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THE NATIONAL BANK OF BELGIUM.

GENERAL SUMMARY.

The history of the National Bank of Belgium is of spe-
cial interest to the student of banking systems because
of the lateness of its foundation and the ability of its
founders to garner up the results of the experience of
Belgium and of other countries in what they conceived
to be the best attainable form of organization. Founded
under these conditions in 1850, twenty years after Bel-
gium became an independent State, the charter of the
National Bank is free from many of those temporary and
local features which influenced the foundation and de-
velopment of some of the other great banks of Furope.
It bears the stamp of the two or three characteristics
which are regarded by many economic students as be-
longing to the ideal bank of issue.

The business of the Bank is limited substantially to the
discount of commercial paper and excludes, except to a
limited extent, advances upon securities or any other
noncommercial asset. Even such securities as are ad-
mitted as investments for the reserve fund or as the cover
for a restricted amount of loans are securities issued by
the Government of Belgium or under its guaranty. In
dealing with commercial paper, the function of the Bank
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is essentially that of rediscounting for the joint-stock
banks and for local discount committees paper which has
been originally discounted with them. This affords to
the Bank the guaranty of third parties for the ultimate
payment of paper discounted and adds to the liquid char-
acter of the assets by reducing to the neighborhood of
forty days the period for which paper has to run after
reaching the Bank.

Upon this basis of quickly convertible commercial paper
is based the system of note issue of the Bank. This issue
is unlimited in amount and is not restricted by the char-
ter even as to the proportion of cash reserve required to
be held. The proportion of reserve was deliberately left
to be fixed by the statutes of the Bank, which are a sub-
ject of mutual agreement between the Minister of Finance
and the administration of the Bank. By this authority
the proportion of cash to notes has been fixed at 3314 per
cent, but the Minister of Finance has power to suspend
this requirement in an emergency. Foreign bills of ex-
change have long been counted as the equivalent of gold
in the reserve and have proved useful on critical occasions
in maintaining control of the exchanges.

Interest is not paid upon deposits in the National Bank,
in order that such deposits as are attracted shall be those
growing out of commercial operations and not those par-
taking of the nature of investments made for the sake of
the interest earned. The outstanding issues of notes,
which reached in 1908 an amount in excess of 800,000,000
francs ($160,000,000) for a population of less than 7,500,-
ooo, constitute the chief liability of the Bank. Current
deposit accounts constitute only about one-tenth of the
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assets of about 1,000,000,000 francs ($200,000,000), which
represent the banking and issuing functions of the Bank.®

Regulation of the money market is attained in part, as
in other European countries dowered with a central bank
of issue, by changing the discount rate. The problem of
money and exchange in Belgium has been complicated by
the large amount of silver coins which were issued before
the suspension of free coinage by the Latin Union in 1873,
and by the fact that this silver has degenerated into the posi-
tion of a token coin, kept at gold par largely through the
control exercised by the National Bank over exchange.
Gold has practically disappeared from circulation, partly
by reason of the issue of notes in large amounts down to
the denomination of 20 francs ($3.86), and partly as the
result of some hesitation on the part of the Bank to raise
the discount rate sharply to offset the adverse current of
exchange. The Bank has preferred to a large extent the
policy of the Bank of France, of replenishing its gold
reserve at its own expense rather than by the elevation of
the discount rate.

The organization of the National Bank of Belgium is
not unlike that of the Banks of France and Germany.
The governor of the Bank is appointed by the King; but
the Government has no share in the ownership, and the
administrative boards are chosen by the shareholders.
The State has kept its hands clean from dipping into the
resources of the Bank by loans, but it has from time to
time, with the renewal of the charter, added to the burdens

a@ While the franc is taken in these generalizations at 20 cents, definite
sums are reduced in this treatise more nearly to the exact equivalent at
19.3 cents to the franc, without, however, carrying out the calculations to
the last decimals.
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imposed upon the Bank by way of gratuitous services and
taxation. The Bank was organized with the view of per-
forming the fiscal functions of the treasury, and its 39
agencies have been distributed in the chief places of Bel-
gium as much to facilitate this end as for the convenience
of the commercial community. So considerable is the
work performed for the State that payments in and out
of the bank for the public treasury have come to exceed
5,000,000,000 francs ($1,000,000,000) annually, exclusive
of the many other operations in the payment of coupons
and conversion of the debt which have been imposed with-
out compensation upon the Bank.

In addition to these direct fiscal services, the National
Bank undertook at the time of its foundation to carry on
a large part of the business of the savings bank, if one
should be created. Such an institution was created in
1865 and has grown until the total amount of deposits is
not far below the assets of the National Bank. While
the detail of the small deposits is not handled by the
National Bank, investments for the savings bank itself
and for its clients, the maintenance of its cash balance,
and the remittance of its funds are all performed, practi-
cally without compensation, by the National Bank.

When the National Bank was created in 1850, it was to
meet a dire need on the part of the Government for a
fiscal agent. The burdens of taxation at first imposed
were, therefore, comparatively light; but with the renewals
of the charter in 1872 and in 1900, the grip of the State
upon the pocket of the bank was tightened. A tax has
been imposed since 1872 amounting to one-half of 1 per
cent annually on the excess of the circulation above

8
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275,000,000 francs. The policy of covering into the public
treasury a large share of the profits took the form of two
requirements in 1872, which were made much more
exacting in 19oo. One of these was the provision that a
percentage of the net profits should be paid into the public
treasury. Under the law of 1872 this division of profits
did not begin until the shareholders had received dividends
of 6 per cent, after which one-fourth of the net excess
went to the State. By the law of 1900, the point at
which division with the State should begin was reduced
to a dividend rate of 4 per cent. Under the earlier law
the excess of receipts from discount above a rate of 5 per
cent went into the public treasury. By the later law the
Bank can not profit from a discount rate above 315 per
cent. To the latter provision is attributed by some the
disposition of the Bank in recent years to prefer to derive
a profit from its note circulation, at the expense of un-
favorable foreign exchanges, rather than to raise the
discount rate radically in order to protect its gold reserve
and the monetary stock of Belgium.

This in outline is the history of the development of the
National Bank of Belgium, which is set forth more in
detail in the following pages. The subjects of banking
theory and practice have been more thoroughly discussed
in Belgium than in some other countries, because each re-
newal of the charter of the National Bank has been for
nearly thirty years, the last renewal continuing the life
of the bank to January 1, 1929. This has led perhaps to
a more thorough examination of the questions involved
than where charters run for shorter terms and proposals
for renewal fall more within the channels of routine. At
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the time of the renewal of the charter of the National
Bank in 1900 the reports alone of the various committees
filled a folio volume of 619 pages and the debates in the
Chambers a still greater space.

Interest was given to the debate by the presence in the
Belgian Chamber of Deputies of some of the most scholarly
and advanced advocates of state socialism, who made a
determined onslaught upon the organization of the Bank.
Hardly a voice was raised, however, against the theory
of a central bank organized to regulate the exchanges or
against the system of note issue under which the Bank had
operated for forty years. The criticisms of the Socialist
deputies were directed rather to the questions of the terms
of the charter, ownership of the Bank by private indi-
viduals rather than by the State, and the proportion of
profits earned which should be covered into the public
treasury.

The principal sources of authority are the records of
the Bank itself, in its carefully prepared annual reports,
and the documents and proceedings relating to the
renewal of the charter in 1872 and in 1900. The reports
submitted on these occasions and the complete debates
in the Chambers are printed in separate volumes and afford
a mine of information as to the operations of the Bank
and its relation to Belgian enterprise. The list of author-
ities cited in various parts of this document appears below.
The parliamentary records are cited throughout the text
simply under the designations ‘Documents Parlemen-
taires” or * Discussions Parlementaires,”’” with the date,
without specifying the fact that they are the documents
relating exclusively to the National Bank, since parlia-

10
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mentary documents or discussions on other subjects are
not cited in this report. The documents used are as
follows:

Banque Nationale de Belgique; Documents Officiels, Relatifs a la
Prorogation de cette Institution, décrétée par la loi du 20 Mai
1872; Brussels, 1872.

Banque Nationale de Belgique: Loi du 26 Mars 1900, Documents
Parlementaires; Brussels, 1901.

Banque Nationale de Belgique: Loi du 26 Mars 1900, Discussions
Parlementaires; Brussels, 19o1.

Banque Nationale de Belgique, Assemblée Générale des Action-
naires, Annual Reports, 1892—-1908.

Banque Nationale de Belgique, Lois Organiques, Statuts, Régle-
ment d’Ordre Intérieur; Brussels, 1907.

Annuaire Statistique de la Belgique, 1907; Brussels, 1908.

Moniteur des Intéréts Matériels (tri-weekly), Brussels.

Les Banques d’Eimission en Europe: Octave Noel, Paris, 1888.

Les Banques d’Emission: Ftude Historique et de Législation Com-
parée: Robert Ulens, Brussels, 1908.

Bank Rate and the Money Market in England, France, Germany,
Holland, and Belgium: R. H. Inglis Palgrave, F. R. S., New
York, 1903.

A History of Banking in all the Leading Nations; edited by the
editor of the Journal of Commerce, New York, 1896.

A History of the Latin Monetary Union: Henry Parker Willis,
Chicago, 1901

A History of Modern Banks of Issue: With an Account of the
Economic Crises of the Nineteenth Century and the Crisis of
1907: Charles A. Conant, New York, 1909.

ORIGIN AND HISTORY OF THE BANK.

The creation of the National Bank of Belgium was one
of the consequences of the separation of Belgium from
Holland in 1830, and of the unsatisfactory condition of
banking which followed the separation. It was only
after experiments for twenty years with existing institu-
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tions, which did not operate satisfactorily as banks of
ssue nor as agents of the treasury, that the National
Bank was created in 1850. The charter adopted followed
simple lines for keeping the Bank free from entangle-
ments by restricting its field of operations to the dis-
counting of commercial paper based upon actual trans-
actions.? So directly and effectively was it aimed at
these results that it became the model of at least two
foreign countries in the reconstruction of their banking
systems. When the Government of Holland remodeled
the charter of the Bank of the Netherlands in 1864, the
new law was based upon that of Belgium. It was declared
by M. Betz, the Netherlands Minister of Finance:?

*“If one wished to qualify definitely by a foreign name
the system adopted by the Government, one would be
near the truth in saying that while the F rench, Scotch,
and American systems have been rejected, the Belgian
system has been chosen.”

In the reform of the currency system of Japan, also in
1882, Count Matsukata, the eminent Minister of Finance,
set forth in his report on the subject: ¢

‘““In point of the perfectness of organization and the well-
regulated condition of business management, the National
Bank of Belgium stands highest. This fact is due doubt-
less to the lateness of its founding, which enabled it to

a1t was declared in the report of M. Descamps to the Senate in 1900,
that while the Belgian system had nothing to fear but everything to gain
from an analysis of its principles, it was proper to recall ““that it had not
been presented to the country as the work of a social reformer, as a system
formulated & priors under the Empire of preconceived economic doctrines,
‘sprung full armed from the head of Jupiter,’ but had been derived from the
simple lessons of experience.”—Documents Parlementaires: 1900, p. 352

b Documents Officiels: 1872, p. 46.

¢ Report on the Adoption of the Gold Standard in Japan, p. 64.

12
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consider fully the mistakes as well as the successes of
older banks. Its regulations are for this reason more
perfect than those of any others, winning highest praises
from the financiers of the world, and leading the Bank of
Amsterdam, at the time of its organization, to closely
follow its pattern. In the case of a Japanese central
bank, therefore, no better pattern can be found than the
National Bank of Belgium; and if the regulations thus
copied are modified to suit our peculiar conditions and
circumstances, I have little doubt that the system thus
adopted will perfectly meet our present need, and that also
in point of practical organization it will prove to be a
success.”’

There were, at the time of the creation of the National
Bank in 1850 four banking institutions in Belgium—the
Société Générale, the Bank of Belgium, the Bank of
Flanders, and the Bank of Liége.¢ The Société Générale
with a capital of 50,000,000 florins (about $20,000,000),
dated from early in the nineteenth century, and under
the Dutch sovereignty performed most of the financial
operations of the Government. The control of the
institution was chiefly in the hands of the Dutch element,
who felt little sympathy with the new political régime
in Belgium. The new Government was compelled, how-
ever, to employ the Bank in the same manner as its
predecessor. The Société Générale, feeling itself indis-
pensable, refused to permit the supervision of the court
of accounts over its management as treasurer for the
State.

a This narrative of the beginnings of the National Bank is based mainly
on Banques d’Emission en Europe, Octave Noel, Paris, 1888, pp. 477-488.
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The Belgian Government sought to remedy this con-
dition of things by the creation of a rival institution. It
lent its favor to the organization of the Bank of Belgium,
which was created in 1835. The Government plainly
indicated its preference by taking away from the Société
Générale its functions as cashier of the treasury and trans-
ferring them to the Bank of Belgium. But the new
institution fell upon troublous times. A crisis loomed
on the horizon in 1837, which became acute in 1838, when
trouble with Holland was threatened over the boundaries
of Limbourg and Luxembourg. The Société Générale
seized the occasion to cripple its younger rival by gather-
ing up its notes and presenting them for redemption. On
December 4, 1838, the sum of 1,000,000 francs ($193,000)
was thus presented. On December 10 another sum of
1,200,000 francs was presented, and on December 15
300,000 francs. The Bank of Belgium was forced to
suspend and to seek the assistance of the Government.
By a law of January 1, 1839, a credit of 2,600,000 francs
($501,800) was granted to the Bank for the redemption
of its notes and for other purposes, and 1,400,000 francs
($270,200) for the repayment of the savings deposits,
which were under its charge.

This temporary relief did not remove the fundamental
causes of weakness. Both the Bank of Belgium and the
Société Générale had locked up considerable amounts of
capital in industrial ventures from which it could not be
readily converted into cash. The crises which affected
Belgium in 1837 and in 1838 were much more serious in
their effects because the two banks had to meet at once
the demand for the redemption of their notes and the

14
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needs of the industrial enterprises which they were sup-
porting. From these two sides—the demands of the pub-
lic and of their industrial clients—the Bank of Belgium
was exposed to the disappearance of its metallic reserve
and the suspension of payments in specie.

Notwithstanding the aid of the Government in 1839, the
same embarrassments recurred in 1842. The Bank of
Belgium confessed its inability to fulfill its financial
mission for the Government and resigned its functions
as cashier of the treasury. The Société Générale had
encountered the same difficulties as the Bank of Belgium.
On its part also it had supported numerous industrial
enterprises and had suffered severely in the financial crises
through which the country had passed. It was even com-
pelled in 1842 to suppress the branches which it main-
tained in the provinces, of which the larger number had
shown bad results, and to continue only the branch at
Antwerp. But the Société Générale was more firmly
established than its rival and was the only institution
which was in position to resume the service of the tréasury
without danger to the public finances.

A new convention restored to the Société Générale the
functions of cashier of the State. The arrangement was,
on the part of the Government, only a makeshift. The
time had come when those responsible for the conduct
of public affairs were considering seriously the creation of
an institution which should be restricted in the scope of
its operations to commercial banking and should not be
exposed, like the existing institutions, to the results of
unsound financiering. When, therefore, the Société Gén-
érale in 1843 demanded the extension of its charter, which

15
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was asked by the shareholders for a period of twenty-five
years, the Government declared that it would reserve to
itself the right to indicate before the end of the year 1849
the conditions under which the Bank might continue to
exist and the modifications which it would be required to
insert in its statutes.

The crisis of 1848 obliged both the Société Générale and
the Bank of Belgium again to suspend payments. This
furnished the Government an opportune occasion for put-
ting its plans in execution. The existing institutions were
protected for the moment by making their notes legal
tender, while restricting their issues; but the year 1849
had hardly begun before the president of the council of
ministers, M. Frere-Orban, formulated a series of reforms
which he submitted to the Société Générale as the basis
of the establishment of a national bank. The conditions
were such as almost to compel a refusal. They consti-
tuted a demand upon an institution long in operation, gen-
erally prosperous and honorably known, and engaged
from the beginning in affairs requiring time for their devel-
opment, that it should suddenly restrict its operations at
an almost certain loss and with grave prejudice to its
credit.

The Government anticipated the refusal of the Bank to
adopt this policy, and was fully prepared in that case to
propose the creation of a new institution based upon the
principle of issuing notes only upon commercial paper.
From these conditions sprang the National Bank, which
was established by a law of May 5, 1850. The new insti-
tution was given a duration of twenty-five years, which
might be extended by law upon the demand of a majority

16
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of the shareholders. The capital was fixed at 25,000,000
francs ($4,825,000), divided into 25,000 shares of 1,000
francs each.

The significance of the difference between the character
of the new institution as representative of the State and
those which it superseded in this capacity is indicated by
the provisions of the charter in regard to the forms of
business in which it might engage. These privileges, as
laid down by the law and by the statutes of the bank,
were to discount or buy bills of exchange and other obliga-
tions relating to commercial operations; to buy Treasury
bonds within the limits to be prescribed; to conduct the
purchase and sale of gold and silver; to grant advances
upon those metals; to assume the collection of paper
which might be remitted to it by individuals or firms; to
receive money on current account; and to receive on
deposit securities, precious metals, and gold and silver
money, and, finally, to make advances in current account
or for short terms on deposits of national securities or
other securities guaranteed by the State, within limits
and conditions to be fixed periodically by the administra-
tion of the Bank with the approval of the Minister of
Finance.

The beginnings of the Bank were not brilliant. Com-
mercial transactions in Belgium were limited in scope
and were the subject of competition between the new
bank, the Société Générale, the Bank of Belgium, and
several other institutions. To perform the service of the
treasury compelled the new institution to establish
offices in the chief places of the country and wherever
the government considered it necessary. It was con-

85519—10: 2 17
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tended, moreover, by the authors of the law that the
benefits which the Bank offered to commerce should be
extended into all parts of the country, in order that no
merchant or manufacturer should be excluded from its
advantages. The Bank was prudently managed, how- .
ever, and weathered the serious crises which shook Europe
from 1855 to 1858 and from 1863 to 1866, without embar-
rassment to its credit.

A more serious test of the prudence and resources of
the Bank came with the war between France and Germany
in 1870. Belgium was close to the route followed by the
contending armies. For this reason her banks were the
channel through which flowed much of the money for
the expenses incurred in the maintenance of both the
French and German troops. Many private financial
transactions also were transferred, from motives of pru-
dence as well as convenience, from Paris and Berlin to
the National Bank at Brussels. As the result of the
demand for discounts Belgian commercial paper in the
Bank, which stood on July 10, 1870, at 177,500,000
francs, rose by July 20 to 203,923,100 francs; on July 31
to 223,231,744 francs; and maintained itself until August
20 in the neighborhood of 204,000,000 francs ($39,372,000).

While other financial institutions and merchants thus
sought discounts from the Bank much larger in volume
than in normal times, the public was seized with panic and
presented notes in large amounts for redemption. Dur-
ing the entire year 1869, with an average circulation of
177,000,000 francs, the amount in notes presented for
redemption had reached only 216,507,760 francs, or a
daily average of about 600,000 francs ($115,000). Dur-

18
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ing the eighty-two days from July 1 to September 20,
1870, notes presented for redemption reached the sum of
85,022,000 francs, or over 1,000,000 francs ($193,000) per
day. The pressure was felt most severely during the lat-
ter half of July, when the daily average attained about
2,094,000 francs ($404,142), and redemptions on the single
day of July 20 were 6,286,000 francs, and on July 21
7,025,000 francs.

The intensity of the panic was much increased by the
shortsighted measures taken by the government in cast-
ing distrust upon the soundness of the Bank, instead of
giving it moral support. From the early days of July,
the Royal Government, fearing that the declaration of
war between France and Germany would lead to the vio-
lation of the neutrality of Belgium, warned the National
Bank to take measures to transfer to Antwerp that por-
tion of the metallic reserve representing the balance of
the treasury. On July 13, 1870, without further previous
notice, the Bank was informed that this operation must
be effected without delay. The Bank had declared that
the operation could be accomplished within three hours,
and the sudden demand for its execution was a signal of
alarm which did not fail to arouse great uneasiness. The
order was revoked for the moment, only to be renewed
on the 15th by an oral demand from a subordinate of the
Ministry of Finance, with the condition that the transfer
should be made under the superintendence of two agents
of the department. The transfer of the metallic reserve
of the treasury outside of Brussels deprived the Bank of
valuable resources at a moment when anxiety was
spreading throughout the country. Inevitably, the effort

19
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to keep the measure secret was unsuccessful and provoked
violent excitement, which led to many demands by the
public for the redemption of notes at the counters of the
Bank.

The Ministry of Finance added to the difficulties of the
situation by directing its agents in the provinces to keep
very small reserves in cash and not to modify their char-
acter—that is, not to exchange coin for bank notes. The
Minister of War at the same time addressed to all the
heads of army corps a circular warning them that he had
taken measures in concert with the Minister of Finance
that all agencies of the Bank, especially the most impor-
tant, should be provided with gold, silver, and notes in
sufficient quantities to provide for the exchange of bank
notes which might be found in the military chests.

These measures threw such discredit upon the notes of
the National Bank and so seriously impaired confidence
in the circulation, at a moment when the difficulty of
obtaining precious metals was becoming constantly greater
on the foreign exchanges, that it soon became imperative
to make a change of policy. The Minister of War on
July 31—five days after his first circular—addressed a
new order to the heads of army corps, informing them
that he had been requested by his associate in the finance
department “to recommend particularly to governing
boards and to other paymasters of the army to demand
as little gold as possible of the agencies of the National
Bank and to pay in bank notes everything susceptible of
being thus paid, as well as to exchange notes of 500 francs
and 1,000 francs which might be on hand for denomina-
tions of 20 and 50 francs in order to facilitate payments.”

20
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It was too late to counteract fully the effects of the
earlier measures. The Bank was compelled to raise the
rate of discount and then to take restrictive measures
by limiting the amount of paper accepted from the same
indorser and maturing at the same date. Advantage had
already been taken, from the date of the transfer of the
treasury reserves to Antwerp, of the option given the Bank
by the law to redeem its notes only at Brussels, except
that it continued redemptions at Antwerp.

The Bank was struggling bravely in the meantime to
meet legitimate demands. The cash reserve stood on
July 15, soon after the trouble broke out, at 15,000,000
francs ($2,895,000), which was above 25 per cent of
demand liabilities. The bank hastened to seek addi-
tional cash resources to the amount of 25,000,000 francs
in the markets of London, Amsterdam, Hamburg, and
Paris. In spite of the enormous amounts of coin called
for by the crisis, the metallic reserve of the Bank was not
permitted to fall below the limits assigned to it by the
management.

The discount rate was promptly advanced in order to
check unnecessary demands for accommodation. The
rate remained from July 1 to July 15 at 224 per cent for
accepted bills and at 3 per cent for those which had not
been accepted. These rates were promptly advanced on
the 15th to 5 and 514 per cent, where they remained until
August 5, when they were again advanced to 6 and 61
per cent. A rate of 7 per cent was then charged for
drafts drawn from abroad upon Belgium.

At the outbreak of the crisis the Bank possessed foreign
paper to an amount of 64,144,561.25 francs ($12,370,000).
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Such prompt disposition was made of these securities to
obtain coin that on July 31 the amount of such paper
was reduced to 7,227,333.20 francs and on August 20 to
3,531,907.38 francs. The proceeds of this paper was
employed in the purchase of gold and silver, principally
silver bullion, which the mint converted into s5-franc
pieces, with which the bank filled the void in its reserves
caused by the redemption of notes.

Thanks to these energetic measures, which imposed a
loss of 705,340.42 francs ($136,100), the Bank weathered
the storm and was able by August 27, 1870, to reduce
discount rates to 54 per cent for accepted bills and 6 per
cent for those not accepted, following this by reductions
on September 20 to 4% and 5 per cent, and on October
8 to 3% and 4 per cent. Calm was reestablished by the
middle of August and the Bank returned to normal con-
ditions. The special commission which had been ap-
pointed by the Government to study the best means of
allaying the disturbance found nothing to do, and the
approach of the date of the expiration of the charter
gave emphasis to the success with which the management
of the Bank had piloted it through the storm and through
the difficulties invoked by ministerial blundering.

So successfully had the Bank met the stress of the war
between France and Prussia that there was little oppo-
sition to the renewal of the charter when the proposal
was submitted in 1872. There were indeed protests from
one or two deputies against bringing in the project of
renewal on February 27, 1872, nearly three years before
the expiration of the old charter, and there was a pro-
posal to reserve to the chambers the right of revision at
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either of the two sessions prior to January 1, 1883, which
failed only by a vote of 38 in the affirmative to 53 in the
negative, and 1 not voting.® The final vote in the cham-
bers, however, taken on May 10, 1872, showed 87 votes
in favor of the project of renewal, with only 6 in the
negative, and 3 not voting. The debate in the Senate
was short. The bill passed at the sitting of May 17 by
the unanimous vote of the 37 members voting, with 1
abstaining because he was one of the censors of the
Bank. The feeling indicated by the majority in the*
debates was in accord with a passage from the report
made in the name of the central section of the Chamber
of Deputies by M. Eudore Pirmez:?

“It might be asked if a profound examination of the
principles on which the National Bank rests is still nec-
essary. The discussion seems uncalled for. The National
Bank is not attacked in any of its fundamental princi-
ples. Your sections, in devoting themselves to the exami-
nation of the subject, have brought none of these prin-
ciples into question. They have limited themselves to
considerations of detail. Beyond this, complete unanim-
ity seems to reign. There is general accord with the
position of the Government, that there can be no ques-
tion of destroying in order to reconstruct, but only of
preserving and improving. Parties, however lively their
differences, have had the wisdom, to-day as in 1850, to
silence their divisions in a matter which does not con-
cern them, and we shall see without doubt an institution,
created upon the proposition of one of the chiefs of one

a Documents Officiels, 1872, p. 409.
b Documents Officiels, 1872, p. 20.
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of the great political schools, receive a new existence
upon the proposal of one of the chiefs of the other—an
agreement which honors equally him who had the initi-
ative in the work and him who seeks only to render it
better.”

The extension of the charter became law on May 20,
1872. The capital of the bank was increased from
25,000,000 francs to 50,000,000 francs. The provision
was then first introduced that the circulation in excess
of 275,000,000 francs should pay a tax of a quarter of 1
per cent semiannually, or at the rate of one-half of 1
per cent a year. It was at this time also that the re-
quirement was first imposed that the profits arising from
a discount rate above 5 per cent should go into the pub-
lic treasury. The life of the Bank was extended until
January 1, 1903, and it was not for more than a quarter
of a century that the question of the relations of the
Bank to the State and the public again came under gen-
eral discussion.

So firmly was the credit of the Bank established after
the trial of the war between France and Germany that
it was specially stipulated in the treaty of peace between
the belligerent countries that among the forms of pay-
ment accepted by Germany from France should be notes
of the National Bank of Belgium. The effect of this
stipulation upon the operations of the Bank was thus set
forth in the annual report for 1874:¢

“It has not been forgotten that the treaty of Frank-
fort, concluded between Germany and France, stipulated
for the admission of Belgian bills as one of the means of

a Quoted by Noel, I, p. 511.
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liquidation of the war indemnity. This striking proof of
the confidence inspired by our establishment abroad,
however honorable it may have been, was not without
certain inconveniences for Belgium. It provoked natu-
rally an unsought extension and considerable fluctuations
in our credit circulation. The redemption and reinstate-
ment in our vaults of more than 115,000,000 francs of
these bills, effected within a space of five months, will
permit the appreciation of the importance of these move-
ments. One of the oldest and most powerful financial
institutions of Berlin (the Maritime Commerce Company)
was charged by the German Treasury with the negotia-
tion of our bills. This institution made overtures to
the National Bank with a view of effecting the exchange
under the most advantageous conditions. We did not
hesitate to extend a cooperation entirely disinterested,
having no other concern than to guard the commerce
and industry of the country from the inconvenience of
sharp variations in the bank reserve, which would inevit-
ably have produced considerable exportations of the pre-
cious metals. It was especially by means of the pur-
chase of foreign paper, of which the influence can be
found in the assets of the Bank, that the repayment of so
considerable a sum was effected, without shock and with-
out prejudice to the country.”

The increase in the discounts of the Bank during the
two years 1872 and 1873 showed the influence of these
operations. Total discounts, which had been only 1,522,-
000,000 francs in 1871, advanced to 1,853,200,000 francs
in 1872, and to 2,019,300,000 francs ($389,000,000) in
1873. The increase was striking in the number of bills
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drawn upon Belgium, but was more notable in the pro-
portion of foreign bills discounted, which increased in
amount from 2,400,000 francs in 1871 to 125,800,000 francs
in 1872, and 67,300,000 francs in 1873. The amount of
this foreign paper discounted fell off in 1874 to 38,000,000
francs, only to increase materially a few years later, when
the policy of carrying foreign bills in the reserve was per-
manently adopted.

In anticipation of the expiration of the charter in 1903,
a measure was prepared by M. P. de Smet de Naeyer,
Minister of Finance, which was the basis of the law finally
enacted; but a vigorous and prolonged opposition devel-
oped from the benches of the Socialist party, which was
represented in the chambers by some of the most eminent
and learned professors of political economy in Belgium.
The project of the Government, making moderate changes
in the charter, was presented to the chambers on Decem-
ber 22, 1898. It will be seen in the sequel that while the
government’s project became law without modification
and did not change the essential character of the Bank,
yet the influence of the critical attitude assumed toward
corporate property was shown in the government proj-
ect itself in the heavy burdens imposed upon the Bank
and the large share in its profits attributed to the State.

Upon several important questions a considerable vote
was cast for the amendment of the government measure.
A proposal by M. Theodor, in the Chamber of Deputies,
that the Government should have the right to terminate
the charter on January 1, 1914, if a preliminary notice
were given of two years, received 25 votes, with 73 votes
in the negative.® Upon two amendments, compelling

a Discussions Parlementaires, 1900 (sitting of January 31, 1900), p. 526.
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the Bank to advance funds to the Government to pro-
mote small agricultural and urban credits, the vote was
much closer. The amendment of M. Theodor, setting
aside 20,000,000 francs for such purposes, failed only by
a vote of 39 against 47; while that of M. Delvaux, author-
izing the Government to borrow for such purposes on
treasury bonds to an amount not exceeding 3,000,000
francs a year, failed by 38 votes against 43. ¢

When the vote was taken on February 15, 1900, in the
Chamber of Depnties, 66 members voted for the
government project, 29 voting in the negative, and 7
abstaining from voting. In the upper chamber, as in
1872, the debate was much shorter and the supporters
of the Government were relatively stronger. The bill
passed at the sitting of March 23, 1900, by a vote of 55
in the affirmative, 2 in the negative, and 5 abstaining
from voting—4 upon the ground of participation in the
ownership or management of the Bank and 1 upon the
ground that the bill did not embody two provisions which
he considered of vital importance. ®

The new law, which was proclaimed by King Leopold
on March 26, 1900, continued the life of the Bank until
January 1, 1929, and made no change in the amount of
the capital. The most important changes made were in
granting a larger share in the profits of the Bank to the
Government. The limit of untaxed notes was left un-
changed at 275,000,000 francs, in spite of the increase in
the circulation, from about 200,000,000 francs in 1870 to
600,000,000 francs in 1900.

a Discussions Parlementaires, 1900, pp. 684—686.
b Ibid., pp. 896-897.
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THE QUESTION OF A STATE-OWNED BANK.

The National Bank of Belgium, as already set forth, is
a joint-stock company, so far as concerns ownership, but
is under the direct supervision of the State. It was de-
clared by Article XXIV of the law of 1850, which is still
in force:
“ArrticLE XXIV.

“The Government has the right to control all opera-
tions. It shall have the power to prevent the execution
of any measure which shall be contrary to the law, to the
statutes, or to the interests of the State.”

The governor is appointed by the King for five years,
and may be reappointed. The six directors, who consti-
tute with the governor the active administrative council,
are chosen in general meeting of the shareholders, and
serve for six years. The Government exercises its super-
vision through a special commissioner, whose compensa-
tion is fixed by the Government by agreement with the
Bank, but which is paid by the Bank. There is also a
council of censors, consisting of seven members, elected
by the shareholders, and performing the functions of
auditors and supervisors.

Thus, while a firm guiding hand is kept by the Govern-
ment upon the National Bank, it is governed in its com-
mercial operations by officers chosen from the business
community and in accordance with the demands of com-
mercial conditions. The subject was discussed at con-
siderable length in 1899 whether this form of organiza-
tion, similar in general character to that of the Banks of
France and Germany, should not be superseded by that
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of a bank owned entirely by the State. On the very day
following the presentation in the chambers of the gov-
ernment measure for the renewal of the charter, Prof.
Hector Denis, one of the leading professors of political
economy in Belgium and a pronounced advocate of state
socialism, submitted a proposal that there should be a
general inquiry into the operations of the Bank and
other banking institutions in Belgium. He proposed that
the inquiry should be made by the Superior Council of
Industry and Commerce and should deal with the follow-
ing subjects:®

“On the actual conditions and degree of development
which has been attained in Belgium by credit, and espe-
cially commercial credit in all its forms.

“On the part in this which has been taken by the
National Bank.

“On the independent institutions which are interested
therein and their relations with the National Bank.

“On the reforms which experience and science will per-
mit to be introduced into Belgium, in the interest of the
general body of merchants and producers of the country
and in the interest of the State, in the organization and
development of credit and of circulation, and in the oper-
ations of a bank of issue.

“On the extension of perfected modes of collection,
payment, transfer, and clearing, which will save or render
unnecessary in the future the employment of metallic
money.

““On the means of preventing or ameliorating monetary
crises.

@ Documents Parlementaires: 1900, pp. 97-98.
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“On the maintenance of the privilege accorded to the
National Bank or on the reforms which should, in the
interest of commerce, of the public, and of the State, be
introduced into the legal constitution, the organization,
the services, and the operation of said Bank and its
branches, and its relations with other Belgian institu-
tions, with the Government, or with foreign banks.”

This inquiry was vigorously opposed by the represen-
tatives of the Government in the chamber as involving
unnecessary delay and as entirely uncalled for by condi-
tions prevailing in Belgium. The memorandum sub-
mitted by M. Denis quoted Professor Nasse, of the Uni-
versity of Bonn, as declaring that ‘“for a long time the
issue of bank notes was a private banking operation in
the same manner as the creation of bills of exchange,
and that it was only little by little that the bank note
assumed the character of money which it now possessed.
At the present time, since the public character of the
issue of bank notes is recognized, one is guilty of an
inconsistency in confiding this public service to a private
corporation.” After quoting these words, Professor Dénis
summed up his memorandum with this declaration:®

“And if he speaks truly, the nation which has suc-
ceeded in creating the Union of Credit and which has
solved the problem of the savings bank more threatened,
perhaps, in the past with abuses by the State than bank-
ing itself, is that nation powerless to realize scientifically,
and to eliminate all abuses from it, the system of a state
bank? FEven if, while recognized as sound and attain-
able, it may not perhaps be the work of a single day, the

a Documents Parlementaires: 1900 p. 89.
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influence of an inquiry will yet inoculate the public mind
with the necessity of preparing for it by a normal and
organic evolution and of giving it the imprint of our
national genius.”

Against this demand for a state-owned bank, which was
supported by arguments going to show the profits made by
the National Bank, the central section of the Chamber of
Deputies made a report through M. Delbeke on June
29, 1899, which took up most of these points. It opposed
the inquiry demanded by M. Denis upon the ground that
no complaint had been made against the organization of
the Bank or its operation, neither on the part of com-
merce, of industry, of finance, of borrowers, by organized
bodies, nor in the press. The National Bank, it was de-
clared, is alone, perhaps, in presenting this phenomenon;
in a country where everybody complains no one complains
of it. On the contrary, the Union of Credit and the popu-
lar banks have inscribed in their reports the expression of
their satisfaction and of their gratitude.®

It was declared by M. Delbeke that the expression “a
bank of state,” did not convey the idea of a clearly defined
type. In certain respects the National Bank of Belgium
might be called a state bank, since the State named and
removed its chief officers, controlled its management by a
commissioner, and was required to approve the most
important of its acts. The real question was reduced,
therefore, to the abolition of the capital furnished by indi-
viduals. The majority of the section for which M. Delbeke
was reporting declared themselves opponents of the theory
of complete state control, because they considered that the

@ Documents Parlementaires: 1900, p. 103.
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State, already a bad manufacturer and a bad merchant,
would prove a still worse financier. It was not a question
whether a state bank was possible, but whether its man-
agement would be better than one under private initiative,
guided by self-interest and controlled by the public powers.
Upon this point M. Delbeke continued: @

“The answer can not be doubtful when one considers
the grave inconveniences in the management of general
credit which would be presented by the constant intrusion
of political considerations. The discounts, the credit to
be granted to this or that person, to this or that class, the
collateral to be waived or required for such a group of
citizens, the advances in mass to be made to this or that
element of the population—all these would become the
clubs of election day. It would be discussed in the cam-
paign and would form the object of pledges taken by can-
didates elected and even of imperative restrictions. Is it
necessary to add that these questions would be determined
under the single impulse of appetite and in absolute con-
tempt of economic laws and of the necessities of credit and
of the circulation? One would thus find created and
steadily growing an electoral scourge till now unknown.

“ An example is furnished even this year in Germany by
the debates on the renewal of the monopoly of the Bank
of the Empire which gives visible form, even to the least
clear-sighted, to this great danger. The suppression of
the private capital has been demanded there with ardor by
the agrarians and not by the socialists, who, contrary to
the policy of the socialists of Belgium, have energetically
demanded its continuance. The agrarians wish to render

a Documents Parlementaires: 19oo, p. 12I.
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the State master of the Bank, because they are to-day mas-
ters of the State. If the State becomes master of the
Bank of the Empire, the agrarians hope that nothing can
longer prevent them from compelling the State to employ
the funds of the Bank in the execution of their programme.
It is important to place the central organism of credit
aloof from such assaults, under which it would not fail to
succumb, dragging down with it public prosperity.

“It is a common error to believe that the State alone
gives solidity to a bank of issue, that the credit of the
State is the sole origin of the credit of the Bank and of its
notes, and that, in consequence, it can not be dispensed
with. History proves that governments have been saved
by the credit of the chartered bank and that the credit
circulation has remained intact, thanks to its private
origin, in the midst of the crash of the credit of the State.
“The Bank of France saved us,” said M. Thiers, ¢ because
it was not a bank of state.” During the war of 1870, says
a leading unsigned article in the ‘ Journal des Débats’ of
July 2, 1895, the securities of the State had fallen from
72 per cent to 50 per cent, while the note of the Bank of
France, bearing the signature of a private establishment,
had lost almost none of its value.

“Is it necessary to point out, among so many other
dangers, the danger in the liberty given to governments to
draw upon the resources of the bank of issue—the irre-
sistible temptation to inflate the credit circulation and to
transform the bank note into paper money and ultimately
into the assignat? It is vain to pretend that this tempta-
tion is not irresistible. The facts show it to be such. In
vain is it answered, that even private banks, like those of
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Spain and Portugal, have not had the virtue to resist the
solicitations of the treasury in extremity. The real point
is whether the credit of these nations would not have
fallen even lower with banks of state. In vain is it said
that private interest in its turn will drive the banks into
complacency toward the State. In private banks of
issue this private interest finds in itself an insurmountable
limit to its complacencies.”

Turning to the point that all the profits now going to
private owners could be converted into reductions of the
rate of discount to borrowers, so as to realize the opti-
mistic dream of an interest rate of one-tenth of 1 per
cent, M. Delbeke inquired how it would be possible with
such a rate to prevent the commercial paper of the world
pouring into the Bank and exhausting its resources. The
state bank, moreover, however ably managed, would not
be able to act with the promptness of a private bank in
great emergencies. Referring to the suspension of a
banking house at Brussels a few years before, it was
recounted how several millions had been obtained within
an hour from the National Bank. “If I had had to deal
with a bank of state,” said the narrator, “I would not
have dared to make the application, because it would
have involved sums belonging to the treasury. Moreover,
I would not have been able to do it without the interven-
tion of the legislature; and before the chambers had acted
the catastrophe would have taken place.”

In view of these considerations and others which were
invoked, the central section declared that the system
already in operation afforded the advantages and assur-
ances of private initiative at the same time as the guaran-
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tees of intervention and control by the State, and was thus
in accord, not only with the suggestions of wise and prac-
tical policy, but with the latest conclusions of financial
science.®

Their attitude was sustained in the Chamber of Deputies
by a large majority. Professor Denis crystallized the
movement for a state-owned bank by a proposed amend-
ment to the government measure, which gave to the bank
an independent legal personality, but proposed that the
capital should be provided by the State in the form of
3 per cent rentes, which should not bear interest while
in possession of the bank. The liabilities of the bank, in
case of liquidation with impaired assets, were to be met
by the State. The council of administration was to be
named by the King, the college of censors by the chambers,
half to be chosen from lists submitted by the Superior
Council of Commerce and Industry. This proposal was
rejected, 23 to 72, with one member abstaining.?

In the Senate report also the project of a state-owned
bank was severely criticised. Among the reasons set
forth for opposing such a new departure were these:®

“There is first, the confusion of public and private
credit, to the great damage of each; for they ought to
remain distinct, for their respective good and for the
mutual assistance which they are at times called upon to
lend to each other. Further, there is the acceptance by
the State of a task—the task of discounting—which is
not within its competence and of which, even with the
best of will, it will acquit itself badly. It is neither wise

@ Documents Parlementaires: 1900, pp. 121-126.
b Discussions Parlementaires: 19oo, p. 464.
¢ Documents Parlementaires: 1900, pp. 341-344.
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nor practicable to suppréss the legitimate stimulus of
private interest in such affairs as discount. It must not
be believed that in such a matter disinterestedness alone
suffices or can afford a better guide than the foresight of
those who run the risks and reap the benefits of such
operations. ¥ * 3k A

“’The bank of state has been represented as a means of
furnishing credit to a greater number of persons, as a
means of popularizing credit (democratiser le crédit). It
is possible to imagine a bank of Providence, distributing
capital to every applicant without adequate guaranties;
but such an organism is the negation of the conditions
upon which the problem of credit rests and ought to be
solved. It would involve within a brief interval filling
the assets with impaired securities, the ruin of the bank,
and the demoralization of credit itself.

““Others see in a bank of state a means of procuring
discount at the lowest possible price for all, at ‘the price
of return,’ as has been said—indicating by that the cost
of administration and a premium against risks. But this
is a misunderstanding of the factors by which the market
for money is governed, independent of the institution
which grants discount, whether that be a bank of state or
a private bank. The first is no more capable of reducing
the rate of discount than the second. One does not find,
indeed, that banks of state acquit themselves of this
function better than others—witness the Imperial Bank
of Russia, which in the month of December last recorded
a rate of 7 per cent—unless one wishes to fix rates arti-
ficially low, surrendering the resources of the bank to the
assaults of bad paper within and pillage from without!
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But this again means ruin and demoralization by another
road.”

In the Senate the debate on the articles of the new law
was brief and no amendment was offered to change the
fundamental character of the Bank.

CHARACTER OF BUSINESS PERMITTED AND FORBIDDEN.

The fundamental principles upon which a bank of issue
should be based, as set forth by M. Frere-Orban in pro-
posing the charter of the National Bank in 1850, were as
follows: @

“A bank ought to devote itself only to operations which
are certain. It should be able always to meet its engage-
ments. It should be in a degree infallible. Every enter-
prise or form of commerce of a nature to impair its credit
ought to be carefully avoided. It ought not to lock up
its capital. It ought not to borrow, but should operate
with its own resources. It should not carry on industry,
but it ought to be impartial and to discount paper which
embodies the required conditions. It ought to stand as
intermediary between the capitalist and the producer, to
distribute capital with justice and liberality through all
parts of the body corporate.”

Significant of the determination to adhere to these
principles are the restrictions imposed upon the character
of investments allowed to the National Bank. It is in
these restrictions that the charter shows the influence of
the difficulties which were encountered by the Bank of
Belgium and the Société Générale in attempting to main-
tain a note issue on the basis of general financial opera-

@ Documents Parlementaires: 1900, p. 400.
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tions. Article VIII of the law of May 5, 1850, confined
the Bank to strictly commercial operations—that is, to
investments in commercial paper and bills of exchange.
The Bank was indeed, by this article, authorized to make
advances in current account or for short terms on deposits
of national securities or other securities guaranteed by the
State, but even this moderate privilege of tying up assets
in securities representing fixed capital was to be confined
“within limits and conditions to be fixed periodically by
the administration of the Bank, jointly with the council
of censors and the approval of the Minister of Finance.”
Apart from this restricted power to invest in securities
and the broader power to invest in commercial paper, the
Bank was authorized by Article VIII to engage only in
those operations which are a usual prerogative of commer-
cial banks and do not involve the risk of locking up assets—
transactions in gold and silver; the collection of commer-
cial paper for clients; the acceptance of deposits; and the
holding of securities, precious metals, and money on
deposit and trust.

All other classes of operations were prohibited to the
Bank. These prohibitions were specially enumerated in
Article IX of the law of 1850. The Bank could neither
borrow nor make loans on mortgages nor on the deposit of
industrial shares. It could not lend on its own shares nor
buy them. It was not permitted to take part, directly
or indirectly, in industrial enterprises, to engage in any
form of commerce except that in gold and silver, or to
acquire any real property except such as might be strictly
required for its offices and necessary business.

To these restrictions the Bank has been strictly held.
Indeed, so rigid was the interpretation put upon its powers
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that at the time of the revision of the charter in 1872 the
central committee of the Chamber of Deputies in-
quired of the Government whether it was true that the
Bank was refusing to discount paper based upon pur-
chases of material. In replying to this inquiry, the Gov-
ernment submitted a circular issued by the Bank under
date of January 21, 1862, which recommended to the
discount offices to refuse paper coming under the following
heads:®

“I. Bills arising from payment for real estate or which
have their origin in real estate transactions.

“II. Promissory notes or bills to order signed by indi-
viduals who are not merchants nor manufacturers, even
when such bills are presented by bankers or brokers.

“III. Bills evidently having their origin in the con-
struction or enlargement of mills or their equipment, the
execution of public works, or any other investment in
fixed capital (immobilisation de capital).

“IV. Bills signed for investing the proceeds in indus-
trial corporations or for the purchase of shares in such cor-
porations.

“V. Finally, bills signed for the renewal of others which
have matured or are about to mature.”

In explaining the application of this circular, the cen-
tral committee which was reporting on the renewal of the
charter said:

“The somewhat too general terms of the third provision
have led to some misapprehension upon the extent of the
restriction. The Bank has never applied this requirement
in the sense that the manufacturer of machinery, for
instance, who deals with a manufacturer for the materials

@ Documents Officiels: 1872, p. 81.
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which are furnished to him, can not discount his draft. This
constitutes a commercial sale which falls within the opera-
tions of the Bank; but it would be otherwise if, instead of
having recourse to the Bank to discount paper which rep-
resented a transaction already made, it was sought to
obtain the credit necessary for the building or enlargement
of factories. This would constitute an operation of part-
nership which would fall outside the scope of the affairs of
a bank of issue. Thus understood, the decision of the
Bank appears to be beyond criticism.”

The only change made in these practices by the law of
March 26, 1900, was the addition of a provision bringing
certain agricultural transactions within the definition of

acts of commerce. It was provided by Article XI of the

new law as follows:

“There shall be considered as operations of commerce
under the terms of Article VIII, section 1, of the law of
May 5, 1850, purchases and sales made by farmers and
to them of cattle, agricultural implements, fertilizers,
seed, crops, and generally merchandise and supplies
relating to the exercise of their industry.”

The usual provisions are made, however, in regard to
real estate or mortgages taken as security for loans which
are found to be unsound. Article XXXIX of the stat-
utes of 1900 is as follows:

“The Bank may accept by way of a pledge, mortgage,
or security real estate and other property to protect obli-
gations which are doubtful or overdue. Such real estate
and property must be alienated within a period of two
years, unless the Minister of Finance grants a longer
term.”
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The statutes of the Bank defined more particularly
the character of the paper to be discounted and the terms
of discount. The language of the law, ‘“securities easily
convertible,”” is supplemented by the following provisions
of Article XXVT of the statutes:

“There shall be discounted only commercial paper to
order, stamped, based upon an actual operation (ayant
une cause réelle) maturing in not more than one hundred
days and guaranteed by three solvent signatures.”

Two exceptions are made to the rule of three signatures.
The first declares that commercial paper with two sig-
natures may be admitted in such manner and under such
conditions as may be determined by rules framed by the
general council and approved by the Minister of Finance.
The second provides that a pledge in the form of a war-
rant or merchandise, sufficient to meet the whole of the
credit, may take the place of two of the signatures. The
three articles approved by the Minister of Finance con-
cerning admission of paper with two signatures are as
follows: '

“I. The Bank does not accept paper with two signa-
tures coming from agencies; but the signatures of the
comptoir (or discount office) may constitute the third
signature.

“II. In the case of signatures coming from a branch,
the Bank accepts only those of persons borne on the list
prepared each year by the council of administration of
the Bank upon the proposal of the administration of the
branch, including the discount committee.

“The administrators of a branch do not accept paper
with two signatures, when there is opposition on the part
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of one of them, without referring it to the council of ad-
ministration of the Bank.

“III. Paper with two signatures presented at Brussels
shall be accepted only if the directors are unanimous or
if the opposition does not represent a third of those vot-
ing, and, in the absence of unanimity, upon the condi-
tion that the discount committee has not been unfavor-
able to the acceptance of the paper.”

The system pursued in discounting paper approved by
a discount office at the same rate of discount as that hav-
ing three signatures differs in some respects from the sys-
tem at other European banks, where merchants often
obtain the three signatures required by the payment of
a commission to a banker.

A significant indication of the tendency to persuade
banks of issue to accept securities other than those grow-
ing out of actual commercial operations was afforded by
the debate in the Chamber of Deputies on the renewal
of the charter in 1900. The contest made by M. de
Somzée turned nominally upon the question of three
signatures, but much of this argument was directed to
the contention that paper which was discounted might
be based upon the deposit of securities. M. de Somzée
declared that under the existing policy the third signa-
ture was usually that of a banker who was in effect only
an intermediary between the maker of the paper and the
National Bank. The bankers who lent their aid with the
National Bank considered two signatures sufficient to pro-
tect them against loss. Hence they gathered the profits
of their intervention in some measure without risk, and
thus absorbed uselessly a part of the profits of the manu-
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facturer, the merchant, and the laborer. The figure of
18,000,000 francs had been cited as the amount of prof-
its made annually by bankers simply by giving their sig-
natures, but this calculation did not apparently include
the exactions arising from emergencies and caprice, by
which the bankers maintained their domination over
at least a part of their clientele, often the least favored
by fortune and the most numerous. It was charged by
M. de Somzée that the requirement of three signatures
was only too often exercised in favor of certain merchants
and manufacturers favored by the private banks, who
considered only their own interest and preferences.

It was declared that nothing was easier than to abandon
the requirement of the third signature. The National
Bank, through its numerous branches, was able to be as
well informed as the private banks. If the principle of
two signatures was admitted, it would involve, evidently,
not the acceptance exclusively of public funds, but also
mortgage obligations and deposits of industrial securities,
which should be accepted according to a method to be
prescribed in the regulations reorganizing the operations
of the Bourse. Such securities should have been quoted
during a period of at least two or three years, and should
be admitted at a rate which should not be less than 50
per cent, for instance, of the quotation corresponding to
an average taken during this entire period. It was sug-
gested by M. de Somzée that if the third signature was no
longer required, the bank might collect a small commission
supplementary to the regular discount rate, and from the
amount thus collected create an insurance fund to cover
possible losses. At the end of several years, if this fund
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attained an amount considered by the Government to be
sufficient, the excess might be covered into the funds for
old-age pensions or laborers’ insurance.®

The proposals of M. de Somzée were not acceptable to
the Government. It was pointed out, in the elaborate
report made to the Senate by the committee on finance
and public works by the Chevalier Descamps, that the
real point of the amendment was to make discount with
two signatures wunder certain conditions obligatory.
Otherwise it would have no point, because the government
of the Bank already had the authority to discount paper
with only two signatures when it was acceptable. M. de
Somzée also ran the risk of injuring those whom he
wished to serve by exposing them to the rejection of paper
which, if it bore a third signature, might be accepted.
Finally the standard of security proposed for the admis-
sion of paper of two signatures was far from being irre-
proachable in itself from the point of view of the require-
ments imposed upon a bank of issue.?

VOLUME AND CHARACTER OF DISCOUNTS.

The volume of domestic discounts has tended to increase
at the National Bank of Belgium in spite of the competi-
tion of the joint-stock banks. The foreign bills dis-
counted have increased in proportion to the domestic bills,
as is set forth under the discussion in regard to the em-
ployment of foreign bills in the reserve. The limitation
of the business of the Bank to commercial discounts, with
only slight exceptions for loans on treasury bonds and

a Discussions Parlementaires: 1900, pp. 333-337-
b Documents Parlementaires: 1900, p. 405.
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advances on public funds, makes the classification of the
loans comparatively simple. The following table shows
the total number of pieces of paper discounted and the
total amount, for representative years, with the domestic
discounts separately stated:

Volume of discounts

1
Total discounts. ‘ Domestic discounts.

Year. . i | o

discounted. Amount. discounted, | Amount

Francs. Francs.
............ 186, 200,000 | .o 81, 400, coc
170, 395 484, 600, 000 157,578 358, 000, 0oC
382,831 757, 600, 000 380,237 729, 500, 000
805, 109 898, 100, 000 804,037 816, 400, 000
1,064, 281 1,337,000, 000 1,052,792 | I, 205, I00,000
1,153,032 1,522,000, 000 1,152,894 | 1,519, 600,000
1,311,569 1,853, 200, 000 1,304,969 | 1,727, 400,000
1,444,178 2,019, 300, 000 1,442,340 | 1,952,000,000
1,628,979 1,916, 900, 000 1,625,.820 1,832, 100, 00O
2,206, 651 1,994, 600, 000 2,185,914 | 1,647,000, 000
2,736,174 2,088, 600, 000 2,716,208 | 1,666, 200, 000

3,095,360 | 2,355,514,327 | 3,079,937 | 1,958,620,883
3,206,579 2,894, 249, 929 3,182,551 | 2,168,085, 897
3,797,627 | 3,442,889,721 | 3,776,123 | 2,749,708,627
3,892,835 | 3,370,838,904 | 3,869,987 | 2,551,426, 453
3,974,785 3,428,962,667 | 3,951,190 | 2,616, 742,522
4,007,183 | 3,635,330,287 | 3,984,794 | 2,882,497,681
4,094, I15 3,603,115,198 4,071,016 | 2,855,435, 893
4,224,278 3,861,905, 820 4,200,269 | 3,082,823, 161
4,410, 492 4,255,516,809 | 4,388,858 | 3,405,998, 103
4,500,939 | 4,449,748,475 | 4,481,032 | 3,525,125,142
4,450, 433 4,362, 485, 297 4,426,649 | 3,055,895, 288

The Belgian paper discounted by the National Bank
consists chiefly of two classes—accepted paper and non-
accepted paper and promissory notes. In addition to
these two principal classes, however, there are some oper-
ations in purchase and sale, loans upon warrants, and
loans upon treasury bonds. The accepted paper plays
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usually the largest part in the amount of discounts, but
as it represents much larger transactions than the unac-
cepted the number of such transactions is less. As
acceptances are in vogue to only a limited extent in the
United States, it may throw light on their character to
quote here the definition of acceptance given in a French
dictionary of commerce and based upon the French com-
mercial code. This definition is as follows: @

“Acceptance.—This is the act by which the person
drawn upon engages to pay the amount of a letter of ex-
change to the person who may be at maturity the regular
holder of such letter. It is accomplished by the indorse-
ment on the letter of exchange made by the drawee of his
signature, preceded or not with the word ‘accepted’ (art.
122). Acceptance, besides the general conditions rela-
tive to consent, must be the work of a person capable of
obligating himself by a letter of exchange. It may be
partial, but not conditional (art. 124). Its effect is to
create an obligation on the part of the drawee toward
the holder at maturity, with all the consequences attached
by law to obligations arising from a letter of exchange.”—
Commercial Code, arts. 118-125.

The employment of accepted paper is a common feature
of European banking, because the fact of acceptance gives
it a better standing and more ready convertibility. Hence,
as stated, accepted paper has usually exceeded the non-
accepted paper in the transactions of the National Bank of
Belgium, although the unaccepted has represented a
much larger number of pieces. The ratio of accepted

a Dictionnaire du Commerce, de I'Industrie et de la Banque: Yves
Guyot et A. Raffalovich, 1., p. 22.
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and nonaccepted paper drawn upon Belgium for represent-
ative years appears in the following table:

Character of paper discounted.

Accepted paper. Nomaccepted pape and
Year

Number. Amount. Number, Amount.

Francs. Francs.
1892 .. 494,793 026,542,297 | 2,499,844 762, 891, 500
1897 oo o 504, 198 1,145,970,512 2,913,567 887, 720,956
X900 oo eemee 532,419 1,441,732,237 | 3,242,271 | I,120,008,311
b Y- P 538, 145 1,238, 316, 365 3,530,028 | 1,092, 763,036
1905 e m 551,077 1,335,946, 216 3,646,804 | 1,136, 170,455
1906 a o ce oo - 583,813 1,517, 385, 827 3,801,144 | 1,246,208, 350
1907 meciccmceeen 592,371 | 1,595,977.459 | 3,885,186 | 1,302,572,748
1908 s 576, 8os 1,259, 104, 156 3,846,641 | 1,245,146,069

The average value of accepted paper per piece differs
widely from that of nonaccepted, because the former comes
largely from responsible houses engaged in foreign trade
and the latter includes many small discounts granted
to retail tradesmen. Thus the average for the accepted
paper, largely consisting of foreign bills, ranges between
$400 and $s500, while for the nonaccepted paper the
average value is nearer $60. The variations from year
to year in the average value have not been of special
significance in recent years. They have not brought
down the average, which is already nearly as low as that
of the Bank of France. Statistics are not given regu-
larly in the annual reports of the number of small bills,
but as early as 1887 more than three-quarters of the whole
number of discounts were for amounts under 500 francs
($96.50). In 1899 this proportion had risen to 81 per
cent. Upon the facilities afforded in this regard the
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report of the Chevalier Descamps to the Senate made
these observations:®

“It should be first remarked that in all the banks of
issue of Europe small commercial bills are taxed with
a minimum interest charge or are subject to a minimum
limit. The National Bank has established a minimum
neither for the amount of such paper nor for the interest
to be collected. This is an advantage always more and
more beneficial for small transactions. In effect, the
creation of popular banks and unions of credit, as well as
the facilities which certain retail houses grant to their
clients for weekly or monthly payments, have quintupled
within a few years the number of small bills. Statistics
based upon a sufficiently long period demonstrate that
such small bills fill the assets of the bank in the following
proportions:

“Of the number of commercial bills admitted to dis-
count, 14 per cent are for less than 50 francs; 32 per cent
are for less than 100 francs; 58 per cent are for less than
200 francs; 70 per cent are for less than 300 francs; 76
per cent are for less than 4oo francs; 81 per cent are for
less than 500 francs.

‘“Being given the proportion of paper of less than 100
francs admitted to discount, with a minimum of ten days’
interest, on the 15th and 3oth of each month, it is easy
to comprehend the discount facilities accorded to small
paper, for which the interest collected is far from com-
pensating the cost which is imposed by its collection.

“In no other bank does the small commerce enjoy a

@ Documents Parlementaires: 1900, p. 413.
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of 10 centimes per bill. The Imperial Bank of Germany
levies 10 pfennigs per 100 marks. The Bank of the
Netherlands levies a minimum interest of fifteen days.
‘The Bank of Italy charges 1 franc per bill and five or
ten days’ interest according to locality. The Bank of
Switzerland levies 50 centimes per bill and fifteen days’
interest.”

The average maturity of paper discounted at the Bank
of Belgium illustrates the rule which prevails at other
central banks of Furope—that the maturities are much
within the legal limit, chiefly by reason of rediscounts.
The maximum limit of paper which can be discounted
at the National Bank is one hundred days, but the high-
est average for accepted paper during the past dozen
years has been forty-six days and for nonaccepted paper
forty-three days. The range of variation for accepted
paper has been from thirty-nine to forty-six days and
for nonaccepted paper from thirty-seven to forty-three
days. These variations are all so far within the limit
of convertibility that they are not of great significance.
There was a tendency to the shortening of the period of
maturity during the early history of the Bank, but as the
term in 1866 was only fifty-four days, the margin of
possible reduction was small and was practically attained
in 1880, when the average term was forty-five days. If
any deduction is to be drawn from the increase of the
period during which bills discounted have to run in such
a year as 1908, it is probably that persons having paper
were desirous of converting it into currency or banking
credit more promptly than under easier money market
conditions. The figures which appear below represent

85519—10——4 49
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only an average, based upon the amount of paper run-
ning for different periods. This leaves room for some
paper of much longer maturities and for some of much
shorter maturities. The following table shows the
averages for recent years:

Average values and maturities of discounts.

Accepted paper. Nonaccepted paper.
Year Average Average
value per | nICRE, | velueper | SNCSES
Francs Days. ! Francs. Days.
1,872.59 391! 305.18 42%
2,117.47 43 ! 296. 68 39
2,272.86 42 304.69 38
2,231.79 43 308. 46 39
2,449.27 41 332.63 37
2,707.89 39 345.44 37
2,310.76 42 332.81 40
2, 320. 26 42 314.94 40
2,390.51 43 308. 00 41
2,301.08 44 309.57 41
2,276.59 44 300. 40 41
2,599.08 45 327.85 43
2,694. 22 45 335.26 42
2,182.88 46 323.69 42

It was contended, in the debates over the charter of
1900, that the Bank should pursue on a larger scale the
policy of direct discounts and as a means to this end should
abandon in the case of good commercial paper the require-
ment of three signatures. The benefits to the merchant
arising from this change, according to M. Bertrand, one of
the most vigorous critics of the Bank, were that he would
obtain the benefit of the minimum discount rate, instead
of paying always 1 per cent above this rate to the bankers.
The Bank, it was declared, would benefit on its side by
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deriving an income during the whole period for which the
paper ran, instead of during the short period for which it
was discounted. The larger banks, M. Bertrand declared,
which have considerable resources, remit paper to the
National Bank only ten days before maturity. The sav-
ing in discount to the mercantile community by direct
discount at 3 per cent in lieu of 6 per cent usually paid to
bankers was estimated at 18,000,000 francs ($3,474,000).%
The three classes of obligations discounted, apart from
commercial paper, represent a minor part in the total
volume of business, but an amount not entirely insignifi-
cant. The operations of ““purchase and sale” represent
banking securities on foreign countries which can not be
collected by the bank itself and are therefore discounted
on condition of being purchased back by the discounters
before they become due.® Only bills which have been
accepted are admitted to this class of operations. These
operations were larger fifteen years ago than the other
two classes of operations combined, but the admission
of warrants to discount in 1886 has been followed by
considerable development in loans of this character.
Operations in purchase and sale in 1892 numbered 168
and amounted to 123,502,708 francs ($23,840,000). The
number of such operations had risen in 1900 to 616, but
the amount had fallen to 111,061,399 francs. Operations
of this character were more extensive in 1905, when the
number was 778 and the amount was 430,063,247 francs
($83,000,000) ; but there was a decline in 1906 to 890

@ Discussions Parlementaires: 1900, pp. 5-8.
b London Bankers’ Magazine, September, 1908, LXXXVI, p. 369.
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operations, representing a total of 412,022,772 francs; in
1907 to 667 operations, representing an amount of
327,686,893 francs; and in 1908 to 502 operations, repre-
senting an amount of 177,501,217 francs ($34,250,000).

It was not until 1886 that the National Bank admitted
warrants to discount. The principle of such operations
was combated very energetically at the time of the dis-
cussion of the law of 1872 by M. Frere-Orban, former
president of the council, as incompatible with the con-
ditions of a well-conducted bank of issue. He declared
at the sitting of May 1, 1872:¢

“The bank ought not to discount warrants, because

"they are not securities immediately realizable. It is an

operation which can and ought to be carried on, but by
other institutions than the National Bank. Such opera-
tions would be of a nature to compromise, at a given mo-
ment, the circulation and the convertibility of notes, for
warrants are not securities which are immediately and
easily realizable.”

Notwithstanding this reasoning, warrants were admit-
ted to discount in 1886, and reached in 1887 6,034,705
francs. The total number of warrants discounted during
the year 1908 was 2,687 and the amount was 289,143,846
francs ($55,800,000). This represented, however, less
than 10 per cent of the total discounts in Belgium, which
were 3,055,895,288 francs ($589,770,000). The progress
of operations in warrants is shown in the following
table:

aNoel, I, p. 519.
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Operations in warrants.

Year. Number. Amount.

Francs.
X887 e e e cmmm e | e e 6,034, 705
X802 & - e 620 19, 780, 979
T80 o o e e eeeccceemean I,530 65,007,984
TQ00 o e e e e e m e 813 36,996, 679
T Q05 o o e e e e e e mm e mmmc—emee e 1,603 110,643, 243
T U UL UP U 2,999 155,381,153
Q07 e e e e e e e e 2,796 222,888, 041
1908 L e emmmm———— e 2,687 289, 143, 846

Warrants admitted to discount must be guaranteed by
two solvent signatures and accompanied by evidence that
the goods involved are deposited in warehouses possessing
every condition of security. They must be insured and
authority must be given the bank to take samples. The
rate of advance is fixed provisionally at 75 per cent of the
amount of the warrant. The articles on which warrants
are regularly admitted to discount are:®

Steel, in bars. Indigo.
Building timber. Ivory.

Coffee. Jute.

Hemp. Wool, raw and washed
Raw cotton. Flax.

Raw hair. Indian corn.
Hides, salted. Nitrate of soda.
Copper. Lead.

Tin. Rice.

Tow. Stearin.

Flour. Sugar.

Iron ore and pig iron. Fats and oils.
Castings. Leaf tobacco.
Madder. Tea.

Gums. Zinc.

Grains.

The discount of warrants involving other merchandise
must be the subject of special arrangement.

@ Résumé des Opérations Effectuées par la Banque, pp. 30, 31.
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ADVANCES ON PUBLIC FUNDS.

Loans upon public funds by the National Bank are
carefully restricted in amount and duration. It is pro-
vided by Article VIII of the existing charter that among
the operations of the Bank may be “making advances on
current account or for short terms upon the deposit of
national public securities or other securities guaranteed by
the State, within limits and conditions to be determined
periodically by the administration of the Bank, jointly
with the council of censors, with the approval of the
Minister of Finance.”

Such loans can be made to solvent persons only and for
a term not less than ten days nor exceeding four months.
Securities will not be accepted for more than four-fifths
of their market value and may be sold on the Bourse if
the loans are not repaid at maturity. No more than one
renewal is permitted, unless by special authority given
by the council of administration. Loans for more than
ten days may be paid before maturity, with remission of
interest for all but two days of the time for which they
have yet to run. The amount and the rate of loans to
be made upon the deposit of public funds is required to
be fixed each week.®

It is to be noted that not only are these loans treated as
payable at short maturities, like commercial paper, but
they are strictly limited to public funds or securities
guaranteed by the State. ‘The bonds and stocks of private
railway corporations not guaranteed and of manufacturing
and industrial corporations are thus rigidly excluded from

a Statuts, art. 23
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the list of securities accepted at the Bank. Holders of
such securities must seek accommodation from the Société
Générale or other private and joint-stock banks.

The classes of securities upon which the Bank lends are
the Belgian public debt, bonds of the treasury, securities
of the annuity bank issued by the State and countersigned
by the treasury, and bonds of the National Company of
Local Railways. The preferred shares and the bonds of
the Antwerp and Ghent Railway Company and the bonds
of several other roads, when bearing the indorsement of
the treasury, are also included in the list. There has been
some discussion in regard to the inclusion of securities of
the Company of Communal Credit. These securities have
been excluded, however, upon the ground that the inter-
vention of the State in regard to them did not constitute
a guarantee in the strict sense of the word, although it
might be considered as a quasi guaranty.®

Acting under the authority to make loans of this char-
acter, the Bank usually has outstanding an amount which,
while considerable in itself, has rarely exceeded the com-
bined amount of the capital and reserves and has consti-
tuted a very small percentage of total assets. As far
back as 1866 the average amount of such loans was
21,131,325 francs ($4,080,000). The amount was some-
what less during the next few years, but the average rose
during the troubled year 1873 to 28,768,293 francs, to fall
again during the next three years, but after that to remain
at a generally higher figure. The highest average attained
in the early history of the Bank was in 1883, when the
average loans of the year were 96,175,980 francs

@ Documents Parlementaires: 1900, p. 430.
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($18,562,000), of which 80,139,200 francs was lent through
the head office at Brussels. The occasion of such large
advances was the collapse of the copper corner and the
failure of the Union Générale in Paris in 1882. The aver-
age of advances declined in 1884 to 53,158,800 francs.
The totals of advances upon securities, net balances at
the end of the year, and the net earnings of the Bank from
this source appear for representative years in the recent

history of the Bank in the following table:

Advances upon public securities.

Year ‘Total ad- Outstanding Net earn-
vances. Dec. 31. ings.
Francs. Francs. Francs.
41,531,450 8,599, 400 233,895
74, 824, 100 21, 784, 200 469, 816
113, 628, 600 34, 150, 000 647,558
236,573,348 60,072, 804 1,513,204
246,311,031 58,373,083 1,836,571
189, 342, 551 55,270,662 1,666, 171
166,956, 635 42, 200, 825 1,470,131
159,166,637 34,015,830 927,234
171,651, 920 32,208, 486 962,975
199,575,316 38,011,413 908, 727
251,132, 467 48,766, 437 1,214,098
348,754, 247 61,716,731 1,972, 206
328,511, 148 51,419,120 1,771,385

It is only from the year 1900 that a separation has been

made in the published reports between direct loans on
the pledge of public funds and advances on current ac-
count secured by the deposit of such securities. It is
only within a few years that loans of the latter class were
made at the provincial agencies.* The proportion of
this class of advances has risen considerably since this

@ Ulens, Les Banques &’ Emission, P- 394.
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change and was especially heavy during the pressure of
1907. Indeed, under both classifications the figures seem
to indicate a disposition on the part of the financial com-
munity to avail itself to the utmost, in periods of mone-
tary pressure, of the facilities granted by the National
Bank for obtaining credit upon fixed forms of capital,
restricted as those facilities are by the statutes and the
policy of the Bank. The amount and the balances of
the two classes of loans is shown for representative years
in the following table:

Character of advances on securities.

Direct loans Advat;%?oilr;lgurrent
Year

Total during Balance, Total during Balance

year. Dec. 31. year. Dec. 31.

Francs. Francs. Francs. Francs.
1900 oo ccicccccame e 206, 123, 100 | 40, 196, 100 40,187,931 18,176,983
b 1T 116, 828, 250 | 26,995, 100 50,128, 38s 15, 208, 725§
b 1=V 82,874,200 | 17,280,000 88,777,720 14,928, 486
005 e e 79,022,600 | 21,532,300 120,552, 716 16,479,113
T906. e 97,854, 400 | 27,981, 700 153, 278, 067 20,784,737
TQ07 c e e 166, 626, 400 | 35,719,900 182,127,847 25,996,831
1908 - e 152,416,900 | 23, 264, 400 176, 094, 248 28, 154, 720

Loans on securities to borrowers who are not merchants
are required to be registered at the cost of the borrower
at the rate of three-tenths of 1 per cent of the amount
lent. The distinction between those who are merchants
and those who are not is based upon the terms of a law of
May 5, 1872, which provides that “the pledge given as
security for a commercial engagement confers on the
creditor the right of securing payment from the thing
pledged in preference to other creditors, when such right
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is established in conformity with the methods admissible
in commercial matters for the sale of articles of the same
nature and when the object of the pledge has been placed
and remains in the possession of the creditor or of a third
person agreed upon between the parties.” By the terms
of article 2074 of the Civil Code, which affects those who
are not merchants, the privilege of payment from the pro-
ceeds of a pledge exists only where there is a public act or
an act under private seal duly registered, setting forth
the sum due and the character and the nature of the arti-
cles given in pledge, or a statement annexed of their qual-
ity, weight, and measure.®

LOSSES AND REJECTED PAPER.

In response to a question submitted to the Government
at the time of the renewal of the charter in 1900 it was
admitted that ‘“ the National Bank, like every other finan-
cial establishment, is exposed to losses.” The amount of
these losses, however, as set forth in detail from 1873 to
1898, were small in comparison with the entire volume of
discounts. Tables were submitted for each half year,
showing the commercial paper which was then in default
and also property which had been taken as security for
loans which had not been paid at maturity. Figures
quoted by Professor Denis from the documents of 1872
showed that for the twenty years ending with 1871 the
total amount of paper in default was 1,188,518 francs
($230,000), and of this amount 361,768 francs had ulti-
mately been paid.®

@ Documents Parlementaires: 1900, p. 432. b Ibid., p. 84.
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Taking up the twenty-six years from 1872 to 1897 Pro-
fessor Denis stated that the total amount of paper unpaid
was 5,758,659 francs ($1,111,000), upon which 896,601
francs ($173,000) had ultimately been paid. The net loss,
therefore, was 4,862,058 francs ($938,000), or an average
of about $36,100 per year. Comparing this with the
enormous volume of paper discounted during the period,
which was 56,944,804,715 francs ($10,990,000,000), the
proportion of loss worked out at nine one-thousandths of
a centime to 100 francs (0.009 per cent). Similar figures
for the Bank of France during the period from 1870 to
1890, which comprised a period of war, showed a total
loss of 34,730,000 francs in total transactions of 175,000,-
000,000, making the loss 1.9 centimes per 100 francs.®

In response to another question as to what securities
composed the item in the accounts, ““ Securities guaranteed
or to be realized,” a full explanation was given of the
acquisition of certain amounts of landed property under
foreclosure. The first year in which this item appeared
in the balance sheet was in 1881, as the result of the de-
fault of a loan in Brussels, where some property was taken
on the Boulevard Leopold II. It was felt to be improper
under the law to carry the value of this property in ordi-
nary assets. The administrative council decided, there-
fore, to open a new item in the balance sheet entitled
“Securities guaranteed or to be realized.” To this ac-
count was transferred all real property acquired to secure
the bank against loss. All forms of slow assets were even-
tually carried to this account.?

e Documents Parlementaires: 1900, p. 82. b Ibid., p. 185.
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The annual reports of the Bank set forth regularly the
commercial paper rejected when submitted for discount.
The policy of the Bank in regard to loans is so well under-
stood that the amounts rejected are not usually large.
The following table gives the number and amount of such
cases for representative years:

Commercial paper rejected.

!
Vear. | Pieces | oot e
Francs. Francs. Francs.
T892 o e 3,040 | 3,809,455 1,874,443
T807 o e e oo 3,260 3,060,179 1,802,663
1900 & o e 3,412 | 3,753,554 2,723,521
B T 1,893 2,395,329 1,358,522
F Q08 o o o e e e e 2,132 2,641,577 1,571,851
1906 - - e 2,653 2, 640, 480 1,407,592
1907 m o e e mmm e 2,578 2,603, 541 1,567,397
908 e 2,028 2,014,044 1,085, 604

DISCOUNT POLICY OF THE NATIONAL BANK.

The National Bank of Belgium has followed a policy in
fixing the rate of discount which has conformed in a
measure to the English policy of changing the rate with
changes of condition, but has leaned in some degree
toward the French policy of keeping the rate uniform,
except under the pressure of great necessity. In other
words, the policy pursued has been midway between that
of the two great institutions named. This is apparent
from the table given by Mr. Palgrave, showing the varia-
tions in the rate of discount at five principal European
banks from 1844 to 1900, the figures for Belgium cover-
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ing only the period since the creation of the National
Bank in 1850. The table is as follows: ¢

Number of variations in rate of discount.

{ Bank of—
| | -
England France Germany. | Holland. | Belgium.
1891 t0 1900 - w oo \ 55 9 36 23 | 13
Total variations from 1844 ‘ 1
10 1900 e oeomcceeeo l 400 111 116 173 I 173

The average rate which has prevailed at the National
Bank of Belgium has not been high. It was calculated
as having averaged from 1873 to 1899 3.33 per cent. The
average since that date has ranged somewhat higher, as
the result of the more stringent conditions in the money
market which followed the war in South Africa. The
highest annual rate attained in the history of the Bank
was during the panic of 1873, when the average was 5.06
per cent. The next highest rate, prior to the crisis of
1907, was 4.42 per cent, in 1882, when the crash of the
Union Générale in Paris caused disturbances throughout
FEurope. An average rate of 2.80 per cent was touched
in 1886 and of 2.70 per cent in 1892, after the prevalence
of higher rates in the intervening years. Low rates were
again touched during the years just preceding the dis-
cussion over the renewal of the charter in 1899, the aver-
age of 1893 having been 2.83 per cent; of 1894, 3 per cent;
of 1895, 2.60 per cent; of 1896, 2.84 per cent; of 1897, 3
per cent; and of 1898, 3.04 per cent.®

@ Palgrave, Bank Rate and the Money Market, p. z210.
b Documents Parlementaires: 1900, p. 414.
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The record of changes in the discount rate during the
past ten years is shown in the table below. It indicates
that a rate of great steadiness was maintained from 1g9or
to 1905, but that Belgium, like other countries, felt the
influence of the monetary pressure which became acute
in 1go6. The year 1907 opened with a discount rate at
the National Bank of 4 per cent, which was advanced on
March 18 to 5 per cent; on November 2 to 54 per cent; and
within six days, on November 8, to 6 per cent. Even
under this pressure the censors were able to affirm that
‘“the resolutions of the council of administration have
been as moderate as possible and the rates of discount in
Belgium have remained below those in force in England
and Germany.”® The year 1908 witnessed the reflex
influence of the panic. The rate of discount was from 6
per cent progressively reduced on January 14, to 5 per
cent; February 17, to 424 per cent; March 30, to 315 per
cent; and on July 13, to 3 per cent, where it stood during
the remainder of the year and far into the year 1909.

The average rate of discount, as given in the official
reports and in the table below, is based upon the term for
which each rate runs, and not necessarily upon the amount
of paper discounted. The rate used is a minimum rate
upon the ordinary discounts, as in the case of other
European banks of issue. The table showing the changes
during the last eleven years is as follows:

@ Rapport: 1908, p. 30.
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Changes in discount rate, 1899—1908.

Rate.
Year - Changes. A;r:{:\ge
Maximum. | Minimum. t Closing. ’

Per cent. | Percent. |Pcr cent. Per cent.

1898 . e 4 3 4 1 3.04
1899 . e 5 33 5 6 3.92
TQO00 - e e 5 4 4 2 4.09
T 4 3 3 2 i 3.28
Q02 - o o o oo 3 3 3 leoooooC i 3.00
1903 - o e 4 3 3 3 3.17
L3 3 3 3 |--mmmmn- 3.00
1905 - o o e 4 3 4 1 3.17
1906 - - i 4% 3% 4 3 3.84
T907 - e emeemeeeemaos 6 4 6 3 4.95
T908 o e 6 3 3 5 3.56

An indication of the moderation of the rates charged by
the National Bank is afforded by the fact that between
1851 and 1900, inclusive, the rate of discount was at 3 per
cent or less during 10,623 days out of the 18,262 days
which elapsed. This represents 58 per cent of the time
involved, while rates equally low prevailed at the Bank of
England only in 55 per cent of the whole number of days;
at the Bank of France in 49 per cent; at the Imperial Bank
of Germany in 12 per cent; and at the Bank of the Nether-
lands in 61 per cent. For the whole period of 18,262 days
dealt with up to the close of 1900, the rate was at 3 per
cent or less for 10,623 days; from 34 to 5 per cent for 6,767
days; and from 525 up to 7 per cent for 872 days, or 5 per
cent of the entire period. @

The relative stability of the discount rate at the National
Bank of Belgium is attributed in the Senate report in a
certain measure to the farsighted and wise management

a Palgrave, p. 186.
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of the bank, whose administration has sought to avoid as
much as possible injurious shocks, but which could not
escape the preponderating influence of the market for
capital and the course of business between nations.? A
more critical attitude, however, was taken in 1900 by
Professor Denis, the leader of the Socialist minority in
the chambers. He pointed out that, from 1852 to 1872,
average rates of discount at the National Bank of Belgium
ranged considerably lower than the official rates in France,
England, and the Netherlands, but that this advantage
disappeared in the period 1873-1898, and especially during
the latter portion of this period. A summary of his
figures is as follows:?

Rates of discount at various banks.

Period. Bank of | Bank of | 0NL | Yo er

. . lands. Belgium.,

Per cent. | Per cent. | Per cent. | Per cent.
18521872 .- 4.17 4.09 3.81 3.49
18731898 . 3.30 3.19 3.12 3.31
1895—1898 ... 2.07 2.61 2.88 2.87

The figures for the latter period, Professor Denis declared,
represented a nearly complete revolution as compared with
the earlier, which he attributed in a measure to the substi-
tution of foreign bills for gold in the reserves. We shall
see, however, in discussing the subject of the premium
on exchange and the drain of coin from Belgium, that
the discount rates of recent years have been subjected to
serious criticism from a very different point of view from
that of Professor Denis, as being too low, instead of too

a Documents Parlementaires: 1900, p. 411. bIbid., p. 283.
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high. The comparative rates for later years have been as

follows: @
Average rates of discount since 1898.

Bank of | National

Vea: Tence. | Ragtand. | Germasy. | the Neth- | Bank of

Per cent. | Per cent. Per cent. Per cent. | Per cent.
1899 - - o memccaemaoa 3.06 3.75 4.98 3.85 3.91
2900 - e 3.23 3.96 5.33 3.60 4.09
b 1:7-) S 3.00 3.72 4.10 3.23 3.28
TQO2 . o cceiceeceeeee 3.00 3.33 3.32 3.00 3.00
X003 o o cmmmmmmeceeem 3.00 3.75 3.84 3.40 3.17
b 3TV S 3.00 3.30 4.22 3.24 3.00
T 3.00 3.00 3.81 2.68 3.17
T906 _ o looao 3.00 4.27 5.00 4.00 3.84
2T R, 3.47 4.93 6.03 5. 10 4.95
T908 L oo 3.04 3.00 4.76 3.38 3.56

THE GRATUITOUS ISSUE OF DRAFTS.

One of the methods which was early adopted by the
National Bank to facilitate the transfer of credit was the
issue of drafts upon its branches. Such a draft is known
as an accréditif and is in the nature of an order issued
at any given office of the Bank upon another designated
office. Drafts payable within the city where issued are
sold only in Brussels. At that point they are payable
on the first business day following the date of their issue,
and the same rule prevails as to such drafts delivered in
the provinces upon Brussels. Those delivered in the
provinces upon an agency or upon a branch were until
1908 payable one day later, but in that year were made
payable the day after issue.> In case of the loss of such
a draft a duplicate may be issued fifteen days after the

@ Bulletin de Statistique, January, 1909, LXV, p 110.
b Rapport: 1908, p. 25.
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date of its issue under special authorization from the
governor of the bank.

These drafts were originally issued only for sums not
less than 100 francs ($19.30), but a motion was made
during the discussion on the renewal of the charter in
1900 to reduce the denomination to 20 francs ($3.86).
This motion was opposed by the government, but the
promise was made, and subsequently fulfilled, to reduce
the minimum to 50 francs ($9.65).

Prior to the law of June 23, 1873, these drafts were
required to be made in favor of a designated person and
could not conveniently be transferred by indorsement be-
cause of the stamp tax, which assimilated them in such
cases to commercial paper. The law of 1873 exempted
them from the stamp tax and broadened the scope of
their employment. It required a demand for payment
within three days of the date of issue if drawn on the
same place and within six days when drawn upon another
place. The holder who did not demand payment within
the legal limit lost his recourse against indorsers. Even
prior to the law of 1873, on July 1, 1871, the bank abol-
ished the charge of 25 centimes per 1,000 francs (5 cents
per $193) and has since furnished these drafts without
charge where they are made payable at an agency. The
bank made this concession in the belief that it would be
compensated in a measure by saving the charges on the
transportation of bank notes by mail and that the latter
would remain longer in circulation The accréditif is
paid only to the person in whose favor it is drawn or by
indorsement, and this indorsement can not be replaced
by a letter of advice.®

@ Noel, I. pp. 530-531.
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While it is declared by M. Pierre des Essars that ‘“the
Bank is thus called upon to perform-gratuitously all trans-
fers of money for the whole country,”® the number of
such drafts dealt in has not approached the volume of
redemptions of bank notes. The growth in their use
was slow prior to the abolition of the stamp tax in 1873,
but was more rapid after that date. The following table
gives for representative years the tendency in this regard:

Accréditifs sold.

Year. Number. Amount.

Francs.
2. T U 4,894 13,227,354
T80 - e e e e emmmcmeea 16,988 54,335, 106
I87 2 e 63,179 314,358, 816
T873 C o o e e o e 92, 300 498, 100, 000
I875 e e e e m e mmmmm— - 129,991 562, 107,138
880 o e eecemememaes 199,113 705,031, 527
I885 o e 249, 450 742, 403,592
890 e e 286, 119 921, 300, 000
T80 o o o o e e 324,346 | 1,022,608, 588
OO0 - e e e e e mmemmmmm e m e mm———————— 413,735 | I, 450,250,102
1008 o e e e e e e e ——m e e 508,034 | 1,488,588, 697
10006 - o e 535,451 | 1,634,527,879
T907  mememmmmc e et nceemecmme—mececcecamoaoooo 552,345 | 1,675,832, 751
1008 e e 567,201 | 1,645,063, 717

It was suggested by M. des Essars that the facility given
by these drafts for the transfer of money without cost
tends to encourage the transfer of coin out of Belgium.
How this tendency works is thus set forth:?

“When a Belgian debt is due in France the debtor
draws an order at some agency payable at Tournay or
Courtrai (frontier places in Belgium). There coin is
asked for and forwarded to the branch of the Bank of

¢ A History of Banking in all the Leading Natioais, I11, p. 276
b Ibid., p. 277.
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France at Roubaix or Tourcoing. The transfer charge
is very light, so that money leaves Belgium when the
exchange is but 2 per 1,000, under the circumstances
explained. The rate would have to reach 4 to 5 per 1,000
to make it a matter of advantage to transfer actual coin
instead of using orders. Belgium is thus more exposed
than any other country to a drainage of coin.”

This subject of the exchange between Belgium and
other countries is an intricate one, however, into which
many other factors enter than the movement of drafts,
and is discussed elsewhere in this report.

MOVEMENTS OF THE CIRCULATION.

»

The circulation of the National Bank of Belgium has
proved very flexible, in spite of the absence of any special
restrictions upon note issues. The net circulation of cur-
rency has tended to expand in Belgium, as in other coun-
tries, by reason of the expansion of business and by reason
of the rise in prices, demanding a larger volume of the
medium of exchange. There has been a tendency also
toward the substitution of notes for coin in the hands of
the public, because notes are less cumbersome and more
convenient than the heavy silver coins. The issue of
notes of the denomination of 20 francs ($3.86) has natu-
rally tended to substitute paper for coin down to that
denomination.

The progression in the total circulation has been much
more rapid than in the population. The latter increased
from 4,827,833 souls in 1866 to 6,693,548 in 1900, and in
1907 was estimated at about 7,200,000. On the part of
the circulation, from 1870, when the average was
187,392,000 francs ($36,173,000), there was an increase in
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1873 to 332,480,410 francs ($64,170,000). The increase
was less rapid from this date to 1888, when the average
was 361,030,000 francs. The period of commercial ex-
pansion which followed led to the movement of the aver-
age upward in 1900 to 576,485,510 francs, and there was a
further advance during the next eight ‘years which carried
the average for 1908 to 753,079,970 francs ($145,350,000).

The degree of elasticity in the circulation is indicated
partly by the variations at different periods of the year
and partly by the amount of notes canceled and retired
during the year. The range of variation is not so great
as in some other countries, because of the essentially
manufacturing character of the industries of Belgium
and the comparatively minor part played, therefore, by
agricultural operations. The difference between the cir-
culation on December 31, however, when it is near its
maximum, and the average for the year is in itself con-
siderable, without taking account of the wider variations
indicated by the difference between the minimum and
the maximum points of the year. Thus, in 1908, notes in
circulation on December 31 were 806,378,060 francs,
while the average for the year was 753,079,970 francs.
The difference in 1906 was greater, the circulation at the
close of the year having been 770,423,340 francs and the
average for the year 702,363,760 francs.

Comparison of the minimum and maximum circulation
for different years shows variations usually ranging about
10 per cent. The period of maximum circulation is al-
most invariably at the turn of the year, sometimes occur-
ring late in December and sometimes continuing into the
first weeks of January before the reflex movement is felt.
There is a general tendency downward from January to
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midsummer, which is halted from time to time by the
demand for currency at the end of each quarter and on
other special occasions. The latter part of March and the
early days of April mark the logical period of minimum
circulation, but the state of comparative equilibrium,
which extends from these dates to midsummer, is occa-
sionally marked by a decline slightly below the average
of the spring. The table which appears below, showing
the variations between maximum and minimum circula-
tion during the past ten years, illustrates the character
of these movements. The figures presented are for com-
plete weeks, ending in some cases a few days before De-
cember 31, which explains the apparent discrepancy in
one or two cases with the later table, where the circula-
tion of December 31 reached above the maximum shown
for the official banking year. In some cases the demand
for circulation has risen higher during the autumn than
at the close of the year, but upon the whole, as the table
indicates, the maximum is attained near the end of the
year and the minimum during the spring and summer.

Variations in the circulation.

Maximum. |, Minimum. Average.
Year.

Date, Amount. Date. Amount. Amount.

Francs. Francs. Francs.
1899 oo Nov. 30 5§68, 500, 000 | Mar. 9 5II, 700,000 538,076, 400
1900 - e e ccmen Oct. 31 597,900,000 | June 21 553, 800, 000 576, 483,510
11 S Jan. 31 623,500,000 | Sept. s 567, 200, 000 599, 265, 950
1902 oo _o___ Dec. 30 672,600,000 | June 19 596, 300, 00O 621, 568, 640
X903 - moooo- Jan. 15 650, 500,000 | June 18 605, 000, 000 636, 760, 360
X904 cmemen Dec. 29 668, 700,000 | June 23 615, 100, 000 645, 989, 100
190§ - o ccomen Nov. 2 693,300,000 [ Mar. 23 643, 700, 000 676, 841, 990
1906 - - oo Oct. 31 736,500,000 | Apr. 19 670, 900, 000 702,363, 760
1907 o e meman Oct. 21 770, 600,000 | Apr. 4 706, 600, 000 743, 404, 700
1908 . o... Dec. 30 800, 200,000 | June 18 711,700,000 753,079,970
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The denominations of the notes issued by the National
Bank were fixed in the beginning and have not since
been altered. They are five in number—for 20 francs,
5o francs, 100 francs, 500 francs, and 1,000 francs. Neither
the law nor the regulations of the Government specify the
proportion of any one denomination to be issued or kept
in circulation. Figures of the.different denominations are
available only from 1870, when the total circulation of
notes was 187,392,000 francs. The changes from year to
year after the use of the different denominations was fairly
established, about 1877, show the largest increase in notes
for 20 francs ($3.86) and notes for 100 francs ($19.30).
The demand for notes of 1,000 francs, while varying
somewhat from year to year, has upon the whole shown
no great increase, even with growth in the volume of
business. The following table shows the average value
for each denomination outstanding for representative

years:
Average of note issues by denomination.

[In thousands of francs.]

Year. 1,000 francs.| soo francs. 100 francs. 5o francs. 20 francs.,
80, 367.0 18, 501.0 65, 782.0 7,298.0 15,444.0
150,030.0 23,523.0 120, 766.9 3,189.7 34,970.2
123,034.0 18, 486.0 137, 438.7 1,498.1 43,109.4
r28, 285.0 23, 254.5 124,27I.2 22,953. 1 14,860.7
1885 oo 114,887.0 16, 822. 35 160, 109.9 27,438.6 27,120.8
1890 .. 121, 788.0 21,906.0 171,487.3 29,337.2 37,791.2
1895 o ______ 123, 749.0 25,898.5 201, 301.8 34,384.7 52,079. 1
1900 o e mcceeem 168, 446.0 32,599.5 240, 253.6 47,649. 2 87,535. 1
1905 o m e meecee 184,871.0 37,398.5 275,903.9 61,242.2 117,426.3
1906 oo 196, 167.0 40,95I.5 260, 826. 7 71,359.9 133,058.6
1907 c e mcmmean 197,987.0 40,845.0 289, 324.3 71,621.7 143,626.7
1908 e 160, 267.0 72,146.0 297,698.0 73,608.6 149,360.3

Notes retired during the year have varied in amount
according to business conditions. The maximum pro-
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portion of such retirements was in 1886, when they
amounted to 306,790,000 francs in an average circulation
of 355,893,600 francs, or about 85 per cent. The aver-
age cancellations, however, are much below this amount,
having been in 1907 366,120,500 francs, or 49 per cent
of the average circulation. The cancellations of 1908
were 508,491,400 francs, or 67 per cent of the average
circulation.

One of the most striking features of the circulation dur-
ing recent years has been the increase in the proportion
of notes for 20 francs. Such notes formed in 1873 but
little more than 1o per cent of the average circulation.
The amount had not increased materially up to the year
1893, when the proportion to the total circulation had
declined to about g per cent. From that date, however,
the increase was rapid and resulted in doubling the amount
of these small notes within less than six years and again
nearly doubling the amount in the eight years ending
with 1907. A view of the movement of circulation, the
proportion of notes of 20 francs, and the notes retired
for representative years is afforded by the following table:

Movement of the circulation.

Yeur Cigeuedon | G | Ay aote | Yot redred
Francs. Francs. Francs. Francs
320,586,070 | 332,480, 410 34,970, 260 109, 659, 750
339,969, 510 313,624,520 14, 860, 720 205, 700, 000
367,423,810 346, 378, 860 27, 120, 860 301, 250, 000
404, 721, 600 382, 309, 680 37,791, 180 221, 5§40, 000
476, 502,020 450, 413, 100 52,079, 100 145, 320, 000
631,631, 800 576, 483, 510 87,535, 160 330, 320, 000
724,082, 140 676,841, 990 117, 426, 340 405, 500, 000
770, 423, 340 702,363, 760 133,058, 660 643, 250, 000
798, 167, 760 743, 404, 700 143,626, 700 366, 120, 500
806, 878, 060 753,079,970 149, 360, 320 508, 491, 400
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- National Bank of Belgium

REGULATION OF THE NOTE CIRCULATION.

The circumstances under which the National Bank of
Belgium was created gave a distinctive character to the
provisions regarding the security for the issue of notes.
The original charter of 1850 contained these provisions in
regard to the notes themselves:

“ArTICLE XII.

“The bank may issue notes payable to bearer. The
amount in circulation shall be represented by securities
which can be easily converted into cash.

‘“The proportion between the cash reserve and the notes
in circulation shall be fixed by the statutes.

“ArTICLE XIII.

“’The Government, by agreement with the Bank, shall
determine the form of the notes, the method of their
issue, and the amount of each denomination.”

No changes were made in these provisions by subsequent
amendments of the charter, except that in 1900 the notes
were required in future to be printed in both the lan-
guages of the country (French and Flemish), and provision
was made for paying into the public Treasury the amount
of old issues of notes prior to 1869 which had not been
presented for redemption.

The original charter of the Bank made the redemption
of notes obligatory only at the head office at Brussels;
but in 1872 this obligation was extended to the agencies,
with the proviso that payment might be deferred until
there had been time to receive the necessary funds from
the head office. The notes were made receivable for
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public dues from the beginning, but it was not until 1873
that they were declared legal tender between individuals
so long as they continued to be redeemed in legal coin.
This privilege was accorded by a special law of June 20,
1873, which also provided, however, that the legal-tender
quality should cease whenever the Government should
cease to receive the notes at public offices.?

The Belgian law imposes no limit upon the amount of
notes which may be issued by the National Bank. It was
declared by M. Malou in 1872 that ““ the credit circulation
is not extended or restricted arbitrarily at the will of
institutions of credit; its necessary limits are the require-
ments for transactions and the movement of business.”’?

The law required that there should be a relationship
established between the metallic stock and the circulation,
but left to the statutes of the Bank, as determined upon
by the Government, the decision of what this relationship
should be. The proportion is fixed by Article XXXIV of
the present statutes at one-third of the amount of notes
and other obligations payable at sight, but it is provided
that the cash reserve may be allowed to go below this
minimum under circumstances and limits to be authorized
by the Minister of Finance. It was declared when the
law was framed in 1850 that the exact proportion of the
reserve held against notes could not be determined
according to any fixed rule, but must depend upon time,
circumstances, and perhaps also the state of public feeling.
For this reason the matter was left to the Government and
the Bank. Experience, it was declared in the report of
M. Delbeke in 1899, had proved the wisdom of this solu-

¢ Documents Parlementaires: 1900, p. 480.
bIbid., p. 471.
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tion. It was more and more agreed by modern experience
that any such limit should be conceived in such a manner
as to leave the bank with hands sufficiently free to meet
successfully a period of crisis. Upon this question of a
fixed propbrtion of reserve the repert of M. Delbeke
quoted from an article by Professor Helfferich in the
“Revue Politique et Parlementaire” of January 10, 1899,
the following:®

“Requirements of this sort should not establish a rule
for the government of the Bank in periods of calm. If
the government of the Bank does not do in normal times
considerably more than is required by the provisions of
the law, it will not be able in difficult times, when the
tiller escapes from its hands, to keep within the limits of
legal requirements, and even for a competent management
there is danger of being compelled to exceed the legal
limits because of a violent and sudden crisis. It is at such
moments that a central bank becomes indispensable to
safeguard the economic interests of the country and that
it becomes obligatory to suspend the banking law.

“Of this the suspension, authorized on three occasions,
of the restrictive clause contained in the English bank
act affords a classic example. But suspensions of this
sort, imposed by necessity, never take place without pro-
voking in a certain measure a movement having the char-
acter of a panic. If a bank approaches the limit at which
it ought to suspend its issue of bills, the fact produces, as
has been seen in England, a run upon the Bank—not to
obtain the redemption of bills, but to obtain the discount
of paper—for everyone fears the arrival of the moment

¢ Documents Parlementaires: 1900, p. 151.
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when the Bank will no longer be able to issue bills nor in
consequence to grant discounts. The imposition by law
of a maximum figure for the issue of bills not covered by
the metallic reserve, and of a minimum of metallic re-
serve for covering the bills, represents then a limit imposed
upon the elasticity of the Bank and a limit which, instead
of preventing a crisis, is rather of a nature to provoke and
aggravate it.”

The regulations imposed at the National Bank of Bel-
gium to secure the safety of the notes and to prevent
thefts and fraudulent overissues are similar to those in
other large banks. The special paper required for the
notes is carefully recorded and is guarded in a safe with
two keys. The comptroller delivers to the chief of the
printing office the paper necessary for the time being,
where also it is kept under double keys. After printing,
the notes which have been spoiled as well as those prop-
erly printed are remitted to the comptroller of notes.
Those spoiled are marked before delivery with the word
“fauté” (spoiled) and are perforated. These spoiled
notes are carefully verified and destroyed at the end of
every six months.

The comptroller of notes is charged with numbering and
affixing the seal upon the notes. Every issue under a
given letter of the alphabet is inscribed in a register con-
taining the following information:

The number in the order of the alphabet.
The date of manufacture.

The date of issue.

The names of the signers.

The letter of the series.
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The number in this series.
The date of destruction.

Verifications are made in the case of the special paper
every six months, or oftener if judged necessary by the
administration of the Bank. The verification is made by
the governor or a director delegated by the council, with
the assistance of the director charged with the supervision
of the note service. Notes at the printing office and at
the sealing office are verified at least once a month by the
director of the note service, assisted by the comptroller.
The notes to be issued are verified at least once every six
months by the director of the service and the treasurer.
A report is made at the end of each month, showing the
status of the special paper, notes in course of printing, and
those actually printed. .

Notes which have become unsuitable for circulation are
withdrawn by the central reserve agency. They are
punched with the word “annulé” (cancelled), with the
date of their retirement. These notes are also remitted
to the office of note issue, which records the number, veri-
fies them, classifies them, and proceeds to their cancel-
lation in the records already described. When the council
orders the destruction of canceled notes, the operation is
effected under the supervision of two directors designated
by it, in the presence of three delegates of the grade of at
least chief of bureau. The council determines at the
same time the method of destruction.”

One of the new provisions of the law of 1900 directed
the bank to pay into the public treasury within one month
the-face value of notes belonging to issues prior to the year

6Lois Organiques: Statuts, 1907, pp. 95-100
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1869 which were still outstanding. It was also provided
that whenever a given type of note was replaced or sup-
pressed, the bank should make a similar payment into
the treasury at the expiration of a date to be fixed in each
case by agreement, and that this provision should be im-
mediately applicable to mnotes for 20 francs of types
previous to that authorized in 1897. The amount of
these old notes was to be deducted from the reported
amount of the circulation, and when any of them were
redeemed the amount thus disbursed was to be charged
to the account of the treasury.

The report of the Minister of Finance upon this subject
is interesting, because it presents figures of the amount of
old notes of issues prior to 1869, which were outstanding
on December. 31, 1897.¢ These issues dated back as far
as 1851 and included notes issued in 1851, 1852, 1853,
1856, 1862, 1863, and 1865. In every case, except the
original issues of 1851, the notes still outstanding were of
only one denomination. The total face value of all such
issues was only 1,025,500 francs ($198,000<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>