10

Tended property and bank premises 573.18. 5

Dabts due to the Bank including advances
and discounts 12140. 4.10

D 1 Gw G 0o Ew T o OB CD GE e 10 S50 WO

Total Assets ‘ 2q402.18. 0
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An earlier returnbfor the quarter ending June 30, of that
yezar was published in thg New Zealand Herald and Auckland
Gazette shewing total liabilities amounting to £12961.10.10
composed of notes in civculation £7779. 1. 7 and deposits
£5182. 2. 3. The assets set forthe comprised coin =e‘;e
£5907.10.10 and securities £11747. O. 8. The capital and
landed property was not disclosed.

It is noticeable that even deposits at call
bore interest. The rate was 4%7per annum on the daily ..
balances of current sccounts and 5% on fixed deposits for
short periods. This clearly indicates the scarcity and

the value of money. Mother index of the shortage of cash

L

for the conduct of trade transactions‘is the relatively
large bank note issue. The amount in circulation was near-
ly two=-thirds of the total amount of advances and discounts.
The benefit of this to the public, however, was to some ex-
tent'discounted by the large guantity of coin held. It
mist be remembered that the paid up capital of the bank was
only £6378 and a reputation for financial stability was yét
to be acquired. Woilst it collected more money from the
people than it lent ocut, it was the means of gathering to-
gether the small sums which collectively provided a fund
foi lending money tc the amount of £12000 to traders who
were specizlly in need of it.  Paper too affords z much
more convenient currency than gold in & young country with
a scattered papul&tion. ~Owing to the insufficiendy of
banking facilities there is much transporting of money ...
about by individuals from place to ﬁ&acée In the trade
with Auckland which,was e&rly developed the promissory nctes
payeble on demand at the Bank at Korcrareka formed a readily

transmissible means of payment before the establishment of

# banking house in Auckland - bled the ordinary exchange
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operations of banks tc¢ be conducted.
The published returns 6f the Union Bank for the Sep-
tember quarter of 1841 were :-

Timbilities

Notes in circulstion | £5825
Balences due to other banks 5845
Deposits net bearing interest 2381. 8416
Total liabilities  19051. 8. 6
Assets |
Coin | o 3214, 4. 7
Lended property and bank premises . 908.10e 7
Debts of sll kinds due to the Bank 14928.13. 4

Total assets 15051. 8. 6

A comparison of this return with tkmt of the Vew Zealand
Banking Company foxr the éame quarter dlsclose%'some in -
teresting features.  The Uhibn Benk 1s clearly a muéh .o
stronger institution with an assured hold upon the confid-
ence of the public. It has not as large a business as the
bank'ﬁﬁathe older and more populous community but having
its Australi@n resources behind it its advances wa2re not so
dénendent'upon ite deposita. For this reason and becsuse
such was the practice at the time in Austfalia it offered
no intérest on’ de0051ts of any klna. - Money at the time Was 
faiTlW plentlful in ALS%-wlla- Indeed that Continent was
in the grips of & depression which made New Zesaland to the
extent of its very N&YTow limits & moxre profitable field
for the investment of thé money the Ehnk kad at command.
Owing also to its established vosition in éustralia and its
paid up capltal ofA£5OOOOO it inspired moré faith 1n its

customers tban the New Zealand Banking Company and conﬁe-
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-quently did not deem it necessary to keep such a 1aige
amount in coin relatively to its liabilitiss. By ad-
vencing and discounting so largely in excess of its de=
posits and by calling to its ald Australlan money it o
greatly assisted the little settlement at Port Nicholson
at>a time when help of that kind was of iﬂaalculablé oo
benefit. It was not long before the Union Bank had
utstripned the Banking uompﬁqy in the absoluts ascwell
as-the relative amount of its accommodation to the nub—
lic. For the guarter ending 30th Juae 1842 the for =
mer's advances and other debts due to it were £28662 as
against the latter's £2592% and the notes in circulation

wers respectively £10357 and £5285. The Kovorarska ..

(15

bank still maintained its lead inthe matter of deposits
‘having £21204 as against the other benks £13787.  But
the causs of this Was'undoubﬁedly that the Northern Renk
continued to psy interest on all deposits. In 1842 the
Union Bank was lending to the Colonists bver'looﬁzmore
than 1t was receiving from them. This must be regarded
as f&ifly liberal accomnocdation buit it was by‘no means
satisfactory to thp.Colonists whio looked to the Bank to
provide them with capital to enanble thenm to develop the
resources of the‘colony. It was not long before the
.Colonists had better ground of complaint. About 1842
the Banu began a policy of contraction which for several
vears seriously embarrassed ths commcxce and progrcss of
the Colony.

British sovereignty was proclaimed in 1840

L_g.

and the seat of government was transferred from Koroyrar-

B

ka to Auckland. The site of Auckland was bought in

3

begn |
%y 1840 and the constiuction of the capital in 1841.

j ol
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A settlement there wasbvery quickly formed aﬁd in April
1841 the first land sale was held. The New Zealand
Hsrald and Auckland CGazette was: founded in the same year
and at oncé began to agitate for banking facilities. In
its issue of 10tk July 1841, after relating the circume-
stances of the settlement , it réfers to the impediment
to progress occasioned by the absence of a local bank.
The Herald speaks with approval of the " Cash credit ™
of the Scotch banks and stresses the urgency’of adopting
such a li-beral system of accormmodation on perscnalgﬁea
curity in New Zealand. The tyaders and cultivators of
the colony were in urgent need of a cfédit upon whkih .;
they could draw as the needs of the business dictated;‘
The matter of banking was again referred to by Governor
Hobson at a public dinner provided R1st July 1841 in Alck=-
lznd. The following is the appropriate part of His Ex-
cellency 's speech at that dinner :=- |

"The resources of New Zealand are numerous and
menifold and furnished abundent occupation for every cléss
of inhabitants end it struck him‘thatéﬁjudicious system
of bﬁnking which should embrace every settlement in the
colony, would greatly dontribute to this object by com =
bining the interests of zll in one common effort'to:render
themselves independent of their neighbours, in so lmport-
‘ant a matter as that of thelr monetary transactions; and
he would here observe that ﬁhis-was a subject deserving of

®

thelr serious consideration. ¥

- On August Z0th 1841 The New Zealand Banking Company opened
an O0ffice in Auckland. For some months indeed the major
vart of its operations had arisen out of the business ...
transactions of that tom. It advertised inéh@ Herald
that 6D days bills would be discounted at the Tate of

New Zealand Herald =4 July 1841




- P

/%;7

10% per annum and 100 days bills at 12%%6 Intsrest

was offered at 4% per annum on the dally balances of
currsnt accoBnts and at 5% en money deposited on the con=-
dition that 10 days notice éhould be giveﬁ before with =
drawing it.  Bills were granted on the Commercisl Banking
Company Sydney at lﬁ;per ENNUMe Discounting was re -
stricted to Wednesday of each week. At this time there
was Jittle direct trade with Great Britain,; the exchange

was chiefly with New South Wales. The New Zemland Bank-

ing Compeny was an incorporsbed Company and in order to

facilitate and simplify legal proceedings by snd against
it, an ordinance was Issusd on Zznd December 1841. It
provided.for the representation of the Company by 1t8 eae
cfficers, but fully protectéd creditors by enabling ahy:i
Judgment against the Bank to be satisfied out of the assets
of any member and Tor that vurpcse it réquire&'a msmorial
of shareholders to be recorded for inspection at the ...
Office of the Registraxr of the Supreme Court.

At a special mee ting of ﬁhe Banking Company
held Decembext 16, 1841 it was resolved to submit to share-
holders the question whether the Bank should be trénsferred
to Aucklznd. This step was urged as the centre of the ..
Compeny 's business bad shifted to Auckland and it was the

seat of Government. A ballot was taken August 11, 1842

~whenthe transference was disapproved, owing to the maj ority

of the colonial shareholders residing at Kororareks and be=
ing influenced by localAsenﬁiment;« This retention of ..
Kororareka as the head quarters of the Bank was an import-
ant factor in the ultimate downfall of the~¢ompanyg In=

deed the New Zealand Benking Company fell on evil d&ys ...

rractically at the outset and at no period of its histoxy
i

t be said to have been a thriving institution. It




was embarrassed by the contrel of the directorate by the
Sydney shareholders who held the majority of the shares
aﬁd were unacquainted with the locel conditiens. Its

istress was indicated by advertisements in The Observer
(Bay of Islands) calling upon shareholders to pay up on
‘pain of forfelture,arrears of instalments of capital ..
together with.infefest‘at 15% by June 30, 1842. Apparent-
ly the Bank was not’offering a very good investment for
capital. On the dste mentioned too, it stopped paying
interest on current accounﬁs. On July 14 of the same year
The Observer complained that the Bank was refusing aécommee
dation to good men and referred to rumours that its bills
in Sydney had been dishonored. In Magust the same paper
edvised the customers of the Bank to withdraw their ac -
counts. In 1844 Xororarcks became the storm centre of &
M&dri uprising. The Maori Chief Héke cut dewn the royal
flagstaff therein that year and in 1845 that tom was ...
déstroyeda From this time the Rank pé&ctically suspend-
ed opexatiohse The Bank suffered too from.mismanagement,
shbrtage of Capital, and last but not least the commercial
crisis which overtook New South Wales and spread its bale=
ful effects in some degree to New Zealand. From 1845 to
1848 Auckland was without a Bank. .During this period of
n@érly 3 years the business of discounting and exchange was
conducted by individuals,._ Barly in 1848 the Union Rank ..
onened a Branch in the: tom.

| One of the main causes, I have salid, of the

troubles of the New Zealand Banking Cowmpany in the early
forties was the commereiszl and political conditien of the
tine. The year 1841 was = dissstrous one fo% the continent
of Australia. There were numerous bank feilures, sufficient
c%ution net kaving been. practised in making advances of mon-

@Y . With reckless disregard of seourlty, accormodation was

s
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provided,and speculation followed with its trafficking
in fictitious values. The country too was heavily in-
debted to English capitalists. Tre quérterly returns
of March 31, 1841 of the enks in New South Walee indi-
cate the amormal condition of affairs. The notes and
bills in circulation were £2£2805. 1. 8 deposits eecie
£342137.11. 5. The assets immediately available to
meet liabilities were alarmingly low. The Banks had
allowed their §%§cigﬁo be drained away and it wss no
wonder meny of them.wers unable to survive a "run'%.

The report of the directors of the Union Pank of Austrae-
lia presented to the General lMeeting of proprietors on
the 24th June 1841 in London Trefers to the causes of the
crisig in the following words:-~ " A pericd of unex = |
ampled prosperity had evidently induced an extension of
 speou1ative trensactions and of commercial credit, whi h
left the colonizal community exposed to the injurious ..
operation of a reaction evidently hastened and increase&
by the effects of a deficient harvest,vwhereby-they be=
came lergely dependent upon imported supplies of food."
The depression continued for several veairs and4alﬁhough
signs of‘reviving ﬁrosperity became manifest in 1845 it
was not wmtil the early fifties and the renewed confi -
dence inspired by the gold discoveries that the activity
of commerce again required the full use of the banking
facilities offered. During this period of contracted
dredit the Union Mank sent a great deal of its available
funds to Londen for investment. More than one half of
the B&nk?sfcapital had accumulated there by the middle
of 1845. - In 1847 the Bink wrote off £10309, the amowunt
of the @scertained loss for bad debts. In 1849 anoﬁhé'
amount of £10915‘was deducted from4profits to meet the

accrued lossszs.  For four years 1844-8 the dividends



were only 6%. The Rink had morekcapital than it could
profitably employ and to ease the position the SD:J.:rec'1',0:1795,~
acting on the opinion of legal advﬁsers, resolved to buy
all shares that were offered to them &t 2 price not ...
exceeding p&ar. Between May 1847 and October 1888 they

ght 4551 fully paid up shares at &n average price of

L)

bou
£24 and 884 partly paid up shares at a corresponding ..
cost. These shares were held as assets at par.  After
the gold discoveries the shares &ere disvosed of atxthe
rate of £4% per share fully paid upel After‘having been
held four years they were resold at & premium totaling
578767;10.*Gu For the year ending June 1848 the profits
were £5b6781l. 9. ©. For the year 1852ﬂwifhﬁpré§$éely;
the same'capitai they were £118268. 1. 5. At this time
the financial relationg of New Zealand were: closer with
Austrealia, especially New South Wales, than they were
with Britain, and the conservative benking policy pur-
sued during the crisis in Australia was followed azlso in
New Zealand. The conditions however in Wew Zealand'wére
different. Colonisation had been too recent to permit
of sny inflation of credit such as had occamsioned the re-
action in New South Wales. New Zealand was in need of
extended not restricted accommodation. The wealth of
the colony was yet to create, its 1&nds vet to be cul-
tivated snd 1liberal financial asgistance was indispensable.
The Directoers of the Union Bank did ﬂbt, however, dis -
criminate between the conditions in New Zealand amd New
South Wales, but in excess of distrust w thdrew all avail-
able funds from the colonies to Tondon.  Had 5 Brge
measure of the accumulating funds been invested in New
Zesland the Bank would have made substentisl profits and
would have greatly aided the progress of the COiony, bj

assisting it at & time when its need of financisl support
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was most pressing. The policy ”dopted Icspectina New.
Zeg lana is clearly stated from the fol¢owing extracts
from the Dirvectors? reportd of Januvary and July 1846:-
" Thé branckes in New Zealand have been greatly
reduced during the half year and may now be regarded as

s1m]] exchange agencies }%i@n as Branch Banks. The In-

n

pector has expressed his determination‘not to allow them
to be increased until ke ig fully satisfied of the s e-
curity and prosperity of those colonies. ¥ "It has been
stated in a previous beport that the Branches in  New
Zealand had been almost raﬁaced to smzll Eyckange agen-
cies. They have tlersfore yielded scarcely any profit
during fhe past vear. "

Tris practical withdrawzl from operﬁfions in the
colony tanded %o.acoentuate the disfavor with thich the
Bank was alveady Tegarded. Unfortunately the Bank did
not publi h.quarﬁerly’returng during the years of its
contracted business in ﬁew ealsn de The Eastkreturn
Was for the June quarter of 1842. From then until 1857
no official figures sre available shewing’the extent of
the Bank's opzrations in New Zealand. That the con =
traction was serisus for the colony is suffioialtly ine
dicated by the general comrlaints of the contempoxary
Press and the reference in the Eﬂnk’S own reportse The
Auckland correspondent of The Bay of Islands Observer of
26th May 184%Z said "ﬁiade there is little!monev less and
credit still lesg.t The con%equenc@ was the B= nx in -
curred intense unpopularity. Indesd from the outset of
ite careef in New Zealand tlie Bank was the subject of
mack local criticism. It was looked upon strictly as a
foreign insﬁi'i:u‘tiona ~ The first settlement of colonists

at Port Niclol=on ha d scarcely been planted before a

’ movenent was started for the establishment of a a loocal .



J

bank.
Port Nicholson Bank.

On 18th April 1840 & public meeting was convened at Port
Nicholson to considsr the propriefy of suck & courss, when
the foliowing resolutions weTe unanimously adopted :-

WThat considering the great advantages th&t
would resultto the colony inthis its infant state from
the establishment of a local Bank to the community st
large @s a meens of ascommodation, and to the shareholders,
and to the Colony, by rstaining the profits of banking in
1t, instead of allowing them %o pass into féorelgn hands;
this meeting is of opinion‘iha% measures be tsken for the
imnediate establishment of a bank of issue, discount, and
deposit under the mame of the "Port Nicholson Bank. o

"That in order to extend the proprietorship of the bank to

p\

(Y]

2 great a number of psrsons zs possible, who conseguently
1

,-.

\Y}

g

11 take

!...I-

n interest in the prosperity of the same, this
meeting is of opinion that the shares should be fixed at
such an amount as to allow psrsons of moderate capital to
become shareholdsrs."

A prospectus was duly prepared and published ...
whereby the capital was fixed at'£50000 in 2500 shares of

£20 each. It was urged a8 an inducement to sharsholders

[¢8}

that while the profits of Fnglish banks doing business in
stralia were from 73 to‘li_f)_f‘é3 those of local banks wers
from 15% toléoﬁ The prospectus stated that the rate of
disco&nt would be 10% and that Bfémbﬁld be allowed on dg-
posits for a longer period than one month. The ogiginai
proposal to make the Benk a bank of issue as Welllas of

deposit and discount wss early abandoned. From Agil to

September the promoters of the Port Nicholsen Bunk oee.



advertised

capital was not forthcoming ss after the last appearance

of the adver

is heard of

possibility to establish a local bank witkh local capi

in a community in wni"h prac

11 the 0anit

F]

great deal oI

‘ment of the 1atent resources of the

which he had

the subscript

however, with

ing editorial comment in the New Zeal and G

5

helx proso ectus but apparently the requisite

tigement on 19th September 1840 nothing more

the proposed bank. It was

,41 e 7905);@5“"{“41 with the addition of & «..

arly an im-

new couwntry to e

ally every member needed

foreign capital foy purposes of develop -

A0S . The dirsctors were unable to obtain

ion of more than £1000. The dissatisfaction

w

Britainnia Spectatolr of 10tk Octobsr 1840.

"Great inconvenience

in monsy matt
tailed tLe T
cannot hely

Bank to stir

a3 possible.

ing accommodation fxom,t s Union Bank and the urg

(=

zette

na

1%

ital

the Union Bank 1s indicated by the follow-

®

2 genu%ully’experienced

erg in consequence of the benks having curl-

+

themselves and opsn rheir money shops as 8001

w This refers to the difficulty of obtain-

discounts. We are not alarmisis, out we
calling upon the managers of the Colonial

the projected Port Nicholson Bank commencing business .

The discount

pills and even at thi
ation from the Insurance offices.
rate of discount charged by

was higher thsa

rate.

L1

sney of

s g o 3ol
rate at this tilme was lzgje on three monthsd

The wrgency of obtain:n further

accommodation'is

ers of this period. r. He S. CGhapmen, afterwards Judge

For many gears the

b&nking

s rate wany had to obtain accommod -

the Union Rank in New Zealand

n the Australian rate by 40% of the latter

referred to over and over again by writ-

Cnapmen, collected in a small book entitled "The Portfolio®

4 Humber of important letters written in the years 1840
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and 1842 concerning colonial conditions of the time,
in which thaere is one by Mr. A. T. Holwvoyd a director
of the Commercial Bank of England who presses upon Mre

Chizpman the nesd of extended banking facilities in the

(\‘\‘1

colony. He emphasises the éheapmﬁss of monéy‘ in oo
‘GT &E Britain and the oppoxitunities of profitable in-
vestment in the colony. As an instance of the a1¢fer=
ence ﬁetween the earning power of capital in_England
and New Zealand he guotes Ifrom ths New Zealand,gpedtator,
& we11ington_5ourhal, shewing that landlords obtainad 30%
interest on the capital laid out iﬁ houses.

‘Thé ‘general discontent at the refusai pf ﬁhe Union
Bank to grant reasonable banklng acconﬂodatiénﬁwas

forcibly expressed by Lleut Jonn Wood 1n "Twelve Months

1n Welllngton Port Nlchnlson" Thls pamphlet ves

wri tten in 1843 with the object of acqualntlns intend-

;qg em;g;ants”fromLQreat‘Brltg}nﬁgf the @lff;cultles

lphgy wouldmgncogntgr_in”NéW“Zealand. The following

short extraqtmneeds“no eXplanation. |

"There is & brench of this establishment” (fhe

Union Benk) "in Wellington, but it is time that the
publie Should'be}told that the advantages to be derived
fram it are neerly all of a negative kind This ‘brench

glves no. 1nterest -upon dep051ts If yeu pay in sover-

elgns 247713 charged to get them back end if you

_remove ;o‘any of the Australlan 001onies, the same

charge is made for a bl]l payable thlrty days after

‘31ght True you can get 1t dlscounted but for this

accommodetlon you are cherged an addltlonal 1@7 Even

the current notes of thisg Bank are umade payable in



"Sydney thirty deys after presentastion at a charge of
2%%, so that in Wellingtgn e caciot Gl SPQCie

for & New Zealand bank note."
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CHAPTER 1IV.

GOVERNMENT DERENTURES as
CURRFNCY in NEW ZEATAND.

e U e s T A R e G G E e e

The experiences of the Government during the
first few yenrs after the proclemation of British Sover-
eignty bore .ample testimony to the difficulties arising
from the lack of banking facilities and é sufficient cur-
rency . Although 1% should have had the stability and ..
1imitless wealth of the British Empize to support 1t, the
colony had to resort to extraordinary shifts to discharge
its debts. Prior to the cession of &utOnOKw the Colonial
Government was but an arm of the Imperial Government and
was carried on at the latter's charge. It was estimated
by the Colonial Secretary that in 1844 the Jigsionari s

1
and Militarvy of Wew Zealand drew £60,000 from.Englanﬁa—e
To tris annusal charge uponthe mother country had to he ad-
ded the salariss of the civil éervantsg Tris involved ..
heavy drafts upon Bngiand snd enables us to understand the
great excese of imporis over\exports in the infancy of the
colony? Indeed in 1842 Wellington imported goods to the
value of £38,84% from England wzilé her exports to that ..
countr§ W6$é nile, In the same year Ler exports tc -the «.
Unites States of AMPTlC& were £12156 but her imports from
that country wers £73745 shewing that Great Eritain was ..
prartially aafraylng the vost of Colonial Government through
Aner icg. The latter dischirged a portion of her indebted=-
nege to Great Britain by sending gocods te New Zez 1 and.
There siways being = balancs payable by Great Brltaln to

New Zealand , Governors were in the habit of Arawing bills

Auckland Obronlale Larch 53 1844,
See Table "“G". /



on ths Imperizl Tre sury'in anticipation of money to be
received.  These pills were sometimes discounted by the
Union Rank and sometimes circulated as & form of currency
when they were accepted,by creditors of the Government in
payment . They always bores interest Iwnglng from 5; % %0
84.  The Bank's ordinary rate of discount was 12%% but
the Government could generally arrange with it for the
transmisgion of monegy from England for a commuission of
5%% B851des negotiating bills on the Treasury. the cece
deeinﬁ@nt paid for much of the land it purchased from ..
the Macris by lend serip. Thik scrip consisted of «. ..
Promissory Notes of the Government charged upon the Colonm
ial Excheguer and payable as funds became iVall&Dleo In
1856 the Hon. Mr. Sewell staﬁed in tre House of Fepresent-
atives that there was °flo&t at tlat time £100,000 of land
scri@.l. The early years of colonisation in New Zealand
were not years of prosperity but of much hardship and in-
convenience arising from the absence of the ordinary ac-
essories of civilisation. For the most part a groat
dezl of labour and caplital reguired to'be expended before
cultivationnof the soil could be fiuitful. Huck of the
land was yOVur%d wit r dense forest and much of it wae ..
SWAMD . t wasg common to measure progress in thbse d&&s
by the number of acres that had been cleared of bush.
The settlers were mostly’iil provided with capital andv i
dependent upon colonising bodies like the New Zealand Comgj
p@ny for the land upon which they settled. Jroubles withe
out end encumbered the cotivities of the New Zealand ..
Sompany. Seftlem@nt was hindered by leng ’nd-ﬂngfy dig-
outes over land claims The Meoris were & congtant <.

myexu wexe no &@G¢lluleb of comminl -

‘) ok L] m l‘y i S 'I.‘Oaéle‘ss
bet"ﬁfee‘n pl&(}% wo- _)101" 54 The \JO t; W & -
Ccu'ti orn | I3

et dn G EL June 14°1856° o ——————TT



and bridgelesse The foilowing comrent ﬁpon the diffié
culties of Govemnor Hobson's administration is madé by'
M. Wllliam.@i&bornc in "Nesw Zealsnd Rulers and States-
menu.la "Meantime, except for =z few months_during which
Le was subordinate to the Governor of New South Wales;
e was at & disfange'of Lelf the globe from his officizl
superior and ooﬁid not expszot tb receive replies to his
lettsrs in less, at the earliesﬁa‘than eight monthe.
To make his difficulties greatér, the country. itself was
practically untraversaeble and coastal communication, ex-
cept by sailing vessels especially deéﬁatched for each
trip, was unknown®. | |

For many years the Golonists were largely
dependent upon other countries for the supply of great
rortion of thelr gubstance. To add to these natural
gmbarrassments the immigrants counted too meny artisans
and clerks among their number. The proportion of these
needed was small until the primery industries had become
yell established. The Bay of Islands Advocate of 18th
November 1843 bewails the gencrul depresgion and ascribes
it to their being toc many shopkeepers and mech&nicé and
not enough tillers of the SOile Meny of the Célonists‘
too, it must be admitited, journeyed'to New Zeaiand not
for thie: purpose of psmmanent settlement but in order to
make a speedy fortune out of land transactions and'other
speculative dealings. They came furmished with a little
money for specﬁ ation - Hot fOx capltal to be employed
in developing the counﬁry's resources. mo these troubles
were added freguent Maori upllS ingeg and incompetent'ad -
ﬂﬁnistration of the Colony's affairs. No doubt the .ef
difficulti@s of Government in those early deays of coloni-

sation wers trem endous and would have tazed tke regources
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of the ablest men. Nevertheless after meking all ...
allowances Governorsg Shortland and Fitzroy must be ...
charged*wiﬁh an aggravatipn of the difficulties. ‘On
19th April 1843 & lMemorial of griev&ncés was addressed
to Lord. Stanley principai Secretary of State for the
colonies. .
¢ act bittgrly comyi&ined of had reference
to certain vills amounting to £5000 draym by the acting
Governor upon the Imperial TreaéurV. The colonial .;
chest wag empty and the Governor was presged for means
for carrying on the zdministration. Mticipating ..
difficulty in negotisting the bills in New Zealand Le
forwarded them.té Sydney to zn agemt‘upon whom he drew
for the amounﬁ of the bills. Accompanying the bills
weT e inétrucﬁions that they were to be sold only at a
premivm. These instructions being regarded as 100 ..
onsrous the agent refused to recelve the bills and dise
hionoured the drafts upoﬁ Lim.  Tieutenant Shortland then
entered into negotiaticn witl the Royal Bank of Austra-
lesia whick resulted in zn &rrangéﬁent whersby the Bank
undertook to discount the Treasury bills at the rate of
lﬁ% provided they were secured Fioys debentur es charged upon
tie Tévéhue“ofgﬁhe Colcny=h Thé debentufes were also to
be forwarded to the Bank with the bills.  Bubjeet to
these conditiong being observed the Bank was rrepared to
accept drafts Upon it. The first bill of £z000 drawn on
the lenagsr,lr. Boyd,Was honocured although the debentwr es
were not recelived. Tr.e Governor then drew on fhe,Roy&l |
 Bank for £3000 and applied to the Union Bank to negétiatei
tﬁ%&af%é‘“ssured th@ latter Bank that the debentures had |
been fé%Warded and, on thﬁi agsurance, obtained accomm=-
odation: As a matter of fact the‘debentures he.d not ;
] ) L
‘

been sent and when the draft for £3000 was presented to
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the Royal Bank it,ﬁas dishonocured. It was but‘nat-
-ural that such a tr%ns&ction should be the subject
of severe critism; but in thie eyes of the colonists
it was doubly reprehensible because of the constant
local demand for Treasury bills for purposes of re-
mittance. The memorialists stated that had the 3.
bille been offered to Colonial merchants they would
have secured purchasers at par, thereby securing & ..
good price for the Government and assisting the im -
porters in previding npeans to meet thelr debts to ..
Creat Britain. Instead of this mutually-beneficizl
course being adapted the bills were sent to Sydney,
where, after remeining for some time tnsold, and the

drafts drawn against them for immediate use of the ..

S

Government being dishonoured to the great loss of ..
those who negoetieated them, they were handed over to an
agent znd sold at the unheard of rate of 15% discount
Such was the best terms upon vhich the bills could be
disposed of althouglh sscured by debeﬁtures to which
thie revenue of the colony was pledged.la

The difficulties of Government, the con-
gtant need of money, and the equally constant reluet-
énce of Dowming Street to supply it. are indicated ..
by the following from the Despatch of Tord Stanley ..
dated &7th October 1844 :- In your despatch No. 11,
you make pressing application for assistance from this
country in clearing off existing debts of the colony

) and in defraying the necessary annusl expendifure.

Le Government of New Zealand has Blready been warned
not to place any further reliancé_on large and unde=-
fined assistance from the fundg of thié country.”

Time and again thequverﬁment was at the

‘end of its resources with the Maoris in rebellion and

1. The Scuthern Cross 29tk April 1843,
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creditors pressing on 211 hends. The iscsuing of bills
on the English ?reaéu&y was often the only means of ..
carrying on. éﬁGovernor Grey in a deépatcl to Lord Stan-
ley Octobsy iB;kiééz intimated that he bad drawn on the
Lords & the Treasury for £13976. 8. 3 to pay debts owed
by the local Government; but the Imperial Govefnmsnt
was reluctant to honour uﬁ&mthorised drafts amd this re-

luctance made the bills of uncertain value. In Descember

'1945 the Imperisl Government stated thatt it would assist

}ocal revenue to the extent of £7,500 only per year.
Governor Hobson rad then negotiated 3 bills of £5000 each
with one Mr. J. H. Wray but their acceptance was refused
by the British TLoxds ﬁommissioners. Authority however
was given by despateh of 10th April 1843 to issue de -
tentures for the amount of these bills. Purporting to
act upon this authar ity Governor Fitzroy issusd a number
of dsbentures without consulting his Council and without

publishing the despatch referred to.

s N . ' ol
- The history of tli¢ s8¢ debentures throws a flood of light

on the monetary conditions of the time. When Captain
p! 3

Fitzroy arrived in 1843 he found an almost empty treasury
and by April 1844 the Government was practically pennl -
less. He appealed to the Imperial suthorities for re=-
lief, but the urgency of the matier would not admit of
the delay incident to wailting for a reply, and, bethink-
ing him of the despateh authorising debentures, he began
the payment of debts by Government debentures. The ..
despatch only authorised the issue of debentures %o meet
2 specified dsbt of £15000; Captain Fitzroy used it as

a convenient®: form of currency to pay debts generally.
The Colonial Treasursr one morning on going to his office

found the intended issus characterised dby the following

* Cgvf"jmﬁw; b‘a/ﬂc«tfou} »’5@wa gj&wf(@«-i "



words painted on his door: " Notice - This shop to ogen
shortly with a prime stock of bran new debentures.”“'~'
The n‘sgiving, however, with which the expedient was ...
grested did nQ§1deter the Governor, whose plight indeed
was well nighzdeSPQrate, Iﬁ Mey & great many long over-
due paynents wsre made in what were at the time dubbed
“govemment rags." The reelpients wers from the Ffirst
distrustful and one men within a week after they were <.
issued offered forty 20/s debentures at publlczigcblon.
They realised only 17/s and 18/s each in coin. The
result of this auction caused guite a financial panic on
2 small scale. The New Zealand Banking Company foundiits
notes immediately involved in the same”Suspicion'and there
ensued & "run" on the Bank. The debentures had only been
issued a week when depoSiﬁors wers to be seen rushing to
the Bank demanding the return of their deposits in coin.
Ihe situation was acute and Dr. Martin and Mr. Whitaker;two
prominent citizens, held a hurried interview with the ..;
Governor, the outcome of which was a proclamation making
fhe debentures legal tender. This éased the Bank which

began to return deposits in debentufes, thus immediately

arresting the demend. Having embarked on the perilous

course of inconvertible notes 1t was difficudt to stop
and the Govemor issued debentures of 5/ and 10/8 with a
view_to providiggla convenient circulating medium of low
denominetion . The depreciation of the notes was shewn in
the pxemlpm on gold Whluh was largely w1thdxawn from oo
domcstic clrculatloﬁ. The example of the Governor was
soon followed by merchants who issued their PromiSSory ...
notes to be used in the place of sm&ll,change. Consider-
able quantities of notes of 3d. and 6d. found their way
into circulation.

Hoeken. leraxjprlots@m & JetSQm (Volume 9 p. 3
The Southern Cxoss Mey 11, 18ﬁ4.
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The following is & transcript of one of these notes:-

adXTg

D

4

Woollen & Haberdashery Warchouse.

NO

Auckland.

SIXPENC E.

45 &~
" On presentation of ten of these notes we &
« =
promise to pay the Bearer the sum of .. :
Five Shillings. é
[4]

{Signed

8th August.
1845.

B T vu..u-:j 3

The original of tlhis copy is now 1odged in the Auck-
land Museum.

Govermor Fitzroy found that whilé it
was z simple matter to issue Government notes it w&sv
& very hard metter to induce tradesmen to accept them
at their flace value. Hence arose his hurried invest-
ing of them with the guality of legal tender. Haﬁingv
made snnouncement of ﬁhis, Le sought to wover hisg action
by obtaining the sanction of his Council, and on 7th

May 1844 it was proclaimed In the Government CGazette



G .

that & Bill would be laid before the Ligisiative council‘
aﬁ‘the earliest possible psriod to authorise thevissue

cf debentures to the amouhﬁ of £l5000_&ﬁd to meke them
legal tender. At the same time the despatch of April
1843 wés rublished.

Accordingly on 16tk May 1844 the-Couﬁcil passed " An Ord-.
inance to authorise thé Governor of New Zealand to 1ssue
debentures snd to make the same legal tendert. This was
one of the first measures passed by the Legislative Coun-
cil. It was not carried without: question and indeed ..
evoked censiderab1é digcussion. A short account is con-
ained in the Aucklend Chronicle 23rd My 1844.  From
this &eb&te it appezrs that the Colony was in immediate
want ¢of & circuvlating medium of an undoubted character.
The bank-notes of the Union Bank and the New Zesland ..
Banking Company were inadeguate to meet dommercial re=
quirements. Tue Governor estimated the circulating ...
medium of Wew Zealand at the time at £18000 and Dr. Martin
gt £iOOOO. It was proposed to issﬁe Government debent -
ures to the amount of £15000 bearing interest at Sﬂ’per
Bnn . The need of an incré@sed circulatiﬁg medium was
édmitte& by all the colonial neﬁsPapers and can soarcély
be gainsgaid. To meet this need the debentures were os
issued in sums zs swell as B/s and B/s. They were also
issued in triplicate for convenience of remittance to

Sydney.  The Chronicle, referring tc this lack of cur -

I

rency said :c "Now we think 1t will be admitted by all
our resders that the relative proportiom of cash or ...
circuleating medium compared with other real property is
smﬁller in Wew Zealand then in England oT any of the ...

other colonies; consequently we argue thet the issue of
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.of debentures is a great benefit possibly sven more
beneficial then 1f the same amount kad been paid in gold
becﬂuse gold would soon find its way out of the colony
in exchangs for imports.® t Apart altogether from the
requirements of commerce thelr lssue was & matter of ur-
gent necessity to the Government. It W%s pressed for
money to pay salaries and ite servants had either to ...
accept debentures 6r promisses to pay of some kind or go
without remuneration. There wag no cash availzable. This
stringency really accounts for the debentures being made
legal tender. Had the recipient of the debentures been

tance of them upon his creditors,; he

e}
<

gnable to force acce
would have possgessed & substitute for money wihich pexr -
formed none of its funetions. If the public bhad not rve=-
fused to vecelve such paper they would only have accepted
it &t & considerable discount and thus the Government eoe
offic@rs would have been deprived of part of thelr salar-
ies. Payment by debentures not immediat lv redeemable
is only = promise to payvin the future and conseqguently
no effective payment at all wdless made legal tender.

Provided there was no other way of paying the debts due

i
474
(E}

then by debentures, it wa 1tisal that they should be

%

e8¢
made legal tender in payment of 211 liabilities. The
Press generally approved the expedient of stamplng the dg=
bentures as legal tendsra It wae clazm@ns for & movxs
abundant currency Whose gcn‘m'l acceptab ility, if not
seoured joxis inﬁrinsicvvalﬁ@; should be enfozced by legel
authority . The exceptional finsncial &ifficulties ..
whicki Captain Fitzroy experlenced from the outset are

well expressed by ﬁwo wrliters whoe have written the ...
political Listory of this Govvxnomfﬁ time, namely, Dr.

Vartin and M¥r. Alfrad Saunders.

1. The Chronicle (Auckland?jzétﬁ May 1844 .
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"Until the retufn of the Governor from Port Nﬁcrol
e rad neither time nor opportunity of neking himself ssce
fully acquainted with the unbippy stete in which his pree-
decessors bkad left both the Colony and the Government.
The expenditure of the latter was sbout Fifty or Sixty ..

end & debt requiring immediate payment , ..

.,
&:l?‘
=

thousand & ye
amounting to upwards of Seventesn thousand pounds, was left
to be providsd for by the new GovelInor. The revenuse of the
Goiony could not meet & third of the expeﬂditure? and the
Treasuyry was without =z single shilling. The Government ..

creditors were principally officers of Government, shop -

‘keepers, and tradesﬁeople in Aucklandgjn' kke$>of them in
a gondition to remein long oult ¢f their money. The
credit of ths Governmentbwas completely destrcyed by the
want of confidence in the late Governcr, and by & despatch
of TLord Stanley‘sg whicth%@ by that tine raached the Gél«

s

d ke would take every means of making

F

2&"
{3

eny, wherein he stat
it publicly known that any drafts drswn by IMr. Shortland
on the FHoms Government would not be konoure& ﬁﬁﬁﬁever
sonfidence Captain Fitzroy might rave had that the Lords of
the Treasury would under the pectliar clrcoumstances of the.

Colony pey hi

L /!
ts*
mn

rordeﬁs upon them, he was through the mig -
conductvof his predecsssors placed in so wnhBppy & position
that neo persen in the Colonies wcvld purchase the Bills

of tlhe New Zealand Gevemnment s At one ﬁim& e purphsed.
aprlying to the local bank for & loary but tre mesns of
that lerdk were so limited, that they could nectr consist-
ently witk thelr own interests, affoxd much‘relief‘tc the
Governrent of New Zealand. The only other éourse left

to the Governor was the one whick he adopted - that of

issuing debentures bearing intevest at Tlve per cent forx
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a sum of Fifteen tYOU& d pounds, being the amount

of the loan fox which Mre Shortland had negotiated with
' 1. ,

My. Boyd of Sydney. A vpaper currency 18, gsnerally

~speaking, bad; but in the then siate of New Zealand....
the evil could not bs &Voided = the debts of the (Govern-
ment and Government Offices wers so‘gre&t to the in -
habitants of Auckland, that meny of them would have been
ruined 1f they were net psid. The debentures Were ...
therefore issued, but not being a legal tender, they im=-
medi&fe“v f£211 sco rueh in values that it was deemsed nec-
ssary, &t the énsuing Tegislative Council, to pass an

Act meking them & legal tender. This was simply an

act of justice (however objectionable on the general
principle} to the natives, who were obliged to take ..
them as payment for debts from the Government, and who
wiihout such zn zct wduid nob e in & position to mest
the demands ~?Pn themsel vvgfim

®AL the commencement of the year 1844,

there was

tn

a floating and growing debt of Twenty-four
thousand pounds, and Flve thousand pounds was now due
for arrears of salaries and current accounts. To .o
meet the latter, the Treagurer was instructed to borrow
from the B%nkg st twelve and a half per cén“t$ five ..
thousand pounds, on security of a vote of Seven thous =
end five hundred and fority-five pounds, which it was
gxpected that the Imperial Governfmnt would provide;

but, even at that tempting Interest, only Two thousand

The authority, however, upon whick the dsbentures purported
to be based was glven to provide for the %i?ls iseued Dby
Governor Hobgson.

o, w_ . s
Histoxry of New Zealand’by Dr. Martin, at Puge .
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/
.pounds could be obtained. It wae hoped that the reven-

ue for the year would amounf to Twenty thousand pounde,
whilet the éxpenditure was exnected to be Thirty thous-
and pounds. The Governor was strictly prohibited from
drawing bills on the Tmperizl Treasury, or from floating
any vaper currency, and both Le and his officials de-
cimred that they were not szt libsriy to reduce the staff

-

of officilz below that which had been suthorised by the

ﬂ‘

Secretary of State at the clese of the vrevious year.

Tt is impossivie to believe that this latter restriction
was ever seriously made, and, if it had been, there is no
doubt that discbedience to suck an evident incons sigtency
would have been more readily pardoned th&n the mischiev-
ous proceeding of isgsuing = depreciated papsr CUYTENCY, ..
and mzking it a legal tender, which wes actually done.
Trhe Council wag indused to pass a measure avtxohiging.
the issus of debentures of from Five shillings to Fifty

pounds , carrying Five per cent interest and meking them
N} B

b

z legal tender.®
Unfortunately the Ordinance was not in accordance with

the suthority of the Imperisl Government and when foxy =
warded for the voyal sanction waé disallowed. Tndeed

when the Riil was before the Legislative Council in New
Zenliand Mr. Brown, & member of it, challenged the legal-

ty of making the debentures legal tender . The Govern-

|

or however, informed the Council that e had sufficient
authority from the Queen to igsue them as propose ed withe-
out the sancticn of the Council. That he exceeded b

instructions is clear from & despatch from Lord Stanley

to Governor Fit 410y dat 4 27tk October 1844 which reached

Mew Zealand zbout April the following year. This..

"Higtory of New Zealand Wy Alfred Saunders at Page <&b.
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despatch requires that " measures should be teaken at the
earliest nossibtle ;eriod for the redemption of ﬁhe notes
whick you have issued the continued circulation of which
. rvenders hoypeless any attempt to provide a gsound clyeu -
Al&ting medium for the colony, and must deeply affect ite
future growth and prosperity. ¥ If sufficient funds «..
could not be raised for immedimte liquidstion, debentures
for not less than &£56 each and bearing if necessgary a ..
higher rate of interest than the debentures recalled were
to te issuedv@nd mede payadble at any time. The despateh
admits the preat difficulties whick surrounded the New
Zealend Goyernnmnt;—the impossibility of selling bills
en the British Treasury, and the urgency of -providing ..
money to defray the expenses of adminietration. On
that asceount it refrzins from expressing the " decided
disapprobation of the course which you pursued in issuing
' cin v1o*at10n of your instiuc tlonﬂ notes or debentures ...
such a8 those described in your despatch. It goes on
to state that £5185 is being sent to New Zealand in speecie
ag inconvenience seems to be experisnced from the went

of & propexy circulating

=

medium and great difficulty exisgts
in realising the amount of the Parliamentary Grant by ..
drawing Bills upon the Board of Treasury. "

fhe conduct of Captein Fitzroy in ilssu-

ing inconvertible debentures as currency was the subject

. of strong sxmadversion by the London PT@SS,}and oooaﬁionm
ed many references in the British Parlisment. Thege Ie-
ferences are collected in the New Zealand Journal 1845-6.
In hig despotch accompanying the debenture Ordinance the
governor Says in'a vostseript ¥ I ought to»add that the
issue of debentures ag & paper currency {(however contrary

to my instructions) and meking them 2 legal tender has

1. The Iondon Times 15tk May & The Morning Chronicle,l6th March 1845,



saved the Goiony generally much misery. © It is per=-
fectly cleaxr that in authorising tke issue of debentures

S a8 B means oi postponing the payment of an ascerts ﬂned
debt it never sntered the mind of the Rritish Colonial
Secretary to sanction a poiiﬂy of creating debentures ..
as a medium of genersl exchange. The\following fromthe
editorial columns of‘ﬁhe Cook's Straits Guardisn shews

the attitude of the Udion Bank to the debentures. "We
have been reqguested to state on the authﬁrity of the M&
eger of the Union Benk of sustralis here, that Qgr COXY es=
pondent "Sigma® was under an eironeous impression in ...
believing that &' negotiation had been attempted by the ..

Pank witl the locwl Govsinment on the gubject of the de

bentures and thet the Bank positively refuses to accept .o
them on any terms exqut when obliged as a legal tendsr.

We can only say that our correspondent is not singulayr in
his velief that overtures Lad been pade to the local ...
Government Ty the Bank, a¢ this impression is pretty gener-
8lly entertained in Wellington and that the rﬂfusal of the
Bank to receive them places the debentures in =z worse ..

resition then as stated by hime The fact that we 14bour\;ﬁ

£

under & depreciated curvency forced upon usg by tre 109&1
Government whickh it is probable may suffer a further de a'
preciation, is unfortunately beyond dispute. ®

Captain Fitzroy's necessities would not per-
mit him to sarry out the instructions containéd in the
" Despatell of the £7th October 1844, Unknown to the Colon-
ial Secretary he kad alreedy issued debéntures far in ...
excess of the nurhorted authority 0¢ tlhie O*dlnance of 10th
April 1843. IHS&GQ& now of 1eblacing debentures slready

in ei*cvlaflon Wth new £50 debentures, he issusd the ...

latter without recalling the former. Indeed on 10th April



e Legislative Councll passged a resolution ..

4
o
=
i
4';4

ollowing words :- ¥ That 4% appears fo this

l_!-
e
<
by
[0
)

founcil that the issus of debentures under sxisting ...

the folonial Revenus. ¥ The greatast slarm was ocoasion-
2d in comusrelsl ci%sl&s and on £nd July 1845 =z publisc .
meeting was callsd in Wellington to protest against the
poligy of the Govexrnor with rebnmc* to debenturss. At

this meeting the following resolutions were passed .

1. That this meeting views with much zlarm

the creagsed and dally increasing ecirculation of debent-
urss, apparently fer excseding in amount the lssue author-

debenturss sanctioned by Loxrd Stanler in his des
X O

patel
of the 27th Octobér 1844 to His Excell ney Governor Fltze-
voy =nd that suck alarm hm& become zugmsnted by a resole

ution passed in the Legislatiwve Gotineil at Auckleand on ..
the 10tr April las

, against whick there was only one ..

dis

o

&

s
Y]

t
senting votes and which resclution giveg unlimitsd ...

power tc the Goveinor to issue whatever zmount of debant-

")

ures he may reguire for the purposes of his Government -
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of the trads

Y v possibllity

Ze Considering that the Union Benk of Aus-
tralia in this town has for soms time past refused %o

receive debsniurss for any purpos

s and conse=

uently that no goods or producs imported from the o..
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neigrbouring colonisgs, or bills of gxchange upen any

[

part:of ths world can be purchased with them, it is
therst dm51rubﬂe than p nding'his Eﬁseilency's Yao
reply to the Lemo“ia debantures should bf‘ wcelvad 

the greatesth pos&ible'cauﬁiene“ A memorial ..
Was ;&aseat@a‘%o the Governor reguesting information
ures in eirculation.
0 say the inform%tion‘was not fortheoming.
ACuo&dlﬂg to the Spsctator ?ﬁka debentures had driven
the coin and bank'notes practically out ofAcirculaﬁioni
e currency of Auckland éonsists entirsly of de =

bentures. ¥ This was ascribed as one of the con -

trivuting causes of the downfall of the New Zsaland ..

4

Benking Company . The spesch of GOveInow Pitzroy ..
to hig Council on 5th Apr 1845 suffieds nﬁly estab -

1

th which debentures wexre ...
issued. ¥He tbbught it right to givé tlhe best s =
curity he could; he should therefore pay the arrsars
with the new dsbentures of £50 and UDW&T@& which ...
woa¢d bear an intersst of Sﬁo The resolution of pay-

Xt
)

ment of only half sglariss would be rescinded and the

P.

new debentures would be, if not actual payments, se -

curit

5

wined from Eagland how far the

ﬁ-

0

until he ascer

&

Home Government. would assist us. ¥

The following is =z cony of & £5o debenture.

1. July 5, 1845,
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£ty pounds.

1
e

Jé

N. Z. Government Debenturea

Fifty pounds No. 1

On presentation at the folonial Treasury in New

7ealand on ar after such day as shall be fixed by the ..

LT T

Governor, after threemonths®™motice the eof in the Gowernw

ment Gazstte this Debenture issued under the anthority s«

of Her Majesty 's Principal Secrstary of State for the ..
coloniss, contained in a Despatch No. 38 datesd the 27%h
iay of Oetober 1844 will entitle the Bearer to rsselve

the Sum of Fiftv pounds sterling, and interest thereon in

it per cent pEr IMUM e. s

the meantime % the r8te of Bl

ils]

from the day of issus.
The interest on $the Debenture will be payable at

the Qolonisl Treasury half yearly on the First day of

Fifty pounds.

January and First day of July snd will be & firste charge

Robt. Fitzroy, Governor.

By His ﬁxce lency fa comma
Mdrsw Sinelair. Col. Ssoy.

-

Entered and isgued at the Treasury this. day of

A. Shiepherd. Col. Treasurer

It appesarsthat the injunctions of the despaitch of October

wers not fol 1oweds - Neither was the disallowsnce of the

Ordinance Whlch’was comununicated in & despateh of Tord ..

i

=

Stanley dated 30th April 1845 acted upon. GOVEINOT .o
Fitzroy 's financial entanglements were not susceptidble of
@ r;“) B .
straightening autfthtae means proposed by the British ...

Tolonial QOffice From the Governor 's embarrassments ...

there was no possibility of extrication with honore.. As .



befors gtatsed he had excseded the limite imposed Ly his

own Ordinance znd instead of igsuing £15000 of Dsbent-

reg had issued them to the smount of £45000. Befoxre

<

the close of April 1845 Tord Stanley's despateh of QOct-
ber 1844 commanding the Gévernor to recall the debent-
ures had been published in the Press of the Colony.
As nothing was done to sxscuis these commands and it was
well known that debentures to an amount of far mofe than
£15000 nad been issusd the debentures rapldly depreciated.
Being illegal they could not wvery well be legsl tender.
By the end of 1845 they had fallen to 207% below

their face valus. These excssses of Governga Fliazroy

in conjunction with other marks of maladministration ...
occasioned an zlmost unanimous demsnd for his 8 recall. A
long and elabomate pretition for his rémgval,by the in -
habitamts of the Southern Settlements of New Zealand to
the Tegislative founcil, well repressents the o "ommen.feel~
ing. ﬁfﬁer recounting the Governor's grievous blundering
with respect to the land clains and the relations with

the W&oris it gives the following statement concerning‘the
issue of debenﬁures; ¥ Captain Hobson having con -
tracted a débt of £15,000 which he was unable to pay, Cap=-
/tain Fitzroy was authorised to give debsntures on the ..
Ayﬂoloni%l Treasury, to be applisd solely to the liguidation
of this debt. But in May 1844 the Governor declaring ..
in Council that * the on‘v immediate want was a cir culating
medium of’ﬁndoubted character, ¥ to save the Colony from
the extreme dis tx 88, 1f not ruin, which must inevitably
follow such a deficlency, * provosed = bill, on which hé'
said, " the prosperity &f the colony depended.®  Thnis ..
bill wéé for the issue Df‘deﬁ@ntures to the amount of ....

£15,000 for various sums Ifrom Two shillings to One podnd.
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the Charter erscting New Zgaland into a sswparste Colony,

introduced and passged an ordinsnce meking these bills

*legal tender.® Those Instructions say "And we do
further direct you thatyou do not propese or assent to

any ordinance whatevey whereby bills of credit, or other

negotiable gecurities of whatever nsture, may be issued

-

n dlew of money on the credit of the sald coleny, or

whereby eny Governmenst paper currency may De ggtablished
therein, or whereby any suck bills, or any other papsr
gurrency , or any coin save only the legel coin of the

realm may be rmade cor declared to be legal tender, withe-

"

out gpecial yewisgi“n from us in that behalf first oh-

«*
[

tained. ® Yet in spite of this most exnlicit and «..

n Fitzroy nmade bis small
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inconvertible paper currency legal tender, and enabled

every debtor in the colony to Yob kisg creditor in  ee.-
progortion to the amount of its depreciation-.
Neverthelesgs having passed an ordinsnce &0 rebably in-

;
€

0 force This eeee

ot

valid Captain Fitzyoy still further
depreciated paper currency upon the public, next passed
& Uhion'Bank biil, ons clause of whick rendered 1t im -
rerative upon the Bank to redsem its notes on éemand

.,

¥in gold oxr other legal tendexr™, me@nlng debentures.
The benk of course found meansg to evade this dbligation.
Lord Stanley, in the despatck just
hese notes. YHer lajesty's Government deem 1t esgénw.
beg teken at the
eaxrlisst period for the redemption of the notes which
vou have 1ssued‘ You will withdraw them from oo
eirculation by substituting for them folonizl Debentures

for not less than Fifty pounds e ces -
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sach. In conclusion I have to impress upon you tﬁu
thig arrangement ( & supply of gp e to be sent out)
will afford no rslief to the Colony as regards the eg=-
tablishment of z proper cilrculating medlum unless the
smsll notes which you'hava.issued e simultaneously ..
withdrawm from circulation.® On the Bth April 1845
gaptain Fitzroy declared in Council his intention of

paving salaries with the new £50 debentures, when they

w

amounted to that sum; when to less, with the smell de-
benturss in partial disregard to Lord Stanley's instruc-

tions. But on the 10th of the same April only a few

weaks after tre reception of the despatech the TLeglslat-
ive Council ( = passive instrument in the hands of ...

Captain Fitzroy ) in the very face of the clear and ...
decigive instructions it contzaing passed the following

resolution: ¥ that it appears to this Council that the

issue of debsntures under exisiting circumstances shouvld
be extended sufficiently to pay off the debts due by the
Colon Government and that the interest on such ds -

And the issus of aeban% res for sums certainly as low as
£6 has acc ozilnglv been sxtended fte at least thres times
the amount originally condsmed. By the most careful

calculation your Pstitioners can make Ffrom data aﬁ thely

commznd, it sppears thet there camot be less than £ rom

£40,000 to £50,000 of such notes 1n actusl circulation

On the zZnd July a meeting of merchents was

o e
,‘Bld -*3’-1%,/ @ 8 B

Loy

Wellington and resolutions were passed among which was

ong declaring thatthemeeting ¥views with slarm the in -

cereased and dally increasing cirsulation of debentures

znd not replaced by the £50 debentures sanctioned VT sas

Lord Stanley." The Bank being necessitated to rafuse
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them the lncreased issue of these smﬁll no
produced other injurious censequences. It has led to

the issue by private ind1v1uu 218 of theirilown printed

1d. ars adtu&lly in ciroulation &t this moment in eees.

Wellington and Auckland. As there is at

present no prospect of sny Colonial funds being obtaine
able for the payment of these Government debentures the
nolders of them will eventually suffer Severalye Cap-

tain Fltzroy wlone and his Council ars responsible for
‘this state of things. The settlers have done every =
thing to prevent the danger znd stop the circulation of
the notes. They have bm unanimously condermed in
public mest ngs and in pub ic protests at Wellington and
Melson and by the press of all varties and in all vlaces
and thie banks have steadily refused them. But
that the financial inability of the loesl CGovernment ...

might be proved in every varticulay the vaper the®e notes
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were composed of was of the most ve
theiy fabrication altogsther so clumsy a8 to O0ffer & ...

dix

(4

&

et temptation to the forgsry of them; for which off=

ence a conviet has already been transported from Welling-=

ton. lorsover, before complei ion they were passed ...

through sc meny 0ffices zs o afford continual opportun-

ities for the embezzlement of them, whick it secems whieh
it-ssems have actually been taken advantages of. Veny

of them have been issued in a defective state; some ..

wanting the signature of the Colonizl Tres r, some the
date of issue across the face of them, some the number of
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marks . The Govsrnment Gazette of the 4th July 1845.
states that a nunber of forged notes were in circulation
a book containing 250 ténsshilling debentureﬁ having ..
been stolen from the Colenlal Secretary's: office. The
chief clexk of that office having been charged publiecly
in the Auckland pavers with the commission‘of the theft,
tendsred his resignation, which was accepted without ..
inguiry. neg=-pound notes thus defzsctive are in cir=
culation in Mel son, and have been refused by Governmnt

fficers there; and forged or similarly défective £5

<

teg have lately appeared in Auckland. The amount in

circulation must therefors bs very considerable, and will

add not ttle to the confusion of the currency and
the depreciation of the notes. On the otherwise in -

credible negligence of Government svinced by these facts,

L)
th

of itg rvefusal of notss issusd

2
&
a
a
'_J-
s}

and ths extreme har
by itself, on labourers and others meny of whom it mussﬁf
be suppossd ware unable to read them, 1t is perhaps une-
necessary for your petitioners to comméaﬁe Specimens of
some of these defsotive notes will be laid Q@fore TOUT oo
honourahle House herewith.

can eny strongx proof of incapacity be given
then the history of these debantur@s - aceounted fdr, as
they were by Captain Pitaroy when fiyst proposed, by the
sssumption of & fact not existing - issued in “violation
of instructions?® L£fom the Gbloni&l Cffice - made legsl
tender in dirsct defiaﬁce of ﬁhose of the Crown,by an
ordinance zb initio 1llegal, 1f not void - obntinued “os
in circulation and trebled'im_amounﬁ in contempt of fresk
instructions condem;iﬁg them - rulnous and in the last ..

degree impolitic in thelr very naturs - fabriscsted 8o
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clumsily =8 to heve induced forgery - and completed
with so meny needless and circuitous formalities so

carelessly observed as to

Gaptain Fitzroy's measures have destroyed the Col-

onial Finznces? He has omitted to retrench unjustis
fiable items of expenditures ke has abandened fthe fund

derivable from lands actually in Government possession,
oy parting with them for land scrip; and of that de-
rivable from zll other waste lands, by giving up the ..

Queen's vight of pre-emption; =and ke has by these meag-

deminished the valus of 211 lands be-
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1onging to private individusls Further, by his
imprudent ab011+1on of the Customs and the incompleteness
and imperfections of the mode of direct taxation sub -
stituted for them, ke hag sacrificed =z large smomt of
revenue, and saddled the colony with Jebﬁs,-the prospect
of paying whickh is extremely distant. By'ﬁhe forced
circulation of quantities of incon#erﬁible paper made
legal tender, he has injured many individuals and cone
fused and corrupted the colonlal CUTLENgY « And by the

inconsistency, suddenness, and frequency of financial ..

changes of such magnitude, and so clearly impolitie,

he has thrown doubt over sll commercial transsctions,

and destroyed all confidence in the financial abllity or

comprehension of the financial principles of himself ox
1

his Governument
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immediately prepared fto wut intd effect tls

tained in the desgpatch of October 1844 and

sonn Examiner , Novembeyr 1, 1845,
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despatch of April 1845 dis szllowing the Oxdinances of May
1844, On 2end Novembey 1845 it was announced in the
Government Gazette that ¥the Tileutenant Governor will

loge no time in meking ths best arrangements that the

mezns =t his disposal will admit of for cbviating the

s

difficulties and inconvenience whkich in the present ...

state of the circulating msdium of the Colony may result

from the disallowsnce of the above-mentioned Ordinance.”

GovernoYy Grey was supplied with £15000 by the Home oeco
Government foxr the redemption of the debsntures issusd ..
under ths Ordinance and only discovered on arrival in the
Colony that thrse tﬂmss that amount Lad bsen issued,
Finding it impossible to redeem them all he offered to
pay one fourtk of the dsbentures in spescie and the re=-
mainder in funded (irredeemabls) debentures bearing . ...

interest at the rate of 8% per aanum.

This is the only period in her histoxry when

New Zealand has had an lrredeemable currency. It arose
11ke all sucL money out of: the finencial necessitises of

the Govern ent Troge necesgsities in New Zesland were ..

largely but by no means altogether, the outcome of Governor

FltZIOV'“ blundering administration. He was quite un-

fitted for the task imposed upon him. The most imporbant

~

Cguestion of the time was the gettlament of the land claims

It does not come within this scope of my enquiry to attempt

to assess tfe~mcr1ts of the fisrce controversy that for ..

have beed an over-eagerness on the part of land spesculstor
whose dealings with the Maoris occasionsd sndless disput-
ings concerning title.  Whatever the fovernor did seemnmsd

to neks confusion worss confoundad, His incozp:tenca o9

nrecipitated wars with the

£

PR ot

zoris and hindered the colon=

Wellington Independent, August 14, 1847
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.—;sing;activities of the New Zesland Company. He so
badly mismensaged thiﬁgs that he cut off pre;ty well .
every source of local revenue and enormously increas—
ed locel expenditure. His plight;was such that he had
to repudi&tevthe-901ony's éfeditors and stop the-m&eﬁ,
inery of administration, or resign and transfer the 7
nuddle to his successor, or issug debentureé to be pgid

at a rutufe time when conditions were improved. He

issﬁed the debentures first, andusought authofity for
them af@erWards. Under covef‘of sanction to issue de-
bentures to meet diShgnored BillS-Gn*th@*Treé§u£y hj
drawn by quexneruﬁobson)‘hg obta?ped;tpe consent of
the Counecil to the Ordinance ofﬁmay51844.‘ He hgd in
the meentime informed the_British Governmenf,that he
ned issued some @9b¢n§ures‘a@dgmadefthem:legal tender.

While the Ordinnn@erwas on its wey to England'tq obtain
the royal approval Lord Stanley despatched 1nstruct—
ions to recsll the debentures which he hed learned hed

been issued eand when~he afterwards recelved the’Ordin—
snce hefprom@tly secured its disellowance. But lohg

~before this had teken plece not £15,000 but £45,000 of
debentures hed been issued. There is 1ittlefdoub$
thet this paper curreney, by'makipg_the,medium»qfreX—
change of,unsertnin value, embarrassad the trade and
1ndustry ef ﬁhea 1ony andugreatly 1ncreased the de—

pression wh;‘ '”reaqr,lqas affected New Zealgnd owing

to the finéﬁeiél distress of Australia While benks
were closiﬂg doors in Australla, the Gewernment ef
New Zealand was issuing inconvertlble‘ahtes 7
At flrst_the*eovemnmen@».ﬁm&ewazealand endeavéurgd

to pay its debts by ge

ting drafts on the Imperia]l

1Treasury diseounted}
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numzrouss to sult the British Authorities, these wers
occasionally dishonored. They thus becams of un -

Stanlie

o)

admits in 1844 that ...

S}}

cextain value. Lor 5
these drafts hed bscome unsaleabls. Then comes the
last desperate sxpedient. Ag the drafits cannot be
turned into cash whersewith to pay debts, they, in the

form of debentures, are forced upon creditors in ...
k)

zlgo be remembered that the repudiation of the legal

tender desbenturss greatly accentuzated their deprec -

iation znd intensified their smbarrassment of busi -
a
S A o s
ness. ﬁ% doubt such disavowsal wag necesss IW It

would bhave been calamitous to zllow the pollicy of
cireculs ting debentures as an iac onvertible papser «..
mongy to continue. Naverthaless, without them, thé
Govemmment would for & geason ceriazinly have come to

2 standstill. The Imperizl Government should have
recognised the difficulties and furnishsd the Colonial

Government with adeguaste funds.
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CHAPTER V.
A STATE BAVK of ISSUE:

N D e Ot On e e ATH Se WIS EKR €T v, B3 eES

While such

of colonists, while indeed

iliegzl State Note

Governor Grey an lmport pat

of & 8tate Bank fox

despatch was dated 2nd February 1

B S
portant extract from it was publi

&

‘enter proportion

was fresh in

redeemed, Lord Grey sent to

b

ch urging the establishment

convertible bank notése The

847 end the following im =

shed in the CGovernment .

L

more eSpeciallv
ion of the last

in the judgment

the proceedings of Pa ariiament upon the occas-
renewsal of the Bank Charter have,-I anprehend

of those whose authority is of most weight on

i
[N

this subgsct finally settled the orﬂncibles upon
currency oughm to be regulated.

sxisting interests hasg prevented these princinles

.

& 20

e

n this country to their full extent,

fte

ct upon

(’)

longer muek difference of opinion &g to the gene

the system which an adherence to them would presc

Nsw Zew 1&na I believe that no such intere

1p,'thougn they would not fail speedily to do so,

therefore trustfstill possivle in that Colony

Fe ]
e

th~ sreat advantages whick could not fall to re

aen

Although & regard for

whlo'!'. 2 pi‘mez

m being .

=4

.P

Uj;’:O

the is no

@

naﬁuxe of

o
Tal

ribe. In

4

sts have vet grown

it i

w

o secure

uld

establishmsnt of &

X neipl

Lrom the

e o

PenEr currency regulated uﬁqn the most

1%,

ad

e view woich I take of thesé prin =

correct pri 88 . Tie
eiples is as folliows: The business of banking, ov of

. dealing in meney, and that of issuing peper money, 'I- consider
‘to heve not mersly no necessary but no proper commection ..

with each other.

18

]

£

The formeyr

L3

branck of comuercial

business which should ’ov left 1likes every other, to private

enterpriﬁ&; but

authorised medium of exchange,

to issue money, that is, to iurn¢b? the

is one of the peculiar and
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not th

@

lezet inmportant functions of the Government.
Witk respect to the coinage this principle has always ..

‘\ . “ig .
been recognised nor is these any attribute of Sovereignty

0y
%

which has’bean more strongly insisted upon and more rigld-
1y gusrded ﬁrom.invasion by the Suprems Authority of =al-
most every State, whether of ancient or modern times, than
the exclusive right of coining money for the use of its

own subjects. As to the issue of paper monegy, a differ-
ent rule has generally‘been followed bub as.experience has
proved with the very worst results. By allowing the igmxj
¢

of paper money to b“COhM a commexcial speculation the «..

amount issued from time to time has bsen made to vary not

J]

according to the real wints of the Vormmplty but accord=
ing to the interest of the issuers. - Thus the valus of
this déscription of currency hwms been rendered uncertain
and all the evils have been entailed upon the comxunlty o
which result from the want of uniformity in the measure of

9

value and general medium of exchange . The value of &
metalllic currency 18 not liable io injurious‘fluctuations
simoly becsuse the amount in circulation cannot e - .. .
arbltrarily vazied but is self-regulated Tyt he eﬁckunges
of which the operation is too oowerful to be controlled
by law. In order therefore to unite the adventages

of cheapness and convenlences which bélong to a paper cur-
réncy with those of sfeadiness and uniformity of valuse ..
which beleng to =z metallic currency:; ons of the former
description ough £ to e so regulated that the amount in

. 2 .
circulation should wvary according to the samw laws which

govern the latter. Trnis 1

4H

to be aeccomplished by pro=
viding that papesr money beyond some fixed zmount clearly

within the wants of the country In which it ciroulates
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shall only be issued in exchange for the precious metals

and that it shall el ways be poyvable in the sanme. Tnder

this system the circulation can conly be increassed when it

[

ig the intsrsst of private

)

ndividuzls to import Bullion
which they mzy excliangs for Paper znd csn only
ed in like manner when it is theilr interest to demand ...
-Bullion in exchange for Paper. The system now estalb-
lished in this Conntiy Yy the suthority of Periisment is
founded upon this principle, to which It .conforms zs neafly
28 the necessity of haVlng ragard to vested interest would
permit at the time the asrrangsment was made. In New ..
Zealcnd a simpler and more perfect sygtem may I hope be
adont ed.’

A1l T wish earnestly to press upon your attention

is the imporiance of occupying if possible the ground by ..

some Government paper before Private PBenking Companies ...
shall have taken possession of 1%, If this is neglect-

"Lv

nersuaded th

ed I am 7 at it will practically be impossible
to prevent suck Companies from being formed, and from issu-
ing noteg foxr circulation. It will De @qpallv impossible

to confine the privilege to any single Private Company.

*

-

Such a monopely would s sure to create too much dissatis-
faction among &ll excludedbfrom sharing in its profits to
bs 1ong maintained. ”Ve congeguence would be that
Banks of Issue would be established, znd that in seascns

ty, the competition of these Banks

thus raising pricss zand stimulating, precisely when it ..
cught to be moderat&d, the spirit of speculation, thereby
ensuring whenever the reaction came, as come it must, a
and distress.? : ~

(Signed)Grey.
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It will be noticed thaet Tord Giev's proposal was Do

on the curvency principle whick the Benk Charter Act 1844
W intended'to carry oute. The supporters of this
principle were triumphant in England at this tinme;

znd it is not éurp ising th in laying the found%tibns

of = new nation in New Zealand the governing authorities
should accept the doctrine concerning paper money.which
received the sanction of tke Bullion Renort snd the ade
herence of the leading finaneiers of the ags, It is
esgential to & proper undsrstanding of the Rnk of Issue
to mark that among its antecedents this belief in a ...
generally acknowledged economic dogma wag an im@ortant
oNneé. Ac gording to the currency principle paper should
not be used to enlarge the currency but only a8 & sube
tute for doins Upon this principle the Bank of
Amsterdam was formed supplying & unifeorm bank money ox-
currency in place of the multifarious coins of uncer-
tzin value whick circulated in Austerdsm. In New Zea-
lend while there was = mixed coinage, the chief defect
from & colonial point of view was ite weight and bulk
and general non-portability, & matter of grave concern

o

to geattered comunities with few bfn“Lﬂ" facilities,
g

[N
)

Lord Grey®s despatch was published
the New:lZealand newspapers about the middle of August,
1847, and immediately occasioned =z heated controversy.
The despatch was viewed with misgiving end indesd alzrm
tgrﬁmmy of the leading merchants of V%llingtoa and thev

addressed & memorisl of protest to the Govemor of the
1. .
Colony . They plainly menifested thelr utter lack of

1. The New Zeslasnd SﬂwCﬁwLOI/ 11tk September 184%
7

S
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faitl in the convertibility of Government pPapel HONEY .
Anparently they paid 1ittle hsed to the OlOVlblOﬂ that

for cash only. Tre faot was

needs . Wrile the orecaubtionsry measures laid dowm by |
Tord Grey 'were ample to secure the absolute stabllity
of the notes so long &8 they were observed, what assur -

that thev would not be suspended in & time

") e

ety
@

snce was ther

of difficulty? Unfortunately the conduct of the Govern-
ment had not been such as to inspire confidencs. The i
public at the time were smarting uader the enforced cir-

culation of the illegal dsbentures which were squivalent
to an inconvertible paper currency. From the opening

words of the despatch it was appazent that Lexd Gray Was

under tlhe impression that all the debentures had besn re=
czlled. ~The fact wzs, as has been stated, that Governor
Grevy had been unable to Te&éeﬁ at firet moxe then about

one four%h, and upwards of £30,000 of Governcr Fitazroy's |

deb ntxacﬁ bad simply besn sxchongsd Lovw ”eb@nturgﬁ at a |

(D

-t
3
ot
@
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higher rate of The following further ex- ;

o

tract from the despatch discovers mgeneral mis-conception
concerming tre medium of exchange in the Colony. |
“Bince the recall of the debentures which were

ued by Captzin Fitzroy I zm not aware that sny des -

 ad

n

B

of paper money has been in circulation in the

cription
Oolony; Tut Judging from what has tsken plece in other

British Colonies, I can entsrizin no doubt that with the

ey n

., & demand for guch & chsap @nd con -

t

increass of trad

¢

venient medium of exshange will -speedily =zriss. Nox

on the contrary = provided 1t is properly regulated, I
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am of opinion that such a mode of sconomising capital,

where capltzl 18 so grsatly wanted, mustPe excesdingly

It will oa noticed that not only w=8 Lord Grey
apparsntly wmisinformed regpecting the debsntures dbut ..
that he was unaware of the bank notes issusd v the . ..
Union Eﬁnk.' The zmount of its notas in clrculstion at

o

the time, it is difficult to ascertzin with precision..

ag the Bank had ceased temporarily to publish its re =
LUINS . Business had shrunk so greatly that it ws
not solicitous of publicity. The 1&St'xet11n pub -

lished in the Gazetie was for the quarber ending 30th
June, 1842. The no%mﬁ of the Union Bank then in cire

culation were.£10,387 and the New Zeslend Banking Com =

pany had & circulation at the same tims of £5385 meking

a2 total of £15642. , The note cirgulation of the Union
Bank =t the tims of the State NWots Ordinamae WaS AC00rde

urn - given by Ifr. A.Kennedy,

Mznagsr of the Aucklsnd Branch, £14,592. Banking ..
had fallen on svil days in th%lﬁolpny. A few years

previously the New Zealand Banking VOﬁmamv had gone ine-

to liguidation. Its notes were redeemea but not ..

without the assistance of fGoveinment debenturss which

0
@
j

to some extent had to bes & veed by the note holders

in 3ieu of cash.  This Beanking Company had been .»..
severely injured by the Maoxri War. - In 1848 ¥orors=
~reka, its hesdguarters, was destroyved.  In 1846 +the

half-yearly reports of the Union Benk tell us that the
Nezw Zesland Branches had been reduced %o 11@31@ TOTE o s
thian exchiange ag&nc*usa The internal commerce wzs

left practimlly unsupported by banking facilitiss.

The New Ze&landar/ 9th J‘L}iﬂl@,l&é’r@;



Besides the notes that were in circulation were not

strictly convertible in cask on dsmand. - Tris appears

from the references to the Bank by the contsmporary

1 :
Press in 1844. . Waen an Ordinance was issued f@cil-
itating suits by and wgwln st the Bank on similar lines
to the Ordinznce befors éiplalned for the benefit of the
New Zealand Banking Company, ocbjection was taken by ..
praotically all the newspzpers to granting any concegs-
ion to the Union Bank while its noves were in effect
inconvertible. Tt syste rﬁiicallj refusesd specie for;
its notes, and the Wellir guon Branch, for instance,

- would not give in exchange for its notes, dralfts on ..

=

another Branch - as Nelson - except at =z discount.
The Union Bank opsned z Branch in Auckland in the be=
ginning of 1848 and when notes of the Auckland Branch

were presented at Wellingiton they were exchanged only

at & premiwa of 2% snd if gold were asksd for, the pre-

mium wag 3. So that while it - not true that no
‘description of papsr money was in circulation in the

-

Golony, i1t would have veen certainly trus to have gaid
3 o

that there was no sound papsr woney. et there weas
was deficient in quality and quantity. TLord Grey

did not in =ny way overstate the need of the Colony
for an adequsts issue of efficient bank-notes.
Another error arising from misinformation

was disclosed in the despatchs Lord Grey proposed ..

that one fourth of the coin rsceived in exchange for the

demand and the bzlance should be deposited with a banké |
ing establishn nent in Sydney in order to esin interest to

Southern Cross,4th May, 1844. N.Z.Gazette and Wellington

Spectator , &4th April, 1844.
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dsfray the cost of administering thie Bank of Issus.
At this time, hiowever, none of the Australian banks va aid
any intersst on depes its fized or curvent. Consequent-
1y when the Bonk was established its surplus funds were

invested in English securities in Tondon. I addition

to thege mistakes of faot the despatceh reveals one con=
clusion not zltogethsr sustainable. gf%er reciting

- .

the danger of over-issuing notes in = time of sxpasnding

r:}-

k)

trade and of thersby artificially raising vrices it ...
zlleges that the prevailing financisl distress in sustra-

lia was dus to 3Lbh ovex-i&bue- ' As a matter of fact

s

prior to the crisis Australia had received a grest amount

of British Capital which was lent oubt at z high rate of .
interest in advances and the discounting of bills, almosih
regardless of the stability of the borrowsr. No doubt

the right of issue whickh was at that time uncontrollsd by
= .

statute was a valuable handmaiden to the polisy of indis-
criminate lsnding. But apart fromibe note issue the

inflation znd subssquent reaction would ceritsinly have
arisesn.

These erroneous statements were omittsd fron
' the publication in the Gazebte whick I have quotad.
Naturally, howsver, Tley were not overlooksd by the oppon=-
snts of Toxrd Grey's prooosal and = vigorous opposition ..
wzg led by The Wellington Indepsndent snd The Southern
Oross (Auckland). Butt the wain ground of sntagonism

overnments wers not o bhe trusted

G2

wzg the common one that

with the issue ol paper monsy, z ground which acguired ..

solidity from the past experience of the Colony. The
following from & contemporary writer is “typical. - "But

at any rate the bank of Issue will be saf

i

. Being es.

‘bound only to issue notes in exchange for cash on demand
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it cannot fail® We doudt it. Supposs & party .o

brings to the Wellington Bank £1000 of notes issued at

Auvckland znd demends 28 he 1s entitled to do spescie in

exchange - what follows? Sugpension of payment -

Wotes at a discount - and & second Debenture fraud upoﬁ
$ 1 : .

the public.

On the other hand the supporters of the pro-
posal, whose Qpinions wers voiced.by the New Zealand ..
Spectator and Cook's Strait Guardisn, stressed the de-
plorable daficiency of the currency , the strict convert-
1bility of the notes with the resources of the Impsrial
Government to warrant thelr value. The unpopularity
too, of the Union Bank did much to win a measure of ’.}
approval for Lord Grey's proposal.

To many settlers this Buak sesr nad debigqad
not to =zid developlﬂn% but only to exploitt the cologv
for the profit of fomaign ghareholders. Somplaint G

was made that it contracted credit at most inconvaenient

timesy that its exchangs rates between the leading ...

=
@
i
®
o
o
L¢]
o
0
o]
s

settlements ve; that it afforded no facili-

ties at all for exchenges with the less populous «....

settlements thereby necessitating the carriage from ...
/
place to place of large quantities of monsy; that it

paid no intersst on deposits; that its discount rates

e

weré very much higher than they were in Australia; and

that in negotiating Government drafts s terws were such

as greatly to increase the sxpense of administration.

It appears that during the years 1846 - 7, £1500
naid to the Benk by the Government for negotiating its
3. ”
drafifs on the B 't‘sh Treasury.. - The trutlh was that

ew Zealand Spectator,l18th May,I850

New Zesland SbuCumtOT 18th May, 1850
New Zealand Sbectator ,<lst August, 1847.
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when a Parliamentary graznt was made in England for New

. . o
Zealand the Bank charged 5% for making the grant svall-

able in New Zesland . Whan money was regquired for ro-
P - .
mittance to England thie Bank charged 2. Thus exchamge

betwesn New Zealand snd Fnglsnd cost 7h.  Meny merchants

of the time strongly urged the Government to sell 1t8 oo

 bills on the Theasury in the open marks t when 1t was an -

ticivated they would be tzken up if not at par at any ...

> e

rats at a small discount; thus practically saviang to the

i

community 7% on the exchanges. Some Government bills

were negotiated in this way and xg@llsed from.é“ discount

to par. Indeed in August 1847 they rose to 1%'premiume
To this business of exchange tre Bank's operations wers .
vractically limlted zs wes statsd in the report of the

ph)

directors to the mecting of proprietors 20tk July 1846,
It is said in the Report that there was Iittle profit to
be made in New Zealand. If that was so0 it must have ..

atisen from the smell volume of business to which had to

o’

g charged proportionately heavy working eXpenses.: If

other business wais practically discontinued, the fixed

L}

&

expenses incident to the maintensnce of the Branchkes would

eat into the profits of tkhs exchange trensactions. A

1ittle consideratlon will serve to shew that the Bank was

exacting for toc high & price for settling the Colony's

international indebtedness. Thie comg reial condition of
the country was suck that 1t had as yet 1little of produce

for export whilst It was largely dependent on Englsnd and
Austrzlia for the supely of its n=2eds. The Bank at ..
this time had two Branches, one at Wellington and ons at

Nelson which cipzal towns of Vew lunster the

ot
=
@
H
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e
H
s

Southern settlement of New ZJes 15nd.e Trhe exteinsz 1 trade
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of this se%tlimant e finsnced mainly by the Boank o

A glance at tlc impoxrts and é*ports will therefors
enzble one tc understand the state of the exchange.
Eseeer&}uw—bs in-those - 6a¥¥}—éﬁk*4@&%@*9@9&"&@%&E¥@L—
sieg-to- @Hu—ﬁ&té of_exchunge-couwnted-Lfov-mything.
The total impoxtes into New-Muns%er for 1846 were from

Great Britain £27448 and from dustralis £647%6 and the

exports were £6004 and £14048 rebpectlvelve - The ..
excess of impoxts was thus £92192. Trig would ssem

to nascessitate the shipment of = large gquantity of ...

[47]

gold abroad. But sgaingt this excess of liability

[

ad to be set off much of tle expenéa of local Govsine

ment ; and the cost of maintzining the Mmori wars and

Chyigtian missione. These clarges were borne by
the British “Yovernment snd British Bocletiss. Inv:

1844 it was estimated that &GOOOO WES pav'ble by Great
Britain for the meintenance of Ler wilitery establish-
ment and missionary enterpris es; end the pronoxtion
of cost of thedivil administration asgumsd.by the e

Imverial Governnment varisd from £10000 to £40000 &

VEEL . So that there was practically an equation of

indebtedness. Certainly no gold lsft the shoresg of
New Zesland. =~ Such being the cezse the dis-count of

2% on the bills of merchants who rad pa
in Fngland or Australis was & highly profitavle one.
So far tbo as concerned the Englis

 remembered that the Union Bank was trmnsferring at ..
thig pericd, owlng to the acute depressicn in Ausféaw
lia, as nmuck of i1ts money as possible to London znd
had there & large surplus of funds whick in default of
more profitaole use it invested in British 56¢uritiesa

 Parcels of gold however wers occa81onw11y txﬁnsmltted

- o M o . B v’iv
from London. nly by this means 1ndeed was it possible
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s

to obtzin currency. Further, as I indicated in &

CD

previous'ch&pter, the British Government on ohe or more
occasions forwarded money for the redemption of Governor
Fiﬁzroyfs debentures. oney also cama intc thie Colomy
by mezns of the immigfants and the Bank arrahged for its
transmission. In short the exchanges were for some years
what is technically known as f&vbrébl&.‘ Congequently
it was to be expectsed that drafis on London would carry
& heavier digcount thzn drafts on New Zealand and thus
had there been other banks competing with the Union Bank
Government bills would generally at any rate have besen
lesble only at & small discount. Pive per cent ...

represented an exorpitant charge.

th

On 1llth Octobar,l847,‘five dzys prior to the passage of
the Ordinance authorising & Bank of Issue there were o..
Government debentures in circulation ta.ther&mount of .
£3037L.17. 2 and on the date mentionsd an Ordinsnce was
issued providing for the redemptioﬁ of these debentures
out of the general revenue of the Colony . The follow=
ing schedule appended to the Ordinance indicstes the .
nature and dencﬁdn&tion of thesge deventures and the ordér
in which they Wefe to he redéémed:e

1. Debentures not bvearing interest; viz. of five shil-

lings and ten shillinge sach £237. 0. 0

Debentures bearing 5% interest
viz. debenture certificat
to the priority of their dates 1235.18, 1

<]

Se Debentures of one pound and five .
pounds sach , <828. 0. .0

4.  Specisl debentures according to

prioxity of date viz:-

No. £ April 1843 2000. 0. 0O

NO ° l N’OV 18415 754 sléo 4 g
Noe 4 April 1844 250. 0. O S
Nos. &

My 1844 100. 0. OF



(Whickh are to bear interest at the rate of 8% . from end
after the first day of Octolber 184%7.)
5.  Debentures beariag 87 intsrest 2
scfording to priority of date viz;-
Issued vrevious to Govemment Wotice
of 24tL November 1845  1150. 0. 0
Tgsued eubﬁequentito and in terms

- of said notice of £4th Nov. 1845 21699 7. G

The notice referred to was the notice of
‘Cowsvnoi Grey indicating that the command of the British
Govermnpent to Tecall Captzin Bitzroy's debentures wduld
be carried out. The 4t class of debentures shews the
extent to whick the old 5% debentures Lad been exchanged
for 8% debentures by October of 1847.

I may now sumrarige the conditions preveil-
ing in the periocd imrediately preceding the establish -
ment of & Bank of Issue. Mn 1nconvertible PAPET currency
had been foxcca on’ the Colony bty the Govemrmment. The
Union RBank to & large extent suspended =ll vanking func-
tions but that of effecting swbternsi exchanges. The
New Zealand Banking Company had Jjust closed its doors.

The ¢ un;ry Was in s0re need of & sufficient and trust-
worthy ecufrency; cormerce betw‘e tre various ssttlements
weg seriow ly impeded byuhe zbsence of =z convenient neans
of transmitting pavment; in short progress was hindered
because oFf inw“cq¢ate banking faclliities. Undexr such
circumstances Governor Grey with the sdvice zand cdnsen?
of his Legislative Council issued on the 16th Octobs T 1847

"An Ordinance to suthorise the establishment of & Colonial



77

PﬂnK of Issue by the Gbvernment of Ne ew Zealend to
meke znd issue a Paper Curre gnoy , and %o prohibit the

making and issuing of Paper Money by Private Individ=

( {‘

uals. " Under the Authority of thig Ordinance =

Fenk of Issue called the Colonizl Bmnkof Issue was
established and carried on business in Auekland and
Welllngton. The Ordinance sets forth the function
of the Bank and prescribesg the conditions under‘which
it shall operzte. It was entirely & State Bank lime
ited ic the issuing of bank notes of denominstions of
one pound oy sny multiple of a pound. Thie notes ..
were issued only in exchsnge for cash =nd were re-
deemable on demand, in c¢ask. The intention was ..
primerily to provids a sStable paper money which should
replace to some extent the more inconvenient coine.

It was not indeed. sn increase of currency that was
almed at a8 o more portzble ons znd one that would
circulate more quickly, thersby increasing the effic-
iency of money. The ponulmtion was scattered and

the only banking houses were at Auckland Vellington ..

aznd Nelson. . Men had to carry considerable quantities

of money about witl thlem. At the present time in
New Zealand praotically every village Las its bank
but in the early deys of settlement the people were
of necessity usfoalunﬁ of their om money, &nd there
being ne machinery for effecting exchznges betwesn ..

different ﬂlaoes they had tc transport their méney to

the places of payment. A reliable pay ser roney was
an urgent want. The note% resembled the Treasury

- s g

Notes of the United 3tates of America. They were in
effect Governmeni receipts for coin deposited, con &

o

vertible into coin =zgein at any time ondemand by'the



a

bearsy of the recelipis. Ample measures were taken to
sscure the notes against any deprecistion of vﬁluee In
the first place they were isshed only in exchangs for coin
and one fourth at 1ews% of tie nomiﬁal,value of the notes
wzs reguired to be kept in the Bank's coffery in coin as &
reserve to meet the current demands of the public. This
reserve wss increasead to one-third by an Ordinance of July
31 18B1l. Tt is to be remarked also that vhen noltes re-
turned to the RBenk they could not be re-issued except in
exchange for =m equivalent amount of caskh.

Secondly alﬁhough provision w:s nede for investing the ”,Q
balance of the coin, only investments Ieallsmble on 3 months

notice were allowed. Tre invesiments were to be made as

=

funds were available so that thsy would mature at different
times. The investments were thus ihtended to be liguid.
45 & matter of fact the investments were allvmade in English
Congolg. Wen the’reserve of cash was increased iﬁ 1851
to one=third of the notes in circulation, éuthority WAS oo

gidue of the coin in the public

U

given for investing the re
securiﬁies of Great Britain. The OTdingnce a8 originally
passed by the Governor in Council provided for investment

at the discrestion of the QGovernor which would have permitted
investment in New Zealand. This provision howeverxﬁﬂwe

(%

ever was disallowed by the Imperizl Authorities. It secms

that despite the disallowance Colonisal sscurities were for
. . 1
& shoxrt time accepted. Lagtly, th !.ulbimst@ payrent

in caéh of the notes was chargesble upon the general revenue
of the Colony. Brief1y thgn the Coloniai Benk of Issué
was = Governﬁemt Department whick undertock the cuﬁ%ody of
coin free of charge, and in return for the coin, igsued
notes redeemable on demand, of a face value, equal to the

amount of ccin deposited. The Government vrovided the

% Colonies of New Zezland (1831) by Sir.W.Fox =t P. 131.
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public with & money convenient for ciroculation and the
expense of the aGCOﬂAOimﬁlOﬁ wes 1nudnded to be met out
of the intsrest carned on the investment of the cash not

regulred ag 3 resServe. | Any surplus of interest was ..

rayable into the Co Oﬂi@l EBxchequer. The notes were ..
mede legal tender for sums of £2 and over. One object

of thisrordinance:was to make the issue of paper money a
monopoly of the State.. onsequently thre right of ..
note issue was demied to ﬁrivaﬁe ingtitutions. The
Union Bank was Lowever permitted to continue ite aﬁerﬁge
note circulation until £u$$he% notice to the contIsIy .
This average was to be caloculated onthv average guantity

of notes in circulation during the periocd of two vears
g ¥ ¥

prior to 1lst July 1847. Provision wag made for &p =
rointing commigsioners to ascertain average. The right

A

of issue was not withdrawn from this Bank until 18t Octw
ober 183Z. The his tory of the P Paper Qurrency

Ordinance is remarksble fox the hiostility it encountered

from the outset. It ocoasioned the first streauous
~political debate in Wew Zealand. e Attorney General

and the non-cfficial members of the Legislaﬁive Council
hotly contested ﬁhe nassage of the measure when vropoged =
on 17th August 1847 by Goverinor Grey. A full con -
temvorary report of the discussion is given in the issues
of Zlst and 28th August of the Southern (ross. The ..

addresses of the Attorney General =nd lMr. Brown were of

O]

& high order and indicated a ﬁetUSanWikv grasp of the
principles invelved. They beth contended for s note
igsue less rigid and more yssponsive to the needs of ...

conmerce thzn was provided by tlLe Cuxren03 Bili. Both

% N

emprasised the danger of Government control and empheasised
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the menacse by reference to thie abuse of Governmﬂnt de»r
bentures. Botl enlarged upon the discouragememt to
private banks which would result from the State's mono-
roly of the right of issue. cther Councillor Mr.
Merriman,in his speech)stated thet that very morning

he had ﬁeen~a£G6veznment debenture being kawked about.
Heicontrasted this irredeemabllity of Government paper
~witk the redemption by the New Zeaslend Banking Company
of its notes in the time of its liguidastion. = This
drew fiom Governocr Grey the rstort that the Company had
been able to redeesm its notes only by the assistances of
Governument debentufese The Governcr's snewer to the

critism of his blll consisted in stressing the perils

2

recent histecry of Grezt Rritain ked shewn to

<t
=
=
fete
Q
e
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reside in grants to privates companies of the right of
notékissuee It was Gléar from the dsbate that the
Ordinance recommended itself to its rromoters as = legis-
lative experiment in a new countyy on the lines of a ...

)

certain economic theorq,rather then as 2 measure urgently

called for by the needs of the cclony. The latter how-
ever were¢ real and must not be overlooked. On 29th ..

October 1847 a Memorial frem the Merckants Brokers,Trad-
ers,and others of Wellington was lzid on the table of the
Council which objected to the bill on the following ..

grounds -

1. The State no%es‘wculdﬂsgare the game fate
a8 the debentures and become, like £30,000 of the latter =
part of the funded debt.

Ze e notes of the Union Bmk would be trans-

formed into worthless paper znd the obligation of the
Bank t@ redeem its notes cencelled. (This. was an in-

ference of law the memorialists drew from the stemp of .
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ill egality whick the i1} propossd to put upon the notes
of 21l private banks.  The dinger referred to was ...
sufficiently provided zgzinet subssguently by the ex -

tension to the Bank of the right tc continue its note ..

3. The currency of the colony was in good
condition. (This wﬁs far from tyrus ms I havs shewn)

ad Benk  -of Issue would not be

UJ

4, The propos
geglf-gupporting and would be a burden on the revenue of

the colony

¢

e

5e It would make foreign silver legsl teﬁder.
e best statement of the o‘j&cﬁions is contained in & ..
Protest dated 16tk October 1847 publiskhed hy Mr. Williem
Brown . The following is Mr. Brown's summary of his ...
argument i= | |

1. "It will en 'eil a very heavy expense on

the colony %o carry oub the various establigments necess-

e profit s=s

Q/E

a1y fox the purpose, ingtead of rielding o lar
contemplated.

Ze It is most ocbjectionable in so far =zs it
confers upon the Governor for the time being the power of
lending out, &t Lis own dié retion, tlree-fourths of the
gold that may e deposited in the bznk, for the safe re-
turn of vwhick the public may h&vs‘no security whaztsver,
nor is sny one responsible for it over whom they have:

any controly

Besides tlhese ;ecunlwr* rigks, however;

guch. & powexr over ths fgnds of the bank is dﬁngerous teo
the liberties of the people. ,ffﬁ

s, The Bill gilves tk% Governor the further
power of declaring ﬁhe days and hours onwhickh the bank

shall open, which, in the event of the b% k not being iq&




situation to pay the demonds upon i+, may Dbe tsken .
unfair advantage of.

& The Bill is fuxther objectionzble
in so far zs it makes the notes of the bank &f issue
a Plegel tender® whether the bank shall continus to
pay in cash or not; conseguently taking away from the
authorities all anxiety or care %o k@eﬁ'up the regquisite

1

supplies of gold, knowing that the public will be o m-

pelled to receive thelr notes whether they have gold to
represent tham or nob. This faet is zlone sufficient

to warrant the public from reposing =ny confidence in

N

. |
thie nsnagement oy safety of the proposed ank. |
|

5a The measure will e in & sSpecial degree)
onoxious to the nztive nopulation. - They Tave Lfrom

vrevious experience & great dislike to paper monsy; be-

|
sides it is quite unsuited to them, asg they hLave no ..
: |

ol

mesns of preserving such paper from destruction, and it

wpuld on that account, prove # sericus losg znd incon -
venience to than. Moy attempt, therefore, to foree it
uson ther would be unfair as it would be imprudent.

6. ¥The meamsure is sltogether z mere ex-
periment . It is introduced to vemedy no practical ..
grievance, aﬁd, in the circumstsnces it is unfalr to ..
force it upon ﬁhe comrunity .

. It has been carried through the councilj
not only ih cppeosition to tie non-officizl memwbers, but
gven agszinst the o6pinions of a member of t“e Exescutive
Government . It is directly opposed to the dech red - -
wishes of the setilers in the soufhern as well ag the

neorthern division of the Tslands and there h&ving veen

- no representative in the Council of ths setilsr's in
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ook 's Straits, the objsction iz the stronger of forcing

a measurs of tris descristion through the council on the

%OS%&SS any peculiar knowlsdge of the principles of com-

-

merce of the currency involved in the present measgures.®

Nx. A. Xennedy was another influsntial opponent of

the Bill and in a lettsr pub ished in the New Zezlander

Sth June 184¢ he czllsg sy nial etbe tion to twe lmportent

(4]

4 - 9
1. 'If the Bank sucqeeded in replacing the gold
in circulation by paper and then invested the gold abroad,

the difficulties of ferelgn sxchange might become scute.

©

oL A

P The convertibility of *the nobtess was mds un-

by the provision whlch au%ho igsed the GO’ETHOT

saertain

by procismstion to fix the ds

Bank should be open. - By an improper uss of this power

when rademption of ite notes weuld subarreass it.®
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Bank did no® oxnen its doors until 3rd Juns 1850. & Lew

in June business wag commenced, and 0ffices =zt Auckland ..

D g B B I o o - 0o 2, o - 3 " o o wen s e
end Wellington wers cpensd. The fivet mensger of tlhe

Wellingten FPranch wag Lisutensnt G. Hulme snd of +he buoke

land PBranol Hrﬁ G JTe Thomas. n

i

wasg sarvied on at the Offics of the




winding up

gawated Te=

Notes wers

- ourrent coin of the realm at the English ..

At fivet it was not intended to imposs
this limitation upon the sxchangenbility of silver. in

Lord CGrey's first dsspat {Pcbkuiy Znd 1847) concsrnirg

z State Benk of Issue ths following occurs i-
"This Coloniszl paper shovld be made payable

sither in gold &t theinglish mint price: or in silver ..

cceiving trhe coing of diffdrsnt naticns (excepting Brit-

i

@
[}
{
H

ish silver)at the rated value assigned to them in the ...

Proclomati

the game rateg, to recsive colonizl paper in exchange ™
I+ was deemed advisable to allow of the exchange of sil=-
verfoonsidering how lmrgely sgilver znd sspecially silver

thz countries near to New Zesland and

uo;xewczbl intezrcourse.® Trhe bill =ae originally drawn
and passed by the TLegislative Ceuncil contzined & pro =-

vigion ewmbodying this inskuctions# (lsuse 10 nrovided ..

vey coins and such forel gn~ﬂilV@I.soins‘a$ shall from
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to be Ffixed as aforssaid shall first be publish d by
proclamation in the New Zealand Government Gazette by the
Governoyr for the time being under the authority of the
gaid Commissioners.®

This provision exd ted considerable o i%leksm

Thilethe silver was mostly of British coinage there wes
a good deal of foreign cein in circulation. This is
hewn by & return published in 1844. *“e{currency of -

. v 3
New South Walss was still more cosmopolitan. It wae

feared that a large inflow of variously coined s8ilver ...
from.ﬁustr&lia would take place in exchange fdr notes.
Unless the greatest care were exsrclised in accur&teiy---
fixing the ratio of exchange the State might finditself
loaded with 2 mass of depr eciated silver. This peril

became menifest to the British Govexnn nt before it ...

assented to the Currency Ordinsnce. In & letter direct-
ed to ¥arl Grey v the Lords Commissioners of the Treasury

dated May 20 1848 concerning the proposed Bsnk of Issue
nention is made of the danger of exchanging noﬁes for ..
ceing of different nations. The letter insists that
notas»shail only be given for coin 1egailyvcurrent in &
British Colony and recuires that any foreign coins so
current shall only be exchangeable at a properly regulated
value. |

In & Despatek 31, 1850, of Earl Grey to the

Governor of New Zealand it i stat

L

4 that ¥forelgn coins

w

with the exception of doubloons are rated too high and
Bast India Company's rupees zre rated too low." Ween

the Ordinance recelved the BDV’I assent 12 i April 1850
the menace of forelgn silver had been effecti#ely removed
Ty resﬁriot ng the ccin exchangesble into notes to current

coin of the realm st the BEnglish wint prices. It mill
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be noticed there was nothing in the Ordinence to hinder
gilver from being sxchanged for notes and then the notes
being converted into gold.

Coinage of silver for the Colonies being
restricted to Great Britain and there being no mevked ..
gurplus of it in the Coloniesjthere was howevel no pose
sibility of carrying on any appreciable: and continued
trade in the exchenge of depreciated silver for gold.

It may e that the disporportionste smount of SELVETr seeo
offered to the Wellington Bank at first was a2 sympton of
an incipient moveément in the direction feared. The éx«
perience of Auckland, however, would seem to discountensnce
zny suck inference. At the end of June 1850 it had in

its coffers £1300 of gold and only £ of silver. Immed-

iate denger wes scarcely to be znprehended. The zmount

of gold in New Zealznd was $oo limited to termpt any gveten-
atic practice of the kind. Furthermore the gold fields
of Austra a wers peginning to reveal their astonishing:
txe Bures and nobody gsve z passing fthought to any oppor-
tunity afforded by the New Zealand Bank of Issue;to obtain
gold in exchsnge for depreciated siiver. -  In any case
the drain against whick the Bank was unguarded could read-
ily bhave been arrested by Government intervention had the
cecagicn arissen. In the mesntime & considerabie amount
of silver was circui&ting in tre Colony and ons of the ..
main purposes of tie Bank was to esnsble coin gen%ra11§ to
be exchanged into & mefe vortable curresncy. By May 1858
the gold in the chests of the two Branches was ££0,042.10.
and the silver was only £636.10.0 indicating that the Jbuik
of the silver coin&ge was required for the rurpose of
small change.

During the greater part of its existence the

enk issued a greater value of notes of = denomination of



notes of a smaller denomination.
This elearly indicated the ssrvice of the Bank in pro--
viding an easy mesns of transmitting B rge payments Ifrom
place to places In the last r eturn 17t: May 1856 the
glreulation for the ﬁWOkEE&ncieﬁ wag £540886 ofxwhiéh oo

and £L7280 in
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the currency furnished by the Bank ths n1m e¢r of motes
of smaller denomi &t on naturally increased.
The Renk seemgto have had some difficulty

for & while in insviring confidencs.  This wzs espsc-

ially noticeable in Auckland where the zmount In the ...
crest zlternated somvwhat from month +to month but ...
shewed substantially no. increase during 18850 =nd 1E01.

Indeesd the zmount of notes in circulztion dropped in
Wovember 1801 to £887 but theyv incrsassd sgain in Decem-

bey to £3967. The advance in Welling ton was stsady

-
¥

but glow =t first. In December 1850 notes wsre in

The cost of managenent W= not hedvy .
duckland s xeturn of December 1850 was ag follows -

Menager's Salary June to Decsnmber 1158. 7.
Helf cost of manufacture of notes 5318,

To defray these expenses thsre was no incoms. In 1850

the Auckland Bank- o ) - ’
¥ had to borrow £300 frowm the Commissarist Devartment to



office ot the latter place manifested & canzelty t0 eXe

fore & congiderable sum was invested in the public ceoew

£z000 for thig purposge. By 18568 the sum of £25000wzs

3 A o - - . o Eas -
investszd, CAuvckiandts dnwvs

ler scale. At the end of the wvsary 1885 it had £6000

invsgted and during this yeszy 1ts incomes for the first ..

time excecded its xp&nal @;@ - The investments of both
£

-

pranches of the Buik were made in British 37 consols and

Just shortly before the closing of th

21000 lad Deen invested in the
of 3% conaolﬁe Tios

onn tre point of yieldin

past deficisneles.
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eral disfavour, indeed no gooner was Iepres

L

Government establishsd in Vew Zealsnd in 1883 then an ..

agitation for its abolition arosz. Early in the first

t

@

segsion of T

brought up for dis-

cussion. cendrew wrged

in the Hous s ragentative the Bank Chariter and

Gurrency Ordinsnces be Iepe:

be wade for granting charters of incorporation for the

establiskment of banking Compenies throughout New Zealsnd

to I8 sue notes pay-

(1) That the amount of suck issue shall not

gtments wers on & muckh smele

time khowever it was in gen-
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Dot the notes shzll be payable in coin
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e
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nobeg 1in

every bank issulng notes shall nakes

monthly returns to the Govemmor shewing the wverage & -

zmount of coin in reservs

L
Fo

mount of itg circulaticn an

(5}  That the Governox

and wae reviswed. Tnifor tuns

doyse were not fully ¢

o s o, o ap D e
gayd, howevelr, were L&l gely

supplied by the conbemporary Press. Trere were two im-

“C(@'

}-x.x

nortant Ffestures of the discussicn.
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genersnl reprobation df;tha colonizl Bank cf Issue.

The second was the unanimity with wkich ths Union
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rondemed &8 a'monopoly abusing iits
Wit respect to the ﬁ’quch Lgsus the burden of the come

ESR P

Tplaint was that
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Indesd later on in the szme segslon of Parlisment an Act
was passed suthorising the Gevernment to borrow £100,000
on dsbantures at any rate of interest up to 10%- A8 My

Carglll pointed out in tracing the Iistory of the Bank,

ment . Trig the British

GEDTOVE . It wﬁa not toc b Colenists would

look witlh equsa 1m*ty on the withdrawal of menythoussnds

i3

of nounde from their own countiy to bhe inve‘ ed in London

a2t 2 1ow rate of interest while they were borro wing uonmv
< o e W Coe P 3 i}

from Tondon at & rate 100% to 200% higher.

The gravamen of t*v¥¢&1~e agmingt ths Union Bank

1

&
was 1ts 1lust Tox profit. IMr. Dillon Bell said “ihe

Ul

Union Bank was of no asgistance in developing the ¢ ountiy;
it confined its accommodation to persons of the trading
classes. Settlers who ward sngsged in developing the

resources of the country wers completely shut out." He

ot

gave on instence of & sstiler « o men of weaslth - who was

refused sccommodation. On this account the getils v was

comnission to & merchant to arrange an

advince from the Banke. The merchant 's indorsement was

dersd suflicient by the Bank and tre settler got th

mongy he wsnted but only after paying Wizt M. Bell  cae ..
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rsgarded as @n unnecsssary commission to the
M. Sewell z member of the GOerﬂﬁﬁnb gaild that tkis ..
¥Rank hed been of good serxrvice to the Golchy but i
nerationg was too mich influenceg by the mere

snd for ths gharsholdsrs ..

o
&

dssire to increase the divi

<

whioh last year was between 30 and 40%.°

Af this time Mr. Stuart,Inspsctor of the
Orientsl Eonk was in the Colony spying out the land with

view to ooenlng Branches of

i

the mest ”O&ilml encouragemant Irom the business men znd

I3

newspspers of the Colony. Indeed It v55~1a¢g 1y for
the purpose of taking his evidence on the guestion of ..
banking in Wew Zealsnd that & selsct committes wag sent
up by the House of Representatives on 28th April 1856,

His evidenee whiczsh is 1 epo

Journals of ths House 1u61 urges the expediency of un -

sxisting rmpwrgo on note-issus. He gtated that the

Golonial Benkpf Issus shcod of banks of dis-

count being established in New Zealand as venks regardsd

e8]

€1

the issus of notes as asdvantageous to thelr gendral busi-

ness snd o source of »rofit. He alleged

of Isgsue in Ceyvlion and Mazuzrit iu& hiad not ocen bUG sssful
because in the case of the filzet RBank the funds wers in-

vestaed in fixed securitiss so tlhat thie notes were not

adopted the policy of thie New Zezland Benk snd invested
its money at a distance thersiy attracting czpitsl from

the Colony. In. answer to z guestion Mr. Stusrt stated

o
k)

(6
0y

the advantage of 2 right of note issue consisted in

s
by
i
ot
ot

the additional o=

}'\
s

tal thereby obtained for which 1t paid
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nothing. It was 2 means of igsuing credit as capital.
Mr. Stusrt also sxpressed the opinion that in a new ..
countyy %a grester elasticity msy be extended to banking
with safety © ﬁbﬁn'inﬁan old one. He approved of the

xesolﬁtions submitted to the Housge of Representatives
by T e ﬁ?candrewa After Mr. Stuart's examination
the Committee reported to tTihe Houss on 28th July lsﬁ?.
e following are the main osortions of the Report :-..

After reciting the wefsrence - Wzs to whether it

be desirable to meintzin the present Bank of Issue ar to
meke sny end what alterations therein or Eo subgtitute
any and what Government Bank in lieu thersof' - the

Report states thet the "Bank was =n experiment and the

\ls

prinéipal okjects he (Loxrd Grey) proposéd to &doomplish
by it were the cconomieing cf czpital =nd the uniting the
convenience of & paper cufrency with the steadiness asnd
miformity of valusg which belong to =z metallio currency®
These obgeoﬁs it states were not attained. ¥Ihe only ...

cind of

,_J
0
f.‘!'\

g_,._;

:piﬁal it was desiwnﬁd to economise wes the ...
metallic coinage and by monopolising ths right of note
iésu@ it prevented the use of other férms of wealth as &
vasgis for & papsy curysncy. Hence ths unsoundnsassg of

the measure in its limitation of the circulating medium

]
2]

or currency instead of allowing thst expansion of the ..

¢
5

latter which the extent of comuercizl operations from time
N to time requireg, snd wiich a paper currency, based upon
property in the Colony, not upon coinage gold or s« lver

weuld always be calculated to afford under judicious ea...

=]

anagemente® - "The publicof Auckland nsver apnear to
have been very TFfavourazbly disposed towards the circu -

lation of this paper, or inclined to use it generally for

1. Votas wni Procesdings House of Represgsentatives 1LEH4.
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thelr trading purposes prefsrring the gold coinage.

Tie original source from wh
was that of the Government
especially the

confined to the Colonisz

one paying in

The whole transactbons for the month of Juns, =

Branch ,amouvnted to £6058 in

s

pated only to the extent o

with the two establisk antb

Thie total interest acoruing

at £965 jtotsl expenses

fox

fuxt}ur sum however of £50000 wss awalting investment

which would bring the int

more than sufficisnt to mes

future. v
The last monthly retuins fo
thie Report and wers

Voteg issued

Wellington
Auckland

Coin investe

a

Wellington
Auckland

Coin in Chest

The British funds in which the
L

Ixpenditure.
dealingsof the Bunk ars
l Treasur

the gold znd the other drawing

£.

for Wellington £620;

London £120 meking altogether

arest

T June

ek its clrculstion sprang

In Aucklsnd

fn

slmest entir ely

msmdtHGMﬂmzﬂmkf

it

whrickh the -

public partici
£325, whvile the dealings
before mentioned were £B703.%

up to 5 July 1854 is put down

]

for Auckland

-

£1572. &

v & &

te £600 @ vear san amount

€ e @

ennuzl expenses for the

b -

186 ars enxbodied in

6481

money had been invested_

»d fallen lac;cav31ng g diminution of eapitzl of =bout
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£24000. This interfersd with that steadiness of valus
wrich coin generally pPOBSESSES.
The expenditure znd r sceipts for the whole vperiod of the

Benks existence wsre

Expenses Bainings
kéuckland £850 £105
Wellington N 620 860

NBET RESUIT
Auckland £745 loss
Wellington 240 gain.

"The objections to wiich the present Bank of Issue

ig open are® says the Report™ Firxstly - that it is a me:ig-

| i

Cure uncalled for by the circumstances of tﬁﬁ Colony, an ..
experiment untried anywhere g¢lse, and p&rtioularly'unfitting'
for & young Colony reguiring the utmost weans I ox developing |
itg industry andy esources. Secondly = that it limits the
currency to the ﬁa~nt1fy of gold c01n%ge +hat wmay happen at
sny time to be in the countiy. Trirdly - that the ¢ om=-
merce of the Colony reguires 2 currency or repressnt ative éf?
vglue which should be botl: creative and expansive in its ...

operations . Fifthly - that 1t neither creates the colnage
whick its pazper currency had digplaced,; nor does the 1&ttef
nossesg the expansive ckmrzcter 6f & currency which should
developg and bring into operation the real capltal and in -
dustry of the colony , whose incrsasing resow ces and wealth

zregulre the establiskment of a gystem of bwnhlng tending t o

their more effective and rapid dsvelopment. Sixthly - that

c'r

this most desirzble object will be accomplished oy any
system which shall base the currency, as the present one ...
does, exclusively upoh trhe gold coinzge.”

On Z2nd lzmy 1806 the Select Comrittee reported £0 .



7

Parliament :-

Thet thisg Comumittee ars of opinﬂon that
it is ggsary to afford facilities for “ﬁenanng oo
banzincquh¢ ions in this Cclony and that any ob

structions now sxisting should be withdrswn

o
[}

gpeedily
sg possible; for which purpose the prohibition of the

issue of notes by private enks should be foxrtlwith re=

On 291ty July 1856 an Act was passed providing

g
for the winding up of the Colonial Bank of Issue znd for

:

the immediate redemption of tle bank's notes. Pro =

vision was made for arrsnging witk the Union Bank to pay

thie notes over 1ts counters. An zgreement cuirying

&
]
~t
&
3
[a}
]
[
H
ot
@]
ot
]

Governox

to invest any money held on account of the Bmnk of Issue
on tha sscurity of dsbentures ckz rged on the public rev-
SNUE . This provision was made for investing, in engily
realissble securiiies in New Zeszland, the woney lying in

the chest of the Bank of Issusz pending for it forx

(T"
2
®
=
&
=
[

purpeses of rademption. By this loss of inter-

agt on temporzrily idle noney was avolded.

e en g Arraflme e oF e U e S e e ey T 1 3 i
Tres study of tie Distory of the Golonial «..

need namely the Union Bink. That Benk however in pur-

suance of its policy of contraction, aderted wfter the

to mest trhe expanding reguirements of the Colony Tbut
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wracticsally withdrew banking facilities unconnected with

ate snter-
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prise seemed 2t the time to Lold out the only hope of
moving thes erious impediment of commelrcs occasloned
by @ stringent and slowly circulating currency . Prac-

tioally the experiment was not so much an encroachmsent on

ag =n assumpition of =z function whick

oTliSs Tod R - K N N A Y .
private entervrise refused efficiently to discharge.

9,y 2 - o o

Zoa Its inability to bscome establishsd

a8 & permenent institution w8 inewvitable on twe grounds

the

funds in Fngl:a
107%, An illustration of this ccntention is =fforded
oy ¥The Debenturse &ct 1856% whieclk oprovided for the borrow-

'ng of £100,000 on debenturss and authorised

BenXkis funds

in New Zeslsnd Debentires o8 was ursed by Covernor Mrey
. .y AN

banks in the Colony. The matt -

S - e B 2 s 7 s Y e e fu o em pqqm oo e
lerg nesdeld 3 Daper currsncy Huv they wantsd eguslly

L

e facilitiss which Danks of deposit wnd discount affowd.

These funchions

e e g o
NoT ¢XeYLLE &

- oy [ N SN T P | p e A = E Yo
and private bunks were lowth tco do go without the privi-

will shaw
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sim the gospel of = State Banl ars of course ..
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vain for sny suthoritative proncuncemsnt Zprroving State

Tepking liks that contained in the despateh of Tord Grey
Grey At any r=te until 1894 when Parlia-

ment came to the salvation of trhe Bank of New IZszland,
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most conservative of economists agrss is essentlsl in
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SEVERAL _ BANKS:

THE ORIENTAL BANK:

-3 o,

The first Company to take advantage of the suspension of

-

the Colonial Bank of Issue was the Oriental Bank. It was incor-
porated by Letters Patent of Her Majesty Queen Victoria on 30th ..

August 1853, Dy which it was empowered to carry on pusiness in New

bv

Zealand among other colonies. By the Bank Paper Currency Act 1856
of New Zealand the Governor was authorised to grant the right of note
issue to banks so incorporated, and also to the Union Bank. - By -
proclamation, 3r& August 1857, this right was giveh to the Ofiental
Bank.. This Aqt of 1856 was applicable to all banking Companies es-
tabiished by Royal Clmarter, butfwas specially d@signed to meet the case
of the Oriental Bank. . The proper course was to have repealed the Pap-
o er CurrencJ Ordﬂnanue 1847 and endcted a measure of general application
the Bank Charters Act 18851.
to suppienen@/_ Thnis courge was urged repeat@dlv by the Wellington ..
Chamber of Commerce. The Bank Paper Currency Act 1856 was of no ;.
‘assist aince in the establishment in New Zealand of local banking compan - -
ies or of banks‘incorporated, other tham by'Royal Charter, exeepi-ihe
Unden-Ben k-was—speeially- inetuded-in-the-Aes, In the amual reports
.of 1880 and 1861 of the Qhambér of Commerce at Welling tén the Govern~-
ment was strongly urged to repeal both the PapérCurrency Ordinance 1847
and The Bank Paper Cur:ency Act 1856, In was pointed out that they
were an impediment to the establishment of competing companies with the
Union and Oriehtal Banks, Wﬁggé-emphasis was laid on the need of every
enecouragement to compet;zﬁon on account of the paucity of banking ﬁac;llw
ties in the Golony,' The Oriental Bank opened branches at Auckland
aﬁd Welling ton immediately after the Proclamation of August was made.
Its head office in the Colony was located in the former town. Onblgth
October of the same year the Governor by warrant released the Bank from
the obllgation to redeem its notes at the head office aS‘Well as the ..

office from which they were lssued. Thera appears to he no record of
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the reason for this and the principle of making notes redeemable
at the place of issue and at the head office was returned to in
»1861 when the Bank of New Zealand was estavlished. Probably the
. .

cancession arose from the difficulities of comuunication between the
different brancines. In those days there were neither roads nor
raillways c@nnecting.Auckland and Wellington and there was no regu -
lar_cé%tal sexrvice. Consequently, at a time of pressure the
Auckland Branch might'find itself embarrassed by the presentation
not only of its own notes hut ofAthose of Welling ton and other ..
places: these notes 1t would be unable to unload u@onvthe Branches
of issue except afiter perhaps many Weeks of delay. The first ..
publiished return of this Banﬂ??or the quarter ending December 1857.
It shewed a ﬁaid+up capital of £1,260,000 and akreserve fund'of .
£252,000.  The last dividend was 12f. The assets ard lisbilite

ies in New Zealand were the folliowing -

LIABILITIES:
Notes in circulation £4,008, 0, O
Bilis » - 30,505, 8, 6
Balances due to other banks 19,758,11. 4
Deposits not bearing interest 12,950, 7. ©
Deposits bearing interest 1,731.19, 7
“£65.954. 6. 5
ABSETS:
Coin | £12,842.11. ©

.._...!
]
| -
V)
<
<

Bills and notes of other Dbanks

[N
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Balances due from other banks 9,38
All other debts due to the Bank

includ ing advances and dis-

~gounts 44,685, 7, 4

57,973, 7.1l

" The advent of the Oriental Bank was greeted with

marked satisfagtion throughout the Colony. The newspapers of the
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day uaxform’v condemned the virtual monopoly exercised by the ..
Union Bank, It was a matter of general comylaint that this ..
Bank obtained from local d epositors all the capital it employed
in the Colony, and while its minimum discounting rate was 8%,it
paid no interest on deposiis, '~ PFurther-more it pursued such a
conservative.polivy'with resp&ct to advances that many ”OmherClaL
men and‘settlers were thrown on the mercy of private money lenders
for assistance. Extortionate charges were frequently paid for
'accommodation by‘substantial mern. This was s0 in a few settle =
ments where branches of the Union Bank were in oper&tlon. But it
was s5till more accenituated Iin uhdisetu¢ ments unprov ided with any
banking ﬂ&01 ’t es. Unti} 1857 there was no bank in Otago and ..
money 1enders could obtain from IO to 20% on the best security and
it was by no means uncommon. to pay rates of interest ranging from
30 %o 50%, It is unnecessary to dwell upon the impediment to pro-

ress therébv ocuas;onpdo The following from the editorial ..
columns of the'New aniandAreferrlnw to the prospect of the estab =
lishment of the Oriental Bank, is typical -

| "Lboking £0 the enormous profits realised by the Union ..
Bunk of Australia there must be ample room for two Banks in this ..
Lity and Province. The sooner there is competition in the money
coining trade of discount and interest, the sooner will Auckland be-
gin to reVLVe from tlc unna+ur“‘ state of depression under which
she has for some time lmboured :- for the soconer among'other much ..
needed monetaxry refarms; will hona fide 1anded property‘become 8 e
legitimate negotiable security for advances, and thus again will pri-
vate capitalists have to learn to be content'with a moderate rate of
interest. And while a stimulus Will be givento our Qﬁmmérce an ..
equal impétus will, we beiieve, be given to our agriculture, by en =

abling those who have invested their whole c&p;tml or nearly so in
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.1 land to make part of that at,preSent'unprodmétive capital speed-
ily productive buth to themselves and the Province.”

The. . complaint that the Bank refused to trarsform the

landed wealth of the Colony'into money is very significant. It
indicates the pressure put upon the banks in those early days to de-
part from legitiméte banking business, The importunity of col-
onists is not only inteliligible but quite to be eXpected in their
circumstances, A great deal of their capital was'necessarily sunk
in fixed forms of wealth such as land and buildings. With ad =
vancing population aﬁd.freedom from speculation there could be no
risk of depreciation of this kind of property and the banks were ..
pressed on every hand to advance‘moneybon the security of it.
Yet it was just the class of security that experience has taught ..
tanksrs to avoid. So far as the Union Bank refused the clamant
demands for accommodation on the security of land it was simply ..
resisting the temptation to forsake a first principle of legitimate
banking and to that extent it must be exonerated from the blame ..
which was so persistentiy pbured upon it. In latef times the Bank
of ﬁew Zealand fell on troublous times by reason of departing from
this wholesome principle.

The oubcome of the estgblishment of the Oriental Bénk
in the Colony was most beneficial to trade and enterprise. As
had been predicted banking accommodation was at once offered on ..

easier terms to thé public. 7 It offered by advertisement in "The
New Zealander™ 8th August 1857, cash credits on "netes bearing at
least two approved names uncommected in general business and not ..
having more than four months to run.” It paid interest on de-

posits at the following rates :

Lol

On deposits on 3 months'notice 2o

] # 1 " W o
6 - Bje

" ) w30 " Sow 4%

The effect of the competition on the Union Bank was

ipmediately apparent.  Within a week, the latter published a ..
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similar advertisement offering the same rates of interest on ..
fixed deposits and offering Drafts and Letters of Credit on any of
its Branches in NWew Zealand and Australia at a rate of premium not
exceeding I%Q Phus besides giving, for the first time, interest
on deposits the rate of exchange on other varts of the Colony was
of
e

reduced from z% to L7

Y2 a

The terms of business offered,however,
by the Oriental Bank were still more favourablie than_thosavof the
‘Union Bank in one or two particulars. The former alone grant-
ed cash credits, remitted money for its constituents free of any ..
charge but the current rate of exchange, and gratuitously sup@lied’
chegques and pass books. The lessening of the cost of exchange
en Lohdan was. an urgently needed adaptation to the wonstary con -
ditions of the time. The place where the money of the banks was
most wanted was in New Zealand. To receive money'in ﬁhe Colony
vunder contract to pay an equivalent sum in Brngland was obviating to
some extent the transfer of money4from Liondon to’NeW Zzaland.

For many years thereé was far more money coming intc New Zealand ..
than was going out. "It would seem that under wrestrained ..
competition the exchange conditions were occasionally such as ..

would have 1ed to the offer by the banks tb sell their drafts on
Landbn not oqu free of ahy charge at all but even av a discount.
The Orienﬁal Bank continued:soperations for four yesars
and then suddenly withdrew from the Colony. o reason was pub=
licly stated but 1t was coﬁmpnly réparﬁed that the Bank found it
could employ its resources more profitably elsewhere, ~Possibly
the Bank was already entering on that time of difficulty which ..
ended in its suspension in 1885, The las?t réturns for iﬁs
Néw,Zealand business were for the quartér end ing 3lst March 1861,
In June 186lbarrangements were made with the Bank of New South ..
Wales Whereby the'laﬁter took over the premises and business of the

retiring Bank, "The withdrawal of the Bank to some extent injured



the oredit of the Colony but the effect was minimised by the open=

ing of Branches of the Bank of New South Wales
THE BANK OF NEW SQUTH WALES:

This Bank commenced bﬁsimess in Sydney, New South
Wales, on 8th April 1817, as an unincorporated Co=partnery. The
‘ghief motive govgrning its founders was to supply to commerce a good
and reliable medium of exchange. Like the Bank of Amsterdam it
arose to overcome the deficiencies of the currencyg There was
not nearly enough coin to meet the requirements of trade and what
there was consisted of a confusing variety of coins of several ..
nations. Tﬁe deficiency of cgin was made up by a paper money, in-
discriminately issued by business men, with a very dubious converti=
bility. Governor Macguarie summoned a meeting of citizens on
22nd November 1816 to consider the position and at this and a subse-
'quent'meeﬁing a week iater, resolutions were passed to found " a
public colonial bank ™. The capital was fixed at £20,000 dn. ...
£100 shares and the objects of the Bank wers declared to be to es-
tablish a steriing currency to afford a safle depository for money,
and to make advances at:interest. In May the Bank ordered from ..
London a supply of bank-notes of denominations varying from 2/6 to
£20 tog&thér with stationery and flrezrms. | . The following month,
the Bank had deposited in its chest £8,751, 8. 8 comprising 3,008
Spanish dolliars, 725 dﬁmps, 3 English shillings, 13 pennies, and
bills on the Treasury. By the end of the year the Bank had
£5,635 notes in circulation. The course of 1ts early progress,
however, did not run smoothly. In 1820 it suffered considerably
at the hands of the forgér who counterfeited a large number of 5/s
notes. Four years later the shortage of Engliéh cain forced it to
adopt the Spanish dollar as the standard and measure of value and
for two years its balance sheets were expressed in terms of the ..

dolliar. The Bnglish coinage was resorted to in 1826 and the oo



/LZ;{.

dapital of the Bank doubled, ~ During these years the Bank byvho
means enjoyed the pérfact confidence of the public and several ..
ﬁimas had to sustain a "run®. It not only managed to survive
_bu; gradually acquired a secure position aﬁd in 1836 the paid=up
éé@it&l'was £100,000. Like all Australian Banks, it found it -
" self in troubled waters in the deﬁression of the-early forties ..
which succeeded the collapse of a lahd boom. In 1844 its capital
stood at £208,545, but the capital that year was written down con-
siderably to meet losses,' Partly by this means, and p&rtly by &
return of capital to shareholders the Capltal was reduced to Heen
£104,272.10.  In August 1850 the Bank was reconst;tutga The
aad copartnery gave way to a company incorporated by act of the
New Bouth Wales Legislature and the Deed of Bettlement was signed
23rd August. From this time the Bank began to extend its ..
('operationS‘beyond Sydney and brancheé spread rapidly with the devel-
opment of the goldfields.

0n,14th June 1861 the Bank commeﬁced buginess in Néw
Zealand. It obtalned incor paratﬁon in this Country by “The -
Bank of New South Wales Act 1861%, The principles ewbodied in
this Act with respect to notes, liabilities and banking generally
are precisely the same as those laid down in the Bank of New Zea-
land Act and will be fuily treated when considering the Bank of
Hew Zealand, The head office of the Bank was fixed at Auckland
As already mentioned the Bank‘took over the buéiness of the Orien-
tal Bank, Its paid=up capital at this time was £750,000 in ..
shares of £20 each and its reéerve fund £210,482, The notes in

circulation were £483,814;, the deposits and other liabilities

£4396,399 and the rate of dividend 15%. In 1864 the directors
issued £250,000 new capital at a premium of £6.13. 4. The ..

capital stood at the amount of £1,000,000 until 1886, when a fur=-

ther increase was made of £250,000.x This time the prenium was
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upwards of £20 a share. At the figure of £1,250,000 the capital
remained until the crisis in 1893 when it was raised to £2,000,000,
By successive further increases it reached the amount of £5,500,000
in 1914. It is not possible to ascertain the profits earned from

the New Zealand business alone but during the gold-digging decade ..

they were enormous. Stories of the almost fabulous gains of ...
gold=buying are still current among bank officials, In 1886, the

high-water mark of gold yield in New Zealand, the Bank paid a PN

dividend of 20% and this was immediately after an increase of capi-

tal of a quarter of a million,. The net profit that year was no
less than £204,605. The Bank hzs never since experienced so pro= |
fitable a year, The Reserve Fund hes grown steadily from

£210,482 in 1861 to £2,350,000 in 1914,

The Bank.of Wew South Wales westhered the banking ..
storm of the early "nineties®™ in Australia under circumstances which§
reflected great credit yppnvits managemnent. It underwent .o
neither suspension nor reconstruction, but actually increased its
capital in the year when the crisis reached its climax, and dise
posed of the new shares at a premium of £5.  No doubt the Bank
was loaded with a large volume of uniiquid assebs, but it speazks
well for the public d%nfidence it inspired that it should have been
able to increase i%s available resources by raising new capital on
such fawourable térﬁ . The other prudént neasures adopted to
cope with the generald coliapéé‘of vanking were indicated in ﬁhe .

address of thevprssideht at the meeting of shareholders 30th October%
‘“ﬁfﬁ&QS:ﬁ‘ "Inkbutting our proposals (ré capital¥ before you, we ..
- X
 clearly 1aid,d6wn that it is our determination while we are in ..
~vgﬁarge of the Bank's affairs to keep invested a sum,equal to the

kS

spadditional capital received, in British consols and other such soild

. ~*gHd readily convertibd@ first-class securities of like nature, as

will serve for a thoroughly ‘effective second line of defence, o
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behind the substantial amount of coin and cash balances which

it has always been the policy of this Bank to hold."

"It will be patent to ali of you that the crisis through which
this and the other colonies have passed has imposed ﬁpon us the
necessity of making larger provisicn out of current profits than
any previous experience could have taught us to be necessary, amd:
we are sure that you wiil approve every act of ours which is in
the direction of valuing securities at a low level. As far as
is possible, asearching investigation has been made into every
item of our securitiss, and we have provided what we believe to
be required on that bagis."

It was fortunate for New Zealand that the Bank managed
to escape disaster. Had failure overtaken it, deposits in New
Zegland to the amount of £2,215,621 would have been imperilied
and advances to the amount of £1,929,295 would have been sub =
Jjected to a sudden calling=-in to'thé great embarrassment of ..
cormerce, To some extent Wew Zealand suffered by the Withdﬁaw-
al of funds, through the chamnel of the Australian Eanks with ..
New Zealand branches, to meet the great need in Australia.

This Wés the subject of much complaint by New Zealand journals

and will be considered more fully when dealing with the causes

o

of the crisis which overtook the Bank of New Zealand. The
Bank of New 8South Wales, the Bank of Australasia and the Union ..
Bank were all assisted in the critical times about the yéar 1893
.by their connection with New Zealand. "In New Zealand there is
a gradual but sure“accumulation of wealth, and‘thatfoolony is a

‘model of econamy‘"¢' It offered a convenient recruiting ground
for funds, But to reliewe a siringency in Australia by such ;.

means was to affect injuriously financial conditions in New Zea-

land. "01d residents in New Zealand will remember how a stock

1. President's AddreSs, Meeting Bank of New South Wales, 3Cth @@ihéér 1898
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“and station firm there was ruined by the peremptory demands of
the Bank of New South Wales, demands inspired by a drought in ..

1.
Australia."

THE BANK OF AUSTRALASIA:

The Bank of Australasia was founded by Royal Charter
on April 28, 1835. The purposes which the Bank was designed to
subserve are plainly set forth in the follbwing prospectus.

"Prospectus of the Bank of Australasia.
Incorporated by Royal Charter.
Capital £200,000.

*The above-named Company has been formed for the purpose
of establishing banks of issue and deposit in New South Wales, Van
Diemen's Land, and other settlements in Australasia.

vIhe Charter (the terms of Which have been fully agreed
upon between His Majesty's Government and the Directors) is now in
course of preparatién; it constituted the Company & body sorporate
and invests it with the powers and privilegeé usually granted t0 ..
Corporations, limits the responsibility of the shareholders to ..
double the amount of their respective shares, and authorises the ..
Directors, with the sanction of the Lords Cormmissioners of His Maj?
esty's Treasﬁry, to increase the caplital from time to time by the
creation of additional shares, such additional shares to be first
offered to the shareholders in the Company. "The Charter rem ires
that one halfl bf the Company's capital shall e paid up before the
commnencement of buéineés, and that the entire capital shall be paid
up within two years.

"The Capital of the Company is therefore divided into ..
5,000 shares of £40 each (500 of which are to'bé'reserved‘for allot-
ment in the colonies) | ‘

“The management of the Company's affairs will be vested

T New Zealand Benking Insursnce and Mining Journal
2nd April 1894 p. 8
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in the London Board of Directors; and the banks in the colonies
will be cénducted by local directors, and other personsduly quali-
fied, who will be appointed by the directors in Liondon. A
general meeting of proprietors will Dbe ahnually heid in London, at
which a full report of the Company's affairs will be submitted ta
the shareholders.”

"The directors have beehn long'engaged‘in maturing this
undertaking and they are fully satisfied that in no part of the ..
world can capital be employed morea dvantageously and securely, than
in carrying on the business of bvanking upon sound principles in the
colonies of Australasia.

"Arrsgngements will be rmade forthwith te enable persons
to effect remittances of money between Great Britain and the afore-
said Colonies and inter-colonially."

The Bank's sphere of operations was thus limited to Austra-
lasia. Starting in Sydney, it rapidly spread its branches over ..
thé continent of Australia, following settlement with its banking ..
facilities. The Australian. gold disqoveries of 1850 were a power=
ful stimulus to banking.  Like other banks the Bank of @uatralasia
made imrmense profits out of gold Buying. | By 1855, the rate of ..
dividend was né less than ZO%Q Out of the profits, too, was creafeé
in 1853 a Reserve Fund of £200,000. In two years, the deposité
increased more than fivefold rising from £707,566 in 1851 to o
£4,077,153 in 18bH3. Great expansioh of the note issue is notice=-
able, ?FIinging from £149,057 in 1851 to £1,129,050 in 1854.

From this it is evident that the gold was being paid for by bank -
nctes. By 1855, hﬂwever, a 1argé guantity of gold had passed into
circulation and the use’of paper declined. From 1860 to 1914 the
note-issue has been approximately between £300,000 and £500,000.

It was in 1864 branches were opened in Wew Zealand in the

cities of Dunedin, Christchurch and Auckland. The first reference
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in the official reports to this extension of business is found in
the report Qf the Board of Directors in 1863: "With a viéw t0 .-

. the general requirements of the business, and in consequence of

the great increase in the trade of New Zealand ﬁhe directors have.
resolved, after much and anxious oonsidefation, to extend tne op~
erations of the Bank to ‘tha;t-'colony° To enablie them to carry out
this pmrpose, they have, under the power vested in them by the Char-
ter and with the sanction of the Lords of the Treasury decided on ..
calling up the remaining portion of the authorised cap@tal namely,
£300,000.% This brought the capital of the Bank up to £1,200,000
at which amount it remained uhtil 1883, = The early years of activity
in New Zesland were not attended with marked success. The Bank
had scarcely got footholid befor the gold yield in New Zealand began
to decline and the country was plunged into the depression of the
late ®sixties®. In addition, Australia suffered considerably
from drought which reacted upon the Bank's opeiations in New Zea;and.
In the Annual Report, 1868, reference was made to the comrercial ..
difficulties with which the Bank had had to contend inWNew Zealand
and to considerabie losses which had been thereby oceasioned. There
cccurred in 1868, the native disturbances in‘Auckland;which dislo -

cated trade and to some extend impeded the Bank's activities. The
war between Gérmany and France still further embarrassed colonial ..
trade and therefore vanking by temporarily'Withdrawing,continental
buyers from the colonial wool sales. The fact}is that New Zea-
iand was overtaken by an acute commerclad depression,(considéred in
a subsequent chapter) vefore the Bank became well established.

Since the Bank-was opened in New Zealand its average ..
yearly dividend has been approximately 1i27% and it has in addition
carried to Reserve  £2,520,100. Up to 1874 the Bank had a guar -

antee Fund to protect the capital and this fund¢ amountihng to ..

£210,000 in that year, was speecially invested in consocls and .....
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Government bonds thereby giving no assistance to the ordinary
business of the Bank, In 1874 a Reserve Fund was created which
was employed for general purposes and in which the Guarantee Fund
vultimately merged, The capital of the Bank stands in 1914 ‘at

£2,000,000 being £720,100 less than the Reserve. By its charter

the Bank had nd power to inoreasé its capital beyond £2,000,000

Like the other Australian banks d@ing business in New
Zealand, this Bank escaped catastrophe in 1893,

THE VION _BANK:

e

The early history of this Bank-has been already re-

lated. It enjoyed the merit of being the first bank established
in ¥ew Zealard . "The New Zealand Journal" of 4th July 1840

makes the following reference to its enterprise in commencing ..

bank ing operations at the very;inception of colonisation.

*in establishing the New Zealand Brénch, the'Directors,'have see

evinced sound judgment; but it required considerable'moral‘cout- |

age to venture to take the step, which was certainly & bold one,

at the time it was taken.® The Jourhal goes on to enumerate

the difficulties which beset the path of the Company. The ..

British Government were at the time opposed fo the raising of New

Zealand to independence as a separafe Colqny,_and consequently ..

considerable uncertainty existed concerning its future. ‘ The

disposition of the natives was not ascertained but the Missionar-

ies were hostile to the introduction of .a bank and “among those

who were interested in other colonies, a large nugber of narrow-

minded men were naturally inimiéal to the Company's proceedings."
In July 1844, an Ordinance was issued by the Government

of New Zealand for the purpose of facilitating legal proceedings

by and against the Bank. Its Deged of Settlement was ordered to

be recorded in the Supreme Court, The head office of the Rank

was in London.



| Company's proeeedlngs"

_—
In July 1844 an Ordlnancefﬁas 1ssued by the Govern-

/
ment of New Zealand for fthiré purpose of facilitating 1ega1
proceedingé by 2 . ageinst the Bamk. Its Deed of Settle-
, v - A

ment wes ordered to be recorded in the Supreme Comrt. The

- For many,year5~its business in-the"CQlony“espeqially
in the branches outside Wellington was of a very ;imited
and. éircumgiribed character. of thié} the following con-

- temporary reference to the opening of a branch in Lyttelton
is significant: "Its operations“are at present confined‘
to advences on letters of credit which are paid by cheques
on the branch at Wellington". t The disf&yor into
which the Bank fell through its lack of respouse to the
demand for more generous:aqe?mquationﬁhas*beenrabundantly
illustrated in an earlier ®mhepter. “rAgé?g(apd gga;9“itvM‘w
was*éccused of'draying‘money from New Ze&landvto feed its
Australiean business. Fbr ins§agee adéording to the
Government Gagette 29t June 1861, its essets in the Col-
ony were thgn less than-its liabilities. The fact wés
that the Bank was recelv1ng more from the public in the
way of deposits than»lt was lending ou§ 1n‘the way of
advanées ‘°In other words instead of-supplying eapital
to the Celony it was w1thdraw1ng 1t The business of the
Bank expanded greatly w1th the opening of the gold flelds

| about: 1860 and in the early "sixties" its. proflts from

- the Otaga "digglngsn alone wes probably between £30,000
and”£4Q§?3ﬁ'

a year.

1. TILyttelton Times, 18th January 1851.
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In 1880 the Bank was registered under the English
Compenies Act with Limited Liability. It had previously
been arcompany of unlimitéd liability without”Royal Chartor;
‘The Tfailure - of -the Glasgow Bernk in 1878 revealed the inf
seouriﬁy of the legeal position of shafeholders and determin-
ed the Company to seek the sﬁelter of limited‘iiability.

On 3rd February 1880 the following resolution
was conflrmed at a Speeial General Meetlng of Proprletogs :
"Thet the Unlon Bank of Austr@lla,be registered under the
Companies Acts 1862 to 1879 as a Company limited by shares
~ with the name of The Union Bahk of Australia,Lim;tod"mand\

that the nominsl amoﬁnt of  the capital'of‘yhe’Bazk be in-
creased from £1,500,000\§o £4,500,000 by increasing the
nominal amount‘of each“of:ltsyoo,ooo sharesrfrom»£25'to £75
no part of such increaoed cepital being capable of being
~ called ﬁp except in the event of and for the purposes of
“fhe Comp eny being wound up" It was seotlon 5 of the ’
Companles Act 1879 whlch requlred that zths of the capital
should be held as a reserve to meet 11abllities to creditors
in case of 1iqaidation The snareholders' 11ab111ty on |
the bank—notes remained unllmited After the new incor-
ponation,the Capatal and Reserves of the Bank stood as followo:

Capltal 1n 60 OOO shares of £75 each con31st1ng of: -

625 per share pald £1,500,000
£50 per share: Reserve Liability ’ £3,000,000
Total~§&pltal' | o ~ £4,500,000
‘ ReservéfFﬁndﬁ £ | 816,500
Totel ~ £5,316,500

- The early "nlneties" brouwkm the Bank into the vortex of
the Australlan banklng crisiés. By Agreement llth Aprll
1892 it absorbed the Bark of South Australia whlon had been
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overtaken byldisaster. 'The‘UniénABank concerted resolute
messures with the Bark of'Austraiasia to avoid suspension

of cash payment.

; 1‘ » .. !
"Then upon one oceasion Mr Finlayson was informed late upon

Sundey nlght April 30th, that it had been decided by the‘

Government, quite without ‘reference to him, to suspend all

.~ pbanking operations throughout the Colony of Victoria for

five deys, commencing from the following'morning, and h@,

hed, upon his own responsibility, in concert with Mr Sawers,

~ of the Bank of Australasia, at once to issue instructions

to 211 his menagers in Wieteria to open the bank &s usual
in spite of the'proclamatidn. I need nardly tell you that
when he vas able to telegrapa 1o us we cordlally approved

of his action in tat#matter. But I am sure you w111 see

thet it was 2 momentous occasion on which we have to act

‘first and telegraph‘after. Then,tagain there was the
authorlsatlon of bank notes 88 legal tender in the colony
Qf.New.South Wales. Mr~Finlayson felt very disinclined to
jput nis custgmers torthe~possib1e inconvenience of having
to acéept“notes; and again, in concert with Mr.Sawers, of
the Bank»of Australasie, he gave inétructions that fbr the
~present customers were to be pald as usual, inbcoin or
notes nt thelr optlon ~.And though this was found in
practlce-to mean that these two benks would have to meet
the coin requlrements of the colony of New South Wales and
had to be_somewhat modlfled yet its adoptlon dld*good and
tended,to restore to people s minds some of that confldence
mhlcn is so much wented at such ‘times es these "

In day 1893 the Bank shlpped,two separate parcels

1. Chairmen's address Annual Meeting Union Bank 31st

July 1893.
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of géid of 250,000 sovereigns each from London to Australis.,
New Zeeland was made to suffer from the efforts of this and
the other Australian banks to strengthen their liquid re-
sources in Australia. ?herquarterly retufn of the Union
Baak for September 1893 shewed that the Bank wa.s bo;rowing ‘
from the people of New Zealand in the shape of deposits
more then £1§960,0QO in excess of what‘it was lending to
them in édvaneeSjandrdiscounts.k"Its cash resérves in Ngww
Zealandv3156 diﬁiﬁished.: ‘»The outcome of this poiicy was
geen in the;ihctease Qf‘specie,held in Austrelie. In
August 1891 it wes,£2,576,585; in Februery 1894, it was
£4,295,748. | | |
Slnce 1ts trlumpnant emer gence from the Aus—

tralian erisis, the Un10n~Bank has prospered Its 09p1ta1

was £1 500,000 and its Reserve Fund. £1,649,002 in 1914

The Bank of Otago_gﬁg.oppgfuggpks |
‘The stimulus to prosperity given by the_ggld Qiscovefies
led toAtgg,fgrmation of 2 number of new benke in the
sarly "sixties". Tae Bark of Otago Limited was esteblisned

in 1863 under the Englzqh Companles Act 1862. Its re-

'glste ed offlce was in London and most of its shareholders
”vint in Enmland but it was promoted by the comm-
en of Otago, apd its bu51ness was limited to New
;ﬂit;rgceiﬁéd incorporation in thﬁ Colony by " The
* f1m;§§d7Act l863"_and its memorandum reeerd-
:kgnd_ariégies;ﬂfvassociatiqn were reeorded in the Coléniél
,§ggre@g_can£[  The nominal cepital was £500,000. The

independent existence of this Bank ceased in 1874 when it
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was absorbed by ‘the Natlonel Benk. Its 1ast quarterly
rpturn was publlshed 30th September of that year

The New Zealand Benking Corporation Limited was in-
¢orp0rated in 1862 undér the FEnglish Companies' Act of that
year. It opened its first office in Dunedln 12th December

1862. Its cap al was £6OO 000 in £100 shares. ;t

enjoyed no right of note issue and on failure of its épplic-
ation in 1864 to Parliament for this privilege it closed
its doérs. |

The QOmmercial Bank of New Zesland Limited was found-
~ed under the English Companiés'iActﬂ1862 ahd received in-
corporation in New Zeéiapd by Statute 18642 Its nominal
capital was £6@0,000{ | It cerried on business for two
years only. Ité 1gst:returnfgg§§g for the éuartef?ending
30th June 1866, after whidﬁ it‘@ént into liquidetion.

The Bark of Auckland vas also 1gcorporated by

1. .
,,,$t§&§1£9i~e£—£ -------- and ex-

'Statute 1864 j7

plred two years 1ater publlshlns its Tinal return 31st
December 1866.
The nlstorﬁes of the Bank of New Zealand the

Natlonal Bank of NeW'Zealand Limlted and the Celonlal

Bank of NeW‘Zealand are so 1nterwoven with the hlstory of

the ban' ng crlsls 189396 a8 to meke it adv1sable to relate

than‘i_

#thq‘courSe of follomung the general movemert of

banklng 1n the Colony

1. I have been unable to ascertsln the nominal cspltal
of this Bank but the paid-up capltal wes £26,325 in 1865.
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THE BANK.of NEW ZBATAND:
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On 7th June 1861 & meeting of representative% ee
 commercial men was held in the Office of the New Zealand ..
Insurance Compsny, Auckland, to consider a proposal to es=
tablish & local bahk under the style of the.ﬁBank of ﬁew oo
Zealamd®.  Up to this tine all\the banking companies doing
business in the Ooloﬁy had their head-quarters in anland

ox Australiae' They were fdreign companies the shares of-
/Whioh were almost exclusively owned Dby pedple who had never
resided in or seen New Zealand. The brenches of these ..
‘panks established in New Zealand weres suogect to foreign
menagement and ‘their profits were aqnually S“nu abroad ta: en-
ricb'foreéwn capitalists. Tue meeting in Auckland resolved
kto promote a banking ianstitution, t e pIOﬂIlPtOIS of which

should, in the main, be resident in New Zealand. By this

means it wes hoped to identify the Bank with the industrial

and comm%reiél_dévelopment of the colony and to make thé oo
interest of thé shareholders as far as Qessible}one with ..
thaf of the customers of the Bank. The foreign banks had
to some extent estfanged public sympathy by the huge piqfits
they had withdrawn from the Colony and the manifest suborde-
ination of colonial intelests to the requirements of the ..
larger field in which they were operatlng in Australia.

The mﬂetlnb in Auckldnd was an outcome of the general dig=-
content and the prospectus which was shox+1y ibbued clearly
expreSbes the n¢triotlc grounds upon which tre pro;e& of
a New Zealand bank was founded.

7 "It is nmnifest to those who have directed attentioni
to the subject, that the banking establishments in New Zealand
heve derived {mmense prdfﬁtﬁ¢ whichzare payable entirely to a
foreign proprletax Irom a txade carried on with the funds}

“;of the Colonlsts, a oircumstaﬂee which must lead to the cone-
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-sideration whether the colonists of Wew Zealand are not now
in axPOSition to enjoy, and entitled to receive, whatever
advantages can e derived from the employment of their owmn
capital. ‘

Another consideration which should unite the ..
colonists of New Zealsnd in an effort to establish: a Yew
Zealand bank; ig this, no forelgn bank-will study the int-
efests of New Zealand;but thé interests of such an establishe
ment are regarded as paramount; the New'ZEalqhd branches ..
being of necessity made to feel the effects of financial ..
pressure in other colonies, and accomodation is‘given oY Tre=
fused, frequently, not according to the requirements of the
bank 's customers in New Zealand, bul measured by the bank's
\ engagements and necesgsities elsewhere. A New Zealand In -
stitution w uid not;be disturbed by these influences; its
capital would be specially devoted to New Zealand interssis.

‘A reference to the bank returns, published period-
ically in the Government Gazettes ofnthe colony, will show
the very large profits made from the depoéiﬁs of the‘061qn-
ists.  What foreigh banks have for many yeafs,done for us
with our owmn funds, we now proposé to do for oargelves, by
local effort and management.

It is therefore proposed to establiish on & broad
- and permanent basis, a banking institution capable of doing
the ﬁresent banking business of New Zealand, and suscevtible .
of expansion with a view to mest the requirements of that
prosperous fubure which it is believed will certainly and

shortly be realized for New Zealand. "

A
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The appeal for the subscription of the public met with a
quick 2nd generous response end on the 2nd July 1861 the
De ed o; Settlement creating the banking GOmpany or cb—
partneg%entitled the Bark of New Zealand vwes duly signed
“sealed end delivered. Clause 5 of ‘this indenture set forth
the objecté of the Compahy, end this clause inicénjunction
~ with clauses 60 to 64 and 66 defines thevlimitations‘Within
Whichlthe'bank is to opersate. The substagce of these
Clauses is cpntéined in SectionAIV of thevﬁew Zealand Bank
Act 1861Aby which the Company wes ihcorporated. A:In‘#iew
of‘ﬁhe faet thét the subseduent miéfortunes of the beank
arose - frOL its violation of the spirit if not of the 1etter
Aof this sectlon it is worth whlle to reproducn it.
"It shall be lawful f@g,the said Corporation subject to
all the restrictionsrénd provisions herein contained to
carry on the business of a bank of issue discoﬁnﬁyahd
depoéit”in'the5Coibny of New Zealand and to meke loans
of money on cash credlt accounto promlssory notes bllls
| of exchanae or 1etters of credlt and on other securltles

of the llke nature or on peroonal security. And it shall
be 1awfuI'f§r‘the said Corporation to deal in moneypuliion
spegievprggioﬁs metals and exchanges of‘aﬁd with all
cougirieé,ggd in neotes bills or other‘éecurities for
money ahd eenerally to transact a2ll éuch other bu31ness:”
as 1t is or shall or may at eny time hereafter be ususl or
“»1awfu1 for establlshments carnylng on banklng in all its
brancnes‘tq’do or trgnsact including therein the‘dealing
in money bulliop of specie preoidus metals or.in notes
or bills and to‘éstablish\agencies or éonnexions in re;
'1at10n to the said business in any part of the world and

to glve letters of credit on agents and bank1n§ connex1ons

i,
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"abroad but it shall not be lawful for the said Corporation
to hold saares in its own stock nor advance oOr lend to any

shar enolders or proprletors of shares in the sald Corpor~
ation any sum or sums of money on the securlty'of his
shere or sheres nor invest ley out employ advance or em-
bark’any part of the capitgl or fun@s of the’sai§MQOrpor-
sation in the purchaée of 1ands*EﬁuSéS‘ot other renl or
leasehold property whatsoever (save and except as hereln
speclally prov1ded) nor of any share or shares in the i

capital stock for the tlme being of the said Company nor
in gny trading or mercantile speculéiion or busineés what-
soever not,usually conside;ed'aé falling within the ord-
inery andAiegitimate ?arposes and operations of béﬁking

est@bllshments Prov1dea always thet nothlnw herein con- .

tained shell 1nva11date the lien secured by the Deed of

Settlement to the;aé- over the shares belonging to

anyrpropfietor becdmin indébted or coming under engage-
,ﬁents-td §h£:ComQan$%§‘ 2king default in the fulfilment
of?any covenants in tﬁ%ff_ d Deed of Settiement cqntainéd
or to prevent tﬁs GOQ§Eﬁ&ifrom holding the shéres for-

feited by suel default fo? the purpose of sale as prov1ded |

in the said. Deed of S;;tlem.nt And provided furtner that

Anothxng‘hereln oonta;ned sh@ll be taken orvconstrued to
‘pre#ept‘the seid Corpora@ioﬁ1from.taking as éollateral
Security for any,advancesiof mon ey made,by'thersaid Cof—
ﬁoratiqn or any money due to thg said‘Corporétion'gny_
lahds houses or ships or from teking security‘by the e
hypotneoetlon of bills of 1ad1nﬂ for the payment cf any

bzﬂl or bills of excnange drawn agalnst any shlpment of
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"gold wool tallow or other Colonial,producé or any other
deSeription of merchandise shipped forvexportation either
to any port or pléce beyond the sea or from one part to

snother within the said Colony."

It isrnoticéable thet the Deedvempowers the Directors to

advance money .on cash credit accounts, promissory notes,
bills of exchenge, or letters of credit and other securities

whereas the Act qualifies the general words "other seeﬁrities"

by adding the significaht words "of the like nature or on
personal security". | The troubles of the "eighties" and
*"nineties" sprang from the departure from the recognised

banking{prineiple of lending money only on personsl or

easily realisable securities. The original capital of

the Bank was Fixed at £500,000 to be contributed in 50,000
: sharequf £ld each. Provision hbwever wa.s mede for comn-

~ encing businessrqn the subsecription of £250,000. No
person wasvalloweﬁ to holﬂ more than 1500 shares. The
qugl;ficatiég:of avdirector was the owherShip of 200 sh&réé
#ﬂdiétrangelyenough a8 similar qﬁalification was required

of the auditers. Thus directors and auditors were elected

outief“a~vg?y limi ted class of proprietors. Thevrequire-

menﬁggf a 1 Eg_figancial interest while_seéuring,a deep
concern in the vwelfare of the Bank, by unduly narrowing

the ar§§f gf,‘ selection mede it ©possible for
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the small body of large proprietors to ke ep concealed
from the bulk of the sharsholders important matters .. ..
connécted with the management. The utterly reckless ..
v policy pursued for many years in meking advances, was hili-
den from the sharéholders under roseate balhnce-sheets,..
with grossly over-valued assets and grossly under-valued
bad debts,until 1888 ,when the accumulated difficulties of
the Bank made disclosﬁre amavoidable . The majority of
the%&frectors,and thé auditors ars now appointed by the
Government Wiﬁhéut regard to the proprietorship 4n the ..
Bank and the gqualifications of the directors directly re-
.présenting the shareholdsrs hﬁs been reduced to 100 sharés.
This change was effecﬁed by the Bank of New Zealand.S&ﬁre
Guaran tee Act 1894 when tlhe State assumsd.the right of
nominating the auditors, gave them extendé@ powers and
required them to repoxt to the Governmeat., The appoint-
ment of State auditors has proved one of the most efficient
guarantees of public confidence in the bank.
A Reserve Pund was to e establishéd foxr the ..

‘purpose of equalisihg future dividends and all bad and ..
doubtful debts were to be charged upon it. Authority was
‘given by Sections 5,and 6 of the Incorporating Actto isme
bank notes for one pound or‘Five pounds sterling each or
for anyigieaterknumber of pounds than five. Tre notes ..
ijarevmadé payable in specie to bearer on demand at the ceso
place\wﬁence they were issued and also at Auckland the ..
pfihciﬁal establighment of the bank. The total amount of
these promissaxy notes payable on demand, that it was per=
mitted to issue and h#ﬁe in circulation in the Colony at
any one time, was limited™to the amount of the coin bullion
égd publie éecuxities which should for the time being be
héld by: the Company. within the Colony. But lest the re -
igéfveggéa;h§£;i;ability on the bank notes in e¢i¥culation L
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might be rendered inefficient for prompt redemption in
time of suddeh and extensive demend, it was provided that
at least a third pafi;thereof should be held in actual
coin. The privilege of note issue was made to cease "in
case of the suspension of specie payments on demend for
the space of 60 days in succession or foxr any ﬂumber of
days at intervals whick shall amount altogether to 60 ..
‘days\within any one year". - Thus equipped with all the
poWers usually incident to banking the Bank of New Zealand
started iﬁs carcer in 1861. Ité'head guarters were atr
Auckland and its first Boari of Directors consistedjﬁbohn
Logen Campbell, Thomas~Hendérscn, Jemes 0'Neill, Thofas
Russell>and Jamés Williamson. A Branch was forthwidh-a.
npeﬁed‘in Tondon + Needless to say, all colonial banﬁsmxgr
guire Tendon’ establishments for the purpose of conductiﬁg
their international exchanges. At the end of the first
year on 3lgt March 1862 it found itself well rooted in
the cbmmercialllife of the Colony. Its subscribed capi-
tal was & 250,000 | of which £108786 was paid up.
It pald & dividend of 6§§and shewed & net profit on the
years transactions of £6097; £62914 of ifts:notes were in
circulation and it received £3718¢4 of its customers!
money in the shape of depqsits. The tétal liabilities
to the public weie £555979;‘ From the outset it recedved
the Government account and made considerabgé profit out
of the negoﬁiétion of State loans znd the remittancé of
;interést ;ﬁfth§;ﬁ@§iQna1 debt.¥ear by yvear it rapidly in-

creased its btusiness, Wntil in 1871 the capital was ..

<

£600000, the reserve £15§OOC, the net profit for the year
| £111875, the notes in circulation £286443, the totel «.
:diiabiiities £3768131fan@‘the dividend 15%. Indeed for
2¥years 1866e8, the rate of dividends wes 174 During

this ten years, the growth of the Colony in population ..
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and trade was steady. The population, exclusive of
Maories, rose from 99021 to 266986.  Exports increased
from £1339241 to £6171104 and imports from £5493881 to
£4078195. There was remsrkable éxpansion in the pro-
Guction of wool and grain. The value of the export of
. thevformer rose threefold from over half a million ...

| pounds to over =a miilion and achalf and the guantity ..

gent abroad increased much more from 7855920 1bs to .-

37793734 1os.  The grain exported invressed from £2518

to £164087. During this time the liabilities (ckhiefly
deposits) of all the banks in New Zealand increased ..

~ from £1097162 to £3988400 end the assets (éhiefly ad-
vances and discoupts) rose from £1235952 fo £5871888.
But this decade was preeminently thie period of gold ..

production.
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CHAPTER VII.

THE GOLD DISCOVERIES:

o G0 €9 an OF 65 IO 08 T ev

The establishment of the Bank of New Zealand
synchronised with the discovery of rich gold fields which
for the next ten yeazrs fdrmed the main source of the Célony's
wealth. The first signs of gold were found in New Zealand
in the Nelson Province by Captain Wakefield during his ex-
pedition from Nelson Fo lMassacre Bay in 1842. No heedy howe
ever, was taken of Wakefield's report. Serious attention
to the gold raéoprces of the Colony began With the discovery
£ C ;

@l in iééé of the precious metsl at Coromsndel. In 1857 gold
was Ffound at Aorere in Nelson Province. These discoveries
pccasioned considerable excitement and more or less infer -
mittent activity in mining. It was the discovery of Gabriel
Read of unmistakeable traces of abundant gold in a tributary
of the Tuapeke River, Otago,which definitely turned the main
gtream of the people'’s energiss for many jears into the pro=-
duction of gold - Tr.is occured in May 1881. Otago in an

ingredibly short time became the lecca of Australasia, draw-

g

ing immense anumbers of fortune hunters ® its gold fields.

the quays of Mslbourne: sailors desepted from their ships:
and speculators ofevery kind saw a new field: open in New

Zeaiand§Vicmori"n,papers @sem—thefmiééle if September 1861,
raported no less than 23 vessels all bound foi Otago, among

them the best Australian sbesmers and the most maghificent

Liverpool and London 0li I+ was caleulated that this

fleet would bring about ¥ sons which numbsr would ..

ex&cﬁly double ths former population of Otago. Not only gold

1. "“Wew Zealand¥by Dr F. Von Hochstetter - Page 112
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diggers embarked, but also other enterprising men of
all kinds, who hoped to Secure their share of gold in-
directly. At the cidse of September, the numbsr of
immigrants daily arriving from Melbourne was estimated
in Dunedin at 1000. A.%Zz;iateﬁ a rush of a similar
kind to Westland occursd.

The total walue of thé gold exported up to 1861
‘was £178,897 . In the latex year'it suddenly sprang to
575265? and for the next ten ysars tha export only twice
o1l below £2,000,000 and in 2871 was £2,787,520. During
this period gold formed nearly 50% of the tétal exports.
Ail business adapted itself to the demands of the diggings.
It was a time of shifting populations and ephemeral in-
dustriesg. It was in the years followingvthé gold rushes”
that the foundation of the Colon&'s‘enduring probperity
was laid in the development of the agricultural‘ahd pas -
torai inﬁaﬁestsg &lluvial gold mining leaves few per=-.
‘manent gains. It creates a feverish excltement, a passion
for snecplation which militates against sélid progress.
The indispensable elements of lasting wealth, the culti-
vation of the soil, the establishment of many factories,
and the buildiﬁg of cities had to be supplied after the
trushes" were 0vVer. Unfortunately the gold fever left
a residuum of overhastiness to be rich which conwibuted
its share of incitements to the reck1ess speculation of
the 15 years succeeding 1871.  The effect of the gold

discoveries upon bank¥ag was very great. The chief

business of the. banks, dufng this period, consisted in

buying gold £rom fhe  and shipping it abroad. The
- profits were enormous. For 23 years between 1865=&k\“
rthe Bank of New Zealand paid,a dividend at the rate df B
;17%. In 1866'thé gold output was greater than it had

ever been befors and has ever been since. For many
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years during the mining booms, first in Australia and

then in New Zealand, the Bank of New South Wales paid
dividends at the raﬁe of 20%, at the same time carzying
large sums to the Reserve Fund. In less than three years
from 1860 the population of New Zealand had doubled it-
self. According to Mr. Preshaw in his book "Banking ..
under Difficulties or Life in the Goldfislds" it wes in
Octobef 1361 began the great excdus of diggérs from ¢
Australia to Wew Zealend. To meet the necessities of the
time the practice df bankiﬁg developed charaoteristics .o
~which would appear altogether strange to English bankers.
The branch banks in*fhe mining towné,‘if they had a fixed
habitation at all,ﬂwére generally located in & canvassztent
or & hastilyu?rected wooden éhanty. Oftentimes the bvank
manager would simply deposit his portable safe in a store
énﬂ spend his time mmong the diggers, taking with him his
seales for weighing gold and a bundle of bank notes with .
whieh to pay,for-it; The notes received by the miner //fx
were ocommonly returned again to the b&nker a8 a deposit
and the banker ;ould furnish there and then a deposit re-
geiot. In the more outlying and inmccessible parts of
thie goldfields, stcrekeepefs fraquenﬁly acted aé agents
of the banks buying day by day the available gold which
was periocdically collectsd by bank clerks undér escort.
Mr. Preshaw in the book mentioned relates muany of his own
exberiences as an official of the Bark of New South Wales
and his experiences are typical. I will refer to a few.
In the early sixties sensational aécounts_were current
concerning rich fields on the Wést Coést of the South Is-
‘land on 'the shores of the Grey River. Hr. Reuven Waite
~ the only stofekeéper in the distric t gave accounts of
thé%ﬁqnderful "finds" which soon occasioned a "rush".

ifr. Preshaw relates the following concerning his expedition
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in the interests of his bank to the new goldfield dis -
covered in dctober‘leﬁé at Tdtara about forty miles south
of the Grey Bi#erﬁ |

"10th November. = &ade.a'sta*+ for the Totara on foot#
My swag, containing & pair of blankets, gold scales &eo, I
:"put on Sweeney's waggon, & light American one, and the oniy
one on the coast. . Heavy Walking along t}a beachs At}
Teremakau met Walmsléy and Mr. Revell, the Govsrnnmnt‘storemf
keeper, Wh&%?l7éhall particularly menition infanother’éhap-
bter.‘ They too wele on their way to the rush. 'lunched at
an eating-house which had been erected since my last visit,
kept by & st. King (one of the flrbt women on the West
Ooast). We slept in a Maori whare (bv*lding), Were all
very tiréd, and Were,soon_in the arms of "Morpheus".

11%1 November.: = Raining hard all day; wcould not
stif out, s0 amused ourselves by playing euéhre and_whist.
Up bétimés'next morning; érossed tLe river soon after break-
fast, but found Weucouﬁd%gbt get along, owing to the hlgh
tide; discovered an old whare, in which Irlay domn, but
not to slesep = ﬁhat was impossiblei- sandflies (a little
black fly which bitesuhard and raises a lump like a ﬁosquitb)
'”k::estm-'l'lerfz in thousands.  Walmsley and Bevellvwent’oﬁ ) v
driv1ng 3,§ick-h01se before them, on whlch they had a tent,
~provisions, &c. W%An the tide was about half out I started
in comﬁany w1th two or three othel: we met seven or eight
Maories on horseback returning from the Totara.  Th ey told
us there’were five ¥ undr=d men on the grovnd and that they
wera returnlnbfto the Greenstone, my owg impression was to
takv up some of the ground left by the Pékeha (whitemen),
and this eventually turned out to be the case. We jogged
along ti111l ws came to the Arahura, where we camped. We
were informed that to catch the low tide we must"tufn out

early. This we did certainly. At 12.30 a.m. we were ..
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roused, and shivering and shaking, up we got, thinking

it & most unusual hour to start. We found when on the
tramp that Morey (the driver of the waggon) had miétaken
the time, and had thought it was 4.30. It turned out
just as well that he did so, as by starting st that hour
we had a splendid bsach to walk over, the tide being well
out. Arrived at the Okatika River at five o'clock.

Here I found a calico store and another building close to
it, built of brushwood, flax, &c., the only two buildings
on the north side of the river; “the store was kept by
Messrs. Price and‘audsoh. Hudson attended to the store;
Price did the packing. Thelr supnlies were obtained from
Reuben Waite, of the Grey. The other building wes occu-
pied by Rameay aﬁd bParty. The first‘ferry boat was formed
from a large tree sooopéd out, all in one piece; 2s8.6d. |
the charge for crossing the rivem. On the south side we
found several tents and four stores. Finding the waggon
was not going any further - so many returning from the
5Iotara, and the day turning out wet - we determined t0 re~
turn to the Grey. I camped aﬁ the Arahura in cowmpany with
'Mbrey and a man named Murrell; had a small tarpaulin,
which we rigged above us, with boughs at the back and sides;
made = largs fire, boiled the billy, 5nd had tea. The
rain came downin torrents and put oﬁﬁ‘the fire. our ..
blankets were soon wet through. Mﬁrrell aﬁd Il were seated
on & box containing my gold scales.  There we sat shiver-
ing, 'mot a drap of the cr&turg, and"inAthis plighf did we
remain till one a.m., by whichrtime the rain ceased. |
Murrell was between Morey and myself; and had decidedly the
best of it, for he would énooze away leaning his head first
on my shoulder,then on Morey's. A fresh fire was lighted,
and the billy boiled, and some coffeemade, Bush rats were

about us in hundreds; the ground all round us some inches
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deep in water. This was without exb;ption the most ..
miserable night I ever spent. What mde it so bad was
'being compelled to sit in one positiom:from seveﬁ in the
evening ti1l daylight in the morning . As sooﬁ?%zylight
appeared we were up, and spread out our blankets to dry.
Discovered a whare within fifty vards of our campzngwplace
which Would have afforded us good shelter."

Tt was & rvough life foxr the bank officvals pent
amid mueh danger, nct onl;\from desper&te robbers but
from the wildness of an unroaded heavily-wooded, and un-
bridged country. On one occasion Mr. Walmsley represent- .
ative of the Benk of New Zealand and Mr. Preshaw, while
Journeying to the'Gfeenstone got into treacherous waters
in fording the Teremakau. Before reacking the cprosite
ghore’one of them was thrown from his horse into,the oo
river and emerged wet through with & wet revolver and
2000 benk notes, which he carried in the breaét'of his
shirt saturated. The notes were hung round the first
fire that could be obtained and dried like washed olothes.
The followiﬁg is anothef expérience illustrative of the
daily happenings. of . banker s life. : |

"At this time I hadmy safe,(a little thing vwhich j

two men could carry) in M'G c—wtg stoxe under his bedy
which wes immediately behind the bar;. the tbnt was & ocal- |
ico one. I had ny safe here for two xeasons, in the
first place, Teremakau was in & central position as re -
gerds the then existing diggings, viz., Greenstone, Totars,
‘and Six Mile; and again ‘the police tent occupzea oy Ser -
geant Broham’énd COnsuable Cooper was erected here, O'Donnell
J béing at the Grey. As_sobn as Walmsley rode up and sald |
he wag going to the Greenstone, I saddled Nobby, took my
saddle~bags into the bearoon, unlocked the safe, took out

what notes and coins I manted strapped up the saddle—bags
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put them on the pony, end away. It so happensd that I

was particularly busy on this trip, both on the Satmrday
and Sunday; the‘weaﬁger mos® mis@fﬁble, raining the whole
time. Ag usual»I %cdk up quértefs;at.Tracy‘s. On Monie
day we rode tbbthe Hohuna.ah&xﬁound such a fresh in the
river that we could not p:OCeed on‘our joArney. Ve stayed
at Everest's. About an hour after I went to bed, I pub |
ny hand in my breeches pocket'(-for let it'be known I &l-
ways slept with oy bresches on, and oftentimes in my boots)
aﬁd missed the key Qf my safe. I felt first in one pocketj
then in another. I lay for some time trying to remember
‘when I had it last. For the lifé of me I could not. I
i%ﬁemb@red going to the_safe~5nd locking it up, but nothing
more. I got up, struck ablight, searched thé saddle=bags
but no trace of the key. Next morning I gave a man £1

to go to the'Greenstdne £o see if I had dropped it at .
Tracy 's. »‘He'returned in the afternoon without it. I was
in a nice fix; my safe at Terém&k&u,M@yself a prisoner qﬁ
Hohuna wheré I was iikely to bebfor'days, and my key Yost.
In this state of suspenses I remained until ‘Wednesday evena 
ing, when, by good luck, a Maori; in é canoe, called in on
his way to Teremakau. The river was anythihg ut safe. |
Howevar, I was in such & state of mind that I would not
lose the chance of getﬁing down, so left Nobby to be sent
after mes Off we went. I did not relish the trip, butb
I:Saﬁ down in the bottom of the cance and remained perfectly
steady, and trusted entirely to mﬁ'maori friendg' I did
not even ask to get out at the "Devil's Elbow", and in less
than halfeanahoui_lvwas safely landed at Térém&kau. Paidv
the Maori his fare - £1 - and marched up to the gtore.

Hers T saw MG ~--- and after a while said, "By the way,
did I lsave a‘key here?" "Yes," said‘hé, Dazn found it on

the table immédiately aft@& you left on ETiday, he d4id not
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know whose it was and hung it up iﬁside“ (peinting tothe
bedroom). I went in, and, sure enough,'there was the
miésing ke, I opéned the safe, which, ag I sald before,
was a small one, and in which I h&d left several hundred

" ounces of gold, and £2000 in potes. The treasure I had
packed away aﬁ the back, and the few books I had in use,
piled up in front. On opening it everything appeared t0

be as I had left it, so I locked up, determining to go down
and balance up after tea. This I attempted to do, but a
lot of drunken ﬁen coming in I had to give it up. Next
morning I went down to the store, wrote up the bcoks, count-
' ed the'cash, and balanced. I was truly delighted, and went
home to Broham in great glee. "

On occasibns bank officials have had‘to
walk long distances over rough country carrying as much ae
300 0z8 of gold onm their own ‘backs. Usually they ob=
tained an escoxrt but this was not aiways posgsible,

Several times large quantities of gold
were taken by robbers. On -February 5, 1865 the officer
of the Bank of New Zealand lost gold to the value of £920
at the Waimea which was stolen out of the store whers hé had

emporérily left his valise containing the money. The

fcllowing inecident reiated by Mr. Preshaw.illustrates the
iisks:of the bankers in those days of thé goldudiggings:

"on the 3rd September in the same year (1865) Walmsley was
stﬁckuup_beﬁweén ﬁoﬁown:and the Twelve Mile by five armed
men masked, and robbed of 824 oz of gold and £1000 in ..
notes; todal value £4000. He left Notown ear1y>in the
day, accoﬁpanied by William O'Brien, @ packer; the gold
being divided, O'Brien having 800 Ozs,vand Walmsley 824 0z3.
e road they fravelled @as dom the bed of a creek; thick

bush on each side. When about h&lf-Way;he was_suddeniy :
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surrounded by the robbsrs, and pulled off'his horss
vefore he could even make an attempt‘to draw his re-
Tolver. 0'Brien, who was some yards ahead, and hidden
froﬁ.his_view by the roundings of the creek, had a gun
" suddenly presented at his head by one of the gang, whoy
in‘presenfing it,ﬂstumbled and fell. O'Brien put spirs
in%o hié horse and galloped away, and so saved 800 028

of golds  Walmsley saw nothing of this, and rode into the
midst of them. They surrounded him, and had him off his
horse in a twinkling. First of all they took away his
revokver; then possessed themselves of his treasure.
Walmsley turﬁed round’to have a look at them to sece how
they were dressed, so that hezdould recognise them again,
but two of the number drew revolvers, which they plaéed
at nis head, and swore that if he-moved one inch they ..
would blow his brains out. ®

- The larger towns were able to participate

in the exciterient cccasioned by the transport of géld.
Once oxr twice in each month, for instamce, the Streets
of;punedin were made to ring with the galloping of ..
horées conveying gold from the_gdld fields to'theubanks,
The first egcoxrt of gold into Dunedin occﬁfféd‘ih Julﬁ
12,1861 when 500 ozs Wwere brought in. The’épéctaC1s

of & large body of mounted men well-armed was to be seen
twice 2 mdﬁth.bringing evel larger guantities of gold
 from the Otago gold fieldsfi On Noveﬁber 14 of the s&mé
year, the escort brought into Dunedin no less than ..
3541@0 ozg and from that time for many years there were
weskly deliverieﬁs |

“Torreturn again to the West Coast fields the

Bank of New Zealand in 1865 had %0 endure for a short
time that most trying of all experiences to & bank = a

tun. Here is the account of it given by Mr. Preshaw.



wThe following para, grépw appeared in a West Coast paper
of July, 1865:=- |

we hea® that no slight excitement was camszd at
Rosstown by the stirring commercial news.from BEngland,
and especially by the report that the Comnercial Benk in
Dunedin ha& suspended payment, and that a run had been
made upon the Bank of New Zealand. The latter item ..
sreated & panilc, which‘occasionéd guite & rush upon the
pranch of that bank at Rosstoim. The establishn@nt was
b351eged by depositors, who ¢lamorously demanded cash,
but in their hurry forget to discriminate between the
relative value of gold and paper, very readily accepﬁing
notes in lisu of golde. S0 heavy were the demands that
the notes of the establishment ran out, and what might
have happened no one can tell had not the New South WaleS'
and Union Panks come to the rescue by sending in & timely
gsupply of their paperqi Fortunately this was amply suf=-

Picient to meet =1l demands, and the day closed peaceably .

i

By the next morning the panic had ceased, and in due tinme
the bank again received its own; Tout we should imagine
that the parties interested must have felt quite chapfallen
at their ludicrous misbtake.®

" About the same time, I received intimation from our
agent at Okarito that a rush‘oﬁ the Bank of New Zaland-
kad taken place in that township.- The regular coasting
Steamer, the Bruce, was wrecked on the 8th July, and from
that time the postal communication with Hokitiks was very
irrewular; in fact the ﬁeople of Okarito were entirely
dependent on private parties traveliiqgrfor thelr coxrres-
pondence, and on one of these gehtiemahféfiiving and bring-
ing with him & copy of one of the Hoki ikw papers they ..
were made acquainted with par% of the first telegram of

English.néws. The ﬂ@VSpmel wa.s lanuea to the éditor of
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the "Westland Observer", whd, about-eleven o'clock on the
23rd, issued an ¥Extraordinary". In this, amongst othexr
fzilures in TLondon, the name of the Oriental Benk appéared
and in the provineizl part of the telegram it was re =
“ported that in Dunedin there mas & heavy run on the Rank
of Otago, the Bank of New Zes dend, and the Union Banks
Although the "Extraovdinary" was freeiy issued in the ,,
tovm of Okarito, there was not the slighitest alamm felt
by the business community as to the stability of the Bank .
of New Zealandg and until Z.30 pem. business went on as
usual. About that time a number of minexs rushed into
the Bank of NWew Zealand from the Five Mile, and demsnded
‘gold for their depoait receipts. The agent was at his
wits end to know how to acte Fortunately for Lhim Yates

put in an appearance, and learning the cause of the ex-
citement, he told the diggers that he-did'not-beliéve in
the truth of the report; had it been true he would have
nad some special communication LTOH.HOL1+1KQ-. Several
miners asked him If he would take the Bank of New Zealand
notes; he replied in the affirmetive. This tended to
ali@ythe excitement. The next mall brought the news of
‘the stoppage of the New Zealand B&ﬁking Corporatione. The
similarity of the name to that of the Bank of New Zealahd
had caused the panic.”

Bankers on tuy gold fields reéuired to be
expert'infdiscriminatlng the differéntvqualities‘of geld
and in cleaning it. Most of the goldiwas alluvial and
was not all of the same value. For instance, fof Wainesa
gold not more than £o.»,. 0 an ounce was paild. Thé
cleanlng L,Jc'or'es,s “Oﬂ*l&*@d in pl= cihg the gold in a scoop,
and applying & powe xfm mﬂgnet to &gitate it snd stiv it

round whersly the i$on and imﬂurlties were removed.
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CHAPTER VIII

OF mmme CREDIT.

| The most difficult périod»in the history of banking
in New Zealand{beginsfwith the year 1870 and ends in the banking
troubles 1893 = 6. | Duringrtha_greater part of thiéﬁtIme the
Jbanks apparentiy enjoyed a 1arge’measure of prDSpérity, , The
Bank'of New Zealeand paid. div*deﬁds at the rate of 15% pe# annum ..
from 1870 to 1887 with the exception of 5 years when 123 5% was pald
There was a remarkable expansion of business. . The total average
deposits of 21l the banks in Wew Zealand ross from £3,127,769 in
A1870 to £10,5792,711 in 1886 and the assets, chiefly advances and
discounts, rose from £6,3%15,354 to £19,041,827. The total New
Zenland assets of the banks never reached the figure of £197500086,000
again until the year 1903 and yet this phenomenal progress culmi -
nated'in disaster. Only the assistance af the State saved the
Bank of New Zealand in 1894 from failure: th& CoIonlal Bank shortly
afterwards went 1nt0 liquidation and there was not a bank but found
itself pushed to the eXuremlty of anxiety, The causes of the time
of stringency are discoverable in the years of pienty. The ..
cataclysm of the "nineties" had its antecedents in the "seventies"
_andI“éighties". To discover these causes and to tracé#their .o
30pﬁfafion is a task encumbered with much difficulty but promising
1mnoruant ooncIuslons concerning Oolonlal 5ank1ng= The most sig-
ﬂlfIcant feabure of banking in ﬂew Zealand during the period of ex=
pansion was thn great increase in thP aCCOKmodaulon offered to the
public in thf shaoe of discounts and advances,,

mhe fQIIow1nw tabxe shews thﬁ extent of the 1ncreuse.



BANKS - 1870 to 18%96:

TABLE showing the Total AVdIage Amount and R¢+eﬁpex head of population of Advances

, Deposits and Discounts
of the Banks of New Bealund. in respect

of Transactions within the Colony, the Ratio of Advances to De-

posits, and the Assets and Liabilities, for each -of the years 1870 to 1806 inelusive.
Rate per head Rute per hiead vances %o Amoun*w Bate per head '
Year Amounts of mean Popu=- Amounts of Mean Popu- Devosits of Mean Popu=- Assets TLiabiiities
‘ lation 1¢¢10n lation :
£ £ £ £ Per cent £ £ £ £
1870 4,547,217 18.73 - 3,187,769 12,88 145.38 2,236,672 Se 21 6,315,354 3,819,870
1871 4 041 Ol@ 15,68 3,334,872 1294 121.18 1,879,060 .28 5,871,888 3,988,400
1872 3 530 o071 12.92 3,919,838 14 .34 90.06 1,585,358 5.80 5,429,747 4,628,819
1873 . 4,925,057 1712 4,713,308 16438 104 .48 =,1E6,654 756 7,287,720 5,538,030
1874 7,758,604 24.33 5,564,434 17.45 132.43 3,739,661 11 73 2,854,216 6,490,504
1875 8,766,831 24473 5,967,208 16.63 146.92 4,382,582 P, 10,987,178 6,987,318
1876 9,633,669 <4 .88 6,238,471 16.10 154 .42 4,744,845 12.25 11,776,070 7,221,399
1877 10,588,510 26.2%2 7,185,108 1779 147 .37 4 Qll Vlo 12.16 12.992,104 8,152,230
878 1z 837 476 30.53 8,960,389 21.31 143.2 5,,b0 7@8 14.22 15,323,630 10, 03¢ OOQ
1879 13 415 070 29.93 8,021,073 17.90 167 .24 6.061,959 13.53 16,064,295 2,057 403
1880 11 30 404 23 ¢ 83 8,538,935 18.00 132.34 4,627 O“S 9.76 14,220,275 e 550 ¢77
18381 11,968,669 24.28 9,065,377 18.46 131,97 4,418 552 8.56 14,863,645 10,6833188
188< 14,391,720 ZB.26 g,945 ,346 1%.56 160.892 4, dO ,316 8.88 17,182,234 10,015,273
1883 15,011,251 28,36 8,659,477 16.386 17335 4 6 8? 8.83 17.794.781 9,706,700
1884 15,491,128 28.00 " 9.643.214 17 .45 160.44 4 %6 218 720 18,442,139 10,691,599
1885 5 ”31 799 27 .61 10.083%,296 17.70 156.02 4,419,107 - 7.76 18,811,567 11 130 ‘244
1888 833 420 2023 10,679,711 18.17 149.85 4.406.3%35 757 19,041,827 11 GOU 194
1887 15,%06 395 25.83 11,031,814 18.50 139.686 - 3,804,937 8. 04 18,799,847 11{099 4@5
1888 155320,387. 25731 11,153,778  18.43 137 « 24 3, 71,896 5.24 18,799,444 12,108, 355
188% 14,378,907 23450 11,528,424 18.85 124.72 2,850 , 944 4.686 17,652,915 12,486,717
1890 142096,448 22«71 12,368,610 19.22 113.97 P 5~4 075 4.07 17,735,259 13,356,598
1821 0 11,549,145 18.34 12,796,098 20.32 90.26 “,o14 5~51 3,68 16,814,518 13,820598
18ez2 ”,““8 4)5 18.04 13,587,062 £1.16 90.00 2,561,813 3.68 17,558,168 14,623,335
- 1893 12,797,563 19.35 14,433,777 £21.83 88.66 2,307,649 3.489 18,255,534 15,489,633
1894 12 031 %37 17.71 13 947 417 <0.51 86.39 2,052,246 3.02 17,746,421 14,930,791
gc. 1895 12 05¢ 450 1741 13 oﬂé 41@‘ 18.b6° 88.98 1,758,498 2e54 18,159,781 14,491,627
1BT1894 11 504 oOo 16.06 14 400 , 827 20,50 78.35 1,786,791 2449 16,900,189 15,520,431
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The deposits for the same periodrwhile shewing
& steady increase disclose a rapidly aecreasing proportion to the
advances, The banks greatly extended their credit beyond ...
their immediately available resources. Their_management
betrayed in many cases utter recklessness. Thé commonly ac =
knowledged chécks were disregardeder The banks became largely
Land Mortgage Companies; advancing with the utmost iiberality on
fixed securities as though the need of 1iquid assets in banking ..
had p@ssed away .
| The,following were the main eauses contributing to
.this imprudence:¢ |
i. The Public Works and Immigration Policy jnaugurated by ..
Sir Julius Vogel |
2e The pressure unceasingly exerted on the banks by the pub=-
lic to départ from legitimate banking in order to secure more .o
1iberai accommodation.

=

Sa The competition of the numercus Loan Companies.

THE PUBLIC WORKS POLICY:
In 1870 there began a policy of rapid developrent
//

by means of extensive borrowing from Great Britain. Settlement

nad been impeded by the absence of facilities of communication.

Yggthfertile districts were roadless.  There were practically no
railways. - The total length of electric telegraph lime did not
streteh 2,000 miles. The population after 30 years of colonis-

ing effort was under a quarter of a million of Buropeans; the ..
country was in area dlarger than Great Britain; .it'was;immensély
rich in natural resources. This latent wealth was awaiting -
‘deﬁelopmeht. |

Sir Julius Vogel's policy produced effects exten -
sive and deep. Measured by the usual standards of material ..

progress the Colony leaped ahead. Statistics of population, trade
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and wealth swelled into unrecognisable propcrtiOﬂse In 10 years
the Buropean population doubled itself rising from 248,400 to ..
484;864. Turing the same time the land uﬁder cultivation in-
creased fourfoid and in 1890 there were elight acres cultivated for
evéry one in 1870, mounting in 20 years from 1,140,279 acres to ..
8,482,495, The contrast with the "digging® days was most ;;a
marked. In 1864 onlv 382,655 acres were under tillage; in 1874
the acres were 1,943,653'and in 188476,550,599e The number of ..
sheep rose in 20 years from 900,000 to 18,000,000.' The quantity
of wool exported Lnnreabed from 37,000,000 pounds to 102,000, OO“

pounds. During the 10 years succeeding 1873 when the State

=

borrowing poliey was in full operation, the imporits exhibited amaz-

fode

ng expansions, Théy totaliled for the decade £77,362,185, while
the.total exports were £58,496,823 beiﬂg'apprsximately:£l@;0063®@@?
lesgs. . This excess of imports indicates that more capital was
beihg drﬁwn from Bngland thaWwwas being added to the public debt.
Municipal and other local rub&wc bodies bo“rowed Aarge1v as well s
the Government, and Loan Comnanzas oommnerous to mention raised ..
money in Greaﬁ Britain to lend in New anlandw .- The Government,
"Municipalities, Companies and private individuals borrowed to the |

top of their bent. A mighty transformation was wrought in the ..

Colony. Everyvbody seemed clad in nvosnerltv @n generally things

Yhoomed?.

Sir Julius Vogel beg@n nis ag1tﬂﬁ40n for a wigorous

development policy in 1868 by moving in the House of Representatives

a long and instructive debate the motion was gcarried. There ..
was prethty general agreement that the Colony was languiehing from

an insufficient nymber of people who were pré§5fed to seftie per =

manently in the Country. The wonderful gold discoveries had ..

. . : ~N
attracted a migratory body of men who could not be depended upon to

develop the lasting resources of the land, Indeed the “digqingé

=

:

1
|
l
\
|
<
\

that a measure should be introduced promoting immigration. Afterxr
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generated a feeling of unrest which hindered cultivation and the
establishment of ﬁhose industries which are based upon steady and
constant labour,

As thé-eaflieét years of colonisation were afflicted
by the presence‘of many men who had come to the Colony only in the
_exméctation of making g auick fortune without toil, so hetwesn 1860
and 1870 the 1and was ?Louéed Wltﬂ diggers who came ondy to explo it
its galdfields,.' The COUﬂurV ‘ran the risk of being depopulated when
the gold was exhausted unless sametn;np sould be done to ogen new
avenues of wealth that would. arre t the anticipated exodus or at =
tract new settlers. 7 Thefﬁdlony was approaching a critical con-
dition, The/collapse of the “diggingé", unaceompanied by the ..
emergence of other 1ndus+r¢es would have ocos q1anea an almost unen=
durable.depre331 n and a se“*ousbemharrassment to. Government whigh
was in néed of all the revenue proéurablee“ There was no gainséying
the urgency of an imm;gratio poli CJ which ahould draw the claSs of

settler who could be permanently he1d~

2

ir Julius was not long in perceiving that hand in
hsnd with weasurss to eﬂbmurage immigration must go neasures to af-
ford means for the deveilomment of the coumtryjé natuial resources.
Aceordingly, on Sth’July 18705 he moveds in Parliiament for the app -
ointment of a select Committee to suggest steps for the development
of the produci ng and manufacturing resources of the Colony.

The motion was agresed to and before the end of that
month.a message was received from the Governor recormending the ..

House of Representatives to make provision (1nt alia) for the con-

e

2

of immigrants.

[

struction of recads and th@'intﬁoduction and settlemen
Later in the same year was passed the Immigration and Publie Works
Act providing assisted passages to imnigrants and authorising a loan

of £10,000,000 for the construction of main trunk railways, roads

and other public works of importance, The expenditure was to be
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spread over a period of 10 years. - Not unexpectedly the oo
limits assigned t0 expenditure were exceeded. ,
A borrowing policy eonce under weigh gathers momentum.

Between 1870 and 1880 the public debt was increase 4 by £20,343,820.

PUBLIC _PRESSURE:

From the very beginning of settlement the colonists
clamored for a more liberal supply of capital from the banks than
the latter were disposed to give. The complaint was incessant

o . . .
that the banks were too n%gardly in their advances - furnishing
t

too 1littls money, and that little on terms too hard. It is not
difficult to appreciate thist unappeasable appetite, A newly ..
‘sehtled country has relative to population far more need of capi-

tal than a well-=developed one, Forests have to be cleared, ...
fens drained, communications established, before industry cah be-
gin to be remunerative. The initial subjugation of the rugged- =

ness of nature necessitates the maintenance of the labour’ employed

on the task £ rom sources other than its own product. Inevit-
ably there must be a large dependence upon imports. But this ...

special urgency of need is invariably accompanied with a special ..

scarcity of means. Generally speaking emigrants from the other
lands are poor, Their poverty is frequently the incentive to

emigration. The early settiers of New Zealand were commonly o
enterprising men and women with slender material reésources. Had
they‘been abundantly endowed with the riches of the world they ..
would not have sought a fresh field for their activity. Pressed
by.the sebttled and rigorous conditions of the old country they ...
turned to the country where everything was plastic and land was ..
cheap and plentiful. There were among them,of course, mere s@gcu%
lators but the majority were men equivped with 21l the physical,

mental and moral qualities for produetive industry. - The colony

supplied them in generous measure with all the resources of

s a0
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"naturs by which their labour might bevmade very fruitful,

But capital, the third factor of produ ction, was not one of

their pOSSBSSiOnS, and New Zeagland did not afford it. What
theytﬂanted Was notrso much the actual coin but a "ecredit" in
.Engliland upon which they could draw to obtain commodities, tools
and machinery. - Without tnisbin some fomn or another they were
balked in théir efforts to appropriate and exploit the rich re =
sources of the country. - In their great need they turned to

the banks., At the éutset, as I have shewn, complaint of niggard-
~-liness was made against the Union Bank and the New Zealand Banking
Company . The former, it is true, béganawiﬂg a fairly generbus
response ta.the dewsnd, but by no means could it satisfy the extra-
vagant claimS’of_the colonists.  The financial troubles of the
Kororareka Bank and the policy of contraetion pursued by the Union
Bank when overtaken by the monetary ciisis in Australia, intensi -
fged the complaint of settlers. B The following apneared in
the "New Zealand Gazétte“xﬁellington and was published in the .
"New Zn land Journal" of 3rd July. 1841 :- : -

"lieeting tock place at Barrett’svﬂatel in conformity ..

Wit@ last week's advertiéement, to consider the propriety of ob -
taining for the public greater banking facilities than are now en-
Jjoyved. Mr. Hanson was called to the chair when the prospectus of
the Port Nicholson Bank, which was issued some months sihce; and the
proceedings comected therewith, were read by Mr. Watt. It ..
appeared that about one thousand shares bad been subscribed hut ..
no active steps had been taken to call the Bank into eiistehce,

The meeting concluded by adopting a'resolution; submitted by Mr. ..
Hanson, and secconded by Mr,}Mbreing, the-purport of-which was that
a commititee & to apply to the Manaver of the Union Bank tc be ..
‘gdvefned»in accordance with the answer received and the reasonable
rrospect of being enabied to establish é local bank should that ..

answer nake it evident that another banking institution is required
1. I have been uneble to get eccess to ooples of this paper for
: 1841
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here, for the ordinary purposes of discount and deposit.

We are unable to state whether the Union Bank is able
to give the requisite amouﬁt of mercantile facilities, but we
have never heard of a single cccasion upon which aid has been re-
fused, provided the security>0ffered was of the character ﬁnd to
the extent deemed necessary for the safe conduct of the bank.

The point is easily solved, and tuins upon>whether the branch of
the Union Bank has ever refused discounts in consequence of not
having the means with which to grant them, and if suck has been
necessary, whether on*application to the Inspector at Sydney, an
augmentation of{thevproportion of the b&nk's funds hitherto de-
voted to Port Nickolson would be made ,sufficient to meet the de-
‘mands which aré sﬁpposed to exceed the presént capital of this
ranch of the bank « These are the questions to be submitted to
the Monager and which we believe he will not hesitate to enswer,
a8 soon as the application has been made in a formal manner.

We feel, however, it will be found our chief want is
not capital to be locaned on ordinary férms, but for a much longer
period than that upon which a commercisl Instifution issuing ..
nctes wﬁioh it is bound to redeem on demand, cen with safety ..
grant to any useful extent. We really require an Institution
like one which has been lately estalblished in‘London, with a capé
ital of One Million of peunds by our own friends, for the benéfit
of Australia. It las already introduced to Sydney two hundred
and seventy thousand vounds and we undsrstand loans its Ca@ital
cn lended and other fixed or Stationary security for periodsex-
tending to 5 years, Such an Institution or the ranch of the
one now established,,is our me t urgent want, and we suspect ..
would far surpass, in the pernanent prosperity it Would create,

a bank which merely aided th&t part of our industry devoted to

cormércial purposes. 0f course, there is no objection to the
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latter but we feel convinced, if unattended with the introduct-
ion of the former, which would lead to a greatly extended field
for the application of ordinary disccunt and deposit transact-
ions, disappointment ina kigh degree would ensue whick is our
reason for pressing this important subject, at the present mo-
ment, upon the attention of our fellow colonists,

., We are happy to find, that all the branches of the
Union Bank of Australia have the agencies in the colonies of
this new Loan and Mortgage Institution, which is a fortunate
eircumstance, as it enables the colonists at once to place them-
gselves in communication with that Inssitution.

We would, therefore, suggest the propriety of hand
ing touthe Mﬁnager\of the Branch of the Unlon Bank here\a re-
gquisition to use his best interest to induce the Inspector, Mr.
Boyd who has arrived at Sydney,. forthwith to give us the benefit

of a portion of the capitalvat his disposal. ®

It will be noticed the Gazette recognised that much of
fhe importunity to which the banks were subjeet was not legliti-
mate. They were aed being called upon %o rendervassistance of
a kind which did not fall within their proper funciions.

Above everything else the settlers wanted capital to clear their
holdings and bring them under cultivatioﬁe ~ Not banks but loan
cormpanies were the proper institutions for this. But unceas-
ing applications were made to the banks for just such accommo=-
dation. |

In the discussion excited by the proposal to close the

Colonial Bank of Issue, the Unioﬁ Bank was condemmed, by almost
every member who spoke, for the niggardliness of its aid to agri-
culture. Mr. Bell said that he knew of onevfarmer of unim-
peachable financlal standing who, being refised a loan, had ..
recgurse to a commercial house which got & bill for the amount

required discounted by the Bank, and then charged a high commis-

slon to the farmer. I+ must not be imagined however, that vEr
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gven merchants were satisfied by the reception of their paper.
They too grumbled at the conservative policy of the Bank as re-
lated to thémsalves. But the chief ground of complaint was

the treatment of the agriculﬁural interest. Indeed the commbn
subject of the talk of the settlements was the way in which the
banks wers rstarding development. The matter was made the sub-
ject of speclal consideration by the Wellington Chambezr of Comé
merce in 1858. In its annual report it refers to the "sudden
restrictions placed on the enterprise of the colonists by’the
benks." = The Colony was Jjust then passing through troublous
times owing to the Maori unrest, But as =& Su&dsn restriction
was only an intensification of a restrictive policy which had
been long followed the Chamber resolved to Bet up a special cone-
mittee to enquire into the commercizl condition of New Zealand
and report on its pospects. ., This repert was appended to the
Annual Report of 1859. Its endeavour is to shew that the cir-
cumstances and prospects of the Colony justify the utmost con-
fidence of fhe banks and that the reluctance to trust in its .
future which apparently governs their counsels, i8 quite UNwary -
anted. The Report presents a mass of statisties from which
an estimate 1s made of the assets and liabilities of the Welling-
ton Province. It assesses the material property of all ..
kinds at £2,403,849 and the circulating medium at £145,000 and
to arrive at the aggregste assets adds these sums, meking a total
of £2,548,849. The limbilities to the banks on advanced and
discounts are Put down at £164,228 lsaving an améunt of £2,384621.
This, it was conténdedszOuld providé ample security for more

- generous banking accommodation. The Repbrt then proceeds to
frame a balancé-shaetvwhich discloses 2 net indebtedness of the
colonists to the banks of very humble nroportions. The de=
 posits were £103,426 and the notes in circulation £24,501 meking

a total 1liability of the banks to the community of £127 ,927 .
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On the other hand the debts due to the banks were £164,228
leaving an indebtedness of the public of only‘£36,301.
This was the amount of capital that the banks had invested in
the work of development in the Colony.  Summing the matter
up the Report says that "for every pound for which it was in-
_ debted there existed a real and improving security of 66 times
its amount®. While the very otdect the Chaﬁber of Com;
merce had-before it in.setting up the spescial cbmmittee was to
marshal evidence to justify the general condemnation of the
restricted policy of thevb&nks, one result of the investi-
gatién'was to make the committse éensiblé that the banks were
really being called ﬁponrto undertake business which was be-
ybnd the limits oi their legitimate opérationsg‘ » 0 After eme
phasising the starvation of many enterprises from 1&ck of ..
c%pital_the Baport‘procééds t-

“This,. therefore, leads to the considerétion.as to
the way in which the difficulty for this and other enterprises
(want of cavonital) is‘to be overcome and by what means the re-
sources of the country can be best developed. As it would
not be in accordance with the ordinary rules of banking estab=
lishments to afford the requisite assistance; it has appedred
to your gommitteé that the objesct could be gained through the
formation of a loan company in England on the principle of the
Stottish Austxalién Investment Company, such a company could
13gitim&te1y make ai&ances and assist all projects which might
" be considersd as having a tendency to increase fhe exports and
commerce of the;plaoe generally and would at the same time un=-
der judicious management , yieid'a handsome retum to the share-
holders;" |

Despite the occasional acknowledgment that the
character of much of the demand uﬁon the banks was Buch zs to

Justify refusal, the demand for advances on the security of
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fixed property grew in‘intensity. The resistance of the

banks was gradually broken downs The inauguration of the

Public Works policy, the stimulus to prices thereby given, and
the high ratevof interest which producers were consequently pre-
pared to pay, opened to the banks & soufce of profit which they
were loath to neglect. Before long the bankeré thamselves were
upho 1é&inhg the very policy which British tradition instﬂucted them
to avoid. It must not be forgotten that half'%f the banks‘in

cperation in New Zealand during this period of expansion had ..

their chief establishments in Australia. There was the seat of
banking gevernment . There, were laid down the principles upon

“whick the practice of bkanking was conducted in this Colony.

The conditions in Australia were similar to those in New Zealand
except thet the latter was a stage behind Vietoria and New South
Wales in development s Tentatively the banks in these older ..
Colonies had relaxed the sirictness of English banking without
the appearance of 11l consequénces of & grave character and cer-
tainly with ernomous profit. Consequently, when the settlement
of Queensland and South Australia began to make steady progress
in the early se%enties,the restraints of pfudehce'were‘largely oo
throm off and for some years the guarterly rsturns shew & large
proporticn of advances as compared with deposits. These methe

ods appeared to the English banking authorities and economic ..

journels as highly reprehengible. Australian benking was
éubjected to the severest strictures. Such magazines as "The
Economist" again and again returned to the attack. .  Australia

was put upon its defence and found zealous championship in the
chief organ ofkcoiomial hanking,'the Australasian Insurance and
'Banking Recoid. The following from the editorial columns of
the Decemhe,r igsue of 1878 is typicsal. Tt is highly signifi-
cant &s making novattempt to disguise the complete repudiation of‘

- the orthodox principles of banking.
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The perpetusl denunciations which are levelled by
the Fnglish financlzl orgens against the slightest departure
by the banks from the “"good old prineiples of strictly legiti-
mate banking", cause the Menagers to approach anything in the
shape of a direct advance with & certain reluctance and makse
tlhem regard the taking of & mortgage as & deed to e ashamed of.
Put the "strictly legitimate® bills are not to be obtained in
guantity sufficient for the enormous banking power of England
to work upon, hence the imitation article has to be used, and
we have periodical and not infrequest collapses after the Collie
rattern. Md wky, it will be akked, should not these diffi-
culties apply with even greater force to the banks in these ..
celonies, where, in propoxtion to the population, they are farx
more numerous than in England? The reason is not far to seek.
If the Australian banks strictly confined themselves to the dis-
counting of trade bills representing actueal transactions between
tke importer or producer and the distributer, one bank in each .
colony would be ample foxr the purpcse.
- Fut happrily an outlet has been found for large ad-
. vances with good security which has obviated the necessity for
recourse to bogus bills end uncovered advances to speculatiwve
ship~owners, to dabblers in American Railway stocks or in prair-
ie allotments. In the frequency with which securities are ..
taken for =all direct advances lies the marked difference between
British and Australian banking. - That a bank of issue should
“advance. any large proportion of money reqguired to purchase land,
when it is boughkt for resale simply in the expectation of in-
creased value, would be travelling outside ite province, and
invading the business of the land and moritgage companies. But
in taking a lien over the déeds of a farm, to be redeemed out of
growinig crop - in anticipating tlie proceeds of a half-grown clip
of wool, = in lending on mortgage of stock, to be paid within a
defined period by sales, = in helping the customer ofigood means
and amplerrevenue to extend his possessions when he shows his
ligbility to utilise them advantageously - znd in a dozen ways
that would elicit a solemn sghake of the head in Threadneedle ..
Street, the Australian banks are able to make substential pro- _
fits, combined with & larger measure of safety than can be always
predieted from “two names to & bill." : o
S Indeed, it way be safely said; that notwithstanding
- the large infusion of British influence exercised by Tondon ..
“‘boards of direction, and by the occasional expatriation of in-
gpectors imbued with TLondon ideas, the poldicy of Austrelian benk-
ing has gradually adapted itself to the requirements of a country
di ffering widely in sll essentizls from the mother-laznd. It
may have gone at times tco far in its d&ivergence from experienced
customs, notably in kelping to large acguisitions of land, the
cost of which has been out of a1l proportion to the anmmual income
of the assisted buyer, but even in these cases when such advances
bear but & small relation to the general business, the questicn
is only one of inconvenience not danger. The favourable in-
fluences whiclh have enabled the Australian banks to assist so am-
ply in the development of the country may be seen in its progress-
ive growth in wealth, as evidenced by the bank deposits of the
last twenty years; in the constantly augmenting value of its
landed property, and the increase of its flocks and herds; while
the universslity of the practice of such long dated advances is
Justified by the large proportions whick the leng term deposits
beaxr to the general liabilities. Finally, in Australia, at
least, the banks are free from those sudden and exhaustive drains
of ullion that Continental troubles often infliet on the centre
of British finance. The outflow of the precious metzl is cer-
tainly continuous hence, but then it is not one of the staple
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exports of the sountry. In the worst of panics the banks
would but have to divert the stream into the mint instead of
the mail stesmer, and though the British creditor might find
his remittances ftemporarily diminished - at any rate the Aus-
tralisn depositor would have no ground for any uneasiness.®
Adopting this practice in Australia, it was
only to be expected it would be followed in New Zealand wher@
ihdeed, the Statse borrowing policy furnished conditions so fa-
vorable. Repostng its trust in the latent wealth of the ..
Colony, the Government was borrowing beyond all available
means of payment and the banks saw in its conduct an example

" for lending liberally and trusting to future development for

repayment .

LOAY COMPANIES

A third important factor contributing to the ox-
travagant creation of credit was the extensive operations of 1
the Teoan Companies. The banks regaﬁ@ed these Companies as
their keenest competitors, although the sphers of each should
have been diffarent. - Companies of this kind rendered an
incalcuable serviece to the Colonye They were commonly ’.e
flosted in the United Kingdom with the object of raising funds
there for employment in the Colony-.  Enterprising financiersg
~wére'attracted by the profitable field of investment offered |
oy the Ccloﬁy, where the%?aie of interest was so much higher
than in the 014 Countrys ’

They were Qrganisationé forx the}collection of
capital where it was abundant and for the distribution of it
where ij'wasvscarcéo I havs shé@n the ﬁrgency of the ..
appeal of the Gdlonists‘made in earlier yvears for the estab-
lishment of them. The foilowing from Judge_Chépman's
" ew Zéaland Portfolio® (1843) weli expresses tﬁe nesdi-

w4 may be thought that the formation of a Bank ..
would afford the readiest means of smploying Bnglish capital
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with every prospect of lalg° advantage without the trouble of
superintendnnce and with only moderate risk. I #ill not
for = moment deny that the Wew Zealand settlements offer extra-
ordinary advantages for the employment of banking capital.
The Union Bank of Australia has a braach at Welﬂingﬁon, and I
believe the dirsctors intend to open one at Nelson. The
Wellington branch has been profitable, and has been conducted
without loss but the amount of capital employed is utterly in-
adequate to the large and growing commerce of the commercial
metropolls of New Zealand which still presents an open field
Tor the advantageous employment of banking capital, well worthy
the at+enu:on of the BEnglish capitalist. But a Bank does
not perform the functions which a Loan Company fulfils. A
Loan Company 1s to the land owner and agriculturist what a Bank
is to the Merchant, and however beneficial to the latter class
a Bank may be it does not meet the wants of the agricultural ..
Yody .- In t¥ade the ecredit given is short. The Retail ..
dealer reqguires of the Merchant only such 2 length of credit as
will enable him to give & reasonable credit to his customers.
He calculates the time which is necessary for this purpose and
he gives a written engagement to pay st the end of the period.
The time which experience shows to be necessary soon grows into
a custom and in the commercial langusage of continental Burope
the period at which a Bill is usually drawn is called usance, a
Woxd denoting that which 1s customary.
When written adknow+e¢gman LS are c@llnd into existence
as they are at the foundation of & Colony of Hanglish lenders,
the Merchant finds 1% conveniend to anticipate the day of pgy-
ment by borrowing the money which theses instruments represent.
~To enable him to do this a Bank is an efficient instrument.
' But the very essence of & sound system of banking is
- to lend money for pericds as short as possidle. A Bank which
- discounts two months! Bills appears to give twice as much accome-
modation as one which takes 4 months paper and to lend money for
long perbods on the security of land or indeed on any security
not negotizble would be an unwise departure from the ordinary ..
business of Banking.
To give full effect to tke prodvc+1ve resources of New
Zealand on the one hand and to enable the English capitalists to
. reap allthe benefit whickh the abundant resources of New Zealand
Ly ‘hold out on the other, an institutionis necessary which shall ..
» grant Loans for longer periods - for years in short where ? Bank
if prudently constructed, can only afford them for months."

With the adoption of Sir Julius Vogel's pol-
icy, loan companies multiplied exéeedinglye In 1881 the follow-

ing companies were doing business in New gealand -

Caplital.

. , : ‘ Subscribed. Pai d-up.
The Australian and N.Z.Mortgage Co. 1,750,000 350,000
The Colonial Investment & Agency Co. of .

N Ze _ 305 ,000 61,000

The National Mortgage & Agency Co. N.Z. 545,000 54,500
Thie Northern Investment Co. of N.2Z. 250,000 25 ,000°
The N.Z.Toan & Mercantile Agency 3,000,000 300,000
The V.Z.Trust & Toan Coy. 1,200,000 600,000
The Otago & Southland Investment Co. - 500,000 100,000
The Scottish & N.Z. Invebument Co. ....500,000 100,000
Tot al : 8,050,000 1590,500

Pt ¢ -

1. Page 43.
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These Companies employed their capital on mortgage
of real estate and occasionally in the purchase of large blocks
of land to be cut up in lots suitable to settlers.

. This was precisely the kind of assistance that was
most needed in the ColonyQ ~ The cry that over-sounded svery
other was "ca‘pital for development." The only sscurity
- that could be offered in most cases was land whose resources were
-~ to be developed by the capital. Money lenders were wanted who
had faith in the country, who were prepared to sink their capital
in it and wait until its productiveness allowed of repayment.
Tkis was just the kind of investment that recognised benking oo
forbade any meddling with on the part of banks. . But to adopt
this counsel of perfection in New Zealand meant not oﬁly a shut-
ting off of an apprarently profitable avenue for the eﬁployment
of the banks'! funds but also a serious éontraction of the busi-
ness which the banks were doing prior to the entrance of ﬁany of
the nmortgage Gompanies. The banks had got into the habifiof\
taking land as coliateraIFSecurity to bills. The pills with-
out it were often rathei slender cover.  The fact was that the
comnercial business of the Colony afforded a most inadequate ..

' field for the employment of all the resources of the estatlished
anks. Before the activity of the IOﬁn.oompanies became pro;
nounced the banks céuld reject sucﬁ apnlications for advancés on
land as it deemed inprudent without any results to its general
businéés,' But when the.loan compand es wére offering éccommo«
dation_freelz,to turn down demands was to run the risk of S0 ..
offending the public as to occasion the transfer of much business
from the banks to the companies.

This dangér was accentuated by the fact that the ..
loan companies soon began to reoeive and pay interest on depoéits,
Thus they threatened to take away that important and lucrative
function of banking whick consists in acting as int e-rmed.ia‘rryf ..

between the lenders and borrowers of capital. The outcome of
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the competition was tha; the benks succumbed to the temptation
to ehlarge their profits by participation in illegitimate ..
business. Many, indeed, entered into arrangements with
loan companies by which the latter were assisted with money by
the banks and acted to a large extent as their agents.

Upon the benks thien were exertedApoweful influences
to deflect them from the path of sound banking; An extravagant
State borrowing policy encouraged the dependence upon goredit.
Before long ewerybody was pledging his asséts to the utmost to
extend his credit 3nd ther eby take the fullest adv&ntage of the
prosperity which seemed to: m&rk every entergrise. This in=-
fluence was seconded by the constant pressurs of the public for
accommodation on the security of real estate and by the ﬁreaded
competition of the loan companies.

The combined pressure of these factors might not
“have a&ﬁiled to push the banks astray but for the channel of op-
portunity afforded by the systsm of granting overdrafts copied
from the Cash Sredit principle of Scotland. Following the more
conservative practice of Englﬁnd the banks had not in the early
days of settlement exhibited any willingness to adopt the Scotch
systan.  That system, however, receiving‘the sanction of nigh
authority and having wrought such beneficial transformation in
Scotland soon forced itself upon the aeceptance of the banks in
%he"colony, where the need;of credit for the purpose of produc-

ing commodities as well as for transferring them was more urgent

then it had ever been in Scotland.

The Oriental Bank boldly introduced the innovation 
on its establishment in New Zealand by publicly advertising that
it would grant ¢ash credits. The Union Bank was ultimately ..
compelled to follow suit and so the principle got ro0ted in the
banking practice of New Zealand. By paying less and less ..

heed to the personal security of those to whom cash credits were
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granted and more and more attention to the land for the develop-
ment of which the advances were wanted the banks slipped mar 2 oXx
less insengibiy into a condition of peril. Thé fact is thati
the co~operafion of many causes turned the banks to a large ex-
tent into 1and‘bahks which eﬁdeavoured to tum into ﬂmney the ..
blanded resources of the Colony. This attempt was not made by
means of bank-notes. ~ No credit instruments of thet kind, ﬁr%ns-v
migsible from hand to hand, weres is sued on the sitrength of the
country's latent wealth. The note issus was Sutﬁect to restrict-
iong, too narrvow, to meke it convenlent for that purpose. Beg-
sides, the whole course of banking experience in Ingland and the
utterances of banking authorities concentrated atﬁention upon ..
bank-notes as the paramount source of danger, Experience had
vyet to teach that the over-issue of monsy in the form of crediﬁ.was
easy and as perilous by othér means as by that of paper"moneyg
The paper, after all, as Macleod pointsvout, only represents a
credit given and the credit can be given by zn entry in the boéks
of & bank just as effectively.

| It will be well to examine deductively the consequen=
ces to be expected from the policy pursued by the banks and then tc
test the conclusions inductively by refersnce to actual banking ..

experience.
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CHAPTER IX.

BANKS 4AND -.GBEDIT,

T R M W e o oy S o e e o g

A bank is en institution of credit. In its gemenpe A crediy

operation is the giving ;vof prevsmt-pa@mmsigg_ power over @Q@
in réturn for a promise tai-rk-t:éz_;s;‘w .pur‘chasin_g pawer over
goods in the future. It is an exchange .of Qoméditie's in the
pvresent for commodities in the future. The men or imstitution
giving the oozmnoditieé in the i)&'ié‘sem or ‘the power {o give

them is the lender, the men -or institution undertaking to
gixfe commoditi‘e.a in th{arfuture__or‘“,zhe pover to gel them is the
| borrower. The transa@t;ion is é:q:r\e'ss;ed in ‘terms of mongy
but in reality it is based on en exchange of g_gcﬁs» vwith an
interval of time. between'tha first a‘md" second act iﬁthe‘@x-

change.
‘The true nature of eredlt 1s well exprasséd by
1

Professor Leughlin in ""fhe Pnﬂ—ciplies of’ Money": .

"Wheneeér cred“it is graf;tea, it w111 be founcl that in .
return for the present ise of means of payment in eurz-eﬁb

f‘unds & mén has pledged some pmperty ne owns,ok is be-

lieved to owi, bBut %a Waish hg $1i11 holds the titie in
case he repeys the 1@@&1; It usuam ha;apma thet thHe
borrower hasg avoods, or Seﬁur‘itles or Sa“:ka?a‘ie ;ﬁ'épﬁ!"ﬁ&\-&?
it mey; be only a 1egit1ma:te expgctatxgﬁ ot govds - ¥hich he
¢ennot usé, in thelr presenf. :E‘orm &3 géheml purchasing
powar. If the manufacturer could turn the Stock ot héry-

estprs and mowers in his waredouse ;mto mesng of paymsnt

he could buy more materlal employ mor & labor, and heve
more ma,chlnes reddy for the neéxt selling season; or it
he has scld them to gobbers on timié and if ne ce&ld get |
present means of payiient for tie sums dué him in ths f’ut&rb

hé doulld ehlarge nis business. At this point the devdléprint
1. Pp 78 - B1. : o
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ot ,;;m;; comes %o hig #id.  On Ghe besis bF property,
gets a leen;  gradil spekjes i “to Wi lize hie résources
without pargipg with heir genstship 1€xcept Bt moditEed
by the p?m@egi :t,zt, sugbles m%ﬁ%ﬁmgg s W@— aver

g;gge,ml, - It s aemm %mhm’m& pen ie: mi@ mﬁﬁfﬁ |
into meens of peyment, T4 i mhei Bir Jeges Steusth so
 well described as “meltiing down of weplth inke benk momey -"
Naiurany there erises some methodigal eprpaugemsnt
for giving credil, by t?idée "‘w%anh;ave p?qpef*ty &rid_ cajgital
to loan. Such institutions sfe usuelly eelled banks;
although lending way be Berried on hy indivigigalrs. : Thg
sums to be loaﬁeﬂs ‘éa‘a;ihough éx;:ressre‘fif.in dollers, replfesgnt
goods which lenders are ;wiiliﬂ,é te Hand over to borrowers

on obliga"?t\ioas' Tor repuydens Umzs‘fé& f‘“ﬁ%& &ﬁ-cuml@i% 3

bank deposits, and swits dwmed by persmfs uneble ot amaimg
~ to employ thém in m&mtfzbﬁ Gciieéﬁ in ihistiwﬁx&ﬁk for
zmreszmm, Thess goods sppear op ihe deppsit mocounts i
terms of money; but nope Of the institutions hexp money tg
give out for the sum of a2kl thﬂ lizpilities. Only specie
eﬁough is kept t’e‘mee“é'the demends of those suspicious, or
frightened, persons who may ﬁfé}z to tern goodé into vsfat_ué.z
cash. Of course, if all wismf fo- do s0 Jnet =ll could do
3¢, and gedersl 5%433&31011 would result. This eenelusimf
mak«ns :i:t Plear thet the reel ! ~olgect. ig 1:0 £et from goods

we howe 1B @ﬁ% e heve mt, ﬁm@my is used only for
facilidsting this precess. But oredif £ &iﬁ% b Yery
clever devite for M&%ﬂm gﬁﬁw? - @%ﬁn %ﬁ%‘k re-
sorting 4o ihe setiusl €ramsted bY the &3@@5@ Stemdarad fa:;f
otley .woney). ™ ' |

Wit “setvine ‘taus rerldertq te the wommnity by w4 :vmzm-w
tion v} breatt s inestihebie,
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*thus 'eoins selsble propeTiy into mesus of peyment for tae
vorrower does so anly afier deviding thet the goods ot the
pesis of the trenssciion ers merketsble;  that }.ﬁz thet
ne#es, or bills ip the leather trade for i;ggstﬁance, are-
safe paper t0 discount. In brief, the W’Z pf coining
prdperty inte immediate means of peyment is depe on the
. responsibility of the lender; since if, Yy any misteke
'of\judgment or hopor, the goods behind the psper are not
salable, or if they are not capsble of being:reached be~
cause pf.gfror'orJf§a&ﬁ,'the-institutien peys the scot,
and stends the loser. The situation is much the_saméa if
,thé collateral - whieh ig in réglity simplyra t;tle_to.
| forms pf‘properiy - déprgciate&;_ since tha@ is only
| another way of saying thet the value of good‘s, on which
the”sequ;ities:are @ased,.haveffalla@e ~ Hence tiie pro-
cess élwa:srs has '»‘ih»h*{.a .ec‘rre'c:t.ive, this brake, :that & misiakg,,
is f5119wﬁd;b¥'1938't0'th£ bank,‘&r\lgﬁdér, The lender is,
thereforg, under a constant pressure ér self-interest o
| see that the goods behind the paper arﬁ,isaiaa’bl e, am
thét theﬁproceada of the sele will appear in &mﬂuni_suffi—.
cient to t&k@_up'the obiigation@at‘maturity. 7The credit
institutions, by thus deting, even uﬁdér a<heaVy reSponé—
ibili#y Tfor imerrancy, enable the emmnuz;it& te set .intd
circulatieh 5 into the Tree exchange of goods againét
goods - a vast amount Qf’propertyfand commndities, which
otherwise must remein sn inert mess in the hands of owneré.
By credit Operatzons thﬁy enl&rge the 1ndustr1a1 activity

of the very persons msst ready and &ble to aet ;udlcleasly.

it tnere were mo credit, we should nei se¢, a8 now in-
dividuals and firms enabled to do a business enormously

greater then would be possible with only the capital
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"which they actually own, The-enoouragement pf industry and
the enlargement ofvtransactions are the services rendered to
seclety by banks and leaders,"

A significant feature qf banking as an institution_of
credit is that 1ts liabilities are subject to discharge in coin
on demand.. A large proportion of its deposits are liable to
withdrawal at a’moment's notice and its bank-notes are payable
on demand to bearer, The fixed deposits, to6o, are usually
fixed,pnly for short periods, Only the capital subscribed by
the sharehol@ers is beyond the reach of more or less sudden
demand for payment, This capital forms but a small part of the

resources employed by a bank, Deposits are a far more con-

siderable quantity. These resources it lends out to its customers,

Thus the bulk of what a bank lends is subject to immediate re-.
call from the bank, For this reason it is a cardinal principle
of’banking'that assets should be kept in a }iquid or easily
realisable condition, A bank owes vast sums to its depositors
and note hqlders who may require of it payment withoutlprevious
notice or on short notice, If it has lent out the money‘it;
owes on loans for long periods it incapacitates itself from meétw
ing promptly itd obligations according to its engagement, For
this reason the favourite security of bankers is cdmmercial
paper discountable at from one to three months. The‘assets

are thereby liquified several times each year, A bank oécupies
a peculiar financial position., On fhe one hand it is héavily
indebted to depositors; on the other hand the borrowing public
is'heavi}y indebted to it, | The former represents ihe liability
of the bank, the latter the assets by which that 1iability is
to be met, Its means of discharging its debt consists of debts
due to it. Its business after all is to deal in debts. Its
only way of redeeming the debts due by it is to call up the

debts due to it, If these for any reason cannot be called ap,

»

if the time for their payment has not arri#edﬁ@r the bank'ddeb-

tors are unable to pay, the bank must necegsarily suspend payment -

unless its creditors suspend demand,, Now if the bank were re-
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quired to keep cgsh sufficiept to meet its obligatidnéknot»only
tﬁe p;ofit”but the publiq benefit of banking would disappear,
The interests of commerce insist that it shall incur debts for
the purpose of creating further debts.,  Nevertheless, "every
credit operatiqn implies a possiblé cash transaction® énd
"prudent banking ansists in making due ailowahce for cash de-
‘mands,invqlving the creation of crédit%a Thus sound\banking
requires an adequate cash reserve and the investment of re-

sources in easily realisable securities,

The obligation imposed»upon banks to étand always pre-

pared for the immediate liquidation of exﬁénsive liabilities
prescribeérstrict 1imits tq‘thg'nature of the buSingeg,they-can
safely embark upcn., Anwipvestméntuwhich”might_be perfeqtiy |
i sound to a loan bompany might be fraught with danger.to a bank,
The former cad invest its funds for long periods of years having
the full assurance that the money it invests will not be required
during the period, A loan company is secure'go long as its
assets actually equal its liabilities; a bank may be in thié
condition and yet'break by reason of inabilité’to furnish im=-
mediate payment in cash of its debts, It circulates ?romises to

pay on demand and registers si@ilar promises on its books to the
credit of its depositors, whilst it lends out the fﬁnds, placed
at its dispdsal on such terms, for peribds more or less fixed,
}The essence of banking is thét the hank is liable to pay its
creditors on demand while its debtors are dhly liable to pay it

after the lapse of time, Any impairment of confidence in the

bank causes its creditors to rush for a redemption of the promiées;

If the rush continues long enough the most prudent bank must neces
sarily close itis doors., .But qonfidence‘is invariably reétofed
long bvefore this}extremity is reached, so long as the bank has
beén'carefgl to‘preserve.a‘large proportion of‘its assets in
1iquid form -« in cash and Quiéklj realisable securities.' If,
however, it has»permitted its_funds to be sﬁnk in the purchasés

" of land or in permanent improvements, such fuhds, howevér ample
the security may be in the long run, are removed from'the.seriice

1, Hartley Whthers,"The Meaning of Money"(2nd ®d.) P. 36.
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ofﬂthatrprg-eminentﬂfunctiop'of the_bank-to pay cgshlqn demand.
Thevmgre_fact_phatﬁa pgnk takes oniy 1aﬁ§%§sﬂcollateral_security
and has the personal security of the lender, and may be of guaran-
tors,is generally npt of much help to the banker at the time
help is needed. A man pbtaining an advance to buy land or to
improve it puts the money beyond the reach of himself as well as
the bank. Even though the advance is an overdraft liable to
be called in by the bank at a moment's notice, practically
it cannot be so cal;ed up becauée of the inability of the borrower
to pay until he harvestis the fruits of the expenditure of the |
loan. .The matter is qqite differen£ when an advance is made on
a tréde bill. “7This represents goods in existence sold say by
kthe manufacturer to the dealer on terms of 3 months’, .credit,

The hank for a small charge called discount undertakes to give
the credit instead of the vendoXx. When the bank collects the
money from the dealer, the latter will under normal conditlons
have disposed of the goods and made his profit and will have the

money wherewith to meet his bill, By fihancing commercial
bills the bank is lending its credit until the goods the bills
represent are_transferred from seller to buyer and made avail-
able for profitable use. There is thus an important difference
between_lending on trade transactions and lending to promote
agriculture or landed interests," In the former case the com-
modities which are the subject of the trade are desired by the
buyer to be turned as soon as may be into money£ the banker '
‘simply anticipates the money that the goods will realise. The
goods are on their way to becohe realised in cash, It is this
which makes the security so peculiarly suitable to banks,
Commercial bills represent exchanges of more or less “finished"
commodities, consumérs' goods of any "order but the first," and
exchange means the conversion of goods into money. Quite the
opposite is the case with money advanced to promote production
or the buying of land by setilers. Although the advance is
nominally made payable on demand it is necessarily fixed for

a long time. - Years may elapse before the operations of the
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of that pre-eminent function of the bank-to pay cash on demand.
Themese fact that a bank takes only land.ds collateral seourity
and hgs the pgrsgnal sgcurity pf thevlender,and may be of guaran-
to:s,is generally not of much help to the banker at the timé
help is needed. A man obtaining an advance to buy land or to
improve it puts the money beyond the reach of himself as well as
the bank, Even though the advance is an overdraft liable to
be called in by the bank at a moment's notice, practically
it cannot be so called up becauée of the inability of the borrower
to pay until he harvests the fruits of the expenditure of the
loan. .The matter is qgite different when an advance is made on
a tréde bill. This represents goods in existence sold say by
the manufacturer to the dealer on terms of 3 months’, .credit,
The bank fqr a small charge called discount undertakes to give
the credit instead of the vendor, When the bank collecis the
money from the dealer, the latter will under normal conditions
have disposed of the goods and made his profit and will have the
money wherewith to meet his bill, By fihancing commercial
bills the bank is lending its credit until the goods the bills
represent arevtransferred from seller to buyer and made avail-
able for profitable use, Theré is thus an important difference
betweenllending on trade transactions and lending to promote
agriculture or landed interests,"‘ln the former case the com-
modities which are the subject of the trade aré desired by the
buyer.to be turned as soon as may be into money§ the banker _
'aimply anticipates the money that the goods will realise, The
goods are on their way ﬁo becoMe realised in cash, It is this
which makes the security so peculiarly suitable to banks,
Commercial bills represent exchanges of more or less #finished"
commodities, consumérs' goods of any "order but the first," and
exchange means the conversion of goods into money, Quite the
opposite is the case with money advanced to promote production
or the buying of land by setﬁiers. Although the advance is
nominally made payable on demand it is necessarily fixed for

a long time., - Years may elapse before the operations of the
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borrower epable the money he has borrowed tp return to him again,
In the meantimé the loan must lie in an unliquif;able form,
The grave risks undertaken by banks in lending extensively for
productive’purposes are easily realised on a 1ittle consideration,
In the first place ability to repay‘depends upon future produc-
tion - an ability liable to far moré impediments than the ability
tq_sell goods already in existence, In the second place the
land is liable to depreciation in value, and'its products to re-
duction of price, As a consequence the bank may find itself
in the position of not‘being able to enforce'the‘pérsénalvcove-
nant of the borrower and of being compelled to take over in a
falling market a security which cannot be sold except at an
enormous gacrifice, Advances for productive enterprise usually
awell in times of rising prices; the value of land rises cor-
respondingly; rising land values lead to awspeculativé antici-
patibn of them and a traffic in them not for productive purposes
but merely for appropriation of the rising values; nominal
values having outstripped productiveness there follows the period
of re-adjustment and falling values kxnown as a depression or,
if‘specially acute, a crisis, Since it is on the basis of ris-
ing vélues that advances are most freely made the time of con-
traction leaves a bank with debtors who camot pay and with
securities that cannot be realised, Nevertheless the banks'
liability to pay on demand remains unaltered. Legally it has
a right to make demand for immediate payment upon the borrowers,
for most of the loanqyother than discounts by Colonial Banks are
made payable on demand, but practically thé right is absolutely
useless, Far from being able to repay the principle, the
debtors are probably in afrear with the interest.. And this time
of reaction, when its securities are unrealisable, is just the
time when its deposito;s and other creditors are specially dis-
posed to exercise their right of demanding payment from the bank,
The peril of lending money under conditions which render it so

liable to become inaccessible is made the mofe apparent by a

consideration of the extent to which banks have displacéd the use
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of cash by c:edit{ ) In the Report of the Committee of the House

of Commons on the crisis of 1857 a statement by Mr, Slater shews
that not_2% of the_transactiqns of his bank were marked by‘the
employment of gold, and gold, silver and copper together only
entered inio its operétions to the extent of slightiy over 2%.
This no doubt was typical»of banking in England at the time,
The'use of credit has deve}oped much since then, New Zealand,
however, owing fo»its sparse ahd scattered population has
probably always required a larger ratio of'coin‘to populationg
than Great Britain, It takes longer for the currency to get
back to the banks, Enquiry of(colonial bank managers discloses
the factithat at the present time coin is used approximately in
2% of banking transactions, ‘In the sevenﬁies and eighties the
'banking facilities were not so g}eat as now and the proportion
of coin was cértainly‘greater. ﬁevertheless in those dayé the
amﬁunt of coin actually used must have been negligible, At
the end qf 1913 the cash in the banks_was£5,l93,o45, while the-
deposits were £25,552,836 and the advances £23,876,004. It must
be tremembered that the bulk of the cash in a community at any
time is in*the coffers of the banks, Only what is fequired
for small change remains out, Coin drawn out for wages on
a Saturday is returned for the most part in a few days, It
is perfectly clear therefore, that the banks deal in debts
rather than in ﬁonpy/in the sense of coin, Even the Banks'
deposits are largely made up of debts. £25,552,836"the amount
of deposits in 1913 did not represent éash received, There was
not nearly ihat amount of coin in the whole colony. Banking
indeed consists in the erection of a vast structure of credit
on the foundationaof a small sum of cash, The custom of mer-
chants is rarely to handle coin, It is troublesome to them,
If A wants to pay B £1,000 he draws a cheque upon his bank in
favour of B. B does not draw out the money but has the amount
of the cheque placed to his credit, The result is thét whereas
‘before the cheque was drawn £1,000 stood to the credit of A

in the Bank, it now stands to the credit of B_ in the same or
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~another bank. The banks have effected the diéchgrge of A's

debt without the_use of any coin at all, Again aﬁbank_may
have_offered torit a bili‘for disgount for £,1000 by A who has
drawn for that amount upon B for‘goods sold to the latter., If
satisfied with the bill it will place to the credit of A in its
books £1,000 lgss‘a charge for discount, A will not commonly
recelive any money but with this,credit atwthe bank he will trade,
If he has a debt‘to,pgy to C, he will give him a cheque drawn
upon his credit at'thg‘bank,‘>.$hu§‘the predit will be transferred
from A‘to c. _Still anqther typical case may be given, A may
apply to the bank for an advaﬁce of £l,ooo.by way of overdraft to
enable him‘to_buy_anarm.qffgripguthe_farmvas chlateral security.
If the bank acceded to the application it will record in its
books £1,000 to the credit of A, A_Willlﬁhen ?ay for the farm
by drawing a Qheque_qn;thg Bank to the amount of his credit.

This qheéue‘will thus transfer to the credit of thé vendor of

the farm £1,000, Thus a loan of £1,000 is made to A on which

he will continue to pay interest until i;/gngﬁd without the
vBankfs parting with any cash at all. The great bulk of deposits
are of the same character, iDepogits are commonly but the reverse
side of advances, Of course there is a considerable amount of
cash actually paid_;nto the Banks by their customers which form |
deposits_whether fixed or»on curr¢nt account, But the lending ”
operations of the Banks already referred to indicate the more

usual way of creating deposits, When A got a credit of £1000 i
by discounting h;s bill or by pledging his farm, he obtained a E
deposit to that amount at the bank, When his credit was trans-
ferred‘to B by cheque, - B's deposit wé% increased_by the amount

by which A's was diﬁinished. Thus the loan of the Bank to A

nqt only swells thé total of the advances of the banks but equally
_inc?éases the to#al»of their deposits, The advance represents a |
debt of A until it is répaid but in the meantime the advance is

transferred from one to another andvat egch transfer the transfer-

or lessens hisvdeposit and the transferee increaées his, When |

A ultimately pays his debt to the Bank there will be a cancel-
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1ation of ankadvange and‘of a deposit}ur In the case of the'bill |
discounted, the bank will collect the amount of the bill at
maturity from B who‘will_pay by_pheque, transferring a credit of
his to the bank which will discharge the debt of A, 1In the
case of the overdraft A will pay into his account a cheéue from i
the merchant to whom he has sold the produce of his farm which i
will_t:ansfér a credit of the merchant to A thereby wiping out j
his liability to the,bank, Such a transfer of credit to A i
extinguishee hi\ debt to the bank and at the same time extlnguishe‘
a deposit Qf‘equal amount, By transferring his credit or |
deposit to A,)the re rson who hasvpaid A has had his déposit can- :
celled é;i%ﬁgﬁdebt of A to the Bank, Thus the circulation of

the credit~or_deposit givep»by the bank in the first instance to

A as a loan has énded. * Care must be taken to avoid confuéion

in ﬂﬁe use,df_the‘tgrma‘deposit and advance, The Banks'common
way of grantihg an advance-to A is by placing a credit in its
books to him, This then constitutes a liability (arising out of
a loan contract) of the bank to A which liability is termed a

deposit just 88 a liability created by A's actually paying money

into the bank would’be called a deposit, and would be included
under the head of deposits on the liability side in the banks o
balance sheet, This liability of the bank‘to pay immediately !
to A is counter balanced‘by a liability on the part of A to pay
the!%ank at a future time. This liability is represented in

the books as a debit against:Avand would be inclﬁded.under the
head of advances or discountsron the assets side of the balance
sheet, When now A has drawn on and exhéusted his credit, his

dep031t is w1thdrawn ‘but the débit or debt to the Bank remalns.

- There is a dlfference between the anllsh and Colonial practlce

respecting advances. When a customer arranges for a loan in
England it is usual for him to draw a cheque for the amount of .
the loan at once upon a separate advance account, The loan is |

then placed at once to the credit of his operative account and

drawn upon as needed, In New Zealand a customer wanting a loan
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arranges for a right of overdraft up to a fixed 1imit.» He is
only shewn as a debtor for the actual amount he is using.
Suppose the advance arranged for to be £1,000 of which the

customer immediately uses only £700, then in the balance sheet'

of the English bank the full £1,000 would be shewn at once as an
advance and as a deposit of the borrower white—in-the-balanse

in the balance sheet of the quonial Bank only the-£700 actually
drawn by ﬁhe borrower would be éhewn as an advance to him and the
same amount wouldr(if drawh_in the usual way_by a transfer of
‘.credit) be’shewn_as‘a deposi£,‘in the 1énding_bank or in some
other’bank, of the person to whom the bofrpwer paid what he had
dravm out.  According to either practice advances commonly
create deposits; .bq;_in‘Newlggalanqmthe published figures in-
dicate the aqtual drawings only. v» -

When the_credit”givqn_by_thq Colonial Bank to A has been
drawn against, the debt stands until A has transferred to him
the Qredit of anqther_person which he pays_into the bank )by
payingAthat other person's cheque to his banking account) and
thus cancels his debt by the credit. The important‘p§int to
note is that up t§ the time of/the repayment of the loan, a
deposit to the amount of the loan has been in circulation,
rhisvdeposit currency forms the chiéf part of the medium‘of ex=
change in ali communities served by efficient banks of deposit,
If bank A has a debt against a customer on its books the same
bank or bank B has a deposit of equivalent amount to the credit
of another customer. Thus advances begin by the creation of
deposits which are transferred from debtor to creditor discharg-
ing debts as they go. They perform the function of money
while dispensing with the use of it. The total advances and
deposits'of the banks of a country represent a gigantic accumu-
lation,of;dreditAtransaétions. Of course all these transacticns
are based upon akliability to pay in cash and every ndw and

then cash is used., The borrower from the bank candraw out his
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1qan in}cash or notes”if he likes; But commonly he dogs not
and the Baﬁks“équld’not possibly grant the accommodation"they
do if qommonly he did, There is not the coin in circulation
vfor.ﬁhe purpose}f | |
The question now arises what are the limits to the dreation
vacredit. Legitimate credit has well defined although flexible
and wide %Doundaries, This is illustratedrby‘ccmmercial bills,
A bill of exchange represents a debt on the sale of merchandise,
The buyer owes its_pfigtho the gseller and the bill represents
the debt,u It is not convenient for the buyer to pay its price
at once and’the seller_givgs him’3 monﬁh’s credit.and takes his
bill, - The seller transferé_the burden of waiting to the Bank.
In the ordinary.course ofrthipgs the buyer will have respld the
goods before thé time of payment arrives andrthus will h;ve ob-
tained meénstwith which tq_meet the‘bill.‘ »The_bill is really
based‘upon goods which have th¢_pp&er qf earning thgramount of
the.bill. It is true there may be_sévergl bills negotiated with
 respecthq theAsame goqu but gach b;ll representé a separate
transfer of the goodsfand_at,eabhwpransfer the amount ofvthe bill
is_rea}ieed, » Thusthe_maanactpren»may draw a bill for gqods
goid tq tge wholesale merchantﬂand the whglésale merchant‘draw
‘another on the sale of the same goods to thé retailer. But while
therevare two bills there are also two pajments. The wholesale
merchant meeté the first billlqut of the price he obtdins from
the retailer and thevrétailer meets the second out &6f the price
he obtains from the consumer, The retailer may give credit to
his qustomers'but such credit is not.made the subject of discoun=-
table bills because the retailef's'customers will consume the
goods and not use them as a means of furthér profit. The com=
modities have come tb the end bf:their earning poWer, Up to
this point the bills have been represéﬁted by goods actually in
existence and with capacipy to realise money to redeem the bills,
Such bills seem rightly called "real® bins‘?"
1. See,Purchésins Péwer_of Money, ?; 44, Irving Fisher,

2. See Macleod Volume 1, p.p. 306 -7,
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They are_generaily recognised as forming an ideal security

for the employment of the funds of a bank; So long as general
prices are steady and the tradé‘transactions are sound the
negotiéﬁion of such bills may be regarded’as a pérfectly safe
investment. It is true that owing td’miscalculaﬁions of the
market, or fluctuations in prices, or deterioration of'goods»or
other similar misadfenture the gopds may be disabled from realis-
ing the amount which has been borroﬁed on them as represented

by the bill. If such is the case the acceptor of the bill must
prdvide for payment from other assets, If he has none avallable

&
he faileg to meet his bill, A sudden fall in prices may occasion

many traders to repudaatgvin this way, Then begins a collapse
of credit whiqh makes everyrpne eager to tﬁrn credit into pay-
ment, The ﬁank sets the example, The acceptgza‘of the bill‘
failing it turns to theAarawer, When this is done to any ex-
tent disaster is bound to follow_becausé the drawers have parted
with the goods which it_was intended should earn the money to

. meet the bills, In other words the asset on which the 1iébility
rested has been 1oét. Any widespread enforcement of liabilities
when their correspohding asséts have been destroyed is bound to
meet with much inability to pay. In the endeavour to meet

their liabilities both acceptors and drawers and indeed endorsers
of bills press their debtors and before long the pressure comes
upon the bank, The bank is necessarily a great debtor and a
debtor that has undertaken to pay most of its debts on demand in
specie. In times of general pressure people are not prepared

to accept payment in the form of promises to pay oi credit,

It is just the failure of many of these promises that has led

to the general rush to call in liabilities. Hence the bank
suffers not only from a general contraction of credit and ah
inahility to realise a portion of its securities but also from
the withdrawal of deposits in cash, It requires strong reserves
of coin and of security quickly convertible into coin/to with-
stand successfully such pressure, Such are the difficulties

a bank must be prepared to encounter when restricting its operation:




to what the most conservative bankers approvt:

| But the lending of a bank is rarely limitgd torthe‘dicounting
of real bills, Its:chieﬁ';Qgcern‘being”the personal credit of
the bof:ower or his.guafantors ithakes advances where this is
goodlapart from the existence ofvreal bills, This may take
the form pf discounting accommodation bills or lending money
fo: the purpose of assisting the future_production of wealth,
Here:the_elements of fisk enter more largely. Where A draws a
bill upon B,when B is not indebted to A but which B accepts in
Qrder that A, having the a@vantage Qf B's name, may raise money
onvthg_bill_at the bank, we”havé a creation of credit unfounded
upon anything produced or capable of earning the amount»of the
bill, If the credit or deposit A obtains at the Bank is used
to buy goods for trade then he has simply got his loan before the
purchase instead of aftér it and the bill is hot substantially
different from a real bill, It is indeed immediately converted
into suchg by the sale of the goods A will secure the means of
redeeming his bill, Butvin its origin thszaccommodation bill
is a pure creation of credit/ggnnected with a normally lucrative
- commercial transgqtion. | There is no assurance that it will be_
afterwards so cpnnegted; - The loan obtained by it may be employed
in some wild speculative way where, when the loan is expended, |
thére‘is ne product or saleable article out of the wvalue of which
the loan may be repaid. The extensive disqounﬁing by the banks
of bills devoted to such purposes‘would be a gravely hazardous
matter, We commonly speak of money being lo#t: when there is no
saleable wéalth as the outcome of its expenditure, Money here
of course means_dredit as well as cash, Times of speculatidn'
are fruitful in these losses, In the last analysis loss meahs
the necessity of payment without resources, When resgources are
created by ﬂhe loaﬁ_the_borrower can readily repéy it by having
transferred to him another's credit in exchahge for the resources,
Thus fhe cbligation of the loan is shifted and it may go on
passihg from one to another indefinitely so long as the person

upon whom it rests for the time being has wealth to offer with it

l. See Fisher, op. cit., v.p. 43 - 47



A owes £1,000 on a bill which he has aocépted; he transfers

the goods which he paid for by this bill to B for £1,000. By
@eans of another bill &ccepted by B and discounted by the bank

A obtains a credit at the bank for £1,100 Which more than meets
his loan of £1,000. But the_lgan ig not»really extinguished;
it is only transfer:ed to B having been‘increased to £1,%00 in
the course of the transfer,.‘ Thus by mere transference of credit
the loan is shifted; »but_whep the loan isilost, in other words
when A transfers his gredit or right,to draw upon the bank in
'exchange for SOmething‘whichvturns but valueless, the further
transference of the loan is arrested A has drawn upon the
credit given to him by the bank and created a debt there, but he
has nntvobtained thereby any ethangeable wealth by giving which

he can get B to assume the debty  Thus A has to repay his loan

with cash or by the sale of other resources,‘in the matter already

described. The failure of his ventﬁre-has stopped the further
extension of credit, ‘Indeed it haé brought about the necessity

of an extinguishment of a‘particqlar credit, It has'pieoipitated
the‘period_of redemptign at a time Qf»least ability for the pur-
pose, Thus there is a limit to the continuance of credit‘for
speculative purposes - the rigorous 1imitAimposed by unpr&ductivé\
ness, Un fqrtunaﬁely there is not the §ame‘£imit to its création
There‘iaino assignable boundary to the manufacture of money or |
credit out of the personai character'of men, The limit to the
circulation of credit however, is not always reached so quickly

as the foregoing would”seem to indicate, An aécommodatioh bill
may be met‘by another aceommodation bill where the credit of the
drawer is good and the second one by a_third and so on, the time
“of realisation bging indefinitely postponed; A business house of
established character'may impose upon a bank by drawing large
numbers of bills on men of straw or dummies,v When discounting
them theAbank“is usually satisfied if the personal credit of the
drawer is‘good, for if the acceptor fails, the bank has the drawer
to fall back upon for payment. The following from Macleo&'

illustrates the way in which accommodation bills may grow with a

man's financial difficulties ultimatel

¥ occasgi :
L. Pages 364 - 5, oning however the




heavier and more signal loss,

"In the case above mentioned, Laurence, Mortimer & Co.
were of very high position and of old standing in the commercial
world. They were leather and hide factors, and the house was
of about fifty years' standing, They bought on commission for
tanners and sqld leapher, and had 1eather consigned to them for
sale, The hides we?e paid for by the tanners' acceptances of
the factors' drafts at four months, In the course of business
they got connected with a considerable number of houses which Were‘
in a state of insolvency., To support these houses, and to ex-
tend their dﬁn,opepations, theyventered into an enormous system of
accommodation paper, They were in the habit of advancing money
to their customers at five per cent,, and then discounting these
bills at their bankers at three per cent,, ihus making two per
cent., by the_transactioﬁ. When theirvcustomers often lost the
money, the bills were renewed, or new ones created of arbitrary
amounts, to conceal the loss, The'house had an agen¢y in Liver=-
pool, which pursued_exactly the same course, They set up people
ostgnsibly'in business, for the purpose of drawing on them, And
these "dummiesg" drgw upon the house, and these cross acceptances
were afloat to a large amount, This will be sufficient to give
an idea of this compiicated net-work of cross transactions between
the hquse-and its satellites, In the meantime heavy losses were
sustained in their trade transactions, which were, in fact, ex-
tracted out of the bankers‘by the fraudulent cgncoction of bills
among the losers, The high standing of the house enabled them
to entangle no less than twenty-nine banks and discount houses
in their meshes, At the time of the stoprage the London House
had liabilities of £820,000 of which £620,000 congsisted of thesev
fraudulent bills, The Liverpobl houde had liabilities of
£158;750 out of which £130,000 were fraudulent, Such is one ex-
ample of the mischief worked by this nefarious system."

The history of the Colonial Bank of New Zealand will furnish
some signal instances of the perils of accommodation bills or

"kites" as they are often called,
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Thus it appears that commercial bills recognised as the -

legitimate subject of a Banks trading, may lead to a hazardous
extension of credit beyond‘éll'possibility of redeeming it,
The security Sf real bills is assaiiable by all the causes ﬁhidh
occas;on a lack of normal_adjuStment between supply and demand o
commodities, but accommodation bills are fraught with fearful
additional danggrs,while their characte: is often undiscoverabie
b& the bank, |

Banks not énly lend on bills which are supposed to represent
actual production in fhe form of goods ready for transfer but they
algoc lend tOjaid productién yet to be effected. - This may be done
in various wayé. It may téke the form‘of ﬁhe cash credits in'
Scotland where on the security of at least two good names a man
.may obtain credit at the bank to,enéble him tﬁ start a mercantile
business or to cultivate a farm, Although‘the advance or credit
isvgiven before any méterial wealth exists out of which repayment
may be providéd/the respohsibility of the guarantors operates to
induce‘them to see»tolthe proper application of the credit borrowed
- in other words to insure that the loan is devoted to the pro-
duction of goods out of whieh iﬁ may be'redeemed. The assistance
~to future production may also take the form of advances to‘business
L m@n_fwithogt sureties on the faith of a good balance sheet or to
agriculturslists on the deposit of title deeds or the mortgage 6f
their lands. 1In each of these cases the bank is satisfied with
the personal liability of the borrower only, feeling assurance in
the lucrative nature of his business or the value of his land,
On the strength of the future earning power of the business or the
land, the bank lends its credit, This kind of lending is attended
‘with_more riék than that of cash creditsy The security offered by
two substantial men is better than that_offered by a substantial
business‘or valuable land, These are 1liable to be oVertaken,
the one by low Qrices and slack trade, the other by diminished
value, New Zealand Banks have never'systematicélly'pursued the
poiicy of the cash credit, they have rather favoured dispensing
with sureties and relying upon collateral security of a material

nature, This has been the chief cause of their distreéses and



wiil regeive gbundant illustration. A bad harvest or a fall

in the price qf produce may make\if'impossible to »nay the
principal when the bank calls it up and may even\embarr?sathe
payment of interest, The same causes are apt to bring about a
fall in the value of the land, making it exceedingly difficult

to realise the security. It is true that the banks may be said
~never to lend money on mortgage fqr fixed periods. The
mortgages are always redeemable on demand of the bank, But
after all redempiion is only possible when the loan has created
by its employment the means of its own repayment, I%«it has
failed in this‘repecﬂ!Athe‘bank_will find that it must”hurse

the borrower or take over his land, When the latter is done it
is generally in time of great depression of values when all pros-
pect of repayment by the borrower has passed away., And a time
of such "dep:ession is just tﬁe time when to sell the land is im-
possible except at a;heavy sacrifice and often practicaily im-
possible under any available conditions, The subsequent
chapters are largely an elucidation.and‘exemplification of this
danger,

Thus banking consists in converting not only all thé éxist-
ing exchangeable wealth into money by giving credit on the foun-
dation of it, but also in cqnverting a great deal of the antici-
pated wealth into money by giving,aredit to be redeemed out of
the wealth whenvcreated." In turning the wealth that is and the
wealth that is to be into money it uses practically no cash.

The money it pays out is simply its credit, It says in effect to
a comnunity I will supply you with monéy to represent youf exist=-
ing and anticipated wealth, As Professor Irving Pisher says
¥Through banks,-he who possesses wealth difficult tove#change,

can create a circulating mediuﬁk* |

Not only do deposits and advances represent credit transac-
tions almost exclusively but even the capital'of‘the bank sub-

scribed by shareholders is represented only to a small extent
by cash. When a man buys shares in a bank he commonly'transfers

1.'Op. cit, p. 41,
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to the bénk's funds by cheque a credit whiCh he has in that

or some other bank. When the bhank Qf New Zealand increased its
capital by £100,000 in 1871, it did not get an increased amount

of coin to that amount, Possibly it received no increase of

coin at all, But A who wished to purchase shares to the value

- of £200 drew a cheque in favour of the bank on £200 that stood

to his creditlin the quk. The €ffect of the transaction was

an increase of the-bank's capital by £200 but it was accomplished
not by A's giving £200 in cash to the bank bﬁt by A's foregoing

the right to draw upon‘that £200 to his credit. Hven the liabile
ity of the bank to pay £200 was not}cancelled. The on;y chaxge
was thgiiim;géﬁno_longer liable to pay that £200 to A-an demand,
The bank had secured thé)right to hold it"and-usé it without being
subject at any time to have it called up, The debt owed by the
bank to A rémained; but its character had been changed, It had 3
become a debt the bank neéd not pay until 1iquidatibn. With this
debt it could now trade more éecurely. As A would not want pay-
ment it could lend to B the £200 or more correctly speaking the
credit to that amount that A had been entitled to draw. Having
lessened its liabilities on demand by £200 it was in a position

to increase its advances by that amount without adding to the

total of its credit obligations. Thus ghé increase of capital
operaﬁes ultimately as a transference of credit from one who has

no immediate use for it to one who forthwith requires it, The

case given is itypiecal, It @akes no substantial difference if the
increase of capital is parfially occasioned by transferring a
credit of A in bank C to the capital funds of bank B. The effect
on banking credit generally is'the same, It thus appears that
banks are dealers in credit,. They buy and sell debts, They re=

. geive relatively few payments in cdinvand they make few, They
pay nearly all their debts by prqmises to pay. ~Bank-notes are

one form of these promises»but far more important are the promises

simply recorded in its books as credits of its customers, When

one customer asks for a redemption of the promise it is effected:
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by simply transferring the promise to another, A calls upon
the bank to pay kY & cheque which B presents; the bank now
credits B or promises tqvpay him and so constanfly éhifts the
payment in. cash by promising to pay somé_one else, Deposits,
advances, and capital are all alike meie credits, a vast edifice
of promises to pay built upon a narrow foundation of doin. The
deposits and the notes are the bank's promises to pay the public:
the advances are the public's promises to pay the banks; the
capital is the bank's pfqmises to pay sharehoiders on liquidation,
All these promises hoWever are promises to pay in cash and hefein
lies the hazard of banking. Depositof A need not accept payment
from the bank by allowing the bank to promise to pay B a debt
which A owes to B. A may_demgndzcash and with the cash pay B.
The Bank‘then begins to feel straitened. So long as pfomises
to pay were satisfactory}it has}no trouble, When A wanted money
to pay B the’bank manager said,”I will promise to ray B instead
of you and that will satisfy B because he has perfect confidence
in my bank.® When B wanted money to pay C the bank undertook
- the obligation for B,land C was satisfied knowing”that he would
be able to pay D in the same way., But if A insists on getting
cash and will not start this credit cycle mqving.'and a multitude
of men like A do the same, the bank is at once in trouble., A
large portion of its depqsits and all its notes are payable in
cash on demand but'the cash in its coffers is always but a very
small proportion of its 1iabi1itiés‘to pay cash dn‘demand, It
cannot pay in cash as it has promised; No bvank can, If it kept
itself in a position to do so ;t would make practically no profits
for its shareholders an& would render no éervice to commerce, and
industry. What then must it do when its creditors are asking
for payment in cash instead of promises to pay other people? 'its
cash being insufficient it must call in its advénces. But it is
a much more difficult thing to obtain payment of advances than to

make them, They are made by the mere creation of deposits, that

is, by promises to pay that pass the credit of one man to the
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credit of another, injdiséharging debts, as coin passes from
hahd to hand, The banks are enabled to make extensive advances
because their promises to pay circulate as effectively.as coin,
So long as the banks have the confidence of the public creation
of credit is easy; far different however is the redemption of
eredit, The advancgs are debts of one class of people and the
deposits credits of another class, It was a simple matter for
A to borrow £1,000 of/the bank by getting it to transfer a credit
fior £1,000 to B to'wh§m A was indebted, The result of the
process was to give A an advance of £1,000 and B a deposit of

the same amount, But when the bank calls upon A to pay that
£1,000 it cannot be paid by mere}y extinguishing a corresponding
deposit, as the advange was made by'creating a corresponding
deposit, A can get an advance by giving a deposit to B; buzﬂ
manifestly A cannot discharge his debt by using a deposit belong-
ing to B who is not indebted to him, He must find some indepens
dent meaﬁs of payment. The resoufce of the bank is not available
to him, He cannot discharge his obligation b& a mere promise,
The bank cah make a loan to A by promising to pay AEB debt to B,
but A cannot repay his loan by any such simple process, He must
actually find the'qash or some goods by selling which, he will
secure to himself a transfer of some one else's cfedit and so

~ be enabled to cancel his debt to the bank, But a time of de-
'pfession and failing credit means that the latter is\just:what
generally he cannot do.  Hence he must pay in cash, = But cash

is just as‘difficuit‘to_prqcure without goods as cradit is,
Besides there is hever an amount of cash in avcountry equivalent
to anything but a small fraetion of the loans of the banks, The
consequence is that no bank from the very nature”of its business
could survive a demand for the withdrawal of all its deposits

and the payment of its notes;. this would involve the calling in
of all its advances and thiq/tguld not do, BSo gigantic are the
traﬁsactions of credit that ruin is averted only by maintaining

the credit. Credit can never be generally liquidated without

disaster, But a bank may sustain a partial 0011apse of credit



if it has a ;grge pr@pqrtibn of 1iquid assets, 1f, poweve:,Ai?s
reserve of cash is meagre‘and thg secu:ities it holds‘for its’gd-
‘vances”arq difficult toﬂliduidatg,_emba?;assment qu;ck;y pvgrtakes
it éa_soon.as there_ié a check tp the ciicu;atipn Qf 6redit owing
to the unproductive employment of the bankis advances, Such un-
productiveness commonly means that the bankvmustrsatisfy itself

out of the.secuyities. - If the secgrity‘copsists in a bill, it

cén fall back upon the drawer. Banks’gene:a;iy know more about
draweré than aéceptors,‘gnd if they have exercised ordinary prudence
in notvdiscounting>forjunsubstantigl men a great nﬁmber of them
will belable‘tg/meet their engggements Qespitevthe st;}ngency oc-
casioned bg»arrested‘credit_follgwing 'arrestedvprodubinn. For
thg most part the drawers will be men with a surplus of assets over
liabilities, At gny rate the risk of a bank's havzng bills on

- it# hands of which it cannot. obtain paymcnt at due time is greatly
lessened by having recourse to the drgwer. Generally when a

bapk_obtains payment‘of an advanog,from‘@ drawe; it does so by_ 
means of cancelling a deposite. fhe drawer is almost invariably
the customer of thé bank which discounts his bill. He keeps

his deposit account there and in a great many cases all that the
bank has to do when the acceptor dishonours the bill is to debit
the.deposit account of the drawer, Thus the advance is repald”
by a cancellation‘of an»equivalent.deposit and no cash 1is needed,:
To be able to realise securities in this way. is of-im@ensé-sef-»
vzce to the bank in a time of contracting credit and demand for
liquidation. Just as the bank had in reality made an advance to
the acceptor by giving a deposit to the'd:awer so now it recalls
that advance by cancelling a deposit of the_drawer.  That is ine
deed ideal security which can be realised by a mere wiping put-of
credits or deposits in the books of a bank. If a bank bouidtdq
this in all cases .it would nevér need to fegr 3 general withdrawal
of deposits, so long as the withdrawals were spread fairly evenly
ove;%three or four months the period of the currency of the bills. To

‘ be able to meet its demand obligations by mere transference of credit
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use the debts due to it by way of advances on bills to meet to a
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simply to retrace ﬁ?é steps by which its credit obligations were
extended, It is a merevfacile undoing of what has been as |
facilely done, 0f course even with bills, the undoing meeté i
with hindrances occasioned when drawers ét the time when the bills
are dishonoured’have no longer deposits available..v Then they i
must either provide cash or get a tfansfer,of credlt by selling |
goods that they have, When this takes place the bank runs the i
risk}of embarrassment.‘ Eér instance, suppose A has discounted 1
a2 bill on B for £1,000 and haveing had £1,000 less diseount, put |
to his credit at his bank haa transferred by cheque his right to !
draw out £1,000 from the bank to C. Assume now that B fails to |
meet the bill and A has not only transferred to C his £1,000 but ?
has no other deposit at the bank., Then C may demand immediate .}
payment of £1,000 in cash from the bank at the time when the bank
finds it cannot obtain immediate’ - payment by credit or cash from
Av$d?B. Nevertheless,'except in times of genuine crisis, and a

complete collapse of confidence in credit, the bank will be able to

large extent the debts due by it in the form of deposits, ;
The cash credit system supplys the same kind of liquid |
security - that is a security flowing easily to fill up a woid of
debt, ;f”the enterprise of thevborrower fails, and‘the lcan
has not ehabled him to produce wealth which would give him the
cash or credit to pay for the loan, the bank falls back upon hié
guarantors, Commonly %hey are men with deposits at the‘ﬁank and
the loan to the borrower is paid by cancelling an equivalent
amount of the surety's deposits, In short, similar considerations
apply to this_kind of éécurity ag apply to mercantile bills, The
borrower of a cash credit offers perhaps less security himself

than the accéptor of a real bill, because the former has not

and the latter hésﬂgoods at the time of the loan which normally

will provide the means of payment, But this deficiency is made '
up by having two guarantors in place of the one, represented by
the drawer of a bili,

But now let us look at the position of a bank in a time of
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contracting credit aﬁd’faiiure of loans‘to provide their own
pgyment out of the fruits of their expenditure; let us look at }
it under such conditions that a large proportion of its advances - 4
are collaterally secured by mortgage of land, ~ As before I assumei
that the borrower has falled to make his loén productive and can- 1
not pay on the bank's deﬁand. The bank then takes over the se-
curity but this in no way sssists the bank in meeting its obliga- |
tions, ‘Thé possession of the land in no sense4equips it better ’
for disgharging its obiigations to pay on démand. Its depositorsl
may be paid in cash or by release of debts.but they cannot be [
paid in land. When thé acceptor of a bill failé to pay there
is usually a credit or deposit of the drawers which can be used 3
for the prupose; So than if the bank does not increase its |
actual cash by the repaymént, it does what aﬁounts to the same
thing, it reduces its liability to pay in cash, But when it
fallé‘back upon the security of land, it thereby gets neither cash(
to meet its liabilities nor credits to lessen them, In short, :

land is a kind of wealth of no service at all to a bank until oon-%
i

i

verted into money, cash or credit, If it can sell the land, the
buyer will either pay cash or give a cheéue on a‘bank'deposit he
'has. v One manner of payment wi11 increase the cash resoﬁrces of
the bank, the other-wil; lessen its need of them, 1In a season_of
contracting credit a bank must be able'to do one or other of these‘
things. But a time of contracting credit is just the period

when the bulk of mén are needing all their cash and.deposits to
meet their engagements, The arrest 6f credit at one point
opérates like the precipitation of a stone in a lake; the dis-
turbance of the surface of therwater extends far beyond the point
of impact, If A, B, €, D, have traded with a certain commodity,

A selling it to B, B to C and C to D and A, B, and C have each
drawn a bill to the amount of the price. then if D loses the
commodity or qannotfdeal p?dfitably with it, he may be unable to
pay C and C may be unable in conseduence to pay B and for the

same reason, B be unable to pay A. In other words, four men

would successively be making desperate efforts tc get cash‘or
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deposits to meet unexpected lqsses. Such‘men are not in a
position tovuse deposits or cash tg_buy‘land or for any other
purpose but to meet existing liabilities, ~And their condition is
typical of that of the vast majority of men at a time of contract-
ing credit and deoression The time when banks have to take over
their landed securities is just the time when they cannot realisé
them and this is generally just the time when their realisation
is imperative, Often it is impossible to getvaumérket at all for
the land; and if it can be sold, it is usually at such a low |
price as to involve the bank in loss, The deposit created at the
kIXQe of the advance Gannot be discharged by the proceeds of the 4
land, thus the final result of‘the‘transaction is a liability by
the bank withoﬁt a correspondinp asaet To avoid ldss from sheer
inability to sell, the bank will endeavour to hold the land until
the process of contraction is over but to do 80, is attenaed with
one or two serlqus_drawbaqks. If the contraction becomes severe
the bank runs imminenp hazard of having to suspend payment of its
debts on demand., Even if this does not take place, the check to |
the circulation of credit, which threw the land into the hands of
the bank”cannot be removed., ~An amount of credit represented by
the loan in the first instance has been cancelled and cannot be

re-issued until the land is sold, When the bank sells the lznd,

it will oktain caah or a qancellation of an existing deposit or
a transfer»of a deposit from another bank - any of which will give
it resources fgr”fnrthérilendinéf_ In the meantime, production
generally may suffer, further, through the bank's having to dis-
charge the extraneous functions of a farm manager, |

In applying the foregoing principles to New Zealand, it must
be borne in mind that there is a considerable difference between
the terms on which deposits are commonly received by English,and
Scotch Jointéjgggksr and those on which deposits are receéived by
Colonial banks, The latter draw a clearer line of division
between fixed and current deposits, Fixed deposits cannot be
withdrawn, like interest-bearing deposits in Great Britain; at

any time on a stipulated notice, They are fixed for a definite

period, and quite s large proportion, for a period of twelve



months, By this means, the 1iabilities at call of the Coionial
banks are relatively less, When the Oriental Bank in 1857
introduced the practice of paying interest on deposits, it fol-
lowed the English custom, but_the custom was soon abandoned by
the New Zealand banks generaliy in faVQur of deposits for terms
'dgfinitely fixed. '“The interest=bearing deposits disclosed in
Table A of the Appendix are deposits sqvfixed, It is apparént
‘vfrom the Table that since 1870, they have qonatituted a large
propqrtiohrqf the total deposits, . This has not taken away from
Colpn;al banks the essential characteristic of banking - that of
:general liability to pay debts on demand - but it has tended to
éualify that 1iabilit& to some extent, This distinction bvetween
British and Colonial_Banks is noted in Mr. Hami1ton's legél work
entitled, "The Law and Praétice of Bankgi?% Australia and New

Avfurther*@istinction betweén Australasian and English bankin
vhas been already referred to but requires special emphasis. An
English bank makes an advance by giving a‘dépositgor a "right to
draw." The loan is made as soon as the riéht is given and be-
fore its exercise.éaﬁmonly in New Zealandban advance_is made by
allowing the customer's current account to‘bé overdrawn, but it
is not”the r@ght to draw buﬁ'the actual draﬁing which is reckoned
thé advance, The right to draw is treated neither as an advanée
nor as a depgsit._untilritwis exercised. - Thus an advanbg may be
made by the exhaustion of a dé?oait instead of by the creation
of one, 0f course, commonly what "A" draws out as an advance,.
he uses to pay "B" who lodges what he receivés in the bank as a
deposit. :
2.

But this redeposit need not necessarily take place, In
New Zealand, as in England, a loan by a bank normally increasés
the depoéit‘currency, but in poiht of time, the loan in New
Zealand is not reckoned as such in New Zealand until the deposit
Agiven by the bvank tq the borrower has been drawn upon by him,
It follows that advanoes and deposits are by.no means the same
1. p.p. 64 - 9,

2. See Irving Pisher, op+ cit. r. 138, , : -



things_in New Zealand and that Macleod's dictum.that banks

"make an advance by.qrea@ing a depost%," requires_qyalification,
Advances in New Zealand arevdeposits withdrawn - given by the
bank and simultaneously drawn upon, They do not invariably
return in the form Qf_depps;tslllodged by customers, Tﬁey
normally dq this where the advance»is made upon goods or produc~
@ion,'_ Ihe advanqg whicp_aggisps production creates the wealth
.which gives to some one money Qr‘credit to deposit in a bank.
Thus it becomes_a,§ign_of_ipflatedhcredit where advances exceed
@eposits. - It'indicayesithgt”créditis.getting_away from its
proper foundation - production, Here is the key to Table B

in the Appendix with its great excess of advances over deposits,

1. Theory & Practice of Banking, Vol. 1, P. 329, -





