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INDUSTRIAL CREDIT SURVEY 1919-1939

»Y

Dx. KURT GRUNWALD

PART I

F~The Background

Among the many problems of credit and banking which had to be
faced since the Grest War and the fundamental changes which the
banking system has since experienged, that of Industrial Credit takes
& conspionons place.  As the following pages will show theee is bardly
a country, whether industriabized or not, which did not take—or at
least plan—some measures for the supply of credit or finance to
indestey, Their impresive number, no doubt, accounts for the failure
of many ecchomists and bankers to see the wood for the troes, i
a new bankisg strecture gradually cmerging from a multitede of,
often haphazard, relief measures,

All thess measures are still experiments, and significant for » groping
towards a satisfactory sodution of what would appear, recent problems.
A. A, Berle quite rightly podnted ot that while the sbort-term credit
syatem has been avolving coatinwosaly and stesdily, the loag-term
crodit system has had no comparable developiment since its appoarance
at and after the Napoleonic wara, when the House of Rothechild started
selling bonds. It ix only since the peblication in 1951 of the Report
by the Committee on Fissncs and Industry (1929) that the financial
world Bas become consclous of the so-callod “ Macmillan gap " *
in the banking structure, namely the difieultbes of smaller industrial
caterprises in procuring the credit necessary for their operations and
expansion, . ¢
. el & the * No maa's land " of peivets mepital, or Ghe
“Twlight pone,” where scitber comumercial nar iavestamat biaks opeate,
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Though, to & certain degree, existing also before the World-War, the
problem of sapplying industry with credit, has been secentasted by the
politioal, eocaomio and social developments in post-war days, partionlar-
ly in the dedade since about 1926, in which the governments in almost
every country of not axclusively agriceltural charncter have grappled
with the probless. A large namber of schemes have been claborated
for providing finance to industry, and in some counmtries special
mstitutions have bees creatod for this purpose.

Although the problem is universally ko uvidence, it is by no means
identical in all countries. The torma’ Industrial Bamk" and “Industrial
Credit ™ in wse now almost everywhere, are employed to describe
vanous types of organizations and credit nesds, Those differences
are mainly ceaditioned by the stage which industrial and capitalistic
development has been reached in the respective counteies, Further-
more & great number of factors within eack country add to the
complex nsture of the problem.

~ The need for special mgencies supplying credit exclusively 10
industsy bas gradually beco realised in three difforent qUATSer™;
isdustry, the banks and the State.

The lack of adoquate capital for industry was wegontdy felt at n::
in thoer coantries which had been war theatro, of l’"“""‘;i >
defeated powers, where the robuilding of i.d..uy‘wa;o hs;! '“‘:P 5
by the dixappearance to & great extant of the capitalist CEE
became scute, 100, in such countries, as tho Baltio states whic ¢3nm.
sew politioal ordar warw separated from their previons Wﬁ i Ay
Almest campletely lacking secumulated capital of their T
expericnced the utmost difficaltics in providing the "‘“‘“”;hop“m
for tbeir, mostly recent, industries which hail o accus 10
distrostful international capital market.

Adﬁhrmmph.hwmtﬁu where in the years

'“MMindutry bod lost the main part of its ligmd

y And, in sdditien, the investing middlo casaen warn
practieally wiged oat.

Again, enpital and eredit became searee in the days of the Great
when it was mont noeded by indwitoy.

The baoks in man ioe had been closly connected
with u“"hm o?]":‘:,nbul weed the money of their

Py —
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depositors for investments in and long-term credits to industry, But
when in the Great Depression credits became frozen and stocks could
not be disposed of without endasgering the position of the industrial
clent, or dovaluating the sssets, special institutions for saving the
banks had to be croated to take over such frozen sssets from the banks
for gradusl liquidation,

In these countries, as well as in such other countries where the carefsl
operstion of the banks had prevented the freexing of their assets, the
lack of finance, particularly for smaller imdustries, became strongly
felt, all the more 20 as capital accumulation in all countries had slowod
down as a result of the structural changes in the world economy in
general, and of the Great Depressica in particslar,

In this situation the State took the initiative. Gone was the Golden
Age of * Laisser faire, lasser aller,” when the State couM loave all
eredit problems to the imitiative of the banker. Aftor some docades
of a transitory and more or less benevolent ™ Wirtschaftspolitik
the Irom Age of & Planned Economy ™ had thrust enormous cespousibi-
lstics oo tho State and its agents, the Naticaal Banks., In the countnes
of new mdustrial colonization, sach st the secession States of the
Austrisn-Hungarian, the Russinn and the Turkish Emgpére, whero
industrialization followed the gaining of political independence in
hitherto agrarian countries and provinees, the latter had to provide
the capital. :

Thuy, in oeder to aid the industrialization of these countries, instru-
ments had to bo oreated, varying according to the degree of Etataam
provailing in cach countey, from bolding, or promoting, to meen ceadit
institutions,

That in the days of the Great Dupression the State came to the aid
of industey was only right and proper. A ayatom of social taxation
i many countries aimued at a more equal distribution of wealth, and
in & great many cases eliminated the spoculative investor in industrisl
stoeks.  Moreover, the fiscal and godd policies adopted had froquently
prejudiced th position of industey, and finally \he divorce by Jegistation
of shoet-term and loag-term eredit operativns in many counteied after
1400 mavle (8 imperative to cresta suitabde eredit sourees for industry,
"Thus the assstance renderod by the State to industry, as an emorgracy
meaure 1o ovarcome the depression, b the foundstion for an eatirely
peow banking systom i most countries,
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This new banking system is probably the clearess sign of the economio
nnd political changes which bave taken place in recent yoars, a foct
which is also steessed in the VIth Anmual Report, 1908, of the Bank
for Internsticasl Settlement, whero thess chanpes are summed up in the
following words: ** It is in only relstively few countries that the
egsting banking organisation wasso stroagly established snd maintained
such a degree of quidity that it could pass, if not unscathed ot least
wnsemsted, through the crisis. Experience has shown that nowharo
have the authorities been able to abstain from intervention, if facel
with seriove difficultios in domestio banking. When a breakdown
theeatesed, measures of immediste relief had often to be improvised
and in particular State sid was given to supplement normal credit
facslitios. Byt the necessity of attacking the evil at its roots provided
the urge for sdoptices of reforms designed to strengthen the permancat
banking machinery and prevent as far as possible the repetition of errors
which recent events revesiel.”

“It would, bowever, be taking too narrow a view of the reomt
banking legislation to regard it simply as the peoduct of an emergency
ritwation, In many respects this bagislation is the outeome of expericace
over a number of years, often econnectod with deep-rooted changes in
methods of financing domestic and foreigs business; or it reflects
currents of iess which have grown gradually strongoer.”

The specific place and importance of industrial credit in this new
banking system is recognized by P. W, Martin in the * International
Labour Review ™ (“The Preseat Status of Economie Planning ™)
1‘96. “ Fimancial &id to isdustry, sometimes with the object of
giving necesary encoutagemest and support, sometimes with the
desire to influcace ita lino of davelopesent, has been a marked featuse
during recent yoars. They are all, in their various ways, sttempts
on part of the State to encourage and support business enterprise,
Government guarantos of the interest om & boan is yet another form of
State aid. In other countries the State has a comtrolling interest in
the large banks, which in tum have a preponderant inflsence over
most of the important wndortakings. ..

“State wid to indestry may be beoked at from three main aspects.
In certaim of its manifestations — particnlarly on the technical mde —
it is cssentially & development of naticoal services. From another
pednt of view it is principally a reaction to the stress of acete industrial
depression, to be disccntinued whes the emergencey  past. From

——
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yot another angle it may be seen a8 the first step towards Government
regulation. To soch extent as industry becomes dependent upon
the State for financial assistance, the system of private enterprise is
already in the process of replacement,”

It is precisely for this reason that bankers in the U.S A, now oppose
any expansion of the emergency measures takes during the years of
the Great Depression. They are not yet reconcilol to the idea that
“ Capitalism in 1909 is cmphatically not a system of kaissex faire,”
but see in the inereasing state intervention i the field of credit the
coming socialization of banking, with 5 subscquent Government control
of industey. These capitalists forget, however, that they are largely
rospansible for this stato of affairs becanse of their preference i recent
years for investisgg thir funds in Government seourition rather thas in
industey and that Government was therehy esabled and compelind to
take the place of the capitalist in the financing of industry,

Moreover, owing to the state of o * matured ecomomy,” seconding
to Professor A. H. Hagsen's evidence before tho Tomporary National
Beonomie Commsitten, Waskington, 1939, large industrial corporations
can mow finance all their potentisl capital requiressents from their
own internal resourees, sach as depreciation funds, and do not have to
take recourse to the capital market. This market, however, is
virtually closed 10 the smaller business,

While previousdy wealthy poople spousored mew ootorprises, it i
difficult to<day to find sach support, particularly, as the capital gain
tax in US.A, for isstance, makes speculative risks not worth while,
A now enterprise coubl yield, say 15 per cont, Hut, as the prospec-
tive spomsors would probably be in the sartax class, the net retum to
then wonld be caly 3 per cent, which they ean realize from tax free
municipal boads,

o Bat there is also another impostant source for eapital virtually
untapped to-day; the small saver.  The essentisl problem bere is
that of harmonizing the natural reluctango of the small investor to
take risks which from the stasdpoint of this own imterests appeer
exorasive with the mecessity of making availabl an increased shazo of
the community’s savings for enterprises with & degroe of risk attached
which is higher than the average of the past.  Is it possible to devise
any machinery which will surmoamt this difficully, which will guarantes
the small inveator the seeurity which ho saturally and properly desares,
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and at the aama time make available adequate supplies of eapital in
new and relatively unteied fiokls of preduction 1" (A. G. B. Fisher,
“The Clash of Progress and Secarity,” 1935). '

Prof. Hansen's views o the existence of a " matured economy ™
and gm the self-sufficiency of the largescale industry, and the sub-
seqquent atesility of savings and stagnation in ecomomic development,
have recestly beem comtested by Peof. HaroM G. Moultem and his
collaborators (" Capitel Expansion, Employment and Eeomomic
Stabilty,” Washington, 1240) who not only reject this thesss but
demy alw that ther ia any need for forther sbort or ntarmadiate
oredit facdlities for medium and small scale businesses, additional to
what i4 already avadablo for them, that commercial banka have been
'nndoly restrietive in their credit policies, or that there has been any
serious [ailure on the part of the mackinery of investment banking.

Sinsdlar atatetnumts can ba fownd in the evidemco of a number of
baskers and of the chairman of the Reconstroction Fisance Corporation
before the US, Swate Commities on Banking sad Currency, 1059,
while the chaleman of the board of Governors of the Foderal Reserve
System before 1his samme Committon emsphatically confirmsed the neal
for special credit facilities to smallor entarprises, This is where the
discussion stands,

Neither can a final judgment bo formed on the actual or peo
M'I.!uto meet the financial needs of the vanegated industrigl com-
menitien. 13 is open to discussion, for gmstance, whether o * National
l?m Bieard,” as propased by the advecates of ecanomie plan-
wing ia Eaghing (of. Maybew, Planscd Investment, Fabian Society,
195%) woubl rmeet tho seed of the small masufacturers for imtermediate
and Jong-term loans, or whether the scheme of A. A. Berle for s Capital
Credit Bank (memorandum submitted to the Temporary National
' m“(:m‘:::. Washiagton, 23.5,1930) weald be preferable,

Rvemnment g o with i
e : ¥ Coeperat instesd of

The * Macwillan feport " of 1901, alresdy quoted before, sugprsted
“that it woul be warth whibs for ddaikd’c:thid to be made into
wethods by whick sther countries (than Great Britain) attesspt to
solve this particubsr problem, vis. of_long-term credit to industrial

undertakings, which owing to their small size have no acoss to the
capital mackem " ,
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It is for this roason, that in the present survey — for the first time,
to our kmowledge —these methods have been recorded and the
mossures applied in various countries, during the past two decades;
wsally by offiaal or semi-official agencies, particularly for the
assistanco by oredit of the smaller manufacturing enterprises. This
survey may be a document of g wider than a purely financial-Sistonical
interest.*

I~ ladustrial Crodit and Indusicial Banks,

Tho terma : Indastrial Credit and Industnial Banks are froquently
wed in a quite different senso.  Hence it sevmns nocossary st this
juncture to make clear what is to be mndorstood under these terma,

We often find the word ™ Industry ™ applied to banks, which morely
transact the rogular basiness of a deposst bank ; indwstrial finasce
corparations referred to as industrial Lanks; “ Industriof Crofit ™ has
become in same countries identifiod with the finance of hire perchaso
business, snd * Industrial lorws ™ in USA, represnt personal, sesall
boans, a8 granted by the Morris Plas hanks and similar imslitutions,
It can frequently bo ohserved that in the hested newspaper discussion
om the necessity of daeger of industrial banks, poople are just talking
aver eac other's head, simply beesuse each one has a differcat conoep-
tion of what an Indestrial Bask is or onght to b, The ﬁmmi_(m ot
» bank, it is maintained in some quarters, is 1o accept deposits 1
“carrent account, which shoudd not be used for financing industry,
a bosiness which should be lefs 1o credit or finamco carporations,

What, thes, distingeishes industrial credit from other types of credit,
and wherein liss ita specific fusction ? i ¢

Attemptx have been made, froos the bankers point of view, to divide
imdustrial eeedit into short-tarm and loag-term needs, whereby short®
torms erodit 34 * & boun of weney capilal for the perposs of 1om
isereasimg the ciroulating capital of an caterprise,” and thercfore shoald
bo obtained on the momey masket, Ve, through the banks whoress the
long-term crotit " ought to augnient the jureatmen! capédal,” and,

-
LS AAEE W Aks 4 he
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tharefore, should be sought on the capital market. In the formser
case the erodit is to be repaid out of the gross-income, in the latter
case out of the profits.

This definition practically coincides with the one offered by the
producess who distinguish between credits required to koep an enter-
prise ranning, i.e. the peacess of production and distribstion, and cralits
needed for the expansion of existing and the establishment of mew
enterprises, Soch a sirict division is, however, possible only in theory,
both as ragards the credit, and the source of repayment ; ip practioe
the boundaries between these two forms of credit are frequently over-
Ipping. The prisciph that a bank credit by its proper use shoudd
boar in itself the possibility of its repayment, though correct to a cartain
degree, applios to the individual, solsted transaction, and does not
do justice o the actual husiness lifo in its complication and variety.

Three kinds of credits were until recently made wse of in industry,
two of which wore rogarded as short-term credits.  The most froquent
one was the discount of notes, which usually s a standing credst,

_In the second case the bank grants advances in form of an overdraft

in current aocount or in the form of & guaranteed loan.

" The trade bill a5 the * Memoranduwm oo Commercial Banks, 1925-
103 " of LON, rightly stresses, is generally eligible for rediscount
at the central bavk, but the purchasing power advanced agsinst i
becomes part of the permanent working capital of the cowntry, and

& raddon attespt to force repayment of tho whole or even 5 large part

of such erodita outstanding would procipitate a crais as inevitably
as the attemgn to Bquidate large volumes of securities.”  Thaus, as the
UM points out * the meaming and nature of bank liquidity
has M&w serious changes sinoe the concept was first developed.™
Jtinsignificant that the belief in the superior liquidity of commarcial
bills to direct invetment comes dows froms times before the steck
sarket,” *
“The ‘&i'd kind of eredit was » long-term credit whick’ consisted in
l“"; orarily taking over or holding part or the whole of a new saries of

* ¢f. Wwo F. Maihlape Th Liquidity of Shart.Ters Capital { Eccasenien, 1652), and bis

mm&:deWMMINL Anwall the writings
thawing “aaving” Lo the mooey destisad $or leveetman),

diffecernt from sy kine of croased bank condit. ' o
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The ratio of the=e three kinds of sssets in the portfolio of a bank
determined its status as regards industzy — a8 well 21 being & eriterion
of ita liquidity.

Only in post-war years when loans to industry against mortgages
o6 real ostate have become more freguent, it has beon sugpested that
loag-term * Industrial Credit ™ should be handled by mortgage banks.
This does mot seem, howover, to bo a feasible proposition. Not
only are there many entorprises without any real estate assets, which
thus wosld be procluded from obtair ing eredit, but such propesty usgal- ,
ly forms only a small sharo in the assets of an undertaking and the credit
thus obtaimable would be insufcient, Nor could a mortgage bank
loan on imdustrial property which could not easily be used for other
purposes. But the real difference botween industrial erodits and
regular mortgago credit on urban or rural property is that wheroas
the vabee of the latter i indopendent of the awner, the formar is langely
dependent on subjective factors, such as tho officiency of the manage-
ment or the industeial process. Industrial investments are values
quickly created and quickly disappearing. The main ssset is often the
goodwill of an undertaking which would disappear with the stoppage of
the mackines, Thes building and machinery oftes represent no
more than serap value,

Tho subjective character of industrial credit und the quick develop-
ments in industry entail the seoessity for its pormanent supervision,
As such supervision snd control is disliked by the manafacturers,
particularly in countrios wheto the snditor is not yet a popt lar figure,
Gorman banks advocated a system of keoping tho short-term and
bomg-term credit busimess in one and the same hand, seeing that per-
manet sspervision and contact wish the client is thereby astematically
mamtatned, snd the secarities cover both kinds of credit,

Nevertheloss, during the last few vears thero has been a marked
trend to separate indestrial evedit from the genoral basking busnes
and to entrust special institutes with this function. This does not mean,
however, that deposit banks do ot gramt credits to industry, But
thix erodit is merely a commereial cralit and actually self-liquidating.
By ‘rating credit, for instance, to the importer of raw materials, ete.,
oredit is granted indirectly to indestry, and the discounts of. eor
advances against customer metes still form a comsiderable part of
credit to industzy, More specislized, though alw short-termed,
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are export credita, eredits against documents, and lombard credits on
raw materisls, whick are frequently also granted by deposit banks
as well ns by special institutions.

A most smportant kind of eredit which has como into existence
only in the last decades are the instalment selling credit, a form of
credit seesatimos also called  Industrial Fimance,”

Wheress theso credits are more or less for werking capital, for
prodoction and distribution, ie. revolving credits, 5 growing number
of institutions concorn themselves with the sapply of long-term loans
to isdustry for ivestavnts in plant, whether against & mortgage of
somes otber security. These baoks cater particularly for those smallee
wnd medium-size rmterpriscs which kave no access tothe capital market.

Tt is mainly this kind of banks, o= which we wish particulary to focus |

oar steation in the present Survey, [ta functiuns are best defined by

Prof. Dr. H, Gelissen, u former Minister of Commerce and Industry
in Hollasd, who has boen cae of the outstanding protagonists of
Indestrial Banks, which should be * , . . institations to oxtend long-
term cxedit or capital te indestry, and procerethe means for thas purpos:
by aceepting capital ou longterm (debentures, shares). They refrain
from all odber hanking tramasctions. They can extend eredit to imdustry
in different foems, s socured or umsecured credits, with or without
participation in the profits, or as capital by acquinsg shares or deben-
tures. Thay ean alw act a¢ modintors botwoen those willing to extend
evodits and thoss in nesdof it.  The bong-torm credit which industry
FOQUEres musse serve mainly for capital investments, acquisition of
W'M builfings, machinery, pmoessos and pstents. The term of
credit ‘smay be ten 1o fifteen years."”

3 Such barks or institutions woubd Bave to comply with three condi-
tions which seeen 10 uy essential for the Indusseisl Oredit business.
They woubl bave: (1) to obtain long-teens fends for Jng-term Joans;
(2) to dovelop a special system of investigating into the economic and
tochnicel avpecta of the undertaking concerned with due regard to its
‘hlm‘ element, and to specific guaruntees ; (3) to find ways suil nwans
of Fomaining in elos contact with the cliant, after the loans have been
tarend, This Lot point is all the more important, seing thas the
semalbir enterprises, which are malnly ccmcorned in such Joans, are often
bewilderad by the peoblems to be faced in the pressnt changing
indwtrial world and would greatly bosefit by the guidancs of an
expetiencod and well.staffed industrial credis institation.

4

p—
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Another kisd of industrial baaks which does not supply oredit, bat
capital, are promoting and issuing houses which nssist in the develope
ment and financing of new industrial enterprises, whose shares and
bonds they try to seli,

Other "industrial banks," such as Holding Companies keap, oompklely
or partially, contrel over nterprises established by them, sometimes
on bebalf of the state which fimanced the bank itself or tho eotorprises
in question,

Deserving of interest are also the so-callsd Investovent Trusts
devoloped during the last decades which mobilise the savings of the
swall man for financing industeial entorprise.

Of more temporary character are the * industrial banks ¥ established
for taking over from other banks frozen industrial assets with s view
to their gradual liquidation. .

Having thes reviewed the whole range of industrial Snance in the
varoas fores in which it has specialized is rocent times, we now tum
to the dovelopment to be seen in thia field in the variows countries.

1L ~Industrial Cro&t befere and after the War.

The supply of crodit and finance to industey and the relstion of
banks to industry before the war Qdiffered cansiderably from countey
to comntey. Thes differences wore conditioned by the stages of capi-
talistic devolopswent reached in each country, It always happened in
coentrios with x stroeg and seddenly rising industrialization and with
insufficient capétal socwmulation that the demand for investment capi-
tal cxcoodod by far the smpply, 1t was then that the typical German
mubod of financing evolved the “ advance financing of fature steek

pavues ', which wasin we all over the Continent, with the sole exception
ot Funn.u. in the oM Asstro-Hungarian Empire, Belgium, Ttaly and
the sotaller Eastern Earopean States (s woll as théir suecossors after
the War) and 80 & certain extent also in the Netherlaods, Tha banks
in theso countries, often namod * mixed " banks for their combining
depesit and investuwnt basking functions, or “industrial ™ banks,
maintained, o0 & rulo, clom rolastions with industey, Short-term
dpponumudloslamumthlong-umlom. Oualy graduslly
the hank tried to liquidate suck loans by isuing and selling — often
to their depositers—shares and debentures of the enterprises which by
boans over the cqrrent account had beem esabled to inoreaso gradoally
their fixed capital. Advising their clients with regard to investomnts
u.pmclln“uudtbmbnh.
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As 9o special forms had doveloped for sach industrial investment
credit (if not granied as mortgage om real eatate), the forms of commercial
short-term oredits were spplied also to industrial credit. Proloogation
wu.gnmd for discownted notes and hills remewed when a solo-credit
wasnot paid. In this way this credit isimpliod to be a revolving oredit.
If the expansion of the enterprise makes the repayment of the credits
dificult, the manufacturer either takes in a partoer or issuos stocks,
and thus the “ intarim investmint crediy * (Zwischen-Anlage Kradit)
i liquidated on tha eapital market.

The banks oftan took she initiative in cresting new industries, whose
shares and bomds they subssquently placed with the genoral public.
Frequently, thoy maintained as quasi hoMing compamies a mebatantial
proportion of these securities in their owa inveumens postfolio | an
appeecisble proportion even of their short-term deposits was nocmally
extended in the form of long-term working credits to concerns under
their control.  They were generally directly represented oa the boards
of the more [mportant ur dertakings fioanced by them.  Their genaral
Bquidity was largely dependent spon the financial position of a
comparatively small number of important customers. On the othe-

hand, this policy resulted in n vory active support to industry, particu-
latly for the opeming wp of now fialds of sctivity, in countries whate
capital was comparatively seares, In thess countries the depasitors
were actually the real owners of fixed capital, though legally two sots
of debtor.creditor appaared.

Thix policy was not sltogether a voluntary cae Those in
chna_‘ of the banks is Europe, and particularly is Germany,
*xpensnced great difeolties in the years after the War aad after the
i fation, in as moch as the main desmasd of the ecosomy was for kag-
tarm crodits for rativoalization asd expansion of the plants, whils
the cagetal available was either for short-terms anly or of a kind whick
."',d"","" to recegnize.  There was no doudt as to the economic
Justification of those credits and the basks felt justified in using deposit
opeial for this parpass without an undes risk, a  cestain part of the

depouits remams permaneotly with the banks. Thos, short-terns
GRPONILS wero weed i all forms asd to s great exteat for long-term
Fvosmmnta; o oalling is of such oredi -
procipitated a grave ecisis and h“ crodits would have at onoe

1o paving s e 2 the cllpn of tany enerprivs.

policy the banks met with diffioslty in receg-

niming to whas )
gese of Mﬂ-:‘: m' ml‘l -term crodits had been granted under the



D' KURT GRUNWALD ~—INDUSTRIAL CREDIT SURVEY 155

For the credit neods of the smsller and medium.size enterprises
having no soccess to the capital markes, tho German big banks had
arranged dollar loans for several years, whereby the banks guaranteed
the individual Joans. Asthese boans became due dering the depression,
they aggravated the serious posstion of the German banks,

In spite of she disastrous consequences which this " mixed ™ systom
produced dering the Great Depression, it still finds advocates, In
a becture in 1938 on the “ Influenco of the New Banking Law on the
German Credit and Basking Systom ™ at the Institute of Bankess,
London, Prof, H. Kalveram rose in defence of this aystem :—

" The demand, bhe stated, has often beem made in Germany that
the banks should adapt themsolves more closely to the deposit banking
of the Eoglish Banks, which restrict themselves to an adjustment
between supply and demand, by discownt, acoeptanco and security
loans, and which forego delsberately alldirect participation in isdustry,
Our mixed institutions, which in addition to erdinary basking business
conduct every kind of industrial transaction snd undectake the issee
of boads, have rendared most valsable mevice in the trassformation
of Germany from a putely agrarian to an industrial state. The German
capital market could not, owing to its great lock of capital, sstiafy the
demand for loog-term eapital which had become so wrgent by reason
of the rapid increase of populstion in Germany and the pace of its
industrisdization, Thus the German bar ks had toovercomo the shortage
of capital by an adroit aystom of temporary financing, by using shoet-
term deposits for long-term and investavent credits, with the eltimate
intention of teansforming them into shares and obligations. Sach
credit pobicy seems nowmlays, if the golden rules for proserving ligquidaty
ling resks are followed, not to be wrung in existing conditions,

ani spread ’ _ g :
wod it should be of comsiderable help in the bailding vp of the German

economy. |

u\\'u{m of opinion that ad hoe issums of capital withoat a ssfficient
w'zing of the productivemess of the esterprise seeking it contaims a
sntious risk. To Limit the grant of credit for industry in the form of
capital issues to those sppicants only which have previously had a
satisfactory busisess, and therefore o sassfactory baaking record,
et to w10 bo a much safer precedure than the promotion of com-
panies, whose business has hithorte been unknown to the peblic, In
{he latter case no ssfliciont guarantoe is given of tho prodoctiveacss
of the busisess coucermed. Mixed banks carry oot all Kinds of banking

e
v
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buasiness and are, thercfoze, able to kecp & comtingous check on s elieat's
business. The mixed banking system further'is more adsptable to
bavines fluctustions snd orises and oa the whole therefore is able to
work i a mere rational way,"

It s also sgaificant, that German econcenists still take the view
“that it is one of the wost regular facts of modem exchange " that
long-terw credit noeds ate supplied by short-term deposits, as * within
A Bational econoney in toto it s hardly possible to speak of a short-term
crodit nesd.”

The " Germas * system, which, it is contended, aroso bocause Gee-
man banks had neithor the opportunity of investing in colonial stocks
nor an public utilities, as tho lstter were finamcod by Governments,
.hll been to some extent applied also ia the United States, whore, as
i Germany, the process of indusrialization had met in wnprecedod
by a oentury-long capital accumulatica, as was the case in England.
The great aumber of small banks prevented by law from peoling their
resourees and eestrictod to keep individual losans within a cortain ratio
to their capetal, coudd not satisfy the demsand 4 4 ing bnlustry,
The manufacturar had thes to muddle through pany small short-
term erodits, and when in the days of a deprossion & credit was not
reaewed, the manufacturer was compelled, in spita of the soundness
of his busitiess, t0 doclare kimself bamkrept, A way owt of this
entanglemest was offorad coly by financiers and morchants under
utally razher stiff conditions which brosght the manufactarer uader
their completed conteol. Theso conditions havo somewhat changed
sinoe the War, as the rapil developmmt of the stock markst and the
expassion of the banks, ax woll as the smoath working of she Foderal
Reserve Bask system beaefited imdustry dircctly sad indirectly.
One mest also kewp in mind the importanoe for the producer of the
W' credit busisens, which was practically undeveloped before

ar,
_ Bot, asit ls matod in the * Repart on the Availability of Bank Oredit
in the Seventh ¥Fedural Reserve District,” by Charles O. Hardy and
Jwob Viser (Washington, 1935). “In seospted banking theory in
Breat Britsm ond the Usited States, it has always boeo tanght
that banks should make ooly self-liguidating loans, that is, sbat
‘@ ey should advance fusds to manufscturers ouly if they were to be
© ussd to bay rew materials or meet pay rolls, or to produce goods
already sold, the proceeds of the aale being e to retire the loan ; or

- s A A LI SR N e R
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to finance seasonal operaticns ke cold sorage or the merchandlising
of agricaltural products ; or to enable retailers to carry inventorsies
through a scasomal pesk.

“In practice, kowever, at baast in America, banks have nevor comfinod
theinselven, aither in the distast or in the recent past, to this type of
loan. Yo a conséderable extent they have finaneod the purehase of
equipment and evon budldings, knowing that the monoy could not be
repaidd out of surnovor, bat ealy very slowly amortized out of profis.
To a still larger oxtent thoy have pursssd & simibar policy with regard
to the peemanent working capital of the basiness, by which is meant
the minissum myvestmest in inventory, secownts receivable, und
mdseellancons supplies which is nover liquidated so long axthe busineas
goes well, ss dastingaishod from the xxasannl or other tomporary peak
load which i actuslly liqudated from time to timse,

“In the normal cours of business, inventories are sohl and Aecounts
receivable aro collectad l'n-qumtly. 50 that the monoy comes in just
a8 it doe= in atrue commul or“one-surnover " loan. But ifitis a
workang-capital i, the money, though it comm « in, cannot be used to
pay off the bank oSt hout restricting the oparations of tho business,
Unbess thare is a Seasonal docline in the amount of working capital
noalded, or the basiness is going backwanl, tho inventory is replaosd
as it is sobd andd the secounta neocivable us they aro paid up are neplaced
by othors, Bofore the depression 8 was common banking peactice
to bet swch bouns ran on year after yoar sa long as the intorest was pail
and the borrowers” financial statement contbouod to show a satisfactory
working-capital peaition. A satisfactory stotegunt meant one which
indicatol that a substestial proportion of the working capital was
farnishked by the barrower himsedl or had boen obtained from investor
thromgh the ixsuance of koeg-tetm obligations, This requirement

war frequently phrased im terms of & 2:1 ratio of quick asets to
carrent lishilities, The 2 : 1 roquiremest wass partly a safeguard
against overvaluation of the sssets, bat in large part it was dcupml
to insuee that the borrower Rimmlf kell a substantisl stake in the
busisess,
“The most striking difference betwoen the pmmmm and tw
which provailed for meny years prior 1o the advent of the®) p:runt
i the disfavour into which thos working capital loans,
pominally short-time, but really besg-run, have fallen.  This disfavour <
is ovident in the attitudes both of bank cxassiners and of bankers.
2
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Many examinors have beea pressing the banks to secure drastic eurtail-
mant of loans classified as * slow,” protty much regardlessof the qeality
of security, and this attitude seems to kave the approval even of many
bankers."”

There was also another development in US A, which was of consider.
abls influenco on the industrial credit supply. The progressive
occscomtration in indudry eliminatod many smaller entorprises whick
were the chief uwsors of commercial bills. The bigger wnits siming at
financial independence pecfer to secure their finance by acces to the
capital market

Tho subsaqoent policy of the banks to make boans to the socurity
buying public ca the guarantes of the bought securitios, stimulated
apeculation to an unprecedeatel extent with the known oanuv‘umm
disastromy both to the public and indusery,

From “a purely bankisg point of view, as the Loague of Nations
Memorandwm poists out, the growth of sach loans largely represcnts
the effsetting of a shoet-term liability with a Jomg-terns asset, Even
theagh the individaal losns are caly Mﬂ-“%‘ltimﬂt use of
the funds peovidal through these loans is for LOFIL pearposes,
namely to provide Sxed eapital for industry, These assets can bo
lnqunhtod only by the sale of the scourities held as collateral.  This
i, however, a slow process and for throwing largo masses e the market
would lead to sNarp falls and large basses.

Quite different was the attituds in Bogland and the Scandinavian
ond Latin-American countries, whete the banks doveted themselyes
exolsively to what has boen desoribed s Depondt Bankiog, ie to
roceiving motiey ot deposit and lendlisg it om short-torm 1o conserce
al indwstry in the form of discowsts wnid advances. They avesd
moemally immobiliseg ther resurces in Jong-torm ecradits 1, or
pasticipations, in industrial enterprises.  In thess countmes the banks,
ns & rule, refminsd from exescssing sny direct influence on their
cuMOmeTs,

This systers could dovelop becauso in England the mam finsncier
oz imdusteies is wot the bank, but the merchant ; mowhere is the eon.

noction between bank and industry boossr than bere.  The merchant
= the fimanpeer of trades before the days of the factory system — proved
5 ba the most reliabds eredit source also in the new era. What enalble]

“him to undertake this function in the cconomy was the wealtl

secumnhatol during many geoerations, couplsl with the credit
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facilities extended to him by the banks. He was thus able sot ouly
to sell the raw materials on eredit, grant advances on the produce,
or mll equipsent oa cradit, but froquently to lend working capital to
the manufacturer, and even cagital for expansion of the plant,

Thamks 10 the scewmulated wealth of the natsom also the manufao-
turer was ablo to cover his financial necds among his immediate sar-
rounding. i.c. relatives and friends, and althongh the Limited Company
ie the most fnqoe-' form of enterprise in imdustry, actually the
majesity of sach cases aro owned by families only.

At certain times indostry, not satisfied with these ceokdit facilithes,
wried to attract degosita from the public directly, Thus we find that
the cotton industry boforo the War had at i1a disposal cheap eradite
governl timwes in exeess of the sharecapital, It isimporsible, howover,
for such a system to work satisfactorily at all tarns of the basiness
oyele. Thux it proved the exception rather than therele in England
where the pringiple of rigad lissitation of long-term credits to long-term
dopeosits is strictly adbered to, 1t would appear that the formemlstion
of this privciply was & result to the Englishi practice rather than
W lmm»%ot.

Eaglish banking methods are followed to soane extent in France,
whero the bangues d'affakres and the important private bankisg houses
seted ax investment bankers ; the loading bangwes do eredit operated
chicly s deposit banks besides playing an important sile ax inter-
uwedliaries for the issue of Government and other public bans, both
domestie snd foreign — a forss of investmwnt which was particalarly
attractive to French capitalists.  The big cosnmencial banks i Switzcrs
basd, which, bowevor, did not play the prefominant 16le of sivcilar
institutivas in other cowmtries, abwo wmderteok industoal banking
on a large scals, but owing to the carly establishment of special tron
companies 2cting as intermeadiaries botwoen the bamks and industry,
the direct relatiss of the basks with industey weee less intimate,

A somewhat different pieture, however, is scon in post-war Europe,
* when (arcording to the Memorandum on Commereial Banks, 19131929,
of L.O.N.) * the conteast between pure deposit banking and indestris)
banking systems har been consderably woskenod. The systems of
the former type have extendad ther operations over a considorably
wider ranpe of activities anil Bave entered into wach closer relations
with indnstry than formerly. ‘l'i- i partly the result of the st
post-war depremion which soriously sffectod many of their most



190 L'EOYTTE CONTEMPORAINE

important certomens ; short-term oredits became frozen and, to protect
their own isterests, the banks were froquently obliged to take ever the
security for Joass peeviously grasteal and to sssume direct control
over large imilustrial undertakings. The direct relationship thes
ostablished betwecn banks and industry enabled the former to exorcise
wn sctive influesce ca the reorgasisation of the latter, The grodaal
ligedation of the banks' industrial eagagemesta proceodod relatively
slowly and had been only pantly effectod when®he present depression
st in, Forthermore, im some of the countries comeomnod, issges of
ndustrial share and bonds especially those of ollor industries, have
beess lows canly marketed in the past decsde thao formerly ; industry,
accordingly, bss bad to roly upon bank credits to a groates oxtemt,”

Thexe wps, howover, sl another factor (to which attention is
deawe in the Woekl Boomomic Sarvey, 1931-1932, LO.N)), wie.
that “ n a great number of countries the extension of buwsinoss
enterpeises was made yossible by bank alvameos rather than by
capital sebecription.” becawse “the heavy taxation om profits
derived from large sealo enterpnises has hoen & powerful incontive
to tho financing of debt rather than rink bearing oguition”

On the other hand the mixed banking system, notwithstanding
the groat services it had ronderad to the industrial dovelopnust
various countries, had lod 1o an almost universal collapse of the con-
tinantal banking system, asd even the big banks, pastly volustanly,
partly under the pressure of stringent Iunk?ng begiskation, now tend
1o devote ore attemtion to deposit banking than fermerly, The
amount of shares hol in industrial undertakings has boen roduced
ot caly in proportion to total axsots, but in nany cases, €Ve0 in an
absolute mevse ascompared 1o pre-war figures, and the psethods adopted
for the loog-term financing of industry have been nolons voless subatan-
tlally modificd. The risks invelved in ismobibising a large proportion
of short-term fimds in loogterm imvostuents having boen so patently
oxprond during the difcult pariods of ahaken eoofldence, it s
not werpriseg to find now methods being dovised, sach ax Smancial
trusts or holding companies, finssced by debeuture isses, which
unabled the banks o exorcis an influnce on industrial concerss
without becoming 100 closely identified therewith, Such companies

. Bave bom in existenco in US A for somo tinee and rocent logislation
aims ot the complote severatice of wech “Security Afiliates” from
deposit banks.  But also in other countries there has bosn a marked
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developmens of such companies, both im countries where industrial
banking is ocomspicuoss and in those where deposit banking
prafominates.

Alro i those countries where the strict balance of power betwoon
dopesit and investment banking, s vindicatod in the days of the
“ grosse Banken Sterbes ™ 1920732, has been maintained, the supply of
erodit to industry proved wosatisfactory and the attitude of the banks
towards industry met with sevore enticism, as the 1934 programme of
the Liberal Party in Great Britain (The Liberal Way, p. 28) clearly
shows: ’

* Banks dealt barshly with industry ot o time when it was sulfering
from tho effects of & policy of deflation for which the banks thesoselves
are largely respossible, They are charged with having favoured the
big financwr-ccenbines, and failed to help small and struggling. but
sound comcerns,  This is largely attributed to the hisge size of the modemn
Banks, cxpeoially the Big Five, is which centealization has been carrind
ot w0 far that peesonal touch with customors has been lost, and local
managers have beens reduced to automata by headquartess red tage...*
It is complaimed that the power of the Lanks has been used in soch a
way 58 to make morey the master, when it should be the servant ol
industey.”  And the complaint in raised agninst the Bask of Esgland
that it is moeo concerned with the prestige of British movey in the
eyes of the world, than with the need of industry, e to tbﬁbﬁ-
that the directoes of the Bank of Eagland are ehosen from the big City
houses and mot froo industry.

And the Macwmillan Report, 1931, opesad a discwssion on the
Jidficulties encountered by smaller industrial entecpeises in procunng
the requisite crodit, a discussion which has econtinued unabated even
in recent tumes.

i hich should not
There is, however, also another important aspect which
be overdooked, Nhlb«umyekulypt-‘utq&ahz&gﬂ‘;
mtohh“w"on)hy IR, 1035, wheee it is stated that
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o tpealy sebing Wk dogesi wiseptance wflees of largee busks. The ompn
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final question is that of fafing wew eutlets for the danks’ ressorces.”
Mr, McKenna emphasized the need of liguility and security, Yet we
cannot everiook the two gaps in our peesent financial system, namely,
the dificelty of peoviding medium terma credits and the difficalty of
filing capital for semall undertakings.™

* The poossre of lgwsd funds’ partienlarly In USA. with i ol thse Ligh
deposits st eventually Bead 10 & new spproach (o Isdastry on part of the banks,
There are lndioasions for sach & temad of developeernts * towasds Indusirial Basking.”
The * Kcomonint ™ of Navewmbar 16, 1000, soted wiler thls brading -

* One ol the ways ount of e acksowbodged dmpoms in whirh the pricato or morchaas
buaks of e Oy of Lowdon naw Sl Upsneelors, ie the entablskment of choser or
are direet bmks with indestrial mlerpriss.  Evidenco has alrendy scowmnlatod of
e growth of this tardeey,  The spoomting of industriad i b & typo of e
with whick & number of tho private buaks have boon ssodlatnd for some yours past.
From sporsering aa oo 53 takiag & Sirect partidpation @' Ih b useally & seall sep
The pext sage i3 the avalation of the merchant ode (U inslestrial Lank is the aoquisi.
oo of a participation in indutry s o dicect sell-containn] basinms  poogonition ™

Sireller Smdencios aow chosrved in US A, whier, seconding to = The Tader ™ (Ko 4,
1905, * Banking o & Desiness *} : = Moee peceatly, Semaase of the endurgnl discoart
facdition open to Federal Reverve meaber banks mrve 15035 and the stroag carh jostion
d—ymom--&dhdohwm-ﬂchd‘mﬂdr
wmwwhmmubﬂthnﬂqhnmu
akd in the svtirement and rednascing of setitanding oblgatims of Lo foivide sew capdtal,
Acrorting to & revent stedy by the Pederal Eeserve smthorition, weekly reparting memler
banks bn 101 Jeading cithes Dad mnde 4,700 Jass extending for thove yoars of moco
with & tetad original valee of § SEO000000. Seck term Jonsa, of courw, carry Bigher

Interest raten thaas short fecm commerciad loerowings and therefors eabance lunk
Income.”

Asd e Repert of 1ho (hame Nefioned Beal for 1509 waten that “ the bavk has
oettinrsed 10 make mwedien term baane o thoeo cases, wheee the satere of the loan and
She chacacter of e larmower jodtily & longer matarity. The total dolier volume of
thete boaras om 1he buookis han wow bnervasod fam what it was twelve senthe age.  Themw
b n wile varlation in the maturitios designstod for the term beas, bet Sor the mas
1 tbey rxage from oo yoar 1o Gve yosrs, with the average st about theve il & half
deurt. In a fow sgevinl camtn, & term cxtending as bong as ten yours has boen agperovad,
The principal smcusts vary il the way from § 20,000 to seversl milion dollers,
drpending oo U inlivioad stuation. Paymets are shadalnl serially st specified
Mo Wawever, in muay cams the boase are pakd off befoes they doe dae, thereby
M‘humm

The quality of these ivtermediate credits is ligh and while the interest cales ace
moderate they sov, nevertbobon, sotnewhat bettor than the yiekd on Mgh grade invest.
Mot secutities of comparadle matarities sl current marketl peces”
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It was under the influence of the Great Degaession that the problem
of industrial ceodit bocame accentuated 1o & degros which called for
imtervention on the part of the governments. The banks which kad
s0 liberally provided short-term smomey for bong-term credits, now saw
their assets frozen and wero not in & position to issue further credita
to industry. Any attempts to Dguidate such frocen assots would
have cansed their complete Jows ; in many cases the banks had to invest
fusther copital in order to safegeard their assets. 1t thus became
necessary for the state to take over from the hanks their frosem assets

 and to restore, at least partly, their liquidity in oeder to prevent theie

failure. On the other kand the industries could not satisfy their credit
poeds on the capital market nor could the restricted credit market offer
them any mliof. In the case of those smaller enteryoisos which oven
in moemal times experiencnd difficulties in satisfying their ceedit needs,
the situatios became particalary acute.

Bueegency meansres in the field of industrial credit had thus &
threefold aim : to assist the banks in liquadating the frdsen assets
without sacrificing the interests of their clients ; to provide now ceedit
through the thes recomstructed banks or specially created institutions;
and, finally, to croate new forms of credit and new somrces for 1de specific
weeds of small and maddlesized industry.

IV.—The Special Problem

This lnst-mentionsd problem, vz, the supply of medium and
loog-terms credit to mmall and mediam-sissd mamufacturing wnder-
takings although existing before the Depression and even before the
war, had beoome particularly acuto as a result of the recent develop-
ments and clainsed increasing attestion especially in countries whore
during a period of rapid “industrial expansion, mtionalistion and
consbination, the small usdertaking was comsidered obsolete and doomed
to disappoar. In dect, it wis regarded by scow as being nocessarily boss
efficent than the larger unit and geserally subject to higher costs.
Its elimisatica, therefore, wans advoeated as a stop towands the ca-
solidation of the modern industeial structure,

The holders of this view overlooked the fact, however, that the vast
majority of the smaller undertakings belong to the flakshing industries
and that sach industries bocome more and more ussaitable for coes-
bination in the degree that they are ressoved from primary prodection.

Moeeover, according to the American point of vivw * although seall
onterprise has bad to bear the brunt of the resteictive peessure involved
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s the bank ecedit liquidstion after the depeession, there has never
been any conclusive evidence agwmbled to perove that small enter-
prise i peoesally high-cost marginal enterprise. In some industries
which, by virtue of their peoduction problems, require large capital
investments asd large scale organization for eSective and profitable
operstice, the small producer may well be a high.cost mannfacturer.
Is other indostries, however, it may be fairly stated that the small
establisdeoent i froquently just os effective oo & profit and Joss hasis
as the large comcern. Is still othess, requiring great Sexibility of
adjustmest to markets, yroducing for & local or Lmited market,
manufacturing a balky or perishable product, or employing Nighly
skilled labour, the smaller coterprise may be more effective thay 1,
larger one.” (Young, The Awnilability of Bask Ct«lh):
Furthermore, s id pointed cut in the US. Servey of Reports of
Credit and Capital Difficulties, sabmitted by souall )
“many of the smaller manufscturing plants are Jocated in uhgi“b
saall localities and a0 largely owned and operated by ‘ﬂfﬁﬁhﬂ- Pt
small corporations closely identified with their mn.nntiu.
play an important role in the general ecomomac sbd social lifo of their
respective commwunities, since they tead to stabilize employssent ang,
in many instances, are the chief consumers of locally produced raw
materials,

“Tt is, therefore, apparent that amall manufsctunng plants predomi.
sate snd that they are a signieant source of employment. This is in
itsedf ovidenoe that they are generally espable of snccessfully neseting
competition, Small indestrial establishments are o woven into the
econamic and sozial fabeic of the Nation that their continued progrees
may tw ccasidered n fendamental prerequisite to sound indastria)
development,”™

It is significant aleo that many recent publscations on the present
problem, whethor Aserican, Eoglish or German start off with ,
statistical sppreciation of the importance of the small undertakings fn
the economic lifo of their respective country, and particularly of thejr
Likour abeoebing capacity,

A & matter of fact, owing to the hitherto provailing tread to wnder.
ostimate the importancs of small industry, small wodertakings had
been subjoct to the discrissination on the part of bunking cireles for
rrasons varial in ek of the countries coscerned,

‘&_‘_-- PSS — - IR .,
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In Gormany the coocentration of banking is accwsed of having fa.
voured the development of large scale enterpeises.  The latter, in tum,
looked to the large banks to provide ezodits and to issue shares. Thes
it came aboes that the system of indusirial fsancing favosred the
furion of provincial private banks with the large joint stock lLanks,
whose brameh mansgees had neither the initintive wor the swthority
to deal with the long-term erodit problesn of the small umit. The
Iatter, besides beiny iosignificant in wzo, were wsually privately owned
and vot orgasized as a lmited company. Hence thay il not fis
into & ayatem siming st the liguidation of the boas by a debenturo or
sharo isge,

In US.A., weconlivg to the Young Report, “ loss and bass bank eradit
from that year (1922) on 10 1920 was farnished to industey and trade
directly through commsrcial loane, and more and wore, indiroctly
through loans to comsumers, loans on securitios and loans on real estate,
Frous the peant of view of mdustry it meant a tendeney for business
to finance itsell Jess with funds obtained directly from banks sad moce
from ml-!m(.l to sarpluses oyt of exrnings and secutity offerings 1o
tho public, at fiest by boeds and later by stocks. This, in tum, bad
to o growing dogree of fimancial self-sufficiency, wotably of the langee
units, while ssualler sanufacturers, alresdy before- 1929, found it
difficalt to oblain their long-term credits withoet recourss 10 the
genewed short-term loans,” This, sgain, aggravated the position, as
small converma tand to operate mare froquently on a lower margin of
owued jl'ot&ing capital remowrces than large eonearns, amel during the
dogressivn a l.n'u porcentago of working eapital had bosn dissipated
The Raport winds up by sdvecating the wetting up of i special inters
mediate-term-crodit-syators, if necessary, by the Fediral Govemnent,
for small industrial comecrns. Proposals to this cnd have been
introduend in the US, bogislsture on varions cecasions std the hoarings
on the Mead-Alln Ball beforn the Semate Committes on Banking snd
Qurrency, sud the evidencs before the Temgorary National Economic
Conumitten, both in 1089, ccataim the most instrostive mformation
on the problem.

Tho far-reackimg chunges i the financial strweture of post-wsr
Eoghand to which we have already referrad lod to the establishment
of a number of special institetions, especially after the peblication
of tho Macmillas Report, 1951, quoted below,

“ It hax been ropreseated to ul&uwdiﬁvnhth
by the vusalor and moliun-sizad businesses in raising the capital which

7
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they may from time to time requime, aven when the socurity offered is
perfectly scand.  To provide sdequate wackinery for mising Jong-
dated capital in amoants sot safficiently large for yublio asese,
f2. amounts sanging from small sums vp to, may, £ 200,000 or mare,
always presents difficaiton®
“The expense of a pubdio issue is toogreat in proportion to the eapital
maised, and thorefore it s difficalt to intermt the onlimary isvestor by
the usual method ; the investaent trust companies do mot look with
any preat faveur on small issues which would have no froe sarket aml
would requite closely wat:hing: =of can any issuing houss tie up its
fumds in Jong-dated capital isses of which it cannot dispese.  1n peme.
ral, therefore, tiese swaller capital issnes are made through beokess of
through seese private channed among investors in the kealdy whes
tho business is siteated.  This may often be the most mtislactory maothed,
“ As we do not think that they could be bandlod as & genoral rule
by a large concern of the character wo have cutlized above, the only
other altesmative would be to form a company o devote itself payti-
calarly to thew smaller industrial and commerchal bsues  In sidition
to its cedinary capital, soch & company might iwsoe Prefervmee share
capital er Debentures seournd on the underlying lhbcafum.a shares
of the companies which it financed. The risks woald i this manner
be spread, and the Debentures of the financing compaay should,
storeover, have & froo market, We ace 2o reason \rhy-mth jrojes
management, and provided British indestry in general is profitable,
sich & concern shouhd not succeed.”™
Somdlar statements can be found also i the report of the Swedicl,
Parlisssentary Commission, 1984, and in similar pablicatioss i other
countriss, which eventually resslted in the measures with which we
are here prmcipally comcerned. These measures are the reason ths
very rapid development and the access of power on the part of publie
banks (ie. credit imstitations belouging to and or ceatrolled by

* Arverding 80 an examinathon of staseroenis isted wizh the v s, Secutities Excbacgs

Comuinien for the frat seraester, 1907, capenscs of sooe of commn seck
20 per oot Of 554 smaller owsen totalling 3 321,000,000

LR
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PART I

Recent Developments of Industrial Credit Supply In:

A~ Europe

(1) Austria,

(2) Belgiam,

(3) Buldgaria,

(4) CS R

(3) Denmark.

(€) Eire.

(7) Estomda,

(%) Finland,

(9) France.
(10) Germany,
(11) Great Britain,

(1le)Northern Iredand,

{(118)Seotland.
(12) Greeee,

(13) Holland,
(14) Hungary,
(15) Tealy.

(16) Latvia,
(17) Lithuania,
(18) Norway.
(19) Poland.
(20) Portugal.
(21) Rumasis,
(22) Spain,

(23) Sweden,
(24) Switzerlaad,
(28) UBS.R,
(26) Yougoslavia,

B.—British Qcerseas Ewpire
(27) Australia,
(27a)Queensland.

(238) Cansda.

(29) New Zealand.

(30) South Africa,

{31) India.

(32) Ceylon.
C.—Near Eant

(33) Egwpt,

(34) Iran.

(33) Iraq,

(35) Palestine.

(37) Syria.

(38) Tarkey,

(3%a)Hatay.

D.~Far Baxt

(39) China,

(40) Japan,

(41) Philippése Tslands,
E—Amerion,

(42) USAL

(43) Maxico.

(44) Argentine,

{45) Brasil.

(46) Chale,

(47} Colwaabis,

(45) Peru.

(49) Uraguay,
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A —Eugove
(1) AUBTRIA

Until the Great Depression the Austrian banking system was distinct
froem every otber European system in that it embenced depwait banking,
industoal fsance, industrial management and commerdial activities
to & degree elsewhers unknown,  Althoagh the degree of their interess
in irdustry and the matare of their relation with indestry varied
consderably, the Vienzese banks weee industrial banks jar excellenen,
Besides ordimary banking the Asstrian banks carried on basiness as
company promotoes axd finance howwes. They managed industrial
conerens, ard traded on their own acoount in commodities produced
bytbmomuu&ulhirmml.mlnw.ml-dm,

ﬂnymtxdkd:ﬁmﬂyorindhwdythegmthlolhdnmyo[
the country, by securing an adequate mumbes of shares and a positicn
on the board of directors. )km.mth.“'ultua
fairly common peactios for sharekolders in industeial enteryrises to
delegate their voting rights to tusks specially iterestcd in tham,
and thus to enable the banks to obtain control without direct
”;:u:t:t to other finameial contres, the Vienmese banks were the

Mj source of money and “pit‘] in Austris, 'l\cy were, s oo

. the intermedisry between saver and industry, as peivate
:mm in other than ;y-blic issnes was little penctised and smal)
faveetments weot into the savings sccoust of the tanks o were used
fee the hase of * Kassenschoine.” : _

The hnml:thm:dsu not caly held a salatantial smount of industri]

whares, bat supplied industey with short-term Joana which have tesded

i fact to run on indefinitely and to be waed, partly at least, for invest-
ment purposes, 253

 This system grew up when rapid industrislization was necessary,
jerticalacly after the collapse in 1873 when industry and trade scemed
16 bave come 10 & completoatandstill, The systens did much for Austris,
but s main disdvantage always lay in the fact that a great part of
the countrs’s wealth wax repeesented by banking nssets whom value
dependesl selely upes the sucoessful continuation of the banks® other
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The years 1029-1103 were a period of oatastrophe for the big Viennose
larks. Owing to their close association with indestry they were caught
im & vicous cirele. Every attempt to inerease their liquidity by ealling
in credits involved the freesing of part of their remuaining industrial
assets anil & farther {all in their assets represented by securitien,

The firal and fundamental change in the Anstrien basking systemn
took place, when after the collapse of the Credit Anstall, the lsst
survivors of Austrin’s banking erisis wero smerped into one bag
institution in April, 1904, At that time, the industrial holdisgs of all
the banks concorned (which had not been takes over by the recoastructed
Crodit Anstalt) weee transferred (0 3 new matitution, the “ Oesterrcickisbe
Industrie Krodit A.G." This was built up with the sssistance of the
National Bank oo the ruins of the Niedesisteereickinhe Eskompte
Gesellschaft, and sssumed the character of a Jomg-term investent
% Bolding company eather thas a bank.

It is estimatod that 90 per cent of the Austrian industey was indebted
80— and therefore to & greater or less extent contrelled by — tie
Crodit-Anstalt, whether directly ot by the Lutter eredits to and heddwgs
in the Industrie Kredit A.G. Under a system of such closs conmection
between basnks and industey, ecscentration of banking may satumlly
tond townnls concentration of industrial establishients as well, The
first atequ in this direction have been taken,

The Oesterr. Industrio Kredit AG. (Aestrian Company for Industrial
Credit 14d.), Al been endowed with & share-capital of 10,000,000 8.,
and an additicaal guarantee of the State for 3,000,000 58. Its other
biabilities amounted at December 31, 1900 15 263,442,000 83, Amosgat
its assets the position ~ Permanest Investments ™ &8 38,627,259 is of
particular mtegest. .

The bank ia authocized to carry oo all kinds of bankiag basiness
ani to establish and earry on all kinds of industrial entorprises by
purchase of or underwriting steck therein, and may mazage, couteol
and roarganize such enterprises, erganize and participate in bo)dmg
companics ard teade in commodities produced by such entorprises in
special commescial departments of the bank.

The bank may scoept degosits of at Jeast 100 68 (£ 4), and fixed
depasits (against deposit certificates) of at Jesst £ 2 (43S BO).

The bank may issuo debentares gusranteed by the state which are
covered by loans by holdings of glt-edged securities, by mortgages ca

-
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industrial peoperty or against secured debentures of industrial entes-
peises,

The bask is further entrustod with the management of a special
department for * Eneegiewirtachaft,” ie. power and gas,

Detaded regulations are embodied in the Statutes dealing with
mortgages on Industrial buildings and equipment, serving as secarity
for debemtures and the teemm of regayment.  These Joans can be issued
in cash of in debentures. Buildings easily convectible into living
quatters ean be accopted a8 security of such loaxs wp to 50 per cent
of their value, land up 1o two-thinis and mackizery up to ome-third
of their valoe,

(2) BELGIUM

Tho chese contact between banks and indestry, which was charscteris.
tie also for the Belghn banking system, dates back to the carlier parts
of Lt costury. Industey was then beginning to be crgamized o6 2 joing.
sock basis, and owing to the woarcity of eapital, the tanks, ang
particulaly Secwité Gindrale Belgique (pour favociver 'industrie
watiomale) which was established i 1522, took an active pare iy 3,
ervation of new companies, which they kept at beast partially yp ey
their control and to which they extended boog-temi working eredigy_
Indestrial banking thus developed earlier in Belgium than elsendope
and these cluzacteristies have evee since been maintained, ap,d O\u:

strengthesed after the War.,

It was caly daring the Great Degevasion that the potentisl dazzer of
direet relationebip with industry appeass 1o have been realized by the
big banks, and the ,wumthnbmt«iloldh;%to
perve a8 intermeduries between them aad industry, But the decisive
step takes in this direetion was the Banking Law of July 31, 1954
which requires e banks, cither to give up their industrial utiviti.u'
ar to splie up into two distinet comcorns with & view of ting
their degosit and commeecial banking from their industria) banking




- t". KURY CRUNWALO—IXOUSTR Ay, CEEDLY suRvry i) |
— e UV

To facilitate this TeorgAnizaticn the Governmens enabled the Socidtd
Nationale de Oradit 4 Ilnduatric (BN.L1)) 14 take over the industeial
axeots of the deposit banks,

The Saciéts Nationale do Credit i Ulndustrie already planned befoce
the War came into existence as a semi-publio mortgage bank for the

of Mareh 16, 1919, whon (after the War) the leck of adequate credit faci-
lities was & serious peoblem is Pelgiom, This legislution asthorized the
formation by the National Bank of & kind of subsidiary corporatios with -
a capatal of 25 willion m,htbmama‘mga mrdium-
tems credits to industeial, agricultural or comaercial enterpeises mminly
"giinst the security of war damage compessation clusss. The State
FUsTAtoed the interests on bonds over 5 years' duratics, and reserved
ity rights of controlling the activities of the Company.

The company (SN.C.1) whose cagital wes gradually fscreased fross
Fr. 25,000,000 in 1910 to Fr. 55,000,000 in 1960, half of which was
salicribed by the large commereial banks, granted beans for terms
up 10 20 yeary W a real, personal o lank gunrantes. In 1937,
its statutes were amended in such & WaY a8 Lo increaso the influcsce
of the Government and of the National Bank und to enldsrgn the
roope of its operations, while the maxiemm term of jtx advances
was reduced from twenty to ten years, [ts Fesourees consist primarily
of its own capital (sabocribed by private individueals and by the private
banks) and reserve funds. It may mecept timo dopessts of ar beast
1,000 francs snd for at least 3 moothe, J¢ issues debentures up to
tem times its share capital and deposit cestificatos of 1.3 year maturity,
the interest on which is guamnteod by the State, The rate of interest
Both on loans and deposits is to be fixed by the board. *  Loans mest
be granted sx close to cost 28 possible, but the company nono the less
makes a satisfacteey anneal proft.  Although the 8.5.0‘1. is w0 boager
n nut‘hliary of the National Bank, the latter's hranehes act also as

beanches for it.

* The rate of Istorest B 1933 amdd 1030 were 8 %, “QOI?AWMC
hnp:-;db,mmu Mdb}:\;u‘if,mmmu—.
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The activity of the Company in making ndvances to war damaged
enterprises lasted ustil 1924, and eredits wider this heading reached
a total of 2000000000 frames. Legisdation in the latter part of
that year creatod the Assocstion Natiooale des Industricls et Com-
mercants pour Ia Reparation des Domapges de Guoerre, which was to
take over the ongagessents of war<damage borrowers to the SN.C.I.
It wos agreed that the “ public debt amortization fund " shoald retire
bonds  of the newly-formed sssocasion and held by the SN.CI, at
the rate of 230,000,000 francs & year, This operation was completed

+ in 1529, and the boods are no longer carried in the Cosapany’s balance
sheet, after the rapid expansion in the first years on account of post-
war reconstruction. Sice 1924, accondingly, the Company bas
dooe only a minor amoant of busiesess b advenoes on war-damage

o oclaims, axnd has bees able to comcestrate on the tyye of crodits

for which it was originally croated. After 1928, the volume of

business again incressed ; boans outstanding totalled about 1,300

million frazes from 1930 to 1934, the greater part guaranteed by
private banks,

Whide thy SN.C.T. has pecloomed itx functions with great efciency
antd usefuliess, the Great Depression hay made it spparent thae
further extension of ormdis to Delgian coimmercn and industry wan
argently needad,  Conpoguently, the budget of Apnil 14, 1903, contained
a provision for turning over to the SN.C.L. a total of 796,632,000 franes
in bonds of the * Natiooal Assecistion of Industrialists aed
Busisess Men for the Reparation of War Damages™ held by the
Governmient. These bonds are 1o serve as security for farther credit
guarantess ; and simce jsterest and amortization oorts o the beads sre
regulaly carried in the publicdebt budget, no additional expesses
will accroe to the State, : /

According 1o the law of July 31, 1934, the Company was suthorized
10 takn over from the joint-stock hanks sourd Jong-term loans and
isticipations [n exchange of 3 per cent, Goversuent guarinieed
debemtures. (whicl® the National Bask acoept s+ collateral guaravten
for adbvunens) up to the amount of 2,000 million francs.  The Compazy
gives 3 yeass respite to the debtor who has to pay only 4} per cent
interest (instesd of the 8 per cent chargnd kitherto). The banks remain
respoesibhe Lo the Campany both for copital asd interest on the loans
thvas transferred to the Company. The differvnce of 1jper cent betworn
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the interest on the debentures and the loass should emakble the Company

to accumslate a reserve fund against eventual losses. (In twenty
years this fund should ameount te 9 per cont of the Josss). On

September 30, 1905, debentures in vabee of 1,884,607,000 francs had
been issoed. '

The State also guarastees the repayment both of capital and interesd
of 4 por cent debentures issued in ordor to finance parchases of raw

waterials and finishod prodects by industeial, commercial and agrienl-
tural undertakiogs. A Dt of 500 milbon franes is placed oo

this guaramtes, On September 30, 1033, no business had been
comeluded,

. :

The Government also guarastees the repayinent of debentures, up
to 2352310000 fraves, issued by the * Company fer the purpose of
reconstructing, impeoving, teamfrnog and develoging industrial,
ecommaercial and agricalturd undertakings.” Os Soptember 50, 1105,
the debentures of thes class issued amounted to 1043, 150,000 franes.

These measures have completely changed the poliey and 1he stencturn
of Pelgian banking, and, ut the same tiwe, reduond the cost of lanking
crndit,

To et the artizan casses, anoiler deczve in 1904 provided for
the establishsount of & tempernry inatitation, the “Fonds Tempoeaires
do Crédie aux Classes Moyen™ in sddition to the existing * Outillige
Artisanal” and the ** Cabseo Cestenle de Petit Cridit Profossiosel,” The
[umds for this institution were raised by issne of 100 millisns frases in
debentures for advasces to swall ivdustry, by a grast of 50 milllios
by the National Bask, the Caisso d'Epargne avd Government, and by
s of Governmant gearanteed bills up to & maximum of 2% millions
frages for 20 years at 4} per cent.

m'“mum"”. in .ddi[h“ t°°!mm
was given by Government through the Secings Ban, by a guarautee
wp to 00 millioas france for the purpos of ixssing Jans to artisans sed
soadl mavalscturers for the parcluse of wodemn equipeent, On
me«nlmumma—m«mmm.

A State gmrantee of 780 million franes was also granted for the
debentures of the M’c_uo? Natiowale des Industriels ot Comerpants
(ANLC.) for eredit fncilities i fvour of Belgian industry and conmueree.

’
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Up to September 30, 1635, losns to the extent of 720,265,000 frases
were bsoed under this gearantes. S

Farthermoce, Govornsswnt & 1934 kas reduced to 4} per cent the
interest pate om boans granted by institutiops of a public chamcter,

s for mstance on the 1,500 mallion francs loaxs granted by the SN.LC.
before its recrganization is 1954,

Continming the polioy of increasing credit facilities to sesall smdastry,
the Goversasent, = 1907, extended the activity of several public credit
institutions; the Office contral de crédit hypothbeaire, established in 1906
Lo assiat i the Niguidation of mortgage loans, was sathorized im 1937 to
geant moetgage doans oo buildings for industrial purposes. A series of
decrees provided for the co-ordinatien of the institutions entrusted
with thé geanting of credit facilities to the middle classes. The
TemporaryCredit Fund for the Middle Classes, st up in 1934 snd due to

bllqibtdhlm.mwulmiuto.&i—vmmdo
orédit nux classes and its activity extended to 1966, A

moyennes : )
decree Tl 1907 eatablished & Conseil do co-ordimation des Bstitutions
de crédit sux classes moyenses, entrusted with the ecordination, with
the nid of the Natisaal Bank asd the General Savings Bank, of the
ity of the Caisse natiosale de erédit aux classes moyeases, the
Fonds de garantie au crddit pour l'eatillage artisanal (created in 1929),
(he Caisse cestrale de petit crédit professicacl (erested ja 1929 4pq
ized in 1937) and the Office central de erédit hypothéenipe
The activity, the organimtion sod the powers of the aregi
ionitations "of publi intereat* wero cocelinated in 1057
2 i] des imstitutions de evidit. Thewe matitutions |y
S s anly mfl" established a0d the volume of their operations
is not large.
It is of interest to pote the rﬂcdofthmmiutimollk]ghn
banking s & result of the law of July 31, 1964, The tablo on the

following page shows the splitting wp of the previously exinting
“ ulxed” basks into deposit basks and Indestriol Fisaneo 40q

Holding Companics. '

.
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O © bank Ol (2) balt
Sihuts' ki 2 New (o) deposit bask x-c-)»w:‘::
Soekiei  Ghwivale de | (o) Bangur de ba Sockied Ginl-| (o) Soiété Géndeale do
Belgugar. rale de Bedghoae (with Union’ (n) Bangue Beolge °'§:
e Tlanpues e Provieos =« 13, ger-Kxirime

Algemsorne  Baskrer-

reaigiag. R |

Bark vour Handel ea' (o) Zentralkas voor Lamblesw.
Erodiet.

Bnqwdtm

Cridit Anversin

Comptotre do Cengtry,
Calwo d'Escomio ot de
Digde (Charbennd),
Boebbtd 2o Gestion et do
Partic. Fisansiere,

Baager de Commmenee.
d'Anven.

Banque  Belge  pocr
Tmdwstrim,

Baager Ougree Mans-
haye.
Nanque M. Lambet

Noekiod Belge de Man.
que

Bangoe w-u»'.

banks)
(o) Bangue d'Anvers.

(%) Koodiet Daak voor Handedl
veehesl, |
() Bangue dv Brexelles.

) Cridit Anverscde.

(n) Comptor du Center,

(%) Baagee do Commmere,

w“:nn Belge poor I'Indun.

(%) Bangee Lambert.
(o) Sorkété Peige de Banque.

(x) Razqee Iadustziclle Belge.

(%) BULGARIA

mlunp»lubl-hq

(o) Oridn Ghodral Trnluntried,

() Seckiaé do Praxelles Ia
Fize, o I'Ind. (&u.&.

P
e ucmm,
{») Complor [ad o Fin

() Scckitd do Macememts,

o) i Tielge Tumobithre o
Fizaaciice.

(a) Cie. Fia. ot Ind, &'Ougree,

(a) Maturlle Lambert,
(n} Cie. Chimigue ot Ind. de
Belgugen,

(n) Fédéeathon  d'Entroprism
Tk, ot Vi,

lhlgu-lnnoap«ulinmuh for credits to uuhm'y Sdnnl
attempts to create such an institution ressained abortive.,

The Nationa! Hank, as well as the private banks always sugplied
oredita to isdustey in differsnt forms, as long as sound guarantees
wald be provided.

In recemt years a tondemey could ke observed to advance such
credits in current account against peesonsl guarantees, or against
merchandise, while froquestly a mortgige on real estate was accepted
as ndditional guaranteo,
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(¢) CZECHOSLOVARIA

A charscteristio of Coechosdovakian banking was the close co-opers-
tion with irdustry. The banks carrying on the Austrian tradition had
A direct share in industrial enterpeises, and operated commereial
departments which handled the sale of the producta of the concerns
under thoir control.

Industry in CS.R, (thea Austria) developed later than in the West,
Thees, ”‘Q to the countey’s later economic maturity it was not pessible
to rely on rich traders for the development of industry. The banks,
therefore, teok the initiative and have always remained in contact
with industry. Without them indostry would mever ave won it
great power and importasce in the short time it dad.

(1t is wignificant that the fist Vieuna—independent bank, the
PBohemian Disconnt Bank was established in 1864, a8 & creation of
Germnan industrialistn aed  wholesalers )

8 far po specal credit faciities are available for industry, bat
makures were repocted in 1935 to be usder eorwlderation for the
crention of facilition for the obtaining of weetgage loans on industria)
undertakinge.

The Rediscoust Iustitete (Coschoslovakische Reesconpte o

Tombard Anstalt) established in 1934 o the principle “to gy

1o or act as intermedsary in obtaining credits for financial Attt don,,
cither agairat bills of exchange or Against collateral,”™ was anticipated,

by its opemtions to tend to ereate new eapital m rmadiness for oy,

industrial revival, 1t was a novel and drastss method for liquilying
arodit, frozems up & industry, ’

The original fands of the Inststate zsmomnting to Ke. 100,000,000
were contributed by the State, which guaranteod interest and amor.
tization of the Tustitute’s discounts abeoad up to Ke. 500,000,000,
Furtber funds were obtained by compalsory deposits on the part of
the lusks to the extent of 10 per cont of all their ve'w deposits, and
on the part of the insurance companies, of 15 per cout of all accruing
presdum reserves.

The establishesont of the Institute was intended, by the concontration
of avnilable funds, to secare means for satisfying the needs of the banking
institutions for crodits based o& actual economio mquirements ; in

i c—
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other words to increase the latter’s Bquidity by granting credits agninst
Government securities. This step was taken in preference to attaining
the same end by a more liberal eredit policy on the part of the Naticoal
Bank. As anticipated, it has had the effect of improving the market
for State securities, which showed a rising tendency, The new Institate
grasted or sequrod advasces for the banks oo bills or other loavs;
but it was mot empowered to advance funds for the reconstouction of

bonks, (Loons were grasted wp to 60 per cent of the stock-market
valwe of securities and also on mortgages.)

(%) DEXMARK

1t is significant for the cconomic temdencies prevailing in Denmars,
that the first attempt to establish an indwstrial oredit isstitution took
the form of & cooperative society, The = Kredit foreninges for In-
duatriclle Ejendomme " (Credit Union for Industrial Propesty) was
promoted in 1898, Its roles have subsequently beem amended ten
times. 1ts object is to raise capital by the issue of debentures for loans
to nod oa industrial undertakings. Bach series of debentures is also
josmtly and severally by all the members who obtained »
Joas out of the respective issue. Members could leave the Union
only after repayment of their loan and after release from their share
i.tbngum.umhhmlbrlhﬁ&nrnl)monbuhoflh
accounta, ; .
Kolcnmloemdxl.moomnmbop«rmtofann‘md
the mortgaged propesty.

mmaquMhymc.wmmw
ubj-uwtbeowmdotthmtyofmm.

i ization, spparestly, did not saffice the countey’s require-
-I:: mncmmnt felt compolled to take further essures.
The law of March 27, 1934, suthorized the Minister dOoml'M
.ndhduuytopntluuot;umuumlmmu.mdmw
to 6 millin Kr., including 2 millies Kr. iorminduum.mblgt.m
“b.mu,,.up,mm.umum‘?ymmlm
and several guarantees of members of co-oparative undertakings).
mlunsmtobcupaidmrlh:cuimdwm@snthw
mwﬁ&thﬂtnhhltopylmlumlom. During the currency
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-

of the loan no dividend exceeding 0 per cont may be pakl on the share
capital of the borrowers. Profits exceeding this rate (after the necessary
depreciation has been provided for) are to be applied to the reduction
of the peiseipal. A special committes coaslisting of one representative
oach of the Ministry of Finance, the Indastrial Council and the Trade
Unions is formed for the administration of this Joan act.

Similar loans not oxceednig 100,000 Kr, can be granted to Randicrafe
undertakings.

(6) EIRE

The Industrial Credit Act, 1933, empowered the Government of 1),
Irish “Froe State to form » company whome principal object wax th,
providing of industeial credit, and the scquisition by the Minister of
Finance of share capital therefn. The Induatrial Crodit Company L4d
was incorporated during the same year at Dublin with ap l'lihnriug'
capital of £ 5,000,000, of which £ 1000000 am  subscriheg and
£ 812,600 paid up largely by Govemnment. (Out of thy 5 e
Directors, the majority is appointed by the Minister of p;, 7
long a5 the latter hokds at least one-balf of the shares), v B8

The object of the Industrial Credit Company ix to aot as oy, .
sod investment banker, to carry oo the business of 4y i%"'h'"lm_r
and to engage in the promotion and financing of industri) w’: Ottse
in Eire. Ax the main ageocy through which pablic sabrcrig; akings
soaght for ahares in pew flotations, the company has played 5 W:l)nm are
part in the raising of funds for the financing of the [rish Gove ment
udnund development programme, and has, in fact, b..,,m"wf'"
responsible for the developmest of a capital market in D".Ni Mainly
past few years, " m the

Its total nndwin’ting turnover up to October 31, 1938, amoy ted
n

w.ll.m,lm.lnm W to owr w

of issgrs by‘ compasies in the Dablin mhgzgm‘:;,":;h d“l?"’a-tc
WY‘WMWdeM«g “o(t.bo
peniod !931-1938. Aowever, was ane! of m““ﬁ“.'mumt;mﬂo
thmpltdnwhomdthnca-btowofm"ﬁﬁh b o
w".’ﬂn.mpnymtd '0001)'!200,0008 ¥
"B 438700 in 19061907 and with £ 1,148,400 i 1o
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Daring the first five yoears (1934-1938) 27 isznes were brought on
the market, of which the underwriters were called wpon to take only
37T per cont, o

In addition the Company isseed loans to an extent of £ 270,616
which could not, for various reasons, be suitably financed olsewhere,

{7) ESTONIA

In Estonia the conneetion between banks and industry has not been
too close. During the years 1930-1931 two medsn-size joint stock
banks failed, owing to mismanagentont of certain industrial enterpeises
in which they wero comcerned too heavily.

There is no special institate for industrinl credits in Estomia, but the
National Moctgage Bank of Estonia, a state-owmed institution, has
also granted industrial eredits, similar to the Meortgage Bank of Latvia,

(8) FINLAND

The Finnish banking systens resembles in its structure that of Sweden,
Tt has the esain characteristics of the deposit bank type ; bat, although
direct indesteial participations are rare, most of the banks extend large -
credits to industey on Jongterm, A considerable part of theso credits
became fromy during the Deprossion.  In the following years, however,
partial recovery of industrial activity emabled the banks gradually to
liquidate some of their frosen assets ; and finally the stock exchange
revival permitted several indastrial companies to pay off debts by
marketing long-term capital issses. The hankieg erisin, therefore,
lns not played havoo here a4 much as in other conutries,

But alto, bere, plass for establishing a moetgnge bank for the industries
of Finland bad already boen maturing for some time, In the sprsg
of 1924, these plary took more definite shape when daring nogotmtmas
between the Bank of Findand, the large Joint Stock banks and leaders
of industry, the moment was beld to be propitioms for establishing
such & bank, and oltaining capital e rensonable terms frons abread.
O the part of the Government the matter was considered of such
important public interest that on May 205, the Government laid s proposal
befare the Diet for a State guarantes of & foreign loan not exceeding
the equivalent of 560 millios Finnish marks, which was appeoved

on May 50, 1924 "
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A day after the passing by the Government of the statutes of the
Soumen Toollisuus-Hypoteokkipankki O.Y. I'ndustri-Hypoteksbanken A.B.
Helsimgfors om Juse Gth, the share capital of 50 millioa Finnish marks
had been paid up, in accordamce with the scheme dmwn up for the
working of the bank ; 80 per cont, Series “A", of the shares had been
baken over by the founders, A B. Nondiska Foroningsbanken, Kassallis-
Osako-Pankki and Helsingfors Akticbank, while the remainder, 20 per
eent, the “B” Betien of shares, was to be taken over by the industrial
anterprises receiving loans from the bank.

The Industrial Mortgage Bank of Finlsnd [od. has the object
of supplying the long-term credit requirements of Fiamish indwestry
by grastiag amectization boans to iadestrial undertakings on moetgage
dn&lm.!ptowpr«uohbnlueand‘cwupdcddmmﬂim-
ton not excoeding 25 years,

When valuirg the property not coly its value as swch shall be
corsidered, but also the security which the undertaldng represents

by ita remunerativeness in rogard to payment of iterest and amoctiza-
Sion,

The bocrower must, i addition to the mortgage deed for the nominal
value of the boan, deliver & separate interest-bearing undertaking for
an amount equal 0 5 per cent of the nominal amosnt of the Joan.
Should the accounts of the bank for any year show a Joss which cannot
be covered in the first isatance by srappropeiated profits and reserves,

&.Mkhm.hth&ﬁd.whmmmth undertakings

delivered 1o the bank by the borrower, the required amount being divaded

to the amount of loans cutstand-

the boerowers may thus kave to
make good shall b refunded to them out of the next year's profits.
No single loan may exceed 15

eent of the
s per of the total borrowing

"1:: 'h-nk i m:‘idti.n: e-l-ihlb:y issuing interest-bearing bonds,
" mAXIIGm timesa the aswoun ital and
il ol €4 Bank t of the share cap

o
-

—d
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Should bond loans be contracted in & forvign currency, the corres-
pooding lending must be arcanged in such & way that the bank does
not ran any risks in regard to the rate of exchange, Smilarly, shosld
boads boissued at a discount, the difference will be taken into cossidera-
tion in determining the annuities for loans issued agaiost such bonds.

Should the State andertake to guarantee bond loans taken up abeoad,
the Misister of Finance appoints one of the seven members of the
Beard of Directors, four members being elected by the bolders of “A™
Shares (i «. the banks) asdtwo by the holders of “B"" Shares (i.e. industey),

Tho bank, in course of its operations, has so far coatencted two boud
loaza abroad, At the beginning of July 1924 an American consortins
headed by Messze. Lee, Higginson & Co,, Bostan, granted the bank
» 7 por cont bood doan of 12 edllion dollars. The debt undertakings
were to be made out in dollars, 10 bear T} per comt interest and
to be amortized by equal semi-annual peyments over 20 years,
reckeaing from July I, 1924

The bank received 105 requests for loans to a total smount equivalest
to 060,250,000 Finnish marks. In dealing with these requesis during
October-December, 62 were refused and 27 amoctisation losns
totalling § 9.708,857 weew gragted, equivalent to Fuk. 387524814
Of this sum $ 6,043,761 were takes up during the year, equivalent
to Fmk., 23078731170, At the end of the year, therefore, thero
rectnined 10 requests undealt with for Pk 150,750,186 agaisst
available fundg of only Fmk. 766565,18), Further 18 Joans wero
isswed in 1025,

The leans granted repeesent on an .vmpm’a«ud the
assesend value — Fmk. LOR,OTET0120 — of the mortgaged securitins,

In 1900 the tank was sgain able to grast amortization loass to
Finnish indwstey out of # new & per cent bood Jean of £ 2,000,000
to be redecmable by yearly instalmesta up to Agml 15, 1905, 125 ap-
Wmmmmm.wurmkm.mm.muymm
were geanted with a total of £ 2.007.500,

The contract for this bond loan was concloded on Apml 15, 1930,
between the bank, the Government of Finland s+ guarantor for the
joan, and & syndieate composed of Hambros Bank, Ltd., Londea
J. Henry Sckroder & Co., Lovdos ; Mendeluobn & Co,, Amsterdam
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Nedurlandsche Handol-Mastachappij, N.V., Amsterdam ; Stockholms
Eoskilds Bank, Stockdolm ; the Bask of Finland, AB. Nocdiska
Foreningsbankon, Kassallis-Osakeo-Paskki and Helsingfoes Aktiebank.

The peocerds of the boad loan were to be employed for amortization
Joans to imdustrial concerns in Findand against o first or second
morigage oo their real estate.

The same terms of amsortization was fixed as fdr the bond loan, also
the capital rebate, while the yearly bstalments were to be paid every
six meoaths at the rate of 3400 per cent of the nomimal amount of
the loan, equivalent 1o an annual rate of ivterest of G-2 per cent.  The
mortgage deed and the excess gusrastee of 0 per cest were made
out in sterling,

On the basixof s clansgin the agreesnent of July 7, 1924, regarding

< the boad laan for $12,000,000, the Boand gave notice of the rademgition

an from Joly 1, 1024, ofthe whole eutstanding amount of the Joan,
totalling § 6,900,000, The meceseary funds were oltaimed partly by
soene of the debtors of the Mortgaze Bank repaying ther kans and
partly by the issue of a new 6 per cent band loan of Frek. 200,000,000
for & years, This loan, to which the Governmest transferred the
State gaarantoe granted om the dol'ar loan, was vnoerwritton by a
syndicate comsisting of AB. Nordiskd Forenisgstanken, Kanrallis.
Onake-Fankki and Helsingfors Aktiebank,

Ia 1935 the Bourd studiod the pomsibility of isesing new bond Joans
for furthor mortgago foans, but decided for the presest only to wse
those fasds (epproxivately Fmk. 50,000,000), for baws that had
hitherto beem om deposit in Finsish tanks. These mortgage loans wero
allotted in 1908 in amosnts mot exceeding Funk. 5,000,000, and
totalling Frik. 47,500,000 to 11 industrial undertakings st 5} percent
interest with a redemption period of 20 yours,

The Bank were nover compelled to protect its rights at any foreed
auction of resort to any other legal messares for enforcing its clarms,

Since 1906 there wore no opportunities of disposing of farther
mortgage loans en sound isdustrial undertakings and consequently
availsble fusnds were smployed for putchasing either the bank's own
bends or Govemmest and industrial bonds, the yiedd of which,
kowever, is bower than that of mortgage boana,
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(9) FRANCE

The supply of erodit to industry was & woll-organized banking service
in pre-war (1914) France. The Etablisseents de Crédit, like the
English deposit banks, refmined from investmeont busness, with the
possible exception of the “Banques rigionales™ which in some cascs
reservblod the Gersas “ wixed tasks™ in their closer relation to

industry,

But on the whobe, deposit banks in Frasee wore woee hdpfel to in.
destey tham their Eoglish confrives, in that they gave Nberal
dimcount on bills, which ix not 0 popalar in Bogland. Moreover, this
conmection with industry was & direet one, and not through bills
hrokers, as is opstomary in Englsd.

The actmlgxpiul crodit needs of industry were catered for by the se-
enlled “ lanques d'affaires.”™ the fiest of which, the Crodit wobalier, was
established in 1852 by Pereira Frézes, when the existing crodit
organization was unable to mest the requiraiccuts of the mpidly
expanding Froneh imdustry. These lanks operated with three kinda
of capital : with own capital wsel for investmonts ; with capstal
obtained by the issue of longterm debentures for investent in
debenture bans and participations (the ides of debenture subititaticn
scoms to have onginated here) and by short-term bonds, the proceeds
of whieh went for ordinary advances and discounts.

* Theso banques d'afuires wero staffed with a resenrch departarent of
engineots and economists who kept informped oo the cconomie stuation
as concerning their subsidiaries ani judged ..,.o..p.o,o..'.m.bmm«l
to tham, asd, shoudd it be nocessary, precoeded with the forgsmg of u
Société dBtudes, before embarking on a now vemture, These Lanbos,
cithesalone ot in syndicates, undertook enderwriting and issee business,
sometimes hold an issue and contmlla) the now enterprise, and sold
the shares at & premismn later, usually retaising the profitable Founder
Shares. Tnvestownts,therefore, couhd be temporary or permeanent, the
atter oftsn with a vicw of controliing st only eme wndertaking, buta
whole bramch of industry by amalgamation and raticealization. Sucha

ent investmeont might be handed over to a holding company
under their conteol, which refieved them from direct supervision.
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These banks carried on also regular banking business, but were more
libeeal & their credit grants, owing to the more intimate knowledge
of their clients. They had caly a few, but lasge debit sccounts, s they
did all the banking operations for their sebwidisries. As a rale, tho
peofits cut of the regular banking operations covered all administerative
expenses. .

This smooth working of the system chasgoed somewhat after the war.
The deposit banks, which partly sgainst their program, had to handle
sotor long-term basiness, definitely tumed away from such operations,
while the banques d'afaires enlarged their regular banking business
and became peactically * mixed banks.” They continued and increased
their industrial bariness, but not in pace with the quickly moving indus-
trial developments (whick acteally was felt almady before the war).

Fear of moantary disturbances and frequent appeals of the State
and pablic corporations to the tapital market kave kept interest mates
high. Moeeover, it has been difficult for the peivate hahks to secare
Large volusos of time deposits whick could be used to extend medium-
term crodits, becanso public and semi.public savings institutions offered
on sight deposits rates of interest at beast equivalent to those which
private institutions conld offer caly on tisew doposits, This situsti
called for special meassres, which were taken i collaboration by.z
the partits comcerned.

Governmest, in collabeention with some leading deposit banks, estab-
lished 3 1920 the Bangwe Natiosal Frascaise dw Commerce Erteviewr
for long-term export eredite,

Of particalsr interest, bowever, are two institutions for the supply
of eredit to induatey oo mediotn and long-term, keown s UCLN,
aod CALLF.

The Girst, Union pour Credit & I'Industric Nationole, was founded
in 1919 with o capital of 25 million francs, doubled im 1928, by the Credit
Lyveais axd the Comptoir Natiesale d'Escompde, in order to supply
#uch credits for which there was an wrgeat need, which depesit tanks,
howewee, could wet grant without deviating from theie rubes of lquidity.
Tha operations of this bank, whick in ten years of ita existence has
reached almest & milliard, include Joszs for ecastruction and purchase
of equuipment, advances on open sccounts, on long-term orders and com-
teacts and all other kinds of condits in every amount, from 3 months
) 5 years or, in exceptional cases eves more, cm direct or collateral
guaraztees.

0
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The resources of the Union, in addition to capital and reserves are
obtained by mdiscount with the parent concerns of their short-term
assets, by deposits for medium axd long-terms, and by the issue of
*“ billets & ordre,” & kind of deposit certifioate repavable in semi-annwal
instalments,

Simsilar are the operations of the very active Seaidtd de Credit & I'/n-
dustrie Frangeise, which was establishbed in 1928, with & capital of
100 psalliotss by & syndicate under the leadership of the Socsité Géndeale,
with the participation of the Usnion des Mines (which is referred to
later en)'and the National City Bank of New York (France), This
institutionn too issoes bonds and debentures scoording to its re-
quirements.

The Owmmnives Financier powr Ulndwtrie Natiosole (O.F.IN.A)
ereated in 1929 by the feanders of U.C.LN.A. for issuinfy debentures
receemable between 1905-60 for bomg term loans to industries enable
to raise debantare loans themselves is a most typical case of debentire
substitution,

The example of the above uentioned companies soon became popralar
anid several others wero sot up subsequestly. In 1920, the Crédit
Industriel et Commercial, in conjunction with its afiliated banking
companies, cach with its own regional spdwre, establishod the Union
des Banques Régionales (capital 40 million franes), whose objects were
“ All meadinm and long-term ecedit opertioas and allisd operations.”
The Crédit da Noed mot ap the Union Bameaire du Need as its affiliste
for industrial credit. The Uniow Induatriclle de Crédit powr bs Recons-
truction founded in 1921 and baving as' objects the * mobilization of
Jomg-term cradits for the reconstrwction of the devastated rogicas asd
all operations relative to the resumption or extemsion of the economio
activity of the comntry,” has on it board repeesentatives both of severnl
jm.uock and of busimess banks.

These * affiliates * for supplying mediwm. term credit €o industry are
in fact merely beanches of the bag deposit tanks, on whose funds they
Inegely rely.  Their rdlo 34 resteicted to the actual nogotiations with theie
elients in respect of medisn-term boans, all admirdsteative work being

'S e e |
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The total amsets of the leading institutions m 1908 (except comptes
d'enlro) were ;—

UCLNA .. ... H6MO000 francs.
CALLF .. .. 168000000
Union de bangoes re.

govales . ... 142,000,000 # ,,

Of special mapeetance were also the beans of the Crddir Nationale
(pour faciliter la riparation des dommages causés par la geerre)
an institution created in 1919 with a capital of 100 millieas, for war
compensation and recoustrection finence purposes, which in 1930 was
authorized to grant loans up to b millika frames in any one case for
periods of 3-10 years to French manufscturors im France, the French
colomies cr mandated torritocies, to be secared by a first mortgage,
¢ joamt and several gearantees or securities, and as an additiosal
socurity, the goodwill of the undertaking, In the course of the past
years, its adivity Bas been extended to cover all types of industrial
and commercial enterpeise. The Crodit Natiomal is & peivate company,
coetituted by bankx and leading industrial groups, but with the
mazagement apgointed by the Government and the administeation
controlled by the Minister of Finance, Thit mixed clisracter assares
the bask of conviderable resources ; on the one hand, advances from
the State and wswe of boads guaranteed by it ; on the other hand, issoe
of non-guarastesd bonds which can be readily placed on account of the
semi-peblic character of the institution.

The lask extends lnaslupnimhmtenardingunywl and the
aggregate of credits granted to asy one undertaking may not exceed
IOmﬂ&nfum(lSﬂlh.lmampuumnﬂy mtroduced
in Purliument). Loans are granted, st present, at the rate of 715 per
mtwthoh-d-wdﬁ'dmﬁy up to & maximum amount of
B0 per cent o the vaben of the security. . The volume of loans oatstand-
ing at the end of 1933 was 1,500 million francs, of which 400 il Fos
M“Qmmwm&.hwlm'n@.

The initiative of edustry, ie. of various industrial groaps bas led to
?bmluilhmmlo(rpednl bl-nklﬁocth.l«m,.hmmudw
xm!muy. Tin most typical of theso otganizations it the Union dex
Mines foxnded by the coal mdnstry in 1923 wish o eapital of 270 million
france, which in 1502 was reduced to 135 millisns. This bank like
the banquos d'affsires, secepts only fixed deposits. Tts objects are
“ to earry o0 in France or abeoad all financial, ecmmmercial and industrial
affsirs.” It in closely ihtit;d with the mining, metallungieal and
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their allied indestries. In its discount and credit operations it weeks
mainly with the milway companies, great mining and metalluzrgicoal
companios, but is interested also in potash, phosphate and other cheoical,
olectricity, ote,, concersa, and has also considerable holding in banks.

While thess Compasies cater mainly the larger undectakings assistance
was given by the State also for the eredit supply to ssaall enterprises
by setting up in 1917 & metwoek of Bangues Populaires, co-opertive
societies for the supply of short-term credits, Thess banques popolaires
aro also the charmels through which medium-term eeedit i supplied
by the Credit Artisawat oat of funds made available in 1923 Ly the State
and the Banque do France, for & years for modernization or expansion
of plant, ete., ropayable in annual instalivents axd to be guaranteed
by the Co-operative Socioty. These credits are to be granted to
independent small prodecers who in addition to members of their
family do not employ more than twe workers and ome approntice,

The Caisse des déplts ot comsignations, an organization which adminis-
ters the rosources of the savings banks and social imsurance funds,
and the meoat mportant unit of the Fresch money and eapital market,
bas snco 1931 played a rilo of inoressing importance in making avasl-
able resources for medinm-term eredit to industry. In that year it was
nuthoriond 10 acoept en pension bills created by the commercial banks
to ropresent advances, ranging from six moeths to five years, grasted
to their industrial clients. In 1938, the rate of interest for sech Lills
acorpted en pension varied from 4 per cont for sx-month bills to &
per cont for bills payatle in four or five years, The total volume of
such medium-term credit under rediscount at the Caisse amounted
at the end of 1938 to 458 nullion francs.

Menton should also be made of the Coieer Nationale du Credat Agricele,
& Government Institute which grants 34 years medium-term Joans and
keg-term loans for 15 and even 25 years, through co-opesative
societies also to raral isdustries,

The roceat = Blum experiments " included also a scheme of tempoery
sssistance to industry which was introduced by an Act of Awgust 190,
195, supplensonted by & Doeree of August 26, Tn reality the scope of
this scheme goos beyond indestry, since it applios equally to com.
mercial and sgoecoltural undertakings, A Central Lean Comumittes
was st up to examine the files submitted to it by 160 departmental
committess and decide uhather to grant or refuse the loans requested.
Theso loans were divided into two groups: those justified by are
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increase in social charges and those required for export purposes,
Applications for the latter had to be submitsed before October 15 and
for the former before November 30. (¢f. Intern. Labour Review, 1637,
No. 2; F. Maumtte, A Year of Experiment in Frasce),

The great majority of the applications and those for the largest suma
were justified by an increase in social charges: 15,985 applications,
representing 1,278 million francs, of which 14,053 applications, or 386'5
millions, were for sums of les than 100,000 francs, and 1,932 applications,
representing 8910 millions, for larger sy, The Committee granted
13,006 of these requests (11,160 for less than 100,000 francs and 1,546
for lasger sums), making o total of 1,035 million frames (3195 and
7555 millioas respactively). Tn other words, 81'0 per eent of the
applications and 83 par cont of the sums requestod wore grantod.

The apphications for expert purgoses came from 1,700 exporters,
and amounted to 165 millise francs ; 1,563 applications, rpresenting
s total sum of 135 millivos, wore granted, or 02 per ormt of the
spplications and 70 per cont of the amounss asked for.

Theeo can bo little doaby that the schense wis & smeooss. Tt is teue
that some industrialists and traders had & very natural, althoagh in the
carenmstances unjustified, objection to applying for assistance whesn thay
were required to explain their financial situation to the appropriste
comumittens, om which the public authorities were reprosented. Never-
thedesss, the 1,200 million frames that were dostributed obviously enabled
many basinesses to keep open during the period of adsptation to the
new social conditions. It may be aaid that the distridmtion of this
assistance was oamind out b o very generous spirst | it woald appear
to hiave been refused only to nadertakings whose position was already
%0 hopeless that it was practieslly cestaim that if a loan were granted
the money would simply b swallowed wp, without profit for the
borrower or the leader, ’

Ina decree of Amgest 25, 1937, the French Government offered
errtain  advantages to loal industrial undertakings fee enlarging
or wodersizing their plants, On Octeder 31, 1937, a dectes made
available this suppeet as a refand of interest oa coodits taken foe the
modernization of plants. Sach refund is granted anly to undertakings
in hands

of French citizens. Applications are examined by o special
M‘ -” -

It thus sppears that abusdast ceodit {acilities are provided in
Frasce.
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Thej cint-stock and other commerical banks undertake normally
the crdinary commercial credits, or that tempeorary accommodation
for current neads, which is classed as short-terms, and is is principle
accorded for three momths, bat is frequently renewable twice, even
thrice or more, up to 18 months

Medims-term eradit, at times somowhat elastic in {ts interprecation,
but normally arranged for frois two to five yoars, is decmned
1o relite to accompwdation for mneeds of a won-recurrent or
quasi-persanint character, from whach rapid direct retums are not
to be anticipated (e.g. the acquisition of rights, hnprovenwnt of
plant, purchase of factory requisites) or from which oaly indiroct
wonetary Teturns aro assuired (eg. buibling of workers' dwellings,
or other welfure oreations), The great Froneh comanercial lanks to
a very liited degree, and the lesser to a eertain degree, but especially
the * busimess ™ banks (bangess Jaffaires) botk large and snall, and
cettuin specaalisod institutions, are purveyors of this credit,  Many
special institations exist for long-torie eredit, The bounds between
the latter and madiun-tere are not always exsy to detormine : gua-
pantees and liens are stnlar, fiest charges, contmctoal assgninesta
of fixsd percentages of camings, share of (ebesture particiyations,
and kindrod ssearity independont of trading or othor vicisitudes besg
required.  And the partitions between nedivin and shost-teym crodit
mayalsobe somewhat slender, where triple extensionsof bills, or revolv-
ing exedits, or standing banking facilitien (facilités Je caime), are
generomly accorded on sufficicat grounds to customers reputed solvest,

Tho funds for such medivm and beng-tenn cradits are made eanily
availabls by the oxistence of tho Boud issue system, which omjoys
groat popelarity in France, These bouds carrespond foughly to deben-
tures which are an salo in French banks to the mving pablic :.lb.ﬂf
popularity is largely due to the fixad rate of interest and to the prionty

of charge om assels,

(10) GERMANY

Attemtion was drawn in the introduction to the * typical German "
way of flnancing industries by short-term crodits in anticipation of
future capital issues. The so-called * Anlage Banken " swch a4 the

Schaafhausonsche Bankvereis, and the Bank for Handel and Indwstrie, -
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institutions similar to the Feonch Crodit Mobilier, were the first to deve-
bop this form of erodit. These Lanks workal in the beginning with
theirown capital untilabout 1870, when they started to sccept deposits,
There was little difficulty at that time for indwstry to obtain the necere
sary credits, with the consequence that ahnost half of the working
cagetal, euployed by industrial conoems was ~ outside " money,

This stwation changed considerably aftor the War when the Germean
banks had Jost § of their own eapital and 81 par cent of their pre-wor
deposits.  Bamks then bacatre, as we shall see, wainly intermediaries
betwoon foreign capital and indastry. Bunk erodits wure availablo
only on short-terms and at the expensive current secount rato,

During the inflation industries succordod to free thenselves from
the influence of Banks, and oven aequired costrol over cortain banks,
or established their own house or branch banks.

Different was the case of the mmall mansfacturer who bhad pre-
viously bees fmance) largely owt of his own profies, by inveatinents
@ven by family messbers or by means of partnerships with capitalists,
The destruction of capital by war and inflstion left him entirely
without eredit rosoarees afl the more so as it peoved easier to secore
and adwminister loass to Emited companies. The mere a product
moves from mass prodoction to refined productios, combination and
the formation of companiss becomss 1wore (liffienlt, and, thus,
important ‘odustries were neglected.

It weas then that hankors aud sosancmists becams comscioes of o ;mp i

in the German er it systom which scteally had bren felt to a certain
extont beforo the Waz. It bad been, i fact, for sowrs time, the subjest
of a descusaion whick was started by the progosals of Feliz Hechrin 1908
for & centeal institate for = debonture substitution,”  Such an institate
would gmat loans secared by debanturos to siealler enterprises whick
Baud no acomss to the capital earket, and woul issue its own debestures
instend, which shoudd bo introducad on the stk exchange, Suck
industrial debentures shoedd be distinguished frow: mortgage bonds by
higher publicity, siorter term (10:20 yvars) and highor intecest, and
thus form an atteactive investment. Loane should be grautod for
10:20 your terins, ropayable in asnual mstalinents.  Credits shoubl be
gratited only to existing and profitable enterprines, and shoub b sprend
over many brasches for redecing the risk.  The institute world noed
s "saitable comesercial and tochnical cxamination stafl,” well
scquainted with industrial conditioss and the competition situatice,
There sbould be no joint liability of the ereditors.

L
R~ -.~ D § 'x‘. - - — P — o
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This proposal by Hecht was calarged by Georg Herman Lociey in 1900,
trho saw in it & kind of central imstitution, to which applications should
bo submitted by the applicasts’ regular baskers, who shoul! also goa.
rantee the eventmal loan to the omtral imstitution.  Schulize-Kicsow
addsd in 1928 that oaly the banks which grant the regelar onrrent
sccount credit should grant the long-term erodit and proposed a
debenture isswe by the central bmstitation. The wain work wosld
remain with the regolar .hnk-.

Similar waa the proposal by Trehiersbly in 19, whose centml
institution was to be established by oredit co-opemtives formed by the
varsous hranches of imdustry, juintly with Govermwemnt and the big
banks for 15y xiop of debentores,  The ervdit co-operatives should bo
fargely basad on the existing cartel srganizations which know their
owa mibers baat,  Such an institution woold have only sl expenses
and could be cheaper than that proposed by Heckdt,

Somewhat difforemt was the sazgestion of Dr. H. Bregwann m 1925
for an institathon acting a¥ interme fiary between foreign eapéital and
mediem and small indastrion, The loans mast be woll seeneed snd
should not exceed the amoant obtainable in public auction. Brey-
mann’s pln fosnd actual realieation in the so-alled " Indus-
tricschaften.” The necessity of State assistance to such Indue
Leieschafton was pointed out by Beier-Hirschberg in 1920,

Javestnent Trasts forindastry, iMuing gilt-adgod (Trustee) secprities
were the subject of & proposal by . Rittershausen in 1929, while others,
as for instance vow Selbrdder, pejected the idea of special institution
and prefereel bmanohes of big banksor Regional Banks to 61l the go
which had arisen by the gradual disappeamnoe of the infepoates:
private bankcr.

A difforenst line was followad by Brnat Sonntag who in 1509 tried to

that the Mostgage Bank Law i not exclede industrial Joass,

bat considerad only objects of o secarad earning eapacity eligible for
martgage ans.

(1) Industrial Oredit of Mortgage Banks,—The view, expmmda!l;y
Sonntag, had beem applied in peactice first by the socalled * mixed
mm’(&.mmﬁn‘ghmm&ln&m
”mmiﬁtb)lcmﬁn.ud,m 1920 also by




1892 LEOYPTE CONTRMPORAINE

rome of the “puare™ mortgage basks, This fact, hewever, was
rarely admitted, and loans of this kind were ussally granted anly on
n pearantes of kcal authoritios in form of communal loass.

During the years 19261930, kowever, several of the mixed banks.
particularly in Bavaria, refecred i their reports to their duty to help
small indwstrial comcerns which have no aceess to the cagital market.
It appears that thisstep was prompted largely by the fesr of com-
petition en part of the then arising Indwsteieschalten,

Loans by mortgage banks were usually granted only to the extent
that lasd and building were suitable for housing purposes.

The total lending of German mortgege banks to industry was
estimated by K. E. Missser (Das Dvutsche Bodemkreditsystem,
Berkin, 1904) ;-

Per 31.12.31 Rm. 327500000 or &2 pec cont of all loans
3.12.32 . bhORSOO00 82 - "
31.12.8 " m.’w.(m " 83 " "

These figures, however, do not iscludo those mortgages on industrinl
progerty which were registered only as wrlam mortgapes.” They
amounted 10 425 millisas Rea, in November 1034, Altegether about
20 per cent of the mortgage boans wern, scoonding to Kampmann,
actwally industrial eredits*

Ax regular mortgage banks ean lend on ksdustrial property ouly to
the extent the progerty cam ecasily be comverted into dwellings, this
credit source is a not satisfactary one.

(2) For this reason particular imterest was evoked by the fow
sttempts to create Industricachaften, the first of which, the Seackeische

efamniolt, was established by the State under the Law
of Jely 20, 1925, with a capital of cne million marks, for the purpose
of promoting moetgago loans to idostry, trade and comsmerce.

The administration of the institution was in the hands of the
Saxosian Bate Bank, in onder to avoid expenses.

-—

"’"“‘M-ﬂ-ﬁmm.mno-...,mu.-

ne.m 1933-4
Longtors debla... .., ... 3,90 1,958
Short-tovws debda... .., ... 8,003 1.7
mm". - e '.“ ‘.”
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Out of the 12 mombers of the Board, which was peesided over by a
State Commissioner, 3 wore appointed by the State, b nomisated by the
fivw regioaal advisory committees, and 4 appginted out of the groups
of barrowers by the Minister of Economics on proposal of the Chamber
of Coommerce.  The State Commissioner bas to control the cover of the
debentures, while the Board has to sapervise the managesent, Fisal
decisions, however, rest with the Monister of Finance.

The 5 regional advisory committecs 1o consider appliestions consist
of & delegate each of the (hamber of Commerce, and Trade and Industry,
aml threo other members one of whom representing the bogrowers,

Loans over Bm. 100,000 had to bo apgeoved by the State Cotsnise
sioner, over Ru. 200,000 by the Minister of Finance.

The institation was authorized toisaue fix-tors besrer dedbentures
for moetgago loans up to %0 million Ro., which amount was imcreased
to 75 willions in Felruary 1928, Debemtures jsued in s foreign
curreeey had 10 be coverad by loans om equal terma asd interest.

Loans could be issued from R, 3,000—Rm. 500,000 anl were not
to exoeed 50 per ormt of the value of the real estate peopesty (which
oqualled oa the average 18 per cont of the own eapital of the bogrowers).
If soch property oosbd be adapted also for dwellings purposes, loans not
exeoeding Ttm. 20,000 could be granted up to 50 per cent of the value.
Machines are excluded as security, except in cases whero they am
moders and typieal for the beanch of industry, sod wheeo the busimess
is good, they may be imeladed at a low ovaluntion.

Eotecpeises o6 hired land were excluded from boasa,

Borrowers haul to accopt o joint liakility of 10 per cent of the amount
of the loan. The loans were issued, scconding to the borrowers cholee,
in cash or in debentures, for 20 yoars, payable is seod.annual instal-
sments, incduding eapital, interest and & * risk surtax ™ of | per cent.
Loans could not be reealled if the borrewer complied with all conditmas,
while he coald repay part or the whols loan at thive months’ notice.

The debentares were socured : (1) by the moctgaged objeet ; (2) by
the incame of the risk sartax ; () the ressrves ; (§) the joing liabdlity ;
(5) the share eapital ; axd (6) the State.

No loans were cottracted or issued after 1930, Before that date
cight debenture loans were cantracted with a total of 79 milliom marks,
including thres dollir Joans totalling 11 million dollars at 6 per cent,
6} prr ot M?wmt.ndﬁnpumkh-uaw«m.
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The interest burdes, originally between 8 asmd 9 per cent, was
redieced to a large part of borrowers to 4 | per cent (plus | risk surtax),
under & comversics in 1935,

Altogether 700 Joans were granted, out of abegt 1,600 applications,
not considering a member of supplementary and converson Joana.
In about 150 cases foreclosures were required to recover the debt,

Tha loans were divided approximately in the following propertions :

Rm, pereent
Up to 200 BB
Froms 20000~ 50000 28
o SO000-100000 18
over 100000 19

(3) The Pfdivische Wirtsehoftebank, Ludwigshafen, was established
A year later, in 1925, by co-operation of the Federation of Masmlaoturers
i the Phlz, the Bavarian State Bank, the Coanty Council of the Plalx
and varioss municipalitios, =5 3 public utility compuny for borrowing
money and lewding it to medinm and small size industrial cnterpeisos in
loans on real property, as well as for participation in isdusteial vestures.

The capital of Hem. 2,000,000 was equally divided into A and B
shares, of whick the A shares were hold by the authorities and some
peivate hasks, while the B shars were to be bought by the borrowers,
at & ratio of 7 per cent of their loans,

The Bank wus administered by o board and mansgement, ax well
as by a permasent committee elocted by the board for assisting the
magagerssent in their work. Asother committes, the loan (advisory)
comumitten, had to apgeove all Joass excending Hm, 20,000,

Like the Saxcoian institutios, also the Pfilsische Wirtschaftabunk
has & joint administration with another institution, viz. the Pfilzisecho
Hypothekenbank.

Theugh authorised to borrow up to 20 millions, the hank &d not
mocead in placiag debentures om the Jocal or foreign market owing
10 the refusal of the State to guarantee such loans, the conditions of
which ware ecxidered too burdensome ; bt the bank ebtaized two
medium-terped loans from the Reichspost, ese of 15 millions
nlm.tdmoISmimounyutlnur. under the pearntee of
the Bavarian State, |

m*@' for thess loans, originally at T} per cent interest together
with the risk sartax of } pur ce: ¢, azd administration commiskion
of 3 par cesd, totalling 8] per cent, were Jater mduced to 4§ per cent



D' XURT GRUNWALD ~~INDUSTRIAL CREBIT SURVEY 195

(5-] per comt). A ome-time commission of 2§ per cent was deducted
from all loans in the Leginning. Loans were granted, however, caly
for 2.5 years and had to be extended.

Until 1900 altogether 107 Joana were bsued to 178 enterprises,
amounting to R, 17,992,000, Siuce then no new loans wero issued,
(In about 80 cases foreclosures were roquired to liguidate the loans,

The loans were divided as follows : —

Rm, Rm,
04 wp to 20,000 761,028
59 from D000 50 000 2,054,000
4an from 20,000~ 100 00y 2125554
39 over 100,000 12009 440
197 17,901,900

The bank which wselly paid o dividend of 45 per cont was
Fquidated after the full repaymeat of the loans.

{4) A third attempt to establish an Industricnchaft was maale in 1520
by the Kredigenocsenschaft der Milteldewtschen Industrie, Gw b l,,
Weimar, bot being a privaté co-operative undertaking without publio
sapport, it failed to mise debentsre bans bocally or abroad. It finally
succeaded in obtaining from the Thoerimgische Landeshypothskenbank,
a public institution, loans on & 10 per cont joint liability of its mem-
bers, to be secerad by Goldmark mwortgages. For every Rm. 0,000
or bess, the borrower had to scquire & share of Rm. 100 with &
liability of Rm, 700, The berrowers bad also to agree to the asdit and
superviscs by the Theeringische Landes Treuhand and Revisions A.G.

It rested within the Manager's discretion to fix the amount of the
Joan also in peoportion to the smesrity.

Of 284 applications for Raw 21457500, 10§ Jeans wers granted
totalling R, 7,648,500,

Th+ co-operative reached In 1929 ity maxizaum membership of 120,

() Mention should b made also of the Zentralbask Dewtecher Tndn-
srie A.G., which was registerad in 1928 by the International German
Trast Co,, New York, and & number of German banks under the
poadership of Gebrider Armnhold, Drcaden.

Of the rogisterad share capital of 170 million Res., 10 millions weee
to be issoed as rogmtered shares, with a 23 per cant payment therwos,
tho rest a3 felly paid bmrer shares. Of the rogisteral shares
788 millions were 10 bo allocated to the New York company, and
015 millions to some public banks. The hearer shares were to be
taken over by private banks.
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1t was foreseen to isewe boans from Rm, 50,000-Rm. 4,000,000 wp
to 30 por osnd om the valao of the sccurity, machinory ncledod, The
borrowers would acospt & 10 per exnt Bability which woubl decreass
proporticsately with the annual reqayinents

Applications for kansshouh! have been ssbimitt sl by loc | hanks and
approved by Joeal coinmittess, before heing mnt to the Cantral Bask.

The bank, which owing to the crisis in 1929, did wot start operations,
woukl thus lave offerel sn interosting possibilicy of co-operation
between banks and the contral institation which resembles somewhat
the Industrionchaft model,

{6) County Bawls.-The ilew of the Industricschaften, which, as
we saw, was not teo socesfal, was not endorsad by the Prusisn
Parlinment, when denmnds of the indwstry to this end were conmdoral,
but it was dosisded that the great number of State, Cosnty and Thstrict
banks of & public character shoukd be authborized to grant also industrial
martzage eradits.  But oaly a small sumber of these banks sde use
of this asthorization. In the waly, the activitios in favour of isdustry
ressained linited to the colleotive Jaan ofthe Dogtache Landesbankenzen-
trale AG,, the procosds of whick wore issuod through twelve anociated
provineial banks as eradits to todiam and svall size undertakings.
This losn was comtmeted in autsom 1927 through Lee, Higgmeon &
Co,, Bostos, to as amoant of 10 willea doldars at 6 per cent, for credits
up to 30 per cent of the valee of the roal property.  The kan was paid
ont 1o the borrowers at 902 per cont, at & mte of 6 per oent plus § per
eent conmisson and | per cent rsk surtax, anil for a term of 24 yrara
The actusl cost of the loan thus was about 8 per cent.  The berrowers
wero entitlod to repay the oan at gar, beginning from 1932, Owing
to the low quotation of the debentares this was done to & lange oxtent
and by the begimning of 1935 abost 20 per eent of the loan was regaid,

Each provincial bank is liable for the loan acconting to their ahare
in it. They have in turn the right to contsol the business of theis
b'ocmm. All mortgage detds are doposited with the centeal instita-
ton as truster.

Out of the lean, 773 credits were grasmted with a maximum of
Rm. 50000 and an average of aboat Rai, 60000, The loass were
Jargely weed for the consolidation of short-term labilition (30 per cent),
for capital investments (25 per cont ) and for working capatal (25 per cent),

In addition to thess loans caly those of the Landeabank der Provina
Ostpeogssen are worth mentioning, which depend largely on the
debenture market.
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(7) To somne extent also the Soringe Baals have granted short and
long-term loans to small kdustrinl undertakings, Bavarian savings
banks evidontly considered it their duty to grant eredits to “ industrial
undertakings with Jess than 20 werkers.” Soch eredits, natarally,
mugst be kept at a small progoetion within thesr credit portfolio.

Figures available for 1930 and 1051 show that such shoet and long-
term otedits did amount to no more than 94 per cent and 33 per cent
respectively im the ease of the Bavanan and to 179 per cont and 123 per
cent in the case of the Silessan savings banks,

(8) The debemture lozns of private danls.--(a) In the begimning of
1927, the Dowteche Bank contraoted through Dillen, Read & Co.
@ five.year loan of 25 milliva deflars, There were no special guarintoes
demamdod. The recvipt alone was basie for the bond issoe and
10 control rights were given to the lender.  The loan was issned at 59
per cent at 6 per cent.  While the bank thes paid about 69 per cemt
for the Joas, credits wero fasucd at 7°8-84 per cent. Altogethor 172
loans were issned averaging B, 625,000, and induding § 21,672,459
woured amd $3,196,058 unsecared eredits. The loans have partly
been prolonged.

(8) In Ovtober 1933, the Cowmers wnd Primat Bank followed this
example and contracted with the Chase Natiosal Bank o ten-year kan
of 0 million dollars, ispucdd at S11 per cent, at o rate of interest
of B} per cent, which was the lowest rate of all German laana ceatracted
in US.A The actual st to the borrower betwoen 8] and 9] per cens
was atill cheaper thas the then peevailing current sccoumt rates.
The bank waa entithed to repay the loan or part thereof, but at lest
© 4 milllion dellars, after 30 days” votice. By the end of 1934, 12 mallion
dollars were repaid.

Whide all these attompts towards a solutios of the industrial
credit problem date befoee the Great Depeession, two institutons were
catablished in onder to assst in the Biquidation of credits frozen i the
depeession, ez the :—

(9) Demtsches Industric Finansicoungy Tnatitut 4.G., which was esta.
Wished by Government, conjointly with banks, in 1932 with a capital
of 35 million Rm., in order to take over from the hanks up to tem times
their holdings in the Tnstitution loag-term boams ued negotzable socurities
of soand undertakings for gradoal liquidation which, if disposed too
mpidly on the stock market, would lnad to unsecessary lasses.  Advances
theroon were grasted up to 75 per cont of their nomizal yalue.
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(10) ilgungebasse fir Geowoerlliche Kroadite, A.G., was establabed
at the same time to take over from small and medium-sized bhanks
frozen debts to the extent of 130 million Rm., otherwise to be written
off, for & gradual liguidation ever 23 years. :

It was thas intended to save German banks frem the dangerous
consequences of “ mixed " luaking.

Since 1031 another institutics has coose to the fore, whioh within
a few years, has become the central institution for mdustrial ceedit
®m  Germany,

The Bank fir Deatsche Industrie OWligationes, originally established
in 1924 with a eapital of ten millon Goldmarks, by & nusber of large
industrial comeerns and banks to serve as o medium between the credie
toos under the Dawes Agreement and the Gesman industries, subject to
Reparation payments, it became available for other purposes when the

Young plan replaced the Dawes Agreemsent. It was then sazgested by

German industeislists to keep the institution alive, and the Indnstr
Bank Geseta of March 31, 1931, autherised the bank to continue to collect
the special levy om mdestry under the Dawes scheme until 1956, with
an exemption for smaller enterprises. This levy should yield 510
millions Re., of whick 415 milkions should be used for n consedidation
of agricultural imdebtness in Eastern Germany, and 95 millions for
“ promoting the productivity of the economy by seans of credits to
industey, partiogardy to sumall and sedium-size undertakings.”

The capital of the bank, increased in 1931 Yo Rm, 50,000,000, has
since been doubled out of the collections, while free reserves of 484
milliors wero accumulated by March 31, 1967, The bank may iswe
debentures to be secared on mortgage Joans up 1o six tanes its share
capital,

Credits are granted from Han, 500- R, 300,000, this esit was extend.
od in 1957 to R, 500,000 thus increasing the average loan from
Rm. 26400 to Rau. 20,000 (Masch 31, 1957). Leans 52 n rale should
be secured by mortgages ; im excepticanl cases also other socusities may
be acospted.  Such oredits, however, togother with shoet-tesms credits
to mdustey should not excesd 30 milliss Rm, in any one year.

When considering an applicstion, attention is given not culy to real
property asd equipment, offered as secarity bat also the goodwill and
the prospects of the coseern and the profitability, as well as the persceal
qualities and experionce of the manufscturer, 1f the latter are not
satisdectory, the loas will be rejected even if ample securitiesare available,
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Ceedits are isséed at the rate of 98 per cent. The rate of intecost,
origisally G per cent, bas been reduced to 3} per cont in 1933, and to
b per cont later om. Am aunual commimion is charged at the mate
of |} por oent, X

The eredits are usaally granted for § years, bat if properly paid durmg
this period, there is no difficulty in renewing them.  Repayments during
the currency of a lean should amoest to one-third in case of 5 year
loans, and to one-hall in case of loans exceeding B yoars,

It is an important point that applicatices should be received and
loans are issued as far as possible in cooperation with local credit
imstitetions,

Over 40 agreempents have been concheded with & ygreat smmber of
banks, saving banks and central banks of credit co-operatives, and
thus & wide not has betn created for the activition of the Industrial
Bank, covering the whele Reich. Particularly suck banks and instita-
tions have been selocted which keep close contacts with middle chass
manadseturers. These institutions undertake the peeliminary investi-
gations and administer Joans up to Rm. 15000 afterwands as trastees

of the Industeisl Bank and exercise the necessary control. Thase -

banks which are compentated for their woek by the § per cont annual
coumission thus usite both the Jong and short-term basiness snder one
administratioe, which 5o often has been advecated as the main advas-
tage of the Germas “ Mixed System.”™

Loans ar often granted to convert expensive and burdessome short-
term credits for working ¢apital and for eapital investments, with &
-p«hlmmdmmwtbmlmydm
applicants, The oredits, however, should not replice the norssal bank
credit, and should cmly supplement it.

For loans above Rm. 50,000, and im certain caves also below that
amouns, expert investigations am required, the expenses for which are
to be borme by the applicant whether the loan will bo granted or not.

The Bank which is under the supervision of Government is adssinister-
ed by three managers (and their substitates). Ofthe 33 mentbers of the
Board, 32 are appoloted by Government for 3 yrars, on the saggestion
dmuwnudwmpo(lhmy,mmbﬂhw
task managessent. All shares are in tho bands of idustry and dare-
bolders hold their shares merely as trustees. No dividend i pead
on the shares, The Bank, thus, appears to be an institutin of slf-
belp and mutaal aid of indestry, teugh not of a co-operative character.
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The Bank is exempt from all Iand registry fees and stomp duties.
Rmece the inception of its work, the Bank has granted and issued the
following credits :—

Credits Agpeoved Coedits lewscd
Xo Moo Bs. N Millcers Brs.
|

a3t il B-s 77 60
mean 193¢0 20 s 242
B =2 ) o PRt LA 2008 ATa
193135 1833 “ 2.0 w0
MM i w0 1,04 0 ! LS 2
M3 . o e ! L1 "o g 2
133335 e 2 urs LS B w3 aza
Torat ..* uu‘ =11 S84 =36
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Thoso eredits (according to their numbers) were divided approxi-
mately to:—

HeL3T 196738
Industry 35 pereent 07  per cont
Artisanste . 2 -
Dstribution 8B . % v

Tt ix of interest to pote that 77 per cont of all credits were below the
average bean, R, 25,000, which wnlicates the predominonce of small
leans.

Arrears in payment aad begs] procedares against defaslting customers
have beem race (abont 100 cxses). The permanent supervison oxer-
cised over castoosers hus shown that in 90 per cont of all cass the Joans
Bad helped to incmase production and to attain profitability,

A few years ago the Bank has scquired a conteolling interest in the
“ Oitng " (Comumercial Investment Trust A.G.) & company for distribua-
tiom finance, While in England the United Dominion Teast Ltd.,
s distribation finance concers, took the initlative to establish, Credit
for Industry Led., the'opposste development has taken place in Germany.
This fact is indicative for the different ccomemsie structure in beth
coustries, bat, alwo seems 10 show the organic consection botween both
activiies, : >

Special probloms wero recently created by the rearmament program
At first liberal discount facslities were ted to entefprises engaged
in this production, o i
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The State in 1908 revised its mode of financing the enterprises whose
prodwets it requires or whose developenent i regarded as an object
of public policy. No longer age the enterprises given the right to deaw
bills to be accepted by semi-state imstitations and rediscounted at the
banks with indefinite or repeated rescwnls, Government now fisances
them or leaves themn to obtain their finance themselves by a direoter

approsch to the eapital market.

(11) GREAT BRITAIN.

In protably mo other country was tho supply of isdustrial finance
so well organissd as in Great Britain, where a great vaniety of merohant
bankers, financial compasies, issus bogses, underwriters, brokers and
hodling eompunics Bave daboratal a system whoreby their respective
functions are widely divided.

Awong the merchant banks Hambro's Bank, Baring Bros, & Co,,
J. Heory Schroedor, N, M. Rotheohill & Soos and Lazard Bros, are
* woally moked as laders.  Other well-ksown werckant banks inclado
Robert Benson, B. W. Blydenstein, Brows Shipley, Dawnay Day & Ca.,
Erlangers, Robert Floming, Grindlay & Co,, Guinness Maken & Co,,
Holbert Wagg & Co,, Higginson & Lo, C. Hoare 2 Co, 8. Japhet &Co.,
Kleinwort & Sons, Samuel Montaga & Co,, Morgan Grenfell & Co,,
M. Samuel & Co., and Brown Harnuae,

Finanoial teusts play o large part s the Boaance of new entorprises,
Among these may bo mentioned conganies such as the British
Sharehobders Trust, Industrial Sclection Trust, Anglo-Scottish Anwlza-
mated Tesst, British Pacifio Trust, British Eagire Trust, Gresham
Trust Nelson Financial Teust, Phoenix Investment, Second Breads
wount Trust, Shermood Trost, Ventare Trust, Catlton Trast, Lothbury
Investment, Ovons Trest, Power Secarities Corpoation, and Standard
Industnal Trost. '

An imteresting dofinition of the resprotive functivas between an
investinent trest company and a finance company was gives by the
(hairman of the Ventaro Truss, Led., early in 1956 The primary
fanction of an imvestinent trust i to aoquire and bold varous invest-
ments for the sske of the intorest and dividends o be derived from
them, the scquisition of proSt from realisations of investments being
a pardy incidental matter. The finance company, an the other kand,
exists primarily for the purpose of dealng in investmoents of varibus
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kinds, the main ebjoct being 10 acquire thesomvestmonts and sell them
again at & profit. With a finance company the interest or dividends
to be obtained from the investments are a secondary consideration,

This fundamental difference betwodn the business of an investment
trast and that of & finance company naturally involves & considerable
differensce in what mest be the basio policy of management, In the
case of an investment trust, sinee inooane froe mterest and dividesds
is the primary consideration, theee is no real objection to the acquisition
of comparatively harge blocks of the samo shares or securities. More-
over, in cases where the yield is satisfactory, the question of temporary
capital depreciation of the hobding can bo disregarded to a mech greater

extemt, The question of subsequent case of marketability is alwo

comparstively winor inpostance,

With a finsnce company, however, the position is eatirely diffecent.
Simoe the waim object in this case is capita] profit, the somewhat
meagee income from Jdividend and interest being mercly a sccondary
considemtion, the portfolio must not ealy contain no stocks or share
which are likdly to slip away in market vales in slack times, but must
also be of an easily markstable nature and qeantity,

Although they are sldom conceenad with the financo of industry
in Great Britain, wention shoul) also be smade, for parposes of differen.
tistion, of the sprialissd finance bouses which comeentrato on the
finance of one or & few partioular types of entorprise, e.g., gold minkng,

tations, eto, It s, however, intoresting that a new tin mine in
Pahang shosid bave a specialised Ssunce bouo catering for ite noeeds,
s0d would almost certainly bave less difficulty in raiving capital than
a now engincening vompany in Peterhorosgh, Somno of the more
importast of theso specialised finanoe houses are: Amalgamated
Finamee Co. (rubber and tin), British and Chinesc Corparation (Chinese
railways), Malayan Rubber Loan and Agency Corporatien (rubber),
Unjon Corporation (goM, other metals and general), Seloction Trust
(mining), Johann=sbarg Conmbidatel Investement Co. (gold and geaeral),
General Mining and Finance Corporation (gold and geneml), Consok-
dated GolMfickds of Sooth AMfrica (gl asmd genemal), London Tin
(farporation (tis), Anglo-American Corporation of South Afriea (gold
anid gonaral), African and BEsropesn Investesent Co, (gold and genenl).
Malayan sod Gemoral Trust (tin), Java [nvestieat Loan and Ageney,
Limited (plantations), Eastern Plastations Finance (plantations),
Bastorn International Rubber and Produce Trest (plantatioss), Beitish
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-—

South Africa Co, (land, minerals, ete.), British North Bommeo Co, (land),
Hudson's Bay Co. (land and minerals), British Overscar and Geseral
Investment (South Aowerican wtilities), and British Indeatries and
Goeneral Investiment (ealiber),

Memtion has already heen made of the part playad by proviscial
stockbrokers in indestrinl finance.  The big Leadon firms an the whole
do lows “ nursmng " (which is the inrportant thing as far s new indost ries
are conorrnd), but some “ nersing ” sometiioes has to be dose prior
to an issue and it ix, therefore, relovant to mention o few of the lading
stookbrokers handling new issge b winess : lan Avderson and Naimeo ;
Belisha & Co. ; Cazenove, Akroyids and Greenwood ; Coben, Laming,
Hoare; Crows & Co,; Keith, Bayler and Rigg: Luton Chirke;
Myers & Co. . Rowe aocl Pitian,

Mot of the variovs typasof firies to which attontion has becen drawn
above in describing somo of thes Ssancial isstitctions of the City, are
concsmod in somd way or other with indestrial finance in geseml
rather than with the flsance of new industries that being a porticalar
brauch with which many of them aee called ea to deal froie time fo tine.

Apart from these there are a few laitly olil-esablisked mdustrial
financn houses in the City, the chief of which is perbaps the industnial
Finance and Investment Corpoeation, associated while the merchant
banking firm of 8. Japlet & Co. Other comparatively reoens com-
panies largely concerned with indwstrisl finasce are the New Trading
Co. nzd the First British American Corpamtion, while O, T, Falk have
at various timos sndertaken work of this kind. Certaln of the lasye
merchant banks also engige in dustnial financo work to o limited
oxtent, and their nctivities in thiv direction have tendod to incrosse
with the decline i the volume of bills for discountimg. Very often
this is dose through apparently isdependent companios opersting
from a dafferent address which, however, say in fact, be simply a
back-door entrance to the merckant bank. est of these banks have
always hod a sabstantial basioess in new issees, and for this and other
roasons it i of the wimoost importance (0 them to reseeve their name
!ocmenlymthtbduudﬁanzhmmmdlylookduu

the most kighly respeotable,

Bat it appears that, woll developed as the system is, certain gops
existed which Bave besome severoly felt under the pressure of strue-
taral changes of British industry in post-war days,
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The reorgasisation of certain bmaches of industry (steel, cottom)
required commercial assistance which was mot available from purely
comanercial credit sources. It was them that the Bask of England
imtervened by establishing in Nevomber 1029 a apecial company the
" Securitics Mawagewent Trust," with a capital of £ 1,000 The
funetions of this trust were to advise industry with regand to reorgasiss-
tion axd mtiooalisation schesnes, and to provide directly or indirectly
the funds for such schemes. The Trost assisted in 1930 in the ration-
alisation of the Lanoashire Steel Trost and the Wigan Coal Corporation,

A yenr Lator the Bank of Eaglind, again in conjenction with a sumber
of leading banks, formed the Beubers Industriol Developuwent Company
Limited, with n rogistered capital of £ 6,000,000, divided into 45~ A "
shares aod 15 "B shares, each of £ 100,000, of which, however,
only £ 6000 were paid up. The “B"™ shares am held by the
Securities Management Trust and carry three votes each, thus securing
30 per cent of the votes to the Bank of England, while the othershares are
held by leading banks.  Also this cosspany is more a “Société d'Etude,”
an * Industrial Finance Conference Board,” than o finance corporation.
I1s general objects may be deseribed as being to mvestigate and advise
on all manner of finarcial, indwstrinl and economic queations, to aid
in the formulation and earrying mto effect of sckemes and arrangessents
relating to the fmascing, developing, co-ordination, amalgamation,
reconstroction of recrganisataon of Grms, companies and business of

all kinds.

Its maks fusction is to reovive and cossider schomes submitted by the
basic industries of (reat Britain for the parpose of their rationalisation’
and, provided the sobemes are approved, to act ax the channel through
which any neonssary financial assistance is forthcomsing, In no way
dees it compete with existing banking or financial institutices, nore
dees it finance mdividual firma,

The Bankers Industrial Development Company's shareholders con-
wist of joint stock banks, provineial banks, merchant banks and issuing
houses, with a Board azd Advisery Council drawn from these sources.

The following are some of the schemes which the Bankers
Industrial Development Company ks assisted in arranging the finance,
cither by publio issue or by peivate arrangessents :—

Punwac Tssups :
Lancashire Cotton Corporation Lad, .., ... ... £ 2,000,000
N"M wphm.“ W’ IAd. ... ves  Bid £ l;Mlm
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Private ARRANGENENT :
Stewarts & Lloyds Ltd. Corby Schesse ... ... £ 3,300,000
Guest Keens Beldwins Ltd, Cardiff Scheme .., £ 2,082,000

Its last ackievement was the establiskesent of the Ebbw Vale Steel
and Tinplite Combine with o total cost of € 10,000,000,

Both these companies, however, mainly aimed at facilitating the
financial reconstrection and execution of large industrial schemes.
They did not attesspt or make possitde to fill the gap, evidently existing
for sone time, to which the Nocwillen Report drew attention i 1931,
The ensuing discussion showed_that the British financial werld bad
suddenly become “ Msemillan winded,” with the resclt that a number
of companies were ostablished before long, The fist of them waa
Credit for Industry IM., establishod by the United Dominions Trust
in March 1964, followed in Juse of the same year by the Charterfowse
Industrial Deecdopment Comprany (capital £ 500,000) a subsidiary of the
Charterhouse Investment Trost, and & July 1935 by the Leadenball
Secwritics Corporation (capital £ 250.000) owped and cootrolled by
8. Henry Schroeder. Other compaxdes of this type, sswch as the
Lossdale Investment Truss [td., and the New Trading Company Lid.
wore established subsequently.

An interesting attempt of Jocal seli-help wan the establishment
in Newoastle in 1903 by the Novthern Industries Dyoclopuent Limilad,
a small company with & capital of £ 20000 (£ 15,000 issued), which
was subseribed Josally, The Company preferred to advance money
o comvertible debentures, although m exceptional cases they took
wp preference shares. Although this Company, matanally, ad to
operate within the namow Fmits of ita resourens, it is an examplo
of modern adaptstion *'to the traditional method adopted in the
financing of British mdustry under whick the small or seedium-sized
busisess lookel to its own locality for the finasce required for
developesent rather than to the City of London ™ (queted froan a
letter of the thes Prime Minister to the Lancashire Industrial Dove-
lopment Couscil, dated March 31, 1403).

On quite a different scaleis Oradit for Industry I, which was
established in 1984 with a paid-ap capitalef £ 230,000, The Bank of
England participated in this vesture with £ 100000 4% per oot
£ 1 greference shares, which in 1957 it sold out st 205 5, 10 the ondinary
shareholders, the United Domisions Trast Ltd, which specilises in
instalment and hiro-parchase finance for periods up to three yesrs,

5

- 4
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Credit for Industry Ltd. bas as its object the supply of mediam and
long term eredits, from £ 100 to £ 650,000 and for periods up to 20 years,
to mualler industrial concerna without a dizect aceess to the capital
market, In the firet fifteen months of its existenco, Credit for Industry
Limited grasted or approved in priseiple loass totalling abowt
£ 1,250,000, Of this amount, less thag £ 250,000 was actually paid out ;
the balance (apart from small seans awaiting settlement) was mot used,
becanse the applicant changed his mind and decided net t> borrow, or
because, "in o great many vases,” the momey was obtaimed from
other soarces, including the basks, ur for other reasons not stated.

Though all apglications were carelully and sympathetically consadered
in only a small sumber of eases could the application be regarded as
logitimate or justifable,

The loans eutatanding by June 30, 1039, were £ 384 906, a mther dis-
appointing result in view of the considerablo efforcts of the promotors
of the scheme.  After having used all profits of the first years for the
accoumanlation of & reserve fund—£ 12,600 on Juse 50, 1909 —a dividend
of 2} per cent wasearned after the sixth year of the company’s operatoas
& result still out of propoction to the work involved in the administrs-
tion of the company and an insdequate return on the investmont,

Credit for Industry Ltd. and similar comcerns are guided in their
operativns by the following prmciples :—

(1) Advances are limited to concerns which are extablished, and kave
& satislactory record of profits covering at least three vears,

(2) The concern must be under continming and competent manage.
taont,

(3) The eapital mwwst be geaninely required for developenent purpeses,
(4) The prospects for its profitable use must be satisfactonly esta-
blished

These foar conditions probably would be laid down ks every eam ;
but Credit for Industry sdds certain negative coeditons. They will
vot lend ; o) To finance the acquisition of additional busisesses ;
(5) To replace exiating indebtedness ; (¢) To oxploit new patents;
-w(;j'lhcmtminlmm' « The terms of Credit for Industry
run thus o —

(1) The rate charged oa the loan is usmlly below the rate on a
preference rhare,

2) Raxlmthlwhuhazuomdnumum pesiod.
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(3) The borrower has the option to repay at any time, but O F.L
can call the kan enly if the bocrower gets into financial difficalties.

(4) Security mvast be perovided, and may be taken in the form of
& mortgage or & debenture,

() Prelindnary costs are kept at & minimum.

(6) There are no charges for investigation as distinet from valyations
and the like,

Heze, also, it is laid down negatively -—

{0) The facilities are imtended to be complemontary to ordinary
banking facilities.

(M) CF.I. doss not interfere in the contrel of the business, and,

(c) Tt docs not aoquire shares in order o particpate in profite.

These terms, as moch in the pegative aa in the positive chuases,
repeesent what might be called “ indestrial banking,” which differs
from oedisary hankiag in that respect that the advances are repayable
over & long perwod.

A different line is taken by other mstitutices working in this feld,
The Lerdenkall Sceurities Corporation which was organired ™ to cugage
in the fSmance of medinm and sssall homa industrial business for which
the normal machinery of the I:adon m;.hl '::l Wm;‘:
it this way : “ the Corporstics does not demand an excessive
on the oa;zul provided, bat rather losks for fes reward in sharing t!:
benefits which acceue from the inereassd peosperity of the undertaking ™;
Its investménts appear to take, as 3 rube, dn.lorm of rolesable
preference shares and some common shares wlucl are reparchased
by the proprietor after fosx or five years; and it appears that also the
Charterhouse Indvstriel Development Co. whose purpose is to provide
money to small undertakings it amcants from £ 10000to £ 100,000
up to twealy years, bessdes lending the capital at & B:efl rate, ussally
ulmuh-ninmoqd:yolmybubwthgmymd. upos term
which are fair as between the partss. n-amm«-wmm
varkoss lines of sappeoach indioate the expermeental matere of this
tranch of the bankieg business.*

s 1935 by Bowmaker 144, whe
* Ansther type of industrial credit was fosesnen

dnauan.’:.hmmud.mamwnlm
credit finance, mwwwd“wmnblﬂ\m‘

» busicoss which b highly develaped is US-A.
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The probdem of finanes for small industries eame to the fore again
moee recently in connection with the particalar probless of the  Special
Arean”  In his fist two reports, July 1935 axd Felowary 1935, the
Commissioner of these Areas had to point ont that credst facsitaes foe
the establishment and expansion of mmaller enterpeises were lacking, \3

and thoagh Credit for lndestry 124, had peomised co-eperation, a
purely commercial institution could wot comply with all the partioular
veads of the Special Arvas,

Ou the recommessdations of the Commissionor wn 19356 the Special
Aroos  Reconstraction Awseciation L., was formed with o nominal
eapital of £ 1,000,000, mebocribed by errtain banks, inssrance and othee
companits and individuals, for the parpose of financing sevall indust ties,

ceither existing or to be formed m the Special Areas, The Associztion

which co-opesates with the Josal councils, banks, ete., opened an offico
in each Area, and a local Board passes oo ull applicatioss submitted,
Advances are lmited to £ 10000 in azy one case, normally for five
yoars. The mate of imterest and the conditiona of repayment are deter-
mined after the offices of the Assoclation have reposted on the risk
involved in making the loan, \

- Govermment which had been instresental in the formatics of the

. Associntion, did not subscote to the capital, but wnder the Special
Area Recoustroction (Amendeent) Ball of May 20, 1936, Rtate asis-
tance was granted in form of a contribaton to the management BXpenses
and of & gearantos aguinst bosses, anwanting roughly to 25 pes cont
of the total Joans which bad been issued,

ﬂ Out of T84 enquiries received by SAR.A. to the ed of August, 1037,
390 resalted in definite spplications for boans, 57 of which were granted.,
while otdbors were still under examination or had been withdrawn by

A reasim of accomanodstion being obtained ol wwhore. S A R.A., critisieed
for overatrictoess in its early days has agreed to loans exceading
£ 500,000 in all, to be supplemented by nearly twice that amonnt of
new capital raised from other sources, \

4 The former food of imquiries appears, however, sccording to the
reports in Juno and November, 1957, 10 have been “shrinking to
a trickle"

*Y- Anotber fusd of £ 2,000,000 was placed at the disposal of the
, Treassry for the Commissioner for the Speeial Areos in Scotland under
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the Special Areas Act, 1057, for grants to companies, to be applied s
reasinsions up o 100 por cent of rest, rates, incomne tax and National
Dedence Contributions fer a period of no more than five years,

Fially & fund of £ 2000000 is at the disposal of the Nufficld
Trustees for loans in approved esses to manufacturors, establishing
pew indestries in the Special Areas.

With the exception of the suthority given to the Misister of Lakour,
im oertain circumstazees, 1o extend the opemation of the Special Areas
(Ameadment) Act, 1957, to other districts also, these (facilitios
have boen avaslable only to undertakings in the Special Areas, Many

s outsido the strct limits of these areas have alm suffered severely
fromt unemployment sod the nred has been felt to make loan facilities
of a similor kind more readily availalde to assist new industrion in
wech other parts of the country. The Government introduced the
Loxna Focilaics Bill & few days belore Partianwnt adjourned foe the
Sguuser rooess, 1950,

The Bill is designed to empower the Treasury to provide finascial
assistance by way of boan to any person peoposing to establish ar to
carry om an indhestrial undertaking in certain arens where there is sovere
unesployment and whe is not for the time being in » position to obtain
the fimancial facilities roquisite for the purposes of the undertaking
from banks or from fsmancial institutions peimarily engaged in peovid-
img financial facilities for Jong or swediumterm periods. The Bill

no limit on the total amount of the leans which may be geanted,
bat in the case of any single undertaking the aggregate is not to exceed
£ 200,000, and the Treasury's authority to ester mto ‘agrecinents
for assistanoe will terminate on March 31, 1942, In order that any
particalar area may come within the soops of the Bill, it will be necessary
for the Minister of Labour to ‘determine that it complies with the
following conditions = —

“(a) That there is, und has been for n considesablo tine, mvero

uremploymest in the area;

“(4) That opportupities for essployment in the area are, or have
within the ten years last past been, mainly depexdent on oo ee more
indastries suffering froen geseral depression or suffering the effocts
o(&nﬂlmwinthindmtryahdnuﬁusin question ; snd

* (e} That there is no immediate likelihood of  substantial increase
the srex unless eew undertakings are established

in o nt in

therein,”
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Agreements may be entered into only with sech undertakings as
may bo recommendsd by an advisory committee sppointed by the
Treasury, and the sssistance granted to any usdertaking may not
oxceed the amount which the committee recommends. Moreover,
the Bill will not persuat the adviscey commitieo to entertain an appli-
cation for assdstance except on the representation of 2 local developenent
conzeil which, in the epinion of the Board of Trade, is represontative of
the interests of perwons engaged m comasercial and industris] activitios
in the area in question, or of & larger area comprising it. Before
making representation to the advisory committes that it is desirable
that assistance be given to any wndertaking, the local develogonent
council will be roquired to satisfy themselves :—

«  "{(a) That there is a reasonable expectation of the ultémate success
of the undertaking on an econombe basis ;

“(b) That the person who proposes to estahlish or has establiahed
the undortaking is not for the tame being in a position to obtain the
finamcial facilities requisite for the purposes thereof from a bank or
sach o financial institution as aforesaid ; and

* (¢} That the carrying on of the undertaking is not hikely to mvolve
uneconomio compatition with any existing usdestaking in the area in
question.” c

"

Even if, in existing circuswtances, it was found uzmecessary to

proceed with the Bill, the terms may indicate a live of approach to the
probles showld it again become acute.

(11a) SOOTLAND

An importast scheme for the development of Scottish industry has
boens inaugarated in 1939 Ly the Scottish Devolopenent Council in the
promwotion and rvgistration of the Scottish Developasent Financial
Trest, Led. “ The function of the Trust,” it is stated, “ is to promote
aned assist in the promotion of new businosses in Scotland and to finazce
new or establithed basinesses in 8cotland by means of leans, puarantees
to bankers and others andfor by the direot subseription of share capital
of any class, whether preference, ordinary, deferred or otharwise, or

to loan capital of any claas whetber debenture stock, debestures or
othorwise,”
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The capital of the company will be raised by, means of an appeal
for donations and sabacriptices and alse by the issue of Income Deben-
tures carrying interest st the rate of 4 per cent per annum, such
interest to be cumulative, but payable only out of the profits of the
company aa may bo reccenmended by the directors. The aim of the
Trust is to provide financial assistance for propositions which do not
cosse within the scope of existing financial orgsnisations, sach as
Credst for Industry, Led., the Nufficld Teast and the Special Areas
Recosst tuction  Association

(118) NORTHERN IRELAND

The Govermment of Nosthern Ireland (which s an integral part of
the United Kinglom) offers,ms facilities to promote the establishasent
of new industrial'units, in addition to fres xite grants for 20 years in
peapect of promises erected or purchased, and grants covering the first
five years' rent of premises loased, as well as grasts towirds the income
tax payable durieg the firat five yoars :—

(#) Loans, mterest freo for the first five years, to meet cost of crecting
new or of purchasing and adapting existing factaries, with easy repay-
ment teems alter the instial five-year period.

() Loans at ulow rate of interest, towards expenditare on mackinery
and for workimg capital.

(12) GREECE

Thers are, at prosent, no spevial credit facilities available for industry
in Greece,

As attempt in this direction seews to have been mad s by the Hellenie
awd Gesmeral Trust Lad., a joint stock compsny established in London
im 1928, which, with the participation of the National Bank of Greeoe
has grastod up to 1902 loans to vanious industeial concems, to the
total amount of £ 450,000,

Sineo 1932, however, tht: above Company cessed granting further
loana, ax the funds set aside for investment in Groeee was exbausted,
and because of the exelange restrictions introduced in this country
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The loans which wepe granted through the chasnel of the National
Bank are long-germ (10-20 yoars) sinking fund loans, at an mterest
rate Buctuating between 8-10 per cent which wan Iater redwecd to
b1 per cont, and secaured on a fist mortgage on all the matallations
and mackinery of thoe debtor,

In gemeral Greek conueercial banks are of the ™ mixed * type sharing
the business both of depesit and investiment banks,

Two banks, the Bank of National Economy and the Bank of Industry,
which were established in 1918, senm to have sequired only small
importance,

(13) HOLLAXD

As in other countries, also in Holland the peobbm of industrial
oredit has come 15 the Sore, and wo find here a siwilar pietuse.  Short-
term oredita are available with the * geral banks” or commereial
banks, which may be considered as iwixed banks, as they corry on both
deporit dod investment basking. Thelr relations’ with indastry are,
however, not s close ax they wore in Belgium or in Contral Farope.
Whenaver industrial enterprises areind sbtcd to them to any considerable
oxtent, we find the Scatimg of such semi-bhag-term bans deme in seeh
& way that the hanks take over, in payment of the beok-credits out.
standing, an squivalent amount in sew shares or bonds, which they sell
afterwards to tho publie, Thus the banks are acting as undeswriters
of kona which they float, and in this way they aleo menags to keep
a ligeid position.

This aystem, however, cansot satinfy in tinces whem the eapitsl
market is pot able to take wp such ivues, nor does it help wesaller
eaterprises.  For this reawn the ercation of special credit institutions
has been proposcd,

Th> Government whach denlt with this probles first in 1952 then
rejected tho idea of a central, nation. wide institetion Mlug'gut«l
that the provincial snsborities should take the initistive in this inatter,

The first steps in this line wore taken by the Provines of Li
sod & fiet Indewtrisl Bask was formcd {n 1534, which im
netivities in the middle of 1505,

Of the cagital of FI. 1,000,0.0 of this Bank tho local antharities
provinelal sod municipal, subscribed FI. (0,000, The Beard of

the Baok ix compossd by & re;rwntative of the Provises
industriolst, an sconomist, s andtor asd ditional
mesabees cam bo adipted, N

Ly
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Before the Bank prooseds to grant a eredit, the application moust
be bmought before the “ Botaowish-Techoologihhh Inatitute,” a
Govermment institution for the promotion of industry, acting ns &
kind of Secité d'Etude, which has to conssder all eredit applicationa
a1 to their economie soundness and desimbi¥ity. The purpose of sach
institutes, the first of which has been established in the Provitbe of
Limbury, was to stedy the indestris]l possitulities in coch respective
provinoe, The one of Lissburg which had works) owt plass for
factories for instance for sodiwm and alumisiues, s also the setual
mitistor of the Indostrial Bank.

The Bank dad to submit the appleaticns for erodit which are recos-
wendad by the Ecesomish-Tochnologishe Institete, to the eontral
Comupisae van Toxzcht op Indostrie Banken (Contral Supervising
Couneil of Indssirial Bauks), under the Chairmanskip of the Prosident
of the Bank of Netherlands. The sugwevinion of this Council, whach
hod boen sstablished by Royal Decree, was a condition of the Govem.
mont, for agrecing to the investmest of publie funds in i ch banks,
In the menntime this Cowncil has boen dishandal and the supervicon
entrestad to the Beant of the Coinpany for Industrial Financing in the
Hogue, mestioned below.

After hiving beard the opinion of there two institutions, the Bank
may approve and execute such Joans, which can taks the form either
of a hoMing of shares in the euterprice, or of a long-term boen, recured
by & mart gage or volls teral, - A coedition in enck case is the acceptance
by the enterpeise of supervision by the Economish-Technologishe
Institute,

A socondl institute of thes kind, the Indestrinl Bank of the Harg,
formed in co-operation with the Industrial Bank of Limburng, was
registercd on Septeber 30, 1936, Ita eapital in supplicd completely
by Government.

The Govermment engaged i 1035-1936 in warrving through its prog-
ranume of mdust tialisation has introdweed a Bill into Parliament in 1935
providing for the founding of & “ Comyany for Industris| Financing
which was to be established for the provision of g terio eredits to and
the participation in the eapital of new or existing industrinl emterprises,

if employawnt in Duteh industries ean therchy bo proscotod.
In addition, the company alms at the provision of Jemg-term erodits
to amd participation in the cagpital of approved regionsl indwstrial
banks, from which it may *ake over eradits. The company it also
|

h"b:-fa.n e e

ans tatan b o

Sadd'® .

|
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anthorised to oo-operate i the careying out of relief schemes on behalfl
of industzies presoribed by the Government.  The Stale s to participete
up to nine-tenths in the capital of this comgany. The Boord of Control
will consist of the Minister of Commerce, Industey, and Shipping, and
the Mmirter of Finance.
Both existing Industrial Banks were stated to have met a real noed,
though the actual business volume was rether Ririted,
The busimess of the Company from its establidment to the end of
1403 inebeded approval of bans totalling 23 million forims, and of some
capital participations.  The interest charged is gemesally b por cont,

(14) HUNGARY

The relations betweon the banks snd indwstry have been closer in
Hengary than in abeost any other countey.  Although preferent ¢ was
slways givem to industries closely connected with, or of immediate
interest to agricultere, neverthedess the banks extended their financial
support 1o & whols range of other enterpoives, whose prodects were
destined bothk for domestio conssmption and for export. But the
noed for a specialised indusnial credst institution was felt also here,
and in 1928 the Nationel Hungarion Indwstriel Mortgage Institute Ltd.
has beem created, with a capital of 10,000,000 pengos.  Of this capital
20 per cent wero taken up by the initiotors, i, the Federation of
Hungarian Indestries and its inember unions, and S0 per ecent by the
Government.  Loans, against which mortgage bonds are to be isued,
are given op to & third of the estimated valuo of the tangible sssets of
enterprises which have shown in the foregolsg years that can payinterest
and sinking fund on ‘such loans, Only in exceptional eascs may the
bank depart from this principle ssd accept other guamntees, No
boan shall be for less than 10,000 peagos, ani shall be given, at tho option
of the Institute, in cash or bonds, and 1o be repaid in somi-asnual
instalments,

The bank fs authorised to issan boads up to five times its eapital

and resorves ; A per cent of the amoust of each bond issue wust.

b set aside as special reserve for soeh insge.
The bank started operations in 1929 with the procecds of # foreign

loan of § 4,000,000 of 7 per cent First Mortgage Sinding Fund Gold
Bouds, repayable over &fteen years.

‘f
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The financing of the five-yvear investment plan, 1935 (1) has alo set
the banking housés a bard task. A sumw of one milliard pengos was
appropriated by the logudature for the finasciag of this plan, 60
millions of whick have beens coverad by anou-recareent capltal levy and
400 wallions by internal Joan.  In addition to the punctual performance
of their part of the fisascial work thus iimposed on thes, the banks
have also to be at the dispesal of business and individual clients,
to help them meot their obligations ender the plan. The solution
of these problems was rendered more dificult as it partly coimeided, as
already mentioned with s peniod of deposit withdrawals, The power
and elasticity of the ceodit crganisation is evideneod, howover, by the
fact that thess diffieulties were successfully surmosnoted and the
financing of the investisent plan easily carricd through to completion.
Within a year more than 400 millon pengos have been raisod towards
the 1,000 million total, an amount far in advance of the programmse,
This s has returned into the direnlation of the country’s econom ie
Iife and the realisation of the aiivs of the State has mn.urhhnctd.
or even over-cowpensated, the sethack in private economae sctivitios,

{(15) ITALY

Ax in most countrics where the cagatal acewmulation of industry,
anid of the population in general, does mot keep pace with the capital
requicenents of indestey, also in Italy the commerceal banks combaned
doposit banking with isdustnial financing ; most of the leading banks
were elosely connected with 'sdestrial and commercinl enterprises.
With the coming of the Dopresson, bowover, same of the banks
have established affilisted institetionsin the form of purely financial
companies to sorve as intormedinries betworn thommlves and some of
the indwstrial undertakings under their eontfhl; often they had, in
the carly stages of the crisis attesrpted to help their associated mdur-
tries by direct advances and by supporting their securities st the
exchange, DBut in order to meet the drain on theirdeposits and eredits
from abroad and localthe banks had sharply to redooe their eredits
to importast industrisl csstomers, and, moreov ey, had to try to attein
» more liquid position. Since then, the tendency to divert com-
mercirl banks froms direct indestrial participations has been the
outstanding feature in Italian bonking developtsenta,
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The three leading banks have handcd over all their industrial parti-
cipations to the Zatitate Mobiliare Italisne (LML) which was foundod
#% 3 smi-govermmemtal matitution s November 1931,

I1s capital stock, on which the State gusrantees an asmual dividend
of B per cent, ie hedd by public bodies of varsens kand, but not by private
banks. Itsobject is to reliove the comm reial basks from the necessity
of imuwobilising thrir funds in loag-tere advenees to industry by carry-
img out this funotion itsdf. Tt capitalis 550 willoos lire, and it is
authorisod to ispe dobentures up Lo ten times thet asropst,  [nspecial
grdemstances, those debentures way be gwaremteod by the State
Toones sre made as fonds sre requirad for loams to indwstrial comeerns,
Ther hoans way be mado on real or collatera] scenrity for 2 yoaximem
peoiod of tew venrs, Hat up to the cod of 1053, the Tetiteto hied
grantod only Joamy for thees to Gve venrs, totallivg to 20 milhards
lixe.

Among the important chientsof LM mention should be mnde of the
Societa Fivanxiarha Industtisle Ttolima (SOFINDIT), which was
an jmvestment trust, coeated by the Brges Conumerciade which trans-
ferred its industrial Roldings (about 4 milliands ire) to this Compuny,
sgainst & Goversment guaranted crodit of one midliand. Tt wecured
funds also for certain other eperatioon from TMT Tt was finally
taken over, together with mest of the other important investment
troats holding assets totalling 7 wmilliand liees by tho Ligaidation
Soction of the Tahitwto per ls Riconstruzione Industrosls (LR.L), which
was established as a Governwental credit institiute at 1he end of 1992
and reorganized in June, 1904, '

This institute is divided into two sections, one of which is concered
ﬁumum.mwmmmwmum
The former peovides oredit for Touger torm than the Tatituto Mobiliare
and raises its funds through the issee of bonds redoemabile within 16-20
yoars, The espital of this Section is 100 millions lire, subscribod by the
state and pablio msuranoe institutes,

The Liquidation Section i saccesser to the Li wdation Tnsti
dhthinlm.whuthOmrtht::;;:
the banks from their frozen assets, for theiy gradoad Liquidation,

I 1936, as past of the Ttakian basking reform, 1M1, took
(unctions (and assets) of LRI, which was sabsoquently w::r x

¥
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(16) LATVIA

Alsoin Latvia the banks followsd the ritish example; and are bardly

involved in direet financing of industrial undertakings to any spprecisble
extent, It was, therefoce, o particular task for the Lotedun Mortgage
Bank, a seicofficial institation, to assist manulactsrors and artisans
by loans for rocoustracting enterprises destroyed dering the War,
for existing undertakings and the promotion of new industries,

Latvian industry, being is the making, did not possess large eapita
resources, nor dad it & wide market, The newly arising manufactures
lacked extensive commercial coanections, and bad to start from the
bottone. Lack of skilled labour and foreign competition added to the
dificaltios, and Jossca were inevitable,

It was Lategjas Banka — the Central Bank which comasenced opera-
tions in 1922 — which fiest came 10 the assistance of kdostry. At
the hegemning of is activities industrial loans ranked foremost among
its eredita.  Latér, in 1920, the Latvian Mortgagoe Bank relieved Latvijas
Bankn of the burden of industriol long-term loans so that the bank
was able to confine its indwstrial eredits to advances for the currest
woeds of manafncture and export, and Joag-term crodits wore transleered
to the pew instetalion.

The Latvian Mortgage Bank, estallishid by the Governtuent in 1924
with & capital of 2 million Laz, issues debintere boass and alwo grants
wdiwn-tery, lans to industry, Abo anothor Governwental bank,
the Azricoltwral Benk, iswes 3-venr forns to rural  isdisteies
at G por oot .

As a rubs, the Mortgag: Bank nurses entorpeisos with nediumetorm
advancos, watil the opportuniy srives for long-term immgre, Sech
bxuse are isssod to the dedtoe in foris of debentures, As thete i,
howiver, only amuallmnrket for such sxcorities, the Governirent banks
undortake, an behalf of the Governioent, the purchase of sech 0 per cont
dobenturesut arat 20f 90 peroent, and in slnghe easen, whsch are provided
by kaw, even of 100 per cent.  Tho groat advastage of this arrangement
ean be realised only when kaeping in sind that debtoes of the private
mortgago banks coalins omly 70-80 jo7 comt of the nowinal value of the
debenture Josns, payed to then in scourities and not in eash,

The bank until Docomber 31, 1562, had devoted over athind of its
resonress to the ssistance of industry by long-term lonns.  Of this
anwunt, ie. 23 willions Lat 40 per cent want for purchase of mackinery,
34 por cent for converson of short-ters into bag-term lmabilities

=3
=
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1949 per eent for construction and 12 per cent for other purposes.
These loans weeo mostly for 12 years (70 per cont), some of them
for 18 years (15 per cont) and only a fofe (10 per cent) for longer
terms,  Loans have been peeferentially accorded to enterprises of 2
pablio utility charactor, sech as power stations, and to enterprises
wsing local raw-matenals,

The lonns were given at » rate of 30 per cent of & vunimws ovaluation
of the swetgaged proguety. (The evaluation of the buiMings and
machimery offered as secerity was reduoced from 82 to 66 million Lats,
and car thot 23 smllion were advanced),

In recent yoars, since 1934, Government his gradwally taken up a
position feom which it enn eomtsol directly or indircetly pesctically
every section of cocaoieic Iife.  This developinent became particularly
noticeabln in banking, when in 1905 Government formed a comsnervial
bank, the Latvias Kredit Baska, ostensibly with the object of abarhing
uncound institatians, In effect this bank has renched a monopaly
position in Latven esimuercial basking. It is now used by Governe
ment as the instrument of its policy of industrielisation,

Meanwhilo a definity change bas abo taken place in the oapital
structure of the coastry and, owing to the sceumalation of cagital in
recent years, indestrial entorprises do et depend any mare on the
banks exclesively, but are abls to oliain capital by fawwes on the loes)
market. It is of interest to noto, that while s to Jan 1935, th
average capital of limitsd companios voantad to mwymmu ;h:

LL: 41 s:.otongo;hz efcampanies extablished doring 1936/1937 averaged

(17) LITHUANIA

In Lithusnis, as & rule, joint-stock banks do o
ot grant Jonga
eralits to industry. The banks, thus, have wheathered the dave of
thoe Great Depression, and oal oA

. eular industry, failed. ¥ ono hank, involved with ane parti-

Lithussinn busines men are hesitans t0 mak :
. - 0 .
Governiment is induced thereby 1o tighten ity ﬂ.“‘.'o'.".','c'?.,'am“

Special credits o industry wore granteg
Bank of Lithuanin, The Baak of Ly x‘?&mcm the
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At the end of Juse, 1909, Government decided to establish &
mortgaze bank with a eapital of 3,000,000 Lits, to amast industry
and eonstroction.

(18) NORWAY

The Chairman of the Bank Association stated in his annual address,
Augest 1905, that Norwegian industry relied too much om the banks
for long-term credits and that such ercdits should be advanced through
special eorporations.  This ddea has Doen taken up by the Government
which, in 1938, axtableshed the Industrial Bank (Den Norske Industri
Bank) with a share capital of 10 million kronoes, 51 per cont (A ™
Shards) of which were contributed by Government in form of Govern-
meent Debentures, whieh tho bank has to amortise over n nember of
years, The bakucs (B™ Shares) wers subscribed by Government,
Municipalitios or hanks., The “B™ shares are guarsnteod 4} per cent-
nterest,

Th" ohj.xt o!‘!bf bank is to grast kmg-term loans to industrial undes-
takings, including hotels, particubarly of a smaller size, and to obtain
the fands required heroto by issiwe of debontures, which carry a Govern-
ment guarantee,

Loana, which ssust mot exescd 500,000 kromors and 23 years shoubd
bescourod by mortgages om real proporty (up to 60 per eont of estimated
value) and inschines (up to 40 por cent of estimated valae) or by pladges
of mw materials, semi-finished or manufactured goods or other
industrial securition,

The cost of the crodit must cover the intesest an the shares or
debentures phes the expenses of the bank (which were only 8 por
uil on the share capital during the fiest year) as woll as the risk
premium, which is 2 per oent of the amount of the las, phos
an ansual costribation, sod thes amounts to about 738 per cent.

No loans aro to be granted to undertakisgs cunployin . lexs than
5 workmen, or loss thas 6 HP. ’

Duaring the first year of ite operations, September 1906-37, total
Joans amouated to 6,595,000 kmaors, which figure after the third
year, 103830, had increased to 24,815,000 kronors,
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The bank is directed by a boaed of 7 mesnbors, 4 of which are dlecte |
by partizment, the reat by the bolders of the * B ™ shares.

State-Guarasteod Loxss to Industry—In 1055-36 the Govesnmont
wore awthborised to ssne State gosmantess up to an ameount mot
exceoding Kr. 5 millions, with the object of faciltating new indas-
trial enterprise amd enabling existing coneerns to rewain in opera-
tion, In 1936 the Tinit wes raised to Kr. 18 millions and in 1937
to K. 20 millions, to which must besdded Kr. 0-5 willion authorised
separatoly s 1935 for the benefit of & profectal artificial silk factory.
Forthermoree dircet grants of Kr, 1'70 willions wore yoted for the
finascial year 190537 and of Kr. 15 millions for 1907-38 for the same
purpose and in wid of toarist teaflio (hotels), Tt was also intended that
these grants should provide cover for lasses on guaranteal loans, A
siiealer diroct grast of Kr. 1'5 ssillions has been appeoved for 1938-29,

Applcations for eld sre addressed to the Ministry of Commreres,
which uwsually poses them oan to the * State Comnissicn for New
Enterprise.” The curtent busimess connectod with the sebiire is now
transacted by & special office ealled " Garantikontoret,” which was
establishad at the Ministry of Fimanee in Decomber, 1937,

, Up to the end of 1907 guarantoes totalling Kr. 1562 millions had
been promised, hut there had been astually inued guarantoe docasnents
for camly abowt Kr. 392 millions, most of which was sproad over o con-
siderable number of concermna is xinall susrs, the largest boan guarantecd
being Kr. 675,000, Of thocredit grants ahout Kr. 114 millions had been
utised, includiog Kr. 05 willion st aside for actual. probable and
pasibls Jassen.  The largest gearantees authorised, but stillineffective,
were about Kr. 670 millians for the wodersisation of whipbuilding

yarde st Borgen, Stavasger and Fredrikstad, and Kr. 4 millians for
the construction of & salphate Polp mil),

The Starting in 1996 authorised the
loaus to lhipy.ll\h in. order to enably th to exteud and modernise
their plant, with a view to their builing the large vessels for which

Nogwegian ship-owners cominonly placed oomtracts abroad, This
gearantee was kot made use of A the conditions attached to it could

not be fulfillsd, but negetiations Proceeded betwoen the Government

aue of those State-guaranteed

Ay
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and the interested parties and a new sehene war approved by
the Storting in Jume, 1938, The Ministry of Finance then received
suthority to guarastos on certam conditions loans, amounting in
all 1o Kr. 0,445,000,

(19) POLAND

Variows orodit facilities have been created in Poland for the aid of
indastry,

As oarly as 1921 the Polisk Industrial Mortgege Crodit dssociation
wins et wp for granting long-terns boans to Polish bodssteialises,

The National Eeonowie Band, ostablished m 1924 55 & Government
institation finanond varoes industrial enterprises and asequired also
majority hobdings in undertakings considered of wajor importanoe for
the natiosal economy, such as antosobil works, potash ndnes, fectilisers
and other chemioal industries.

In 1933, the State dcceplance Bank was formed to provide medium.
term credit for which existing facilities were comsideed inadequate.

Also the Bank of Polend makes direct advances to mdustry, parti-
cularly at its branches

Another institution, the Polish I'ndustrial Bank, Lewberg, failed
duning the Degression owing to the failure of its mother company, the
Sociétd Financiieo at Paris,

Accorling to “ Garetta Handlowa,” Governnwnt bas provided for
the year 1939 Z1, 16,000,000 for eradita for the expansion of industry.
Theseoredits which are to be amortized over 15y ears are provided main-
ly for medium and small sized undertakings to wodemize ther plants.

Until February, 1939, such industrial credits were granted totalling
Z1. 8,000,000, iscluding ZI. 3,800,000 to chemical snd Z1 1,600,000
to wetal indetnes, The bulk of the crafits was intended for
industries in the so-called " New Industrial Centre * of the country,

(a) The Pelish Tedustrial Mortgage Credit Association was founded
by owners of indast rial enterprises for obtaining mortgage bond loans
secured on real estate, mackinery and equipment.  Parties contracting
Joans from the Assciation beeame its meabeors a2 the mowrent the
Joans were granted, for which they were liable not only by the mortgaged
proprety, but by  their entire parsonal fortume.”
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Tho Awociation (which was to be comsidored established when at

~ Jeast thirty industries with property valued not less than 100,000,000

Poluh Marks® had joined it), granted loans to owners of industrial
entarprises alroady in eperation or to be put in eperation, for poriods
of 20 youre, pabld in mortgage bonds and ot & rate fixal by the Counail,
The lattar, ssbject 4o the confireation of the Treasmry, fixed abo the
rate of additional paymesta to the reserve fand, to whick the borrowers
had to eontribute during the first five yoars of the currency of the koas,
and the annwal costribution to the sdwinisiration expense,

Inans and intorest were to be repaid by semi-annsal ins-
talments in thoe samo currescy s the bans were contracted
or i compos oF in redecined boads,

The propesty 1o bo nortgagad wan to beovalusted by the Association’s
experts at the applicants expense, and lisd to be insared in the
currenoy of the Joas to an amount fixed by the Board of hirectoss.

The smount &f & losy was vod 10 oxcoed 50 per oent of the valustion
of the site and builmgs, and 40 per 20t of machinery and oquipesent.
An amount not exceedimg 20 per cent of the loans coull be retained by
the Associntion s secerity for the payment of interests not secared
by the wortgage, sdministrative axpebses, insgrasce promism, ete.

Bosds were also issued in forvign verrency (which the Amocntion
was eatitled to do only during the frat tes yoars of its existenoce),
up to an smonnt of £ 20,000,000 and more, with the spocial permit of
the Treasury.

The Associstion wes mansged by & Bosrd of Dirvetors of six, and

o Supervising Council of twelve members, four of which wero clected
by the bondbolders.

A delogate of th Treasary with & right of veto, who supervised
the ,\uotn_ﬁm s activities participated at the weetings of the
Board of Directors snd the Supervising Conncil,

Tt apponrs that during the whole prriod of its existence the Association
granted akous 120 lonza to 133 coterrns amoasting to £ 1,201,096,
and Qﬁwd& theee jsswts, iz, 8 6 per cont Dallaa (Jster converted
into ¥) and 6 7 per ot and & por oont Sterling loan resp. In
1957 these bo-do.tm fquoted at &1 anpd 015 per eemt for the
7 and 8 por cont isee resp.

. ummwam-hm”w”w.‘”mm.
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(L) The Natiswal Ecowomic Bank in its Statutes is eatitled to
grant industrial loans against bank debentures. Loans on {actory
baildmgs may serve ax collatersl for the ssue of Bank Debentures
ealy, M the premises cap easlly be converted into dwellings or
are sdapted for the use of an industry which, in the opinion of
experts, has definite prospects for developaent in that district, The
Joan may not exeoed half of the assessed valwe of the band, two fifths
that of the bubdings and ome third that of the plant definitely
requaired for the runsing of the indutrial undertaking and premanently
attached to the real property. Wiater power forming a portion of the
indwstrial real propesty may be takem s rocunity for the ben up
to one third of its estimated value. Buildiogs and equipment will
bo nweved hoth on the basis of their actual and their liquidetion
vilae,

* Though the loans sbockl be secured by o moetgage on the

indwitria liite, other real estate can be sccepted an edditiosal security,
# warranted,

I the velue of nn indostria) undertaking decreases and no Jonger
affords fo the Bank the scourity forescens Ly the Statutes, the Bank
has the right to require the repayment of the whole or of » yortion of

the loun at three months’ notice, krrospective of the originally
stipulated terms,

Since its foundation the Bank nssisted mainly industrial undertakings
of pertioular ecomomic importance to the country as 4 whole, and
those in whow existesce and development the Governmment was
cspecinlly futercated. For this reasom the chemical, electrieal, and
metallurgical industries have esjoynd peisarry considesation in
respaet of losus from Govemment funds administersd by the Bank.

The assistance granted to these wndertakings by the National Ecosomle
Bank covered the provision of the imitiel capéte], the granting of working
capital, and the provision of investament funds in 1he forms of long-
term mortgago credits im bank debentures,

Durisg the inflation period and the sabsaquent loag depeession,
nuseerons industrial sndertakings deprived of their working capital
were unable to obtain finaneis] assistanoe from pervate financial soures
ot from alroad, sud i became peonssary to call upon the State for
anssstance, this task being one which foll wpon the National Eeononsse
Baxk, '

LIJ‘ An..‘...;m !
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And again, on the termination of the depression, indestries had to keep
pooe with the general developowent, anul were obliged to modernise their
plants and to adapt their peodection to the increasing roquirements
and the altered demands of the ssacket, The carryimg out of these
plans necessitated the proviswa of harge smounts of investment and
operatioy capital which coubd ealy be obtained by means of permanent
bong-term investments, Mot of the industries were emable to mise the
vecrssary fund privately and had to wly en the Naticeal Eeonomic
Bank, which took ever the debis in exchange for shares, for ultimate
Bquidation on the capital market,

. Thus the Bank scquired corshdersblo holdings in industeial under-
taksngs, until in 1930 the right of the Bank to participate is such ventures
was cancelled by Government and & gradual reduction of such holdings
started,

Indwstriol Debenture Loans,—Duaing the year 1927 the Baak, for
the fint time, exercised ita right of bwuing indestrisl debestures
and comasenced to imsme losns through the mediam of bank deben-
tures 5t 7} per cent (Ister roduced to 5} per cent) and redeemable
over 18} years, and in misimuss amounts for & losn of 300,000 oty,
subsequently reduced to 100,000 doty. These loans were primarily
intended for assisting state enterprises, or comcerns in which the State
& mterested.

By the end of 1031 the number of such loans bad increased to 2,
totalling 33,307,800 zloty. No loans of this kind appear to have been
Issued since. The sumber of rejected applications was nearly as
large as that of the loans granted.

Longterm Loaws.—After & temporasy eesation during the height
of the depression, the Bank commenced in 1952, in response to the
mproved conditions on the security market, to grast lomg-term
cask loans secared and repayable a5 Jong-terms bond loans.

Shovtderm Loans.—With the growing revival of trade, and the improv-
ed conditions of employment in indestey during 1927 the requiserents
of working capital also increased.  This domand was met by the Bank
within the limits of its programme, special attention being paid to the
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sections of industry eatering for the export markets. The finapeinl
assistance of the Bank wes involved by almost every branch of industry
in discount, or lombard crodits, or in overdrafis om current accounts.

With the fmprovement in the Snsncial positicn of the country the
Bank thought of leaving this field of banking again to the ever widening
sphere of the private mnd commercial banks, In Poland they were
otigimally of the Banque d'affaires type and kad retained the practios
of granting medium-term crodits to industry in form of a eredit in
curremt accoust secured by mortgage. They were cssistod herein by
the Notional Beonomioc Bank by re-discount of such oredits, particularly
to smalber comcorns,  But in 1907 the requirements of industry indoced
the National Economie Bank to introdsce a new type of sadivm-Lorm
Webenture condits, primerily 1o modiwm and small wnilertakings, Theee
erodits may not exceed 30 per cent of the value of the land, 40
per cont of the value of the buildisg or 33) per cent of the value of
the wachines on which the mortgage is granted Their duration is up
to seven yoars, and thoy are repayable in equal hali-vearly imstaleents;
in exceptional circemstances smortisation may be postponed feor two
years, The mte cherged is 6 per cent, the price of issue is 965 per cont,
the administrative surtax i § per cent half-yearly,

The Bank issues its own Tjyear Stato-gunrantéod bomsds up to
the amount of the loans gramted ; retirement of these bounds takes
place pari passw with the repayment of the Joans on which they are
hesed

Spacial eradits for small isdustey and artizsass are granted direct
or through the channel of co-oprrative sociotion and commercial saving
banks, moate tisses ot rates below its own capital costn

Of interest to industry sre also the housiag loans for workers' dwel-
lings gronted through the intermediary of “Tom,” totalling 22, 8,297,000
per Dacamber 31, 1967, which amount inclades Z1. 640,000 to industrial
undertakings. The rate of interest or these loans was 005 per cent
in case of block houses and 2 per cest in casn of small deellings.

The following tabde shows all cash eredits to industry and artizns
os por December 31, 1937, It does not include the 5} per cent debemture
Josss to imdustry of which 16 were granted by the end of that year
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totalling Z1. 23,402,800, nor the credits granted by other banks out of
their re-discount ereduta with the Natieas] Economse Bank :—
——— T ————— e

Cosh Credise 31-12-37 (000 's csxdticd)

— |
baxs | Artisns
Minisg | Tudwstry “:'“l! gLy

Total Cash credsta ... ... .. 5,002 (190,752 | 087 6,400
°I. “ ‘o‘.l-c- ‘ar LR i _—.s o.‘l l‘..g o.m -—
Shovt-derm : ,
Total: ive el eee eye  eeg 2,004 1106 ,458 | 208 —
Bills discounted ... ... .| 1,080 | 34,372 | 78 o
TR LM e oo aede | wee 255 | 48 | 28 -
C,A Sk bas ar "we T " ‘m ‘B.M l” -

Longterm  Basking Crodits

{exeimbing Debentare Loans)... o] 1,38 | —
Tressury Funds ... .. .. 2,530 | 82,658 | 200 -
e — ————— T2 —

(20) PORTUGAL

Industrial eredits in Portugel are provided by the Natione] Credit
Institute, the Caiza Naciowal de Crafito, which wes crgnnised bn 1929 to
take aver all operations m agricolteral and industrial credits both in
Portagal asd th‘o Colonkex,  Tta funds consise of advances by the Caira
Geral de Deposites or sums peovided Ly the Treasury, and ony other
rasources sssigoed toit. Its position im the mationsl ccononsy issteadsly
qmrio_g in mportance, uot only on sccoust of the resources ot its
disposal but hecause of ite polioy in imposing modern secosuting and
technical metheds of the concerns it assasts finagcinlly  Ite belance
sheet in June, 1933, sbowed susets of £ 3,950,000 of which £ 1,701,000
fnpml.atul agricadtural and £ 1,047 00 indesteial ceedits, The chief
industries bemefiting from the Caixs's aperations ere, in order of
sdvhnoes, transport, seal, ehemical, tourism, shippivg, *teel,
mising, toxtibes, sgricaliute, merdines snd cork.
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Briefly, all eredit transzctions by or for the nocount of the State in
favour of agricslture and indwstry, and 21l peesion charges, havo hoen
ernterlized in two ivstitutions : the National Credit [nstitete and the
National Providest Institute, which both are departments of the Caixa
Geral de Deposatos, 22 1 re managed by it for the Rtate, The Natiopal
Credit Institute, ns shown befere, extemds agricnltural and isdustrial
eredits, out of the sums peovided by the Caixa Gerel, whilo the Provi-
dent Institute finances the varioms corporative crganisations,

The operations of the National Ceedit Institute were ns follows :—

- Cuasan

Mﬂmﬂllﬂ‘nl Cradnt (CAUNIAROLE) .0 sin <l e 10,922
" DPHAENs .. .. i e wi 1,561

o credit banks PaR Sy s e 2 i 7 L (e
Industrial Credits o' - ie, il G umasd 155,670
Banee Fomento Colemial ... .. .. ... 0 . 50,670
Direct colonial devebopment ... ... ... .. .. 17, 54)

T =

(21) ROUMANIA

1o Rouscouio, the larger hanks hed untid recently the same charne-
teristios ax the comneervicl banks in most Central rod Esat Europesn
countries, They were essestinlly mixed industrial asd deposis banks,
Even foreign banks in Roumanis eperated on the wame lines,

The sivmation, bowever, chasged. After the failure, durieg the
Popeession, of o namber of big banks, which were heavily engaged in
indastry, the new Baaking Law eddlay 4, 1504, abwed st the elimiss-
tion of eertrin undesirable practices in mixed banking. The law
peokibits e perticipation of. heanks in industriel or commercial
enterpriens to an amount exceeding 25 per cent of their vapital and
reserves,

Under these conditions increased importance wos nturdbuted to the
National Bank for Industrial Credit (Sociétd Natianle da Crédia Indlue-
tried), Bucsrest, which had been established by a law of June 23, 1023,
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The parpose of this institution was to supply medium and Jong-term
eredit to Roumanian industry in all forms, such as :

{0) Credit) in currest secount or on fixed terma, 2gninst bowds or
lombsard of raw metorial and prodoce or other movable industrial
peoperty which is found in factories or store-houses, or even pgrins
the private movable property of an industeialist, Swch collaterals con
bo replaced by a bank guarastee or can be teken in addition to & bank

® guaranteo, In excoptional cases gnarantees of ooe of severa) persons

can be accepted, or any other “real ™ guarastee,

Such eredits are limited to 6 months, but can always be resewed foe
a similar period.

(6) Credits in current ncoount or oo fixed torm against moctgnpes
or chattel mortgages on industrial equipanent, to be repeid in sanunl
instalents, over & maximum of 20 yvears,

{¢) Credits ageinst debentures o shares of mdustrial enterprises,

(d) Credits ogainst wurehoase or shipping certificates, resubting
from industrial operations, for terms of less than 6 months,

{¢) Credsts to industrial cooperntives, or to imatitutions for the
finsncial aid in whatever form to small industries, 2t the terss of the
oredits granted to indwstries directly.

(f) Credits to expropriated sgriculturz] landlords® to wiilise their
expropristion certificate for investment in industry,

(9) Participation i the crestion of industries which are of geweral
interest,

(A) The Bank shall gromote, direct, and amdst in the ereation of
new industrial entorprises,

() The Bank ehall establirh & special section for credits to small
indestries, out of & special reserve fund,

The capital of the Baak amounts to 500 million Lei, of which the
Government contributed 20 per cent and the National Bank 30 per cent.

The State guarantees the principal and the interest of Deposit Cer.
tifeates, and of debentures to be issmed by the bask, and such bonds
and debestures aro sccepted as collateral by the National Bank, and

are admitted s gilt-edged investements by trustees.

¢ Esprepeivted under the Agragrien Reforn.
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After cach 30 year peried the State can withdraw its participation
and the privileges aceorded to the Bank.

In case that the subscription for the capital, st the begimning or
on later imcroases exoseds the capitsl required, the State and the
Notional Bank have the right to reduce their subscription up to &
minimum of 5 per cont and 10 por cent respectively,

In sddition the Bank may :

{0) Accept fixed depesits,

(&) Rediscount its assets with the National Bank, against the only
signature of the lank,

(€) Tsane bonds up to the amount of three thirds of its share capital,
which must correspond to actusl charges. The interest on such
bonds mest be lower by 2 per cent than on the debentures,

(4) Tssuo debentures with fixed interest.

(¢) Tsswe debentures to an awount correspoading to loars secured
on mortgages and correrponding to the terms of such loans, wp to
20 years,

(f) Isue obligatives (bouds) for 15 yesrs up to the amcunt of it
capital and reserves.
(9) Comtract loaxs of other kind, even in foreign currencies.

(8) Issze guarantees abroad for paymest by local industrialists
of equipment and raw-material,

During the sixteen years of operations, 124-1539, the Bank received :

Applications for Joams.. ... v v Lk 20,007 ,000,000
Of which were approved . e 13,155,000,000
And issued ... ... ... v e e D,B27,000,000

The rate of interest, which d-mu 19271901 was an Nigh as 12 per
cent, was redwend first to 10 per cent and later to 9 per oent. A further
reduction to 7 per cent became possible since 1904, The rate of
interest is usaally 3-3} per cent above the re-discount rote of the
Natiooal Bank.

Tho bank exercises control over the financed industries. The divi-
dend of 6 per cent paid origimally em the capital of Lea 500,000,000
(£ 100,000} has gradually increased to 8} per cont in 1930,

_ As from November 13, 1938, & spocial import duty of 1 per cent was,
hpudnn&r&omhwhmmuhdwyoudlinm




9%0 L'IGYITR CONTEMIORAINE

for industrial and mining enterprises which wero bitherto exempt from
duty. The oollections are 10 be weed for a newly created fund for
losns to small manudscturers and artisans. (The pew duty was et
collected from emtarprises Ielonging to the State),

In Apeil 1937, & Law was promulgated for the establshment of a
National Institwde for Modium and Lowng-T'erm Loons te Artisons, to
b isssed through eo-operatives and another Law for a Bank for Gokl
sud Mming Industry. Another recently formed State institution
is the Bank for the Iminstrialization and Price Staldlization of Agri-
cultore,

Al

22) SPAIN

The Banco de Cradito Indwitrial appears to bave been formed in
1917 with the moral assistonce of Government but exclusively with
private sabacriptioos, OF the share capital of 37,900,000 Pesetas, 60
per eent were riserved to Spanish Yaoks and §0 per oent 1o the isdus-
trialists participating. Should the battor fuil to take over these shares
all eapital would be sapplied by the banks.

The administration is in the hands of an Administrative Council
of 20 members, 15 elected by the Geooral Meeting and & appointed by
Government. Every mewber sppointed by Government has the right
of veto agiimst any resolution which invalves an infringoment of the |
Asticles of Amocistion or i commidered prejudicis] to the interests of
the Bank.

Advaness mads by the Daak {0 industriel undertakings enjoy priority
over other croditors (i the sasie way as taxes imposed by Govern-
ment). The eredit operations of the Bank have to bo grablished in the
Official Gazette im order to maks the existenc of the privileged debe
apparent 1o othor ceoditors,  The Bank & entitled to appoint

the liguidator or reeciver is ease of bankreptey of any ane of its
dedtors. '

~ The Bank’s operations are divided into several deportnints (a-h)
in acconlance with the Royal Order of December 7, 1917, ander which
e Bank was coostituted. The development of the Bank scems to
have been rather dow. Tia total credits outstanding being about
103 million pesetas st Decemnber 31, 1995, were 30 millions Jower than
in the previous year, The ceadite are financed out of the share capital,

- i eaiin. PR, -
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bat mainly from the sate tressury (the dedbt with the treasury
increased from December, 1930, to December, 10385, from 87 to
112°3 million pesetas). ‘

On the whole, the Sparish banking system follows more the Anglo-
Saxon than the continentzl model

Until the establivhment of the Banco Credito Industrial durimg the
War, issues of industrial shares and bonds wero handlod by banks
st Bilbao and the Sindicoto de Bangeeros de Bareclons, The latter
under-writes indestrinl eoes and isswes its own  securities for
providing long-term credit for induatry,

(23) SWEDEN

The developmwent in Sweden was similer to that in Germzny, Also
here all the credits required by industrd were supplied by the com-
mercinl baaks which, however, never attempted to contral mndustry,
This system worked well until 1924 when in consequence of the post-war
depeession large eredits proved frozen, This state of affsirs, as well
@ the Kreuger Seandel and its consequesces, beed to the sppointment
of an Experts Committer, on basis of wheoe recommendations the

Banking Law of 1933 wes deafted, which came in force eatly in 1934,

This Law prokibits, or makes difficult, for banks the purchere of sheres
and iseccured debenteres for own accoust, It also yrohibits the
pranting of credits for periods exceeding one venr, [t is, however,
poesible to renew such credits, which sre to be regarded and treated
na new erndite,

These new regulstions show elready that commercial banks wro no
more able to cope with the credit requirement of indesiry, sed & sub-
sequently appointed Experts Comanittes te investignte the indestrisl
‘exedit problem, roported that epecial fzeilities were necomsary to sapply
Jong-term smortization doass to the smell anid medim sized enterprises,
which could not place debentures on the capital sarket. Such loens
were peeded for the execution of largo long-term ordess, Sor modernising
the equipment and general development,

In accordance with o resolution yussed by the Swedish Parkisment
in June 1954, & semi-official banking imstitution for industrisl credit,
the Alticdelaget Industri Keedit, Stockholm, wos established in the
satumn of 1904, The object of the new instizyte is to grant medinm
snd long-term eredits—particalarly to smaller industries and artisess
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lacking direct accexs to the capstel market — und aleo, especially
in view of recent banking legislation, to relieve the commercial tanks
of eertain credits not of & short-term character if well secured, The
institute was formed a5 a joint-stock company with a share capital of
8 wilboa kronors, of which & millions were subscribed Ly the State,
the remainder heing taken up by the “Big Five " of the Swedich
coesmercia] Banks,  The Governssent through the Netiomal Debt Office
also put st the disposal of the institution & gusrsntee fund of
12 million kronors, in the form of 4 per cent State bonds, These
bonds, however, remain in the possession of the State, and will only
bo used 3, i the case of liguidstion of the institwtion, itx own
resources shoeld grove ineaflicient, The institution s suthorised to
isve bomds for an amount of four timoes its gusrantee amd reserve
fusnds subsoguently scoumulated from operating profits (Kr. 200,000 por
December 31, 1907), Twenty per cent of the aunual profits are allo-
cated to this fund watil it reaches 60 por cent of the share cagatal,
Together with its share capital, the institution thus possessed an
imitial lending capacity of 5 mallion kronors. No bonds, bowever,
bave 3o fur been iswoed. Its dividends are limited to 5 pes cent, and
the majority of its shares must always remain n State ownership.

Cepdits are to be issued as a rule for periods not exceeding 10 years,
and oaly in exceptional osses excoeding this period. [n each case
satisfactory guarantecs must be given, The maximum loas may not
exeoed 20 por cent of share capital and reserves. The bank should
amist im & later conversion of the Joan into debemture issue, Purticelsr
attention = to be given to the expansion of existing and the establish-
ment of new indwatries, especially of these producing poods not hitherto
prodeced in Sweden. But no new undertakings are to be suppost-
ed which are only competitors to existing ones,

It appenrs thet the demand for such crodits was evermated. Only
36 million kronors were outstanding in such loans at the end of 1537
aod 49 willons in 1958-1539, Sines October, 1937, the rate of
intersst charged bas been 3] percent.

Tho Quarterly Review of Skandinaviska Banken in 1909 rightly
noted that:—

" The demand for capital on the part of the small industries, is not
at allmarked. 1t is siguificont that AB. Industrikredit, an institution
founded several years ago, with the suppost of the Government, for
the purpose of providing small enterprises with long-term capital has
not yet engaged in any extensive operations,
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“ A factor which has direetly condnced to the low level of intereat
in Sweden is the considersbly reduced demand for long-term capital
for industriad purposes, asd to some extert also for howse building.
During the last ten years industrial companies Bave pursued o very
cantions dividend policy. They have not ondy been able to fisance,
makaly out of their own fands, an exteswive rationalization and, in
some cases, nlwo sn expansson of their busmess, bat have also on-
desvonred with success to reduce their indobtedness, Some of the
large companies have sacceeded in frecing themselves completely from
debt, and in some cssex, which have attrocted weeh attention,
capital has boen returned to the sherebodders. Generally speaking,
the outsido indebtedness of the large and medium-sized indwstrial
companies sees to have been roduced relatively to the value of
their plants.™

The Swedish experience thes soms to confirm the existence of
what an Acvcrican economist ealled the “state of a matured
economy.”

Another sedsum-term credit institution — the Shipping Mortgage
Bank - weacreated in 1990, with the object of granting mortgage loans
of ten 10 twelve yverrs om ships. The State has placed o guaranteo
fund of 10 million kronoe 2t the disposal of the bank, which may issue
bonds up to 100 million kronors. At the end of 19437, the outstanding
bond debt of the bank was 37 million kronors and the outstanding
toans 38 million kronoes ; the rate of interest is 3] per cent.

The facilities offered to medium and Jong-term boerowess by these
iwi:'::'" have boen tnn*-m’w ted by various loan funds established
by t mment to meet the needs of cortais elesses of industry.
A Fund for Loana to Indwstrial Undertakings, mrpi::l in l”';.
grants oredits not exceeding ten years for the cstablishment of mew
industries, particularly those of importance (o sgriculture. A Fond
for Loans to Swall Industries, crouted in 1818, and o Fund for Loons
10 Artisans, establisbed in 1910, sapply the working capétal or funds
for the perchase of machinery to small entrepreneurs. The koan

jod may be a8 high as six yoars ; the rate of interest 18 4 por cent,
A Fund for Loans to the Skipping Industry, set up in 1003, grants
Joans to shipping companies o finance renewals und modernisations
of ships. A Fund for Lozws on Second Mortgages on Ships was
established in 1936,




_‘...-
o !

=

L
\-\.

(24) SWITZERLAND

There are no spocial eredit Bstitutions for industry in Switzerland,
wheee the deposit benks supply o1 the eredit required by indestry, very
moseh on the lises of the Germen banks, Thoy finance indastry by
means of long-term oredits om & large soade, but generally without
taking direot control of indastrial enterprises, though eftes they have
reprasestatives sctimg =0 wdviesse on the bozrd of these undertakings.
They also condnet investmmt-fanking and underurite pablic ssues,
Bat thy banks rely for this purpose not »o wech on doposits thas oo
& pital paised by the isnge of Jong-term dobertures ( for ten to twonty
yeam), s by whet age eclled * Kessen.Obligotionen, ™ o fineneiz] ins-
trumest of a kind betweon & deposit cortificete 2od & debenture, They
#xe itsued to bearer or on neae ageine 2 peld degosit foe 3 1o 5 yerrs,
in consideration of & higher vate of interest, They nre wsually for 500,
1,000 or 5,000 [rancs, end can be for o definite term or grovide for a
spocific term of uotice. Seicller ravounts sre wlly eopurchesed
by the baeks o roquest of the owner, while edvances sre granted on
Mgger canounts. By the enil of 1937 the verious Bwist financiad isati-
ttiors hed in circalstion £761 mallions francs in such securities, 3.0,
186 seillioes less than in 1630, This decrvase is the reslt of & groatly

reduced demand for oredit by mdustry, Owisg to the prossure of oapi-
1l locking for mmvestment in soch “ obligations, ™ the banky iwue
tham only for Jonger periods, up to 10 yveors anid are thus able to obtais
working capital ot low intorest, which in 1402 stood 2t abost 38 per
oont

In view, however, of the normally short-term currency of such
* Kawen-Obligationen " and the powibility of withdrawal, it cansot be
considered an entirely satisfactory instrmment for obtaining eapital
1o be wsed for long-terns eredits to industry.

Bat also the loagtorm debontures did not prove satisfactory. In
tintes of & run, a bank considering its repatation camnot refese to
roparchase of oe mlvanes oo ilx oun debentuare.

If the banks' direct relations with industry are less chose than in
other countrios they have, en the other hand, established many of the
trust companies which, s+ holding companies, provide a channel
throsgh which the banks can exervise an influence on industrial con-
orrra withoat hecoming clasély indentified with them. (Many of these

v,
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teast companies, incidentally, suffered reverely duriag the Depeession).
Theso trust companies = sabstitute ™ their own secarities for (.bon
of the indesteies in which they mvest,

(25) USSR,

An cconomic system of the unique charseter of URRR, requires
a very spacial flaancial organisation, which to describe is not the
place here, and we wish, therslor, to con fime sarsolves hore to a short
sketeh of the main isstitutioos in our field, *

Before the First Five Year Plan thore existed in addition to the
Central Bank (Gosbask) v erniral State Banke, of which two, the
Industrial Bank and the Eleotro Bank were set ap in 1922 for supplying
aredit to imlusey,

1a 1926 a hank for kong-term loans kad been formad asan off-shoot to
the Indbastrial Bank.  Tts funds comsisted of & percentage of the profits
of the Industrial Bank, money realised by eliout enterprises from the
salo of unsecessary and immobile assets and cortain bevies on the profits :
of industrial enterpeises,  [ts ohiel rource of loanable funds later on
bocare bedget appropristions,

The question whether loeg-term funds were to be given o industey
ia the form of intarest-beasing repayabls boass or &4 grants remnained
undecided for sonse time,  Up to 1926 hudgetary grants wors nowinally
repayable, though, axa matter of fact, not a singde cuterprise actuall
made auy repayvmest (0 tho Fimanee Commissariat. This, however,
was mot the fault of the euterprives themsebves, for repayment should
naturally have been provided out of profits. Bt before ropaymest
could begin, the Five Year Plan had come isto eperation laving down
more or les exactly how profits wers to be distribuated, asd in this
distribution repayment of Joans wus not included. Therebore, w &
geoeral Tule, budgetary appropritions were given in the form of
unrepayable grants. Losss grasted by the Bank from its own snd
borrowed resouroes remained regayable,

By a decroe of Felirnary 1928, the shoet-torm oparations of the Indes-
trial and Electro Bank were entirely handed over to the Goshank.
Shoet-term coadits weee (0 be sapplied oat of deposits, while the chiel
source of Jong-term eredit remaimed, as bofore, budgetary grants.

A fundamestal cbasze took place in the whole aystenn of capital sod
credit suppdy when the First Five Years Plas was inteodwend,
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Under the new system, long-term finance is supplied by the Prembank
(Bank for Fisancing the Cagétal Developmont of State Enterprise)
which in its purpose has undergone various changes froes 1922 to 1902,
Now all State enterprises, industry, transport, ete., recelve eapital
through the Prombank, not as loans, but as grants,

Shott-term credit is supplied by the Contral Bask only.  Sach eredit
is supplied to industry under three heads: planned, unplasned and
advances azainst goods in transit, wsually at a rate of 6 por cont, and,
in case of planned credits, for a term of four to five months om the
average, v

Planned eredit, a4 its name implies, covers eredit requirements which
can be forssecn and consist mainly of advances to covor seasonal
foctuations in the cliemta’ perchases of raw matenal, manufactaring
peocesser, vic,

The term uaplanned credit really amounts to as admision that
plans cannot be rigidly adbered to. In efect, unplanned credits are
granted to cover temporary difficulties of a client, such as, for example,
the nos-receipt of paymest for goods sodd at the due time, having to
hold goods for a loager time than was anticipated through imability
of obtaining transpoet, ete. To a certam extent the beanch banks
themeelves are allowed discretion in according unplasned credits,
which aro ussally ouly for a few days, asd i 2o case for more than
a mooth, Bach branch bank maintsins a certain reserve in onder to
cover sach emergencien, An application for as unplasmed credit
which is not obviously dee to a merely temporary cause has to be
approved by the regional Head Ofce or, in extreme cases, by the
Head Offior in Moscow,

Crodit for goods in trasslt is an sdvance to the manufacterer to
cover the valwe of goods during the intarval between dispstch and
receipt of payment from the customer. In view of the long distances
in Russia, the lapse of tisse botween dispateh of invoices and receipt
of payment is often considersble, and it is one of the main principles
of the credit systess that no enterprise shall evess in any way give
erodit to asother entorprise.  Therefore, immedistely goods are dis-
patehod, an advance is received from the Bank to cover the period un-
til paymest is recvived, Theso exedits cannot be exactly planned from
day to day, since obviously Joadings ure liable to fluctuste, especially
in view of the shortage of rolling stock om the milways. Therefore,
a certain amount of Istitude is allowed in bedgeting for this type of
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credit.  But in peimeiple these eredits are included in the general Plan,
fluctuations being covernd by reserves held at the brasch banks for
this specifie purpose, :

Ono of the main prieciples in the ahort-term credit ayatom is that
advances are given for a specific perpose and are repaid as soon as
their putposs ks accomplished,  An example of financing highly seascnal
productivn is afforded by segar factories. Enterprises of this sature
obwicusly require a large volume of short-terin eredit in relation to
their own eapital, When beet deliverios commence, about the middle
of September, the Bank opens an sgreed credit in favour of the factory,
The factory, howevor, deus not itself handle the money, but handa to
the farsws & voucher for ench load delivered, showing weight, quality,
price, ete., the sum of money ropresented by the voscher being paid out
directly by the Bank, frequently by a bank official who brings a supply
of notes and opens a tesporary office in the factory premnises, Every

five days, the factory makes out & statezvent showing the total sums .

paid out, to which is attacked & bond mecuring the advance on the
sugar beet delivered. Asthe boet isconverted into sugar, a new advanos
secured on the manufactured sugar is granted to cover manufacturing
costs as well as the cost of the raw matorial, and the original advance
against the raw boet is paid off.  The reascs ‘for dividing the credit
in this way i that two forms of eredit are involved : w2, (1) » eredit
to purchase raw material, and (2) a eredit to finance & manufacturing
process.  The conversion of the finst into the scoond maintaing mtact
the principle that every erodit is graoted for a single and strictly
defined purpose, and must be ropaid when the purpose is schieved.
The cradit is Snally repaid as the sagar is sold,

‘ (26) YUGOSLAVIA

The close connection of Yugoslavian banks with Vienss and Berdin
o feenced also the banking system ss a rale. The larger banks maintain
closo rdations with indvstrial enterprises by participation asd Jong-
term credit.  As the coamtry is still predominantly agricultural, these
anmm not involve the baaks into difficelties, as it bappened
in other countries.

The crodit requircovnts, however of the slowly developing industry
Jo not seen 10 be satisfind by these bank ceodits and a special industria)
crodit institution bas been under discussion for quite soww years, A

]

AR
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“ Privileged Bank for Handicrafts " was established some vears ago
with the aid of the Government, while protracted nogotaations ss to the
establishiment of the Baaque Privaldgide Industrielle are carried on since
1926. Tn that year a committes was appointed, composed by repre-
mentatives of the Goversment and the Chamber of Industry, for the
purpose of mapping ocut & plan for the proposed inatitution, its
finances as well as the required legislation.

After sevoral years work this committee produced two deaft-laws,
one for the ercation of the proposed Induatrial Bask, the other aout the
issue of indwstrial debentures, Acconding to theso proposals the
Bank wis to be established %8 & limited company with a particpation
of the State in the capital, and o guarantee of the State for the deposits,
The capital was to be 150,000,000 Dinsrs and the imue was foresoen

of debentsres secured by the mortgages oo industrial propesty, the
resources of the Bank and by a State guarantoes,

The crisss of 1929 has frusteated the lbour of the Consmittee, which,
however, resumeed ita work in 1934 and elaborated several scheroes,
of which the mgst important are the following

{1) Tndustrial mortgages to bo isseed by the State Mortgage Bank.

(2) Creation of the Indnstrial Baok, the capital of which to be
peovided in an obligatory way by a lovy on the industries over sevoral
yoars in proportion to the eapital invested,

The fortheoming establishment of sech an industrial bank, with
special privileges by the State, was annouseel by the Misister of
Commeree and Industry in Parfiunent early in 1909, but subssquest
ovents spparently prevemted the realization of the scheme.

3.—Blmn Ovexszas Exrinx
(27) AUSTERALIA

A Report on the “ Monetary and Banking Systems ¥ in Australia,
mabmitted by n Royal Commission in 1937, raived towards the end of
the recommendations (which are rarely unanimous) also the question
of the supply of capital for industry,

“ Thero is also & luck of facilities for the provision of long-term
capital for persots of limited seans who have been successful on a
small scalo in a secondary indwstry which s capable of expansion asd
deserving of encouragement in the pablic interest. The requirements
of this typs of borrower are too small to justify a pablic issue of shares
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and in most ccases a public issae is not likely to be seccessful. Bank
alvanoces are wesally vary difficult to obtais for any purpose of this
kind, and being subject to repayment on demand are unsuitable in
most caset, as there s no prospect of repayment for a period of years,
Unbess the peoprictors are able to raise the monoy privately, the
brgsiness can expand oaly oat of re-invested profita. Intheinitial stapes,
it is improbable that these would be sufSeient to provide for the neces-
sary expansion. It is usually very difficult for such a business to raise
mwoney privately, and other facilities shonld be provided which would
enable loans to be made for periods of from three 10 tém years at
appropeiate interest rates, .

«To meet the neods of mmall concerns in secondary indeatries, it is
desirable to peovide facilities cither in the form of a new institution
specially established for the parpose, or by some sdaptation of an
existing Enstitution. Tt would be necessary for any soch institution
to have availablo the services of technical advisors, firstly to examine
the prospects of the business, and, if a loan is made, to advise the
ouwners on soch matters as manufacturing methods, factory lay-out,
costing and marketing, Since the abject of the institution is to enable
industries to be-developed in the national interest, profit shoald not
be its main consideration, but there is no reason why it should sot
make ptbﬁu 2

« As the industries we have in mind may be nided as a matter
of national poliey or local policy, the provisions of the mecessary
machinery and fusds might fall to either the Commanwealth or s State
Govesnment, ao;:'rdhg to the circumstamecos. We recommend the
. Qovernments, with asmistance of the Commonwealth Bank, should

investigate the problem of setting up institgtions to supply the nesds

of ssmll comorrmn in mecondary industyhes ™

The (‘.;wmm:t -of:n gy decided to give effect to the recommen-
Jations for martgage 8 o prisary indwstry and for capital
tor small mn@ry mdustries. But peactical ut?p- to i-p:::;nl
the recommendations have only been taken by the government of
Queensland, though for rathar different considerations than those
which prompted }bo mommml.ainl of the Banking Commission.
The latler came in for severe eriticiam in the Citcular of August 23,
1937, of the Bask of New South Wales, which for its wider implicatien
is fully quoted helow:
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" The Macmillan Report claimed to have detected a “gap ™ in the
crodit facilities provided by the British financial system and recommend.-
od that the gap should be filled. The few years following the pabli-
cation of the Mscnullan Repocet saw in London a long series of meetings
and conferemees to discuss ways and means of forming special companmes
to fill the " Macrillan gap. ™  After a good deal of delay one or two
erganizations wero started but complained of a lack of suitable basmess,
Meanwhile the Board of Trade's periodical reports showed that the
rate of increase of small industrial units in Ragland daring the poriod
in which this gap was supposed to exist had been more rapid than the
rate of growth of the rest of the industrial stemcture. The Austealian
banking systems is like the British, a really flexille system, and is
always able to lend ¥ 1t judges individual borrowess to be * oredis
worthy.” This flexibility and personal basia for credit probably gives
a much brtter chance to the ssmall man than could any large financial
institution specially designed 10 assist him, but unabde to make contact
with him becawse it woald ot have the numerous hranches asd jor-
sonnel whick the trading basks already possess.™

“The recommendation that a mortgage bank or banks shall be esta-
blished is probably as acadessic a3 the Macmillan gap proposal,  Theore-
tically it is all wroag that hanks should borrow short and lead long,
it would be if the Awstralian banks were small, sot up on the American
model and unable to got & wide distribution of their risks. Every
practical banker will prefer to scratinize for himself the properties
against which money is to be bent an mortgage imstead of leaving this
vitally important business to a new moetgage bank and content himeelf
with secing ouly the bonds issued by the mortgage bank, It is bocause
the banks” business enables them to boerow abort that they can borrow
cheaply and eelend choaply. In the abaence of a sulwidy or some
other form of goverament amistancs it will be practically certain that
a mew mortgage bank will not be able to lend as eheaply to long-term
borrowers upon mortgage as the trading basks now do. The market
nu.d ’-m.ut charged may in any favourable circumstancos be lower,
bat in practioe the borrower, even st & noesinally lower rate, will alsooat
certainly pay more s his bomg-term and shert-term finance will be sepa-
rated lrou? ¢ach other and his borrowing ossts will be caleulated mot
upon & duly.ddnit balance but apon the full extent of his long-term
loan. Even if he has periodically a crodit balanos in his short-term
accoant he will not bo able to oara interest wpon it. The net result
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will be that be will gaio nomimal security by having a definite term
of years set for the repayment of his loan, but he will pay dearly for
the right as his daily balance will not be available to redoce his
imdobtedness™

(¥70) QUEENSLAND

The ITndustries Assistance Aet, 19291933, has been promulgated to
foster and stimulate the development of industry by enabling advances
to be made directly or guaranteed by the State to banks isswing such
loans, if such Joan is caleslated to promote employment in Queensland,

Ruch loans are not to exoeed 66 1 per cent of the total estimated cont
of the work, and must be secared by a mortgage, or such other
socurity which Government may seem fie.

Applications for such Joasa are submitted to a Board appointed by the
Bureau of Tadustry under the Act to esquire isto all the economic
and Soancial avpects of any such applieation, and are forwarded with
the Board's observations to the Minister who is free to grant or reject
theloan. Inocase of approval the application cosses before the Governor
in Council for fimal approval.

After issue of & loan, Government is entithed to some supervision
of the husiness, imspection of books and sudits by an asditor appomted
by the creditors at the borrowers expense.

In momme cases in which fsancial sssistance was given, members
of the Boanl were sppointed to the board of the assisted company.

In some cases applicants received technical advicet hrough the
Board, or advice oa the operation of the business or sugpestions of
roising finance privately, which made possible the establishwent of
mand esterprise without the nocessity for public financial assistance,

Proposals are always carefally examised with rogard to the sapply
of raw-materials, proapective markets and ruling peices, as to whether
the proposed venture will create beseficial or harmful competition
and how it will affect employment. The availability of managerial
skill for the proposed scheme is another point to be duly considered,

As the Act primarily aims at creating employment, adjustinent to
varying economio conditions are saggested. In times of boow,
therefore, the Board may refrais from granting assistance, exeept in
cases promising quick repayment of the loan whils husiness condi-
tions are still fairly active. Though the Aot itsell does not preseribe
any snch rules, its practioal application seams to Jead to the gradosl
developeoent of a definite pobiey.
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(25) CANADA

There are no special credit facilities for adustey in Canada, Although
Canadias Banks do not directly participate in erdinary commsercial
o¢ industrial enterpeises, they maintaio none the dess very close rela-
tions with them. Shoet-terss industrial eredits are advasced by
the Canadian chartered banks. Since the Bank Act prohibits advances
on the secarity of real estato asd other fixed or immovable property,
the collatoral for these Joans is wsually raw materials, steck-in-trade or
negotiable paper. Loans to industry are grasted partly to sepply
working capital and partly to fecilitate expansion which later will be
Enanced by the issue of bouds or shares. To some extent smaller and
financially weaker enterprises obtain shoet-term credits from Iarger
and stroager wnits. For example small retailors may obtain short-
term crodits from large wholesalers on favourable terms

Special crodit facilities have been created to make loog teem loana
to agricalture, bat not to isdustey. A large part of Canadian industry
has been financed by capital imports and branch plast expansion,
Other industrial emterprises bave tended to be financed ont of prrsanal
and corporate savings or by public subscription to capétal isues, the
former being more smportant in the ssaller wadertakings.

(29) NEW ZEALAND

In October, 1506, an Aot was promulgated * to promote the Econotoie
Welfarn of New Zealand by providing for the Promotion of New Indus-
troies in the most Economic Form asd by so regulating the General
Organisation " Development, and operation of Industries that a greates
messare of Indestrial Efciesey will be secsred. *

Section 22 of this Aot provides for fisascial assastases to indastry. Tt
reads s
“Coopreation with State Advasces Corporation :

(1) The Buroan, by direction of the Minister of Industries and Cosa-
merce aeting on the roquest of the Minister of Finance oc the Minister
o&IAbur.uthammgy be, shall consider and report, with such
recomanendstions as it thinks fit to make, on applications for loansfrom
the State Advances Corporation, in sccoedance with seotion twenty-nine
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of the State Advances Corporation Act, 1938, to be used for the dove-
lopesent of any kndustry or the establishment of any industry in New
Zealand, or on applications fer grants or loans from the Employment
Promotion Fund for any of the purpeses montioned im section thirty-
five or in section thirty-sax of the Employment Promotion Act, 1536,

(9) On the lke request, made to the Minkster of Indestries and Com-
mereo, the Bureau shall make general recommendations as to the
utilisation of any fusds available for any of the purposes aforessid,
and ahall, so far as peacticable, co-operate with the State Advances -
Corporation and the Department of Labour in the sllocation of such
funds and in the supervisson of their expenditure,

(3) The Burcan may also, by direction of the Mimister, make recom-
meendations with respect to the expenditure of any other pablic moneys
available for the furtherance of the objects and parposes of this Aet, -
or for the apprepriation of moneys for any such purposes.”

These peovisions required an amendment to the State Advasces
Corporstion Act, 1436, Bectiva 20 of which now reads :

" Losns for indestries : — 4

(1) Ta addition to the powers conferred om it by the principal Act
or this Act the Corporation may, im accordance with the provisions of
this section, make loans for the development of asy industry for the tame
being as carried on in New Zealand, or for the establishment in New
Zoaland of sny new indostry.

(2) No loan shall be made under the authority of this section excopt
with the approval of ahe Minister of Finance und on such terma and
conditions as ke thinks fit,

(3) Where a loan 3 made wnder this section to any company the
Corporstion, for the parpese of safeguarding its interests, may acquire
and hold shares in the company, whether such sharws are fully paid
up or not. In respect of such shares the Corporation shall have the
same rights and be ssbject to the same obligations as other share-
bolders of the same class, '

(4) All loans granted by the Corporation undes this section shall be
seoured in such manner as the Board, with the approval of the Minister,
thinks 1.

(5) The Minister of Fmance shall gaarantes the Corporation agains
wylont&otmnybﬂuun«lbyitinwdotuym made by
the Corpocation parsaant to thix section, Any m".,‘uu.dn
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Corporation by the Mimister parsusnt 10 any gearantee given by him
for the purposes of this section may be paid by him et of the Con-
solidated Fund without further appropriation than this section,

As 10 the peactical application of the Act, the following information
has been roceived from the Department of Industries and Commerce,
Wellisgton, dated Masch 17, 1508 :—

“ The State Advances Corporation Act makes provision for advancing
Government funds to industry on the recommendation of the Bureau of
Industry. The Barean is peepared to receive applications from any
presons oc firm for financial assistance, asd cach individual case is
treated on itx merite.  The assstance @ not limited to any oue clase
of industry and has covered semi-agricultural enteepeines, ¢.g, ssparagus
growing and cauning, fisbing, manafactaso peoper, ete, It may take
the form of aséstasce to purchase plant, to erect a factory, to train
warkmen, ete.’

The Bareau also has available to it the unemployment funds which
can be used for promoting industry too,

Generally spoaking, sdvances are not made to one unit in 5 industry
which is in competition with other units in the same industry, but this
is mot & bard and fast rale and if the circamstances warrant such
action, then the advance will be made.

The interost terms again vary according 10 the circumstances, The
kan may be froe of interst for the whole of it peried, a portion, or it
may be interest bearing from the first. A relatively low rate is gene.
rally changed andl security is takes to the best advantage according to
the particalar cirwmatances. A loan may be short-dated (e, one
granted for a year) or it may be lengthy (e.g. ono for &fteen years,
granted some two years ago).

Tt might bo added that the Governssent has taken aharesin o limited
linbility compasy where it has granted financial assistance to this
comgany. {

The XXth Anonal Report of the Department of Industries and
Comsmarce, covering the pariod, ended April 30, 1937, states: ™ The
Barean works in clase eo-oparation with the Labour Departumest in
relation to the sebsidizing of industries and with the State Advanees

Corporation in rospect of the extension of financial assistance o
industries under the provision of section 23 of the State Advances
Corporation Aet, 1906, In comneetion with such applicatioss,
investigations are conducted by the Buareau, and recommendations
made accondingly. -
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Daring the short period the Burean has boen establishod, a number of
favourablo recommandativns have beess made and funds peovided to
enable industries 1o bocome established in cases where finanee from other
sources is not available, or to develop anm existing indastry ™, |

The following (XXIst) Annusl Report records some 25 applications
from industries during 19371938 for financial assistance. Funds made
available from the Employment Promotiom Fund for loans or share
capital onablod several besinessos to earry on and develop which other-
wise would have been foroed to restrict their operation.

Again, in 1938-1959, the XXIInd Asnual Report states :—

“ Thirty-three appleations wero made to the Governmont for State
financial assistance for industrie]l purposes. In several cases the
Bureau was ablo to recomumend favoarably on the applications, and
the Goversment approved financial sssistance bedng given to the Sirms
concemed  accordingly. Financial assistance & culy granted in
those cases where such action will enabde a business to coatribute to the
eoonomic welfare of the Dominics, It is grasifying to know that
several new industries in the Dominion have been cormmenced or expand-
el which were not attractive to the isvesting public though whoes
astivities have been soecessfisl following initial fimancial asastance by
the Govermnnent.*

During the year the Employmeat Promsotion Fand coased to exist
as & result of the social-secerity legislstion superseding the Employment
Promotion Act. Indsstrial advances recomunended by the Burean
had hitherto been granted fro n this fund. Such advances are now
being made by the State Advances Corporation in ascordsnce with
appropriate provisieasof the Industeial Efficiemcy Act, 1900 (section 22),
asd the State Advances Corporation Aet, 1956 (section 29)."

(3%) SOUTH AFRICA

There are no iustitotions in South Africa (apart from the Land Bank),
which specisliso in making cmh:t, facilities available to industry, Buos
the South-African banks engage in & wide variety of transacticss ; they

* In this connection mechion shockd be made ade of the Tram arl Steel Eadastiy
Act, 1937, whith peovides for the establishanent of & State iren atel steel industry.

'wr Y 482 = b 9
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also grant long-term credits, though theorvtically repayable on demsand,
They, bowever, oncoarage their customers 1o satisfy their kmg-torm
eredit reguirements through other sowrces, such as finance or insurance
companios, Some of the finance bouses are almost entirely bound
up with gold mining and directly subsidiary industries. Recently
also a few Undersrnting Companies abog English lines have been
established.

Acconding to the L O.N. Memorandum on Commaercial Banks (Vol. T),
cmeof the S.A. commercial banks has establssbed & subsidiary company
for the puepose of granting Jooag-term loans to indestey, *

(31) INDIA .

The Indsan Centeal Banking Eaquiry Commission, 1931, in additen
to commending the proposal to convert the Indian hanking system into
the mived Gernsan typo, made a definite proposal for the establishment
of & Proviscial [ndestrial Bank. Is this recommendation, the Com.
ruissiot has been infinenced by the weight of opanion as expressed in the
several Provincial Basking Cossmittos regoets. It states that “the
reports of the Provincial Committees iedicate s general consensus of
opinion that efforts shoadd be made to start an indwstrial bank or banks
to supplement the existing facilities for the financing of industries,
The Bombay, Bibar and Oriea, and the Central Provioces Comanittees
kave recommentded the establishmest of Provincial Industrial Bapks,
The Beagal Committes has suggestod the ceganization of a special type
o{ bank to help middlesized as well as large industriee,”  Agaim, * the
general trond of evidence before us was also in favour of establishing
a special type of iadastrial bank dr basks to finance mdustrial con-
corns.”

That opinsen in Indis favonrs the extablisheentof & spocial institation
to provide initial capital to industey is undoabtedly teue.  Bat there i
mach confasion as to the soope and value of the proposed matitutivas,
Soume recomasend them [or the Smancing of medium-sized and smaller
industrien ; othess consider that isdusteial banks sre suited only for
large-scale basinesses, Again, whilst many empbasize the need for
promoting and financing prrmanently the requirements of industries,

* Ao Industrisd Development At wan povmvalpaied I 1080, asd an Dadustriag
Developencrnt Fizance Corporaticn evtaldided ssbseqasmtly.
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there are a few whé would limit their activities to the funetion of
assisting indostry im the secaring of permanent finance. The reason
given by the Todisn Central Banking Comsmittee for its proposal to

establish an isdustrial corporation is rather curious. “ A Provinoial

Government may in the disobarge of ita responsibilities for the
development of industries within its territaries Bad it necessary to
ensure tho supply of financisl facilities to industrisl concerns, and in
such eases we recommend the establishment of a proviseial industrial
corporation working with eapital iuitially or permanestly supported
by the Provincial Government.”

Experience, alw in India, has, however, shown that direct
financial assistance by Government to industry Bas mot alwaya
been & sucoess. The working of the State Asd to Indestries Aet has
proved the failare of a seheme of dizect financial asssstance to industry
» resalt which seems to be one common in all cases wheee & sywlem of
extensive state add in eccomomic life has boen introduced, Stato AW
to Indwstries Acts have been m operation in Madras, Bihar and Orissa,
and the Punjab since 1923, and ensbled Goverament to give financial
assistance to industries in varsows forms, Joane, guarantes of cah
ceodits with banks, taking wp shares and debentures, gusrantecing
interest om capital, grant on favourable terms of lawd or raw material
and grant of sabsidies for research. Actually Government swistance
was mainly in the form of loans, and is almost all cases the results
Bave boen disappointing. Of 8 lakhs of repees lent by the Madras
Government, asam of 4 lakhs of rapees kad to be written off in addstion
to the mterest on it Out of the nine cases that rectived holp five
resulted in & lows, The total amemut actually paid or gusrasteed
in Bibar and Ogissa was also about 8 lakhs of rupees, of which 3 lakhs

Jecatmn ircecoverabbe. In the Panjab too, the result was nearly the
same. The Dopartments of Industries which had te recommend assist
anco were not really competent (o judge of the crodis-wurthiness of the
applioants, Even in the judging of the technleal conditions of  basiness,
sorions niistakes occurred, A matoh factory in Babar which had been
liberally fnanced by Government had scon to wisd up beeause of the
lack of supply of raw materiale. In eertain other cases some of the
nsachines rocommended to be parchased by the department were found
to be ansitable, and these were handed back (o the departasent, whick
woon became “a museum of obsolete machines.” (Lokanathas,
Industrial Orgauization in Indaa, 1445.)
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(32) CEYLON

The Ceyloa Bankisg Commission reporting in 1934 recommenided
the establishment of & State-aided bank with a capital of 10 creres
of which the State sboald sebscribe 8 crores in peeference shares.

The banks primary function should be the provision of adequate
crvdits for agricalture, industry and comnswron, and it is also required
to provide Gsascial add of n eapital nature to industrial enterprises
in szitable cases,

CoNean Basy

(33) EGYPT

With the abject of assisting nascent bocalindustries, the Govemment
as early ss August, 1922, placed L.E. 50,000 at the disposal of the Bank
Misr, for credits under certain conditions, 1o small industries still in
the developmont stage, The Bask which paid 2 por cent for this
maney, was thus enabled to make isdustrial loans wp to & maximum
of L.E. 1,000 at 6 per oent, Defore any loan coul be granted, the Bank
bad to eomsult the (then) Dopartment of Commerce and Industry, and
it is not withoat intorest to note that during 1923 loans for the anount
of caly LE. 14,500 wero gramted,

In 1032-1933 the Government has placed sdditional funds st the
disporal of the bocal banks far the parpase of advances to industrialists
who find difficulties in oltaining their financial requirements from
other sources and Bave accepted o part of the risk involved therchy,

In gemeral, boans from sech Government funds at the disposal of Bank
Misr were guarantend to Government by the Bank (with the exoeption
of therisk acoepted by Government), which in turn asked for a collatersl
security,

The Minkstry of Fimanos was firse authotised to approve credits for
this purpose up to L.E. 15,000, bet the disbursement of larger Joass
wns sabjeot to approval by the Cabinet, Sinco August, 1935, every loan
st be ssoured by & mortgage. The opesning amoant of LE. 50,000
b beon inscremsed from time to time until at the end of 1936 the sms
advanoed had exceoded one million Egyptisn pounds in total,

‘In the Statement of the Government's Reserve Fund, among the
" Frozes Assets,” Funds rescrvod for advanoes to Indsstey amounted
to LE. T42763 in April 1902 and to L.E. 907,068 in Apmil 1957,
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Indsstries which have boen belped by Government loans include the
following : Spinning and weaving wills, flosr mills, brick works, oil.
pressing, cigarettemaking, brushmwaking, soap-making, dairying,
printing, dyeing, leather-tanning, cotton gineing, see-making, transport
and navigation, pluter and cement works, paving tiles, pottery, car-
peotry and cabinet waking, fishing, manufacture of chamicals, iron-
working and forging, preparation of foodmufle, manufacture of photo-
graphic materials, carpet-weaving, ghss-ieaking, rice halling, ote,

There rervained the qeestion of sssisting certaim would-be-industria.
lista of small calibre, notably gradustes of the industrial schools,
who have been smable to fumniah the Bank with the required guarantee,
In onder to help sech persons, o eredit of LE. 5,000 was opened at the
Bask out of which loans not excecding LE. 100 were to be made,
sabject to modified conditions.  The considerable demand necessitated
the request by the (now) Ministry of Commerce and Industry for a
further LE. 5000, subsoquently increascd to LE. 10,000, It is
stated that 103 graduates were assisted wnder this scheme until

the end of 1936,

The Goversment, encouraged by these succesfal experiments,im
1936 decided to study similar messures taken in other countries (Japan,
Rumania, USA), and took particular interest in sdvances apumst
machimery and equipteent, and legislation had to be introdeeed which
cnabled the acceptance of wech “securities.

Owing to the strong representations of the snall industrialists with
the Ministry of Commerce and Industry early in 1957, Government
docided to mdvasco the weans for the purchase of oquipment by small
indwstrinlists, The Ministry of Commerce is purchasing the machimery
ca bebalf of the manufacturers, who repay the Ministry in instal-
ments, with 6 per cent inferest.

The suceess of these various experimenta in the feld of indsstrial
eredits, hate bod to the plan for sn Tedustriol Credit Bank, modelled along
the lizes of the Crodit Agricole d'Egypte, which sbould develop asd
rationalise the existing atteroptsin this field. The Ministry of Commerce
and Indestry had subnutted a draft law to the Cabinet in 1059, for the
establishment of this bank, which has subsesquently been examined
by a Government Committer and was expected to be established

in 1941 '
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The Bank is to be given the task of isssing indestrial eredits. The
Government is to take 51 per eont of the Bank’s capital, the total of
which will not exoeed L. E. 510,000, Egyptians will receive preference
in tho allotaesnt of shares. The Govermment is to gearanteo a 4}
por cont Hividend on the shares and debentures, the repayment of
which is also to be guarantecd by the Govermwent. The Government
is alw to grant the Bank & credit of LE. 1,000,000, at an interest
figure not yet ageosd upon.  This credit & not to bo paid back before
the hquidation of the Bank.  One half of the directors will be appointed
by Governmest, as well as the Chairman who will be also the Msnaging
Director. Only Egyptian cosspasies will be sble to oblain bans,

The Bank is oxpected to advance credits to large and small iadostrial
undertakings at a rato of 6 por cont, Credita to large enterpaines are
lissted to LE. 15,000, for & maximum term of 15 years, while smal|
loans are repayable within § years,

It will be the duty of the bank to participate in the sormation of
various local industrial companies and to supervise their management.
The bank will also finance the parchase of raw matecial, and will earry
out all regalar banking basiness swch as discount of bills, eto.

The bank is proposed to ostsblish & savings department which will
be at the disposal of the smsall industrial cndertakings and the employees
and workers of all Jocal industries.

Tho stops of Government foe the encouragement of imdustry were most
effactively sapported by the pioneering activities of the Bank Misr,

whick together with its afiliated companies, is one of the most interesting

sod impoetant manifestations of Egypt's will to independence, economie
a8 well as political. Tt is & purely Egyptian concern with exclusively
Egyptian capital and only Egrptian directoes. The Baxk's aim were
defined, at the time of its establuhment by Talaat Pasha Harb in
1920, ax :—

" The encouragement ¢f projects of an ecosemio onder ; the creation
of financial, indus*rial, and agricaltural entergeises and their promotion
until they become self-supporting ; the defence of Egyptian economio
interests in the samo way as the foceign banks defend the intercsts
of their respevtive counteies,”

Its object is not marely oedinary bankisg business bt the education
of Egyptians i moders economic methods, not only in finance, but

-

“
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also s industry. In 1928, when the Misr Spéaning and Weaving Com-
gany was estahlished, thirty young Egyptians were sent to Belgiam to
learn the technique of spinning and weaving, and Belgian foremsen
were engaged to get the textile mills going, and to train local labour.
The Bank it backed by the Government and handles the financial
transactions of the mumicipalities as well as Government Joass to
industry and cotton planters (in 1957 LE. 902,000 for Tndustrial
Credits, L.E. 105,000 for rural Co-operative Societies). Goods imported
by the Bank's subsidsarics are duty free and thoy aleo enjoy certain
peivileges in the matter of taxes,

The Misr Bank, founded in 1920 with a cagstal of L. E. 80,000, sbowed
in its balance-shoat for the year 1938 a pasd.up capital of L.E. 1,000,000,
reserves of LE. 979917, including a fusd of LE 177,000 for the
development of national industries, and sums held in current and
deposit acoosuts of more than 156 millions, imcluding » fund of Govern-
ment of LE. 8,000 for industry. All this is “ national capital "
The bank bas a submdiary establishment in Paris with a capétal of
Fr. 5,000,000, and smaller subsidiary institutions in Syria and the
Lebanon. [ts first mdusteial subssdiary was o printing press, which is
now cae of the most isaportant Arabic pressos in exintnee, Cotton-
giening and jaland water-transport were two very satural vestures
which followed. Then came what has proved to be the most impertant
of all the Misr emterprises, the Mise Cottom-Spanming and Weaving
Company, in which a capital of nearly L.E. 2,000,000 is now invested.
Searting in a comparstively small way, its mills at Mahalla-el-Kubra
in the Delta have developed with surpriving ragodity in the last fow

In 1927 it 3ad 12,000 spindles and 480 Jooms werking, Today
(1950) it kas 110,000 spindles and 2500 Jooems, Fifteen thowsand
workpeople are employed in the mills, which cover an area of roughly
100 acres. The machisery used is mainly British and some 30 British
fitters and foremen are employed to supervise it and train the
operatives. Spinning, weaving, bleaching, dyeing, and printing are
doae side by ade,

. -

The table oo the next prge shows all the enterpeises which have been

lausched and promoted by Bank Misr,




'BGTITE CONTEMPORAINE
i
i | lll || |x l bl
i H
E F =2, % i
3 g!b | ..2 §§. ||{:||n|
alt b | §T‘j §§| RIRIRER
ot (%1 1111 glt el
T iE

Jaapgl !l' ||‘lg||| .

Khase Cupltal

Ovigmal | Presemt

!"283 25t 2 {fffﬂ'

= adg! goa 2llge-gs

W e ———

| !

sz;ész%;a;% i

itk :iii TE




P’ KUAT ORUNWALD ~—INDUSTRIAL CREDIT SURVEY 253

Among these undertalongs the Masr Airworks, one of the most
important sir communbesticas in the Near East, a jodnt enterpeis
with Airwork Lamitdl, Heston ; Misr Shippéng, a teavel organisation in
co-oprration with Cox & K ing 14d.; and Miss Insurance, in conjunction
with Messrs. C. T. Bowing of Loadea, are particalarly interesting as
resalts of & British-Egyptian co-oporation in the economsio fiedd. Bank
A, since 1903, has become the Egyptian correspocdents of W,
minstér Bank, the latter acting im the same capacity for the Egyptian
bank in London.

Bank Misr, which for many years has been jaying an anosal dividend
of 8 per cent, has succeoded in nocumulating considerable reserves,
part of which are set aside as & “ special fund for the development of
national industries,” partscularly those in which the concern is interested.
This fusd, at LE. 275,000 in 1936, amounted to over €0 per ornt of the
banks boldings of L.E. 441,000 is the subsidiary companies to which
LE. 855000 in loag-term, and a conssderable amount of short-term
credits must be added.

This reconl is suffickent to prove the invaluable services which Bank
Misr, in co-operation with the Govwrnment, have rendered to the indus
trial development of modern Egypt. These morits am not deminished
by the difSculties in wich the Bank found'itself early in 1940, when
it was ssnounced im Apeil that the Government hod taken over the
guarantee for its deposits and Bad decided to consolidate the bask's

by financing it to the extent of L.E. 2,000,000, ,1n accoedance
ﬂththuduhmtbohn!‘napudm-:madwu 3,000,000,

(34) IRAN

The new Tean (of Risa Kkan Pahlevi) presents, after its neighbours
Soviet Rwasia and Kemalist Tutkey, the most interesting oxamplo of &
State-directed policy uuulormina an undeveloped Bastern countey to
s higher Jevel of ecomomie organization, Theugh there is no actual

for indwstrialisation in Tran, several meassres of Government bave

m,g.ududocum«lmnnptdacwlopmto(lodndnum
Amcog these mwu.thuwlrdupul and credit for industry
was & considerabds stimulus.

8
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In May, 1933, the dgriceltwral and Industrial Beak, formarly a
mction of the National Bank, was constituted as a soparato satitution
with an asthorised capital of 20 million Risls,which ameast was
incressed in 1907 to 30 millions., Tt is & State bank for the encoa-
ragemient and tho asistance of agricultuml and indestrial development
thoughoat the country. Beveral brasches bave been opened in the
various perovigees of the Eapire,

In Article 13 of its Rules (sued as a Law) credits were foresoen for
the purchase and installation of machinery, and a foew months later,
an amendment authorsed the bank to grant all kinds of credit to local
indestrial undertakings, in oeder to sssure their sound developtent,

A year later, the Bank was authorised to establish, fmance, and
ncquire the majority of shares in companies founded to aid in the
development of national production,

The bank is asthorisod to issuo debentures and to receive deposits
from the publio,

Tho capital of the hank was fully subscribed by Governesent, which,
in additisn, war anthorised by law of January 7, 1934, to place with the
bank a fixed deposit of an amount of Rials 50,000,000 over a period
of 4 to 5 years (to be provided by the saks of preducts of the Btate
domsina) for & peried of ten years for extending the gemeral activition
of the bask, ng well as other deposits for industrial credita,

By the end of the finencial year 1907-1938, Government had paid up
Rls. 24,000,000 and Rls. 85910000 respectively on account of the
share capital and deposits on which an annoal imterest of 2}-5 per
otut is payable.

Durimg the year 15041985, 57 J-years industrial ceedits were issmed
totalling Rl 3442420 st o rate of T} per cent which amoant iscreased
to Rle. 5,613,006 by the issee of 10 new Joans during the following
year, and to Rls. 5536,000 in 1907, The amount outstanding co this
account was Rls, 4080000 by the ead of 1107,

In the same time the participations of the Bank had increased from
T to 34, amounting to Rls, 121,225 000, of which Rl, 61,245,000 were
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pasd-up by the end of 1907, covening a wide range of economic activities,
but aaly & few so far of an industrial character, vis, = —

Capinal !’.“T;w X
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interested also in the Société Anonyme de Suere 84 Allumettes,

In addition to the sctivitses of this Bank, the Ministry of Finanoe
decided in Decemaber 1934 to instruct all Trasian banks to open wide
credits against propes goarantee for Iramian industries, up to the
amonst of 76 per cent of theis capital, to enablo them to complete their

Nidats

The State has zet contented itsedf with extending financial aid alone,
but kas itself taken the Jead i establishing and developing new indastries,
for which parpose large sums have boen provided in the State badget, for
instance Rls 40,000,000 in 1934-1535 and Rl 50,000,000 in 19351635
for the ercetion of cotton spinning and weaving mills, a jar and bottle
factory and coal mises. Sapplementary amounts of Rls 25,000,000
were allocated in the latter year for a sugar and cement factocy.

(33) IRAQ

Like most countries which have only recently won theirindependence
and estabfished * national ™ governments, o ales leaq tomds townrds
the establishmest of & planned economy.  Various meassres to promote
the #till pascent industeies have boen taken, and provision for loana
to new indusriess is found in the Capital Works programee (of.
Eocsomic Cosditions iu Iraq, by T. P. Swmmerseale, 0.T.1),, 1936).
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In 1908 a Bank'for Agricultwce end Industry haa boen opencd st
Baghdad, A law passed by Parliazent in 1935 conpowered the Govern-
tment to establish this bank a5 a joint-stock company by a loan of
£ 100,000 (Dinar) from government funds (of which £ 100,000 are
w0 far paid up). This loan must be gradually repaid, withost interes,
within a maxivsm period of 75 years,

Arcording to the chairman of the board of the bank, the most
imgortant obligation of the bank towards indestry consists in the
sdvascing of capital 1o industrialists and the Smancing of iwports
of machimery and maw materiale. It is also to act as as agemt for
the export of the industrial peoduce of Iragq. At present the bank
remainy a somi-oflicial govermment deparument, but the rgulation
foresecs its conversion into a lidted Company.

Dunag the first year of operation, 190637, omt of 228 Joans
totalling £ 40,024, only 3 loans totalbeg £ 630 were isiied to
industrial undertakings,

Amwng the fiest industrial schemes under consderation by th» bank
ware a wool washing and pressing plant, a cotton gmning fectory, the
exploitation of asphalt deposits near Quaiyaral, and a mateh sonopoly.

By the end of 1909 the Bank's capital had been increasod to about
£ 250,000, Advances during this fourth yoar of operation went up
from £ 40,674 to £ 00,802,

The Bank had sponsored the establishment of : (a) the Aziziyah
Cotton Gimnery (investment spprox. £ 26,000 ; (5) the Iraq Coment
Co., with a foresscn participation of € 60,000 ; and (¢) Vegotable Of)
Mill, with & foresern participation of £ 6,000 in a total capital
of £ 30,000,

After a Joas of £ 1530 in the first year, admost £ 12,000 of profits
were accwtiulated during the following thres years. For 1940
an inoome of £ 21,000 i expected,

(36) PALESTINE

When, after the War the developownt of a Jewish Natiomal Home
in Palestine, as foreseen in the peace setthement, was taken in hand, the
neod for & apecial isstitute for industeial eredit becamo evident,

An Industrial Bank with a capital of L., 250,000, which was to
fumction ax socoétéd d'etude, as finanes corporation and as beue-hous
and underwriters, was groposed as carly as 1919,

v
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But the demand for an institute for industrial credits was strongly
voseed only when in consoquence of the immigration wave of 1924.25
o great number of smaller and sesallest manafacturing enterprises bogan
to develop, and the kack of adequate credit facilities became strongly
fedt. A decison of the Zionist Congress in 1925, favouring the ervation
of an industrial bank with as initial capital of LP, 25,000, was never
carried out. A lumited number of serall and unsystemastio credits
by the Dopartment of Commerce and Industry of the Jowish Agency
coald bardly refseve the situstion, ‘

A fiest serious sttenegt in this Seld was taken in 1027-23 by the
Palestine Elsctric Company which established, jointly with Barclays
Bank and some private individuals, a aieall special fund with the Ashrai
Bank, from which two-year crodite were granted to sreall industrial
entaprisce. At that tisee it seewsed as if the plas for an industrial
bask or at st & special department for mech erodita with the Angle-
Palestine Bank (A.F.B.) would becoree reality, in co-operation with the
Palestine Economic Corgoration of New.York (P.EC) Though this
projeet was not earried out for some resn, P.E.C. started their indas-
trial eredits theough the chasnels of their subsidianes, the Palestine
Mortgage and Credit Bank, and later through the Loan Bank,

Thés step of PEC. eoincided with the mitzative of the Palestimo
Corporation, Lid. (P.C), 1o grant credits for the parchase of and
agninst the secarity of raw materials and finished producta,

Late in 19238 & conference took place botween the variows banking
institutions coscemed with indestrial eredit, when a divises of
Jabour was decided upon, seconding to which APB, was to grant
short-term credita (for which the' rate of interest was reduced from
9 per cent to 7 per eent), PEC. intermediate-term oredits for equip-
ment and working capital oo chattel mortgages and other secusithes
while P.C. was to give its particular sttention 10 lombard credits.
The latter started Iater to grant abso oredits sgainat bills and other
socurities and, to & limited extent, ten years' ecredita on industrial
property at 7} percent, At that tizoe it was believed that this first
(o-Operation between the credit institutions would eventually lead
to the joint establishxoent of an indastrial bank, '

PR.C. crodits, limited in the beginning to 3} years aud to
L.P. 500, wuore Jater extended to eight years and L.P. 1,500, These
crodits, repayable in moothly imstalments, were wost useful in

prevesting o shoet-tern indebtedness for slowly amostizing purposes,

P
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During the fiest experimental period, 1928-31, 76 loans were issued,
totalling L.P. 13,470 (out of 220 applications, and 121 approved loans
to 95 fastories). By the eund of 1935, when P.E.C. stopped this
sctivity, 204 Joans had beem issned totalling LP, 55008 (average
loan L.P. 216) out of 452 applications and 294 approvals,

The loan Bank (P.EC) made a point not only to investigato the
busimess of the applicants beforo issuing the Josn but to insist on the
intreduction of proper scoounts and sspervivion during the currency
of the loan.

Loans were approved by an advisory comamittoe of industrialists
and bankers (with representatives of the Anglo-Palostine Bank).

Encouraged by the success of the P.EC. bans (arrears wero always
below 5 pes cont asd hardly any losses were incurred), the Anglo-

 Palestine Bank decided, carly in 1904, to grant industrial erodits wp

to L.P. 500 for terma up to 3 vears, at 6 per cent, i.e. 2 por cent cheaper
than Loan Bank, While the procedure of Loan Bank was rather
slow (about 4-6 woeks and often more elapsed betwoen apphcation and
issge of the loan ), A.P.B. was able to reduco this persod for small eredits,
8 thoy are usaally well aoquainted with the applicants by their regular
banking business ; larger loans had 10 bo submitted to an advisory
committee,

As those madinm-term eredita, lmited firat to a total of LP. 50,000,
but doubled later on, seemod suflicient for the prevailing requirements,
tho Leas Bank decided to withdraw from this activity in 1005,

. APB, bar ismeed during 1964-1936 to 600 applicants 304 loans,
totalling L.P. 97,702 (including 55 additional Joans). Tho beans ranged
from L.P. 100 to L.P. 2,000 with an average of L.P, 322, 31 out of
these loans became delingueat, and in 6 cases legal proceedings were
necessary by the end of 1904,

Working in close collaboration with AP, B. is the Palestine Industrial
Bank, Lrd., established by the Palestine Masufacturers Association
in 1905, as a oo-operative crodit scciety and comverted isto a joint
steck company in 1938. While the Bask was helped in its early
years by s long-torm loan of L.P, 5000 of the Palestine Economic
Corporation, the conversicm wss made possble by the Anglo.
Palestine Bank which took ever LoP, 12,000 in Redcenable Preference
Shares in order to being the capital up to the legally required
misinsem of LP. 25,000,
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This bank which grants small loans to manafscturers and provides
gusrantoos for its members for loans with other eredit institutions, is
collabarating together with the Angle-Talestine Bank and the Jewwsh
Ageney in the inne of Comssladotion and Decolopment Lopns, which
became necemary duting the depressson 1956-38, following the
political disturbancer.  In these loans the Jewish Agency, eanying a
first risk, shares with 40 per cent, at a rate of imterest of 4 per cent,
A.P.B. with 50 per cent and the Industrial Bank with 10 per cent
at G per cont, The cost of these loans, grasted for 3-10 years,
thus averages st B per cent (plas expenses),

Applications for such loans are investigated &rst by the Tockso-
Jogical Burcan of the Jewish Agency, which reports on the efficioney
of the undertaking and necessary bnprovements, and by the auditors
of A PEB., with regard to the Enancial sspects. Their reports and
recommendations are ssbinitted for decision 10 the so-called Standing
Comunittee (for Industrial questions) on whick, in addition to the
shove-mentionad institutions, abo the Manufacturers Association
is ropresented,

The fiest allocated fund of LP, 25,000 was increased soon by the
end of September, 1940, 96 loans were issued, totalling L.P, 77,500,
thus averaging at L.P. 800,

In admost every oaso tho recipbent of such loans has to agreo to the
permanent supecvision of and guidanoe by an auditor, appointed by
the syndicate,

The above testioned syndicate (ALP.B.Y.A.land P, Ind B.) co-
operated also in the following special funds for wanufacturers who
conld not find accommodation ebsewhere 1 \

(@) Fund for Working Capital and commobdation of abort.:
term loans, established im 1936, granting three-year Joans betwesn
L.P. 060 « LP. 350 at 6-7 per cont,

Tusued (September 30, 1940) 443 Joans totalfing LP. 65,000,

(b) Fund for Purchase of Raw Materials, established in 1056 Loans
issned until Septewber 30, 1039 : LP. 60,000; during 1959-1940 :
269 loans totalling L.F. 150,000,

() Fund for Financing Army Onders. —Fstsblished in 1940,

(d) Fund for Swall Tudustrial Producers, estabilshed in 1936, Losas
issued by Septesmber 30, 19402 306 loans totalling L.P. 16,%0.

.
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(¢) Fund for Export Credite, established in 1939 for &nancing exports
of smaller manufacturers, the risk of which eredits cannot be born
by banks,

The flest institation to grant boog-ternt Joans 1o industry was,
&t momtioned before, the Palestine Corporetion, Iad,, which pee
Decetnber 31, 1940, had outstanding L.P, 83,000 on sccount of
bag-term Joans,

The Corporation, too, wasthe first bank in Palestine to acquire hodd-
ngs in industeial comcerns.  The Corporation alw insists on a regular
andit of the olients” accounta, and in many cases had the andit under-
taken by her own auditor.

In addition, the Corporation as previously stated, was the fieet to
grant Jombard credita on raw matorial stores, and again, sinee the
outbreak of the war, eredita for the execution of Army contracts,

Another institution to supply long-term credits was the Juvetment
Covporation ¢of Palestine, Lid. (Inva), a subsidiary to Jacob Japhet
& Co., Ltd., Bankers, incorporated im 195 with a capital of
LP. 30,000 (paidep LP. 20,000) for the object of grantisg to
fadustrial enterprises in the form of mostgage loans medium asd
loog-term credit. .

The loass were actually granted for the purchase of machines and
raw materials bought under transfer agreements fross Germany,
while the trassferor was paid i debentures of Inva.

The fiest debenture issve of L.P. 20,000 (1056:1943) was for a term

of 6f yoars, and Joans were thereforo limited to the samo period. and
. Are pow practically Bquidated.

Loog-term loass in form of transferred goods from Germany and

secured by debemtures or otberwise weee repeatedly armanged aleo
through other chassels,

Mention sbould be made, teo, of the Industriol and Fisancial Cor-
MMM.M(I&O).memm«linIMM
o capital of LP. 100,000, kal of which was paid up. This institute
m.ndulnﬂiuthgtbeinmudupadinwedhimmr.
prises, particularly in industry, Long-term loans were to b supplied
against debentures or redeemable preference shares, which Ifico intend-
od to being on the market, »

p— e e 4B N c—
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The depression, bowever, which started in 1906, prevested both
Inva and Ifico from taking the anticipated development.

Stimulsted by the Jewish examplo, Aral fisancial group registered
in 1054 the Anab Industrial Bank, Ltd. which, bowever, was wound
up in 1933 without having started opeeations,

Mention mast be made here also of & number of credit institutions
attached to the Labour Movement which, of late, are assisting to
as imcreasing extent, co-operative imdustrial development in this
coantry.

Like other concerns, alto the co-operatives are in need of eredits for
capital investisont oa 3 leager term and hero they experienced similar
difbeultion as other conoorns.  To overcome these difficalties a number
of special funds and institetions had to be establishod. As early as
1960 the Merkaz Co operatzia, the central body of the (urban) producer®
co-operatives took the initiative to form the * Keren Le Co-operatsia,”
A small syndicate of the Workers' Bank, Itd., the Central Bank of
Co-operative Societies, L4d., and the Labour Federation pat sade a fund
of L.P. 3,100 for loans at 8 per cent up to fve years and up to 65 per cont
of the proposed imvestment, Ssch loass were grasted for purchase of
machinery and other eapital expenditure,

This first step was followed, two years later, by the establishmest of
the * Kwpath Holvoperativim L4d.” a fund aceumsulsted by contributions
of the co-oparatives in properiwa to their profits, fe. & jrofit tax,
and certain allocations eut of the geswral budget of the Labour
FPoderation, The funds thus acoumulated at the end of 1940 exceeded
L. 10,000, while bills for asother LP. 4,500 wore deposited on account
of such comtributions. The Fand alwe obtained loass from various
banks excending LF. 10,000 and was, thus, in a position to make
available credits in 1940 out of its own resoaroes or by its geuarantes
to the extent of L.P. 30,000,

A more reoent development in the industrial life of the country
than the wrban peoducer and service co-operative societies (which
are organized in the “Merkaz Cooperatzia ™), are the indwstrial
undertakings whick are part of agticultural commnunal setthements,
They inclede factories for canning, box-making, knit-wear, shoos,
various wood-werking shops, ete., altogether about 36 enterprises.
These enterpriwes, not bemg independent cconomio and legal
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pessons, would have found it practically impossible to oain leans
secured in 8 mormal basimess way. Their development, however,
was assisted by the “ Keren Hokibbos Mevhod, L4.” a fund of the
large-scale cooperative setthessonts, Thin fund, which was started
in 1904-33, i accummlated by taxes imposed on the members of the
settlemients, at peesent at a rate of 2 mils per momber and day, which
is approximately 5 per eent of thair living expemws. Otber taxes ar
levied en the turnover and the peofits of the enterprisoe balomging to
the sectlements,  The capital thus sccumulated bas quickly risen from
LuP. 2,800 in Apeil, 1935, to L.P. 28,000 at the end of 1940, Out of its
own funds and eredits obtained from banks and sympsthisers of the
comnenal rettlement movement, the Fund was alde during them six
years to grant loans totalling L.P, 281,000. Theagh the major part of
theso loans was for sgricaltural development, industrial undertaking
shared with L.P. 30,000 in the total, to which another L.P, 2,700 must
be added of crodits for casming and pickling. Over LP. 12.000 alone
wire granted as Joans in 1940, the interest rate on which is 6 per cent.

The quick growth of this Fund mdicates the bvportance which it will
attain in the nexr futere, not caly by ita own strength, but abo by the
credits which it can obtain by its gearastee from the Workers Bank,
Central Bank of Co.operative Institutions, Anglo-Palestine Bank, eto.,
forita members. Though thixform of industrial fisance by self-imposed
taxation probably has no equal elsewhere, it follows in its economic
implications to some extent the Rusian example where indestrial and
agricultural expanson is financed by taxing away any available margin
of profits.

The above catalogee of institutions is by no means oxha ustive,
Colleotive settlessents, not belonging to the “ Kibbutz ¥ movement,
have st up their own funds. The * Keren Hashowmer Hosnir * for the
fisance of the settlements and enterprises adbering to this movement
b scoumulatod in o similar way about LLP, 14,000,

There is 0o doubt that a barge number of industrial undertakings
are wnder-financed. Their own capital is frozen in builings and equip-
tent, and they cannot operato on an coonomic scals because of lack
of working capital.  And it is natural that in a new country, withost
industrial tradition and experience, & canssdorable part of the invest-
ment oapital is lost in initial, unforeseen expenses and wistakes, which
itis difscult to replace nfverwards.
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In wsany caws, oo, enterprives were started by imsigrasts who
owing to eapital export restrictions in their country of origin could
bring oaly & limited capital with them which afterwands proved
mnaifciont to operato thoir undertaking, In all these cases shost-term
ceedits from various sources asdl in various formas were wsed to
replice the roquired cagdtal, which often caly addal to tho exmting
dificulties, There is, therefore, normally & wide fleld for long-term
crodits to consolidato these shortuterm Bakilities

This sitsation explaine alew the continged diseusson on the subject
of these eredit roguirements,  An attespt was mado in 193536 by
the American Ecomomio Committen for Palestine to obtain maore oxaet
data by as investigation in the financial and cradit mituation of a number
of representative entorprises,  The attempt, however, failel owing to
the distusbasces which broke out seennwhile,

It is estimated that prioe to the outbreak of the war approximately
LP. 500000 would have been required for such » consolidation in
order to secure o smooth working of Palestision industry om a sound
basie, The fullor explodtation of the country’s industrial capacity
during the war has however, enabled most concemns to consolidate
their financial position.

It has beem shows in the foregoing that various institutions are
working in the field of modium and bog-term industeial oredit and it
appesrs that by closer co-operation between these institutions better
results could be obtained. Some years ago (1904) a scheme has
been proposed for a Cesteal Bank for Jadestry and Artissnate
to be established by eo-operation of the previous mentioned financisl
groups, which would operate through' the existing commercial banks
and credit mocioties, Another schense considers the establishment
of an Industrial Investevent and Mansgemont Trast, [t is expectod
that the requirements of post-war reconstrection will force steps to
be takess towards the realisation of such & scheme,

(37) SYRIA AND LEBANON

The absence in Syria of an institution for supplving crafit and capatal
to industries hay been frequently compliinal of as baing the most
serious obstacle in the way of any appreciable industnal development,




24 L'EGYPTE CONTIMPORAINE

The litthe capital that is found in the country isoften not available
for industey, beoause of the abesmnoe of an effective investment eredit
Otganization. In many casm industrial enterprises were financed by
the capital of returning esigrants.  In the absence of sufficicnt capital
locally, risort will have to ba made cither to forcign eapitalists or to
the fraquently prospocous Syrian and Lebanese emigrants abaoad,
mainly in Egypt and the Ameticas, who might be indecod to invest
in nationol industrial undertakings, abould =0 adequate apparates
becomne available to divers this capital in the desirable channecls,

For some tinie there has beem a discussion of the noad for establishing
an industrial bank in Damascus with a view to stimulating the creation
of new industries and encouraging developavent of existing ones, With
this objective the Primee Ministor of the State of Syria issucd a decreo,
on June 7, 1920, authorszing the Minkster of Agricultare and Commerce
to form an industrial bank with a capital of 500,000 Syrian pounds,
part of which was to be fumished by the State, A commission was
appointed to stedy this project. The comumission’s report was in
favour of establisking the bank, The Ministry endorsed the repart
and sent the plan of orgamization to the Delegate of the High
Cosmissioner in Damsascus for approval. The project has not yet
materialized, _

As Professor Himaded of Beyeouth University states,® there seems
to be littl: hope that modern native indastries will be able to secuee
investment eredit from either foreign or native banks, and it ix nwore
doubtful still whether such credst can bosecured directly from the public,
Thereare two reasonsforthis.  Inthe first place, modern native mdus-
tries are of recont origin and do not as yet enjoy the full confidence
of ths banks and the pablio. Tn the seccnd place, industrial banking
s mot known to wost of the native banks and is not aimed at by the
foreign commercial banks. The lusd-crodit company which is under-
taking industrial banking has limited its finance to foreign enterprises
wost of which are publio stilities.

In view of this situation, it is suggested that in the states where

- industry has made a good start, i.e. in the State of Syris and the Leba-

nese Republic, the government should take the initistive in providing
the nocesary cagital for industry. It is suggested that each of these

* o The Maceta'y wad Baaking Sywem of Syvia, Deyronth, 1938

B i
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states should establish an industrial financing corporation with branches
in theindustrial centren.  In cach case the indust rial corporation I
socure its share capital as far as possible from the publie, ncluding
the native banks, the government taking only such portion as eannot
be ratsed by public subseription, The eapital of the corporstions
shoald be supplanented by dobenture issues guaranteed by the govern-
ment 88 to peincipal and interest and Ly bong-term deposits, provided
that the peried of loans advanced from such depasits corrosponds with
their term,

Tho aims of these corporations shoald be (o) to supply the investment
capital nesds of the industrial conoemms which have a promising future,
(b) to transform the individeal and partnership industrial undertakings
into jointstoek form, (o) to amalzamate or consolidate differemt indus.
trics producing sisdlar or complesrentary articles, () to bring about or
participatein the promotion of new industries which will be of benefin
to the pubbe, (¢) to issue or take over for their account the sharesof such
newly created companies and (f) te direct the capital of the country,
by asthority of their recommndations based upon thorough mvesti-
gations, towards industrios whiek offer prospects of resonable profits,

A special law should be ensctod for the rogulation of these Snsncing
institutions,

(370) LEBANON

The Presudent of the Republique on March 24, 1059, has austborizod
the Banque ds Syrie ot du Grand Liban to ¢itablish a lismited company
(of French Natisaality) with a capital LS, 100,000, divided into 4,000
shares of L.5. 20 cach to be styled ¥ Sociéeé de Crédie Agricolo ot Indus-
teiel du Liban.” Tes st will be at Beyrouth.

The company will manly eogago ins the granting of short-term erodits
up to ome year, and medivm term eredits up to B yoars, to farmers,
panufacturers and botel-keepers, secured by a mortgage or other

acocptable sacurity.

The company was reported to have started oporations on
Apnil 1, 1959,

Half of the share capital was roserved for subseriptions by Lebaneso
nationaks,

e PRATY
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» (55) TURKEY

Next to Russia, tho most interorting exaniple of & planned mdustriaki-
mation i found in Tarkey, whore the first Five Yoars Plan, 1904-39,
bas been followed by the Second Four Years Plan 1900-1962, and the
Throo Years Plan for General Development.

The plans aesaw the develdpment some 35 wndertakings in the
taxtile, irom, glass snd paper and mining industry, involving together
8 State expenditure of LT, 45000000, The sim is to establish
an equilibrivem in the Foreggn Trade Balance, but the “ Etatism ™
is 0ot to replace eatirely private initiative, but to enter such positions
whero private initiative would fail or would not be able to seeve the
public intorest. As & very important part of its economic schemes
the Govemment created adequate banking and credit mstitutions
which Isid down defnite rules to promote indestrial development.

Already, in 1925, a special basking nstitate was foundald for promot-
ing industry, namad “ Banque de I'Tadustric et des Mines,” then being
in the efficial ownerskip of the State. To this bank were transferred
four larger mdustrial enterprisss emce bekoagmg to the old Tarkish
Government :—

() The skoe and boots factory at Beykor with a capital
of L.T. 2,716,000,

(2) The Textile and Clothing Wool Mill of Hesoko, with a capital
of L.T. 1418000

(3) The Fosbasne Wool Mill with o capital of L.T. §00,000,

(4) The Beykyskoy Toxtide Factory with & capital of LT, 450,000,
The valued outpat of these first naticaal ostabbshents amounted to
LT. 8,000,000 in 1952, Bince this year the Bank began to participate
In yarous new enterprises, and in 1993 it hold shares in 16 industrial
undertakings of varoos branches. Betwoen 1026 and 1952 the asets
of the Bank increased from 6§ millions to about 9 millions of L.T.

In the beginning of 1933 the Bank was frameferred to the ¥ Office
of Industries™ and sbeorbed by the latters subsidiary, the * Bank
-of Industrial Cendit.™ But this was only & temgorary. development.
Both institutes wero amalgamated in Juno, 1955, in the new, and what

became the most bmportant credit nstitetion of moderu industrial
Turkey : The Susmwer Bank.
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This bank was sot up with an asthorized eapital of LT, 20,000,000,
which already in 1934 was increased to LT, 62,000,000, The bank in
totally owned by the Govemment and is to be the oficial mstrument
for the exeoution of the Five Yoars Plan,  As a trustee of the State's
busness the institute has to supervise the industrial development,
the industrial eredit and the technical production,

It hos undestaken particularly the following tasks jm

(1) Bxploitation of the undertakings transfecred from the Indsstrial
Credit Bank and State Office for Industry.

(2) Blaboration of industrial projects and schomes in order to create
and administer now industrial enterprises.

(3) Participation in industries, in the prodection of which the State
is specially interested. A

The Bank hax to give peefermoe in this respect to enterprises in the
following grades of priority :—

{a) Industries using local raw matenials the production of which
cannot yet supply boeal requirementa, ]

(8) Industries refining local materinls into export products,

() Indistries using raw materials not yet availablo in the country
but which may be produced by new industrial establishments later on.

(d) Finally enterprises using waterials which are not available in
the country and eannot be produced locally, but being nocqssary for
the country’s industrial development,

The Bank, thes eharged with public functions, has likowise to st
as Sockété d'Btodes for such industrial s¢hemes wivich are to be earried
out with Government funds, and aftérwards has to extablish and to
administer such factories. 'The Bank has aleo to establish trade scbeols
for the training of foremen and skilled labourers for its enterprises ; it
bas to take care of the training of engincers, if necosary, even at
foreign umiversities.

Of the suthorized eapital of L, 62,000,000 wore then 50,000,000
are alresdy paid up, in order to enable the bask to earry out its pros
gramume under the varbows Plans for Industrialisation. 8

Tho Bank may issue boesds uul debentures up to 15 years and up o
L.T. 20,000,000, and the Ministry of Finance is sutborized to grant
a State guarantee on such securities, It also roceived a Joan from the
Ottomsan Bask, amousting to L.T. 15,000,000,

L e .4 &
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Any dividesds wade o the operations of the Bank eaust be ewed for
the increase of the paid-up capital, wstil this i brought up to its full
wonnal Srare. Within the framework of the first Five Years Plan
the Bank has boens in recespt of anmual allotnsents fromw, the State Budget
of LT, 6,000,000 for the develogonent of industrial peojects approved
under the Plan, )

Apart from the proviouddy rentioned four factories transferred to
the Samer Bank in 1934, the Bank owns the following enterprises -—

Cagital (LY)
(1) Textile Works of Kayeeri (1035) ... .. e 0,600,000
(2) Erogh Toxtile Works (1936) .., ... .. .. .. 3,600,000
(3) Nozilli Textile Works {(1055) ... ... ... ... ... 4,59, 000

(4) Merino Wool Mills (1907) e we owe o 3,000,000
{5) Gemlik Artificial Silk Malls (1957) ... ... .. 2,000,000
() Bdana Textide Woeks (1908) ... ... .. we e 1,964,000
{7) Banyan Woolyarn Mills (1508) ., ... .. .. 205,000
(8) Maran Rice Cleaning Plant (1908),., .. ... .. 100,000
(¥} Toysa Rice Cleaning Plant (1937).., ... ... .. 102,000
(10) Attar of Rose Factory, Ispasta ... ... ., .. 150,000
(11) Txmir Paper and Carboard Mills ... ... .. .. 3,300,000

The Sumer Bask alw owns, jointly with the two other great
induestrial banks (the Is Bankasi and the Eti Bask) :—

Capital {LT.)
(1) Turkish Sugar Refimeries... ... .. 0 o oo 1,350,000
(2) Usk Cigarotte Factory ... .. v wr oo oo 308,000
(3) Keciboeda Sulphur Works ... .0 .. .. .. 145,000
(4) Isparta Spinning Mill ... .. . oL oo . 110,000
(5) Blectrical Works of Trabeon ... ... ... .. .. 07,20
(6) Porcellain Factory of Kunay... ... .. .. .. 400,000
(7) Attarof Rose Factory at Kedboslu ... ... .. 50,000
(8) Swugar Factory st Asadold ... ... .0 w0 o 735,000
(9) Malatys * Tesscbutan Sinayie” .., . .. .. 133,350

(10) Cernmik Mill Kutabays ... . o cie e oo 35,000

(11) “Azxmis Mills" Alsaray ... 0 cee wn s 25,000

(12) Yute Pactory ... B etk Gl e nap = 8, 000,080
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According to the Report of the Chairoan of the Sumer Bank on the
occasions of the Ixmir Fair in August, 1938, the following “ Semer ™
comeerns wero then in comstroction amd were expected to stan
production in the following years :—

Capltal (LT.
(1) A secomd Paper and Cardboard Ml 2t Lzuir.., ... 1,600,000
(2) Caustic Soda Factory st Ixmie ... ... .. ... 1,400,000
(3) Cotton Factory at Malatya —
(4) Cellulose Factory st Tzmir ... ... ... ... .. 1,150,000
(5) Cotton Factory at Adana ... .., ... . 0 —
(6) Artificial Silk Foctory ot Ixmir ... ... ... .. 500,000

The Sumer Bank thus owned 18 factorics with » capital of more than
LY. 30,000,000, and partickpated in further 12 industrial establish-
ments with a total eapital of abouwt LT. 6,500,000, Apart from
this, it owned or participated im & factories them in construction and
expected to start production in the sumsser, 1939,

The total participations of the bank show the following development

LT.
1903 oo oil o iy o e " 10,000,000
N0A o e E S S T 1750000000
BB L T Sl evn vt - 2O000,000
RSB R e e R e v AR00D1008
YDOY. oci e e S s L 6,000,100

Since 1908 the Bank confined itself to the promotion of mdastry by
" the peovisikm of credits Sor the coustruction of premises and the

of machineey and-raw-mwaterials, to the issan of debentures
for industrial undertakings and to all kinds of banking transsctions
for imdustries and afSlisted enterprisca,

The sext important institution baving a great share in the industrial
developmeent and the realization of the isdustrial plans is the Is
Bankasi (or Banque d’Affsires) which, established in 1924 by sewd public
intiative with & eapital of L.T. 1,000,000, obtained its copatal largely
from private sources. 1t has xinoe been increased to LT, 5,000,000,
The Is Bankass which in the first yoars of its existenoe played & beading
partin the savings movement has grown @to the lagest savings and
deposit bank of Turkey, and the degosits hinve risen from LT, 2,474,446
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«oin 1924 o LT, 67,430,000 in 1937, while savings stood at
LT. 30540000. Its main object is the accumulstion of private
eapital for the use in the national economie reconstrection. The
Bank, owing to its were private character, is not bound by the
principles which the Sumer Bank bas to consider in gramting
eredits to mdustry or in partiopating in indestrial eoterprises, It
has notsbly cestributed to the industrisl development by partici-
pating in the fellowing undertakings

(1) The Textile Mills at Malatya (with Sumer Bank).

(2) The Bottle and Glasss Factory st l’uhnbuoi

(3) The Turkish Sagar Refinerien,
(4) The Sugar Refimory at AnsSoly and other smaller mﬂnems.

(5) The Kecibortu Sulphur Works
. {8) The Porcelsin Factory at Kusery (with Sumer Bank).
(7) The Attar of Rose Faotory at Keciborlu

The Bank, apart from this, is also interested in the Coal Bassn of
Zongubdae and the sewd-anthracite foctory there, as well as in the
Is Ltd. and Pumek Coton Is, which enganise the cxport of textiles
and oitton yarne smd goods, apart from various holdings in cement,
wmlk, and weaving factories and an insurance company (* Anadols =),

The total participatoes of the Is Bankasi meressed ftom
L.T. $54,000 in 1924 to L.T. 43,000,000 in 1657,

The thind estabtdishment which has & certam importance for the indgs.
trial development of the comntry, is the " Eti Bank," established in 1905
for the special purgose of taking over mines owned by the State and
promoting the minkng and irom angd steel industry in Turkey. Bocause
of the harge coal and ires-manganese ore degossts in the northern part
of the country along the Black Sea const there are good chanoes for
thdmlopmmoluthmmdnﬂry.dlthemwinmd
the total lack of such imdustry in the wholo Near and Middle East,

The sominal capital of the Kt Baxk, beld by the Sumer Bank and the
Government, asounts L.T. 20,000,000, which is acconding to its sta-
tutes to be contribated by the State from its ardinary annual budget in
corresponding instalsents, LUT. 3,000,000 were paid up by 1955, The
Bank owns mainly the Karabuk Iron and Steel Works, which started
production in 1909 and are managed jointly by the Eti and the Sunier
Bank. The investeents in these works amoust to LT. 22,000,000,
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The Eti Bank manages, apart from this, the following branches of
mining industry :—

(1) The Coal-Mines st Zonguldae (together with Is Bankasi).

(2) Société dHernclée at Eregli, Kozlu and Asmara,

(3) The Liguite deposits of Degirmensax.

(4) The Lignite deposits of Tovsauli

(5) Seciéed des Mines de Cuivre d'Brgani (36, the rest by Is Bankasi).

() The Copper Mines at Kuvarshano and Arsin.

(7) The Chrome Ores at Gulemma and at Ehaig.

(8) The Iron and Manganese deposita at Divrik (starting 1039),

(%) The Zine, Lead and Arsenic Mines of Baya Keraidin and some
pmaller mines i northern Anatolia of Meershauwm and Arsenie.

Besides these larger undertakings there must be mentioned the Agri-
cultural Bank with a capital of L.T. 30,000,000 which shares to a
considerabde extont in sugar refimeries, together with Is Bankasi and the
Samer Bank. This institute alwo participated to a smaller extent in
the tobscco industry.

The “Banque Immobilire ™ i a semi-public institetion whick
finances to & considerabde extest industrial buildings thus emabding
manufactarers to keop their funds liquid for working capital instes of
immobilizing them in baildings. The nominal capital of this bank i
LY. 20,000,000,

Meation mmst also be msade of the Central Bank's medium and short-
term crodits to industrial usdertakings,

Among forvign institutions which have been of importasce for the
industrisl developmsent, the American Turkish Tnvestowent Cotporation,
with a capital of $10000,000, must be mentioned, as well »
the large USSR, Cestral Bank ten years erodits in forms of
industrial wachinery of 84,000,000. (ther cousthies were hardly
of minor importance ; in this Seld Germany had tried during the
last years to increase her influence by granting credits to a tetal of
Rem. 150000000 for muports. However, after the Anglo-Turkiek-
French agroement oves Aloxandretta, the influrce of the Western
powers fncreased, Smee 1033 Great Britaim has granted loans of
£ 19,000,000 to the Turkish Government, viz, £ 10,000,000 to the

Turkish banks for industrial development, £ 6,000,000 for rearmsassent
and lately another £ 3,000,000 for the Karabuk Steel Works,
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A reorganization was planned to take place i 1959 under which
the administration of industries, hitherto in the hands of the Sumer
Bank, would in futere be under a special mansgement, the Bank to
continue purcly as a credit Esstitution.

Tha sugar imdustry, hitherto managed by a subsédiary of the banks,
is to be tursed into & Governmental industey.

I
Acconding to other reports the Sumer and Eti Bank were to be

lipeidated altogesher, and after appeoval of the draft law by the
Natiomal Assembly the variows wool, cottem, artificial silk, leather,
cellubosis and paper indwstoies will be usder one managessent with
the State minmg and solphar plants,

(382) HATAY

A financial institution was reported in 1939 to be established shortly
with the aid of Twrkish capital for the yrometion of Agrculture, In-
dustry and Trade.

D.—~Fan Easr
(39) CHINA

The Chinese Government has tried to render assistazce to industry
through various channels,

Fho Bank of Communications at Pekimg, an important Government
institution, erigizally established for facilitating rallway construction,
in 1028 obtained a charter to operate ax an indestrial bank. Tts new
functions eluded the isue asd redemsption of bonds ea bLehalf of
industrial wedertakings ; the handling of revenae and expenditure of
transport enterprises, and the promotion and developuent of industry
s+ well a8 assistance to the Treasury, The Bank, which has over 00
beanches in various parts of the country, has the right of issun, until
& Central Reserve Bank will tako over the monogoly, and the droulstica
of itx notes j» socond only 1o that of the Bank of China.

The Bank of Chine, the msin patlic bank, ssued boans to domestio
industry te the extent of i

1951 31 million Dollars. /
1962 38 "n . 12 per cent of all credita.]

1993 42 . 152 yer cent of all erndits, :
In 1953, losss to cotton mills were most importast,
for 36 per omt of the industrial credits, the flour indsstry followed
with 12} per eent and the silk reeling and weavingindustry with asother
10 per oent.
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Other indastrial banks for the assistance to industrial and mising
undertakings have been establaded with or without Government
capital. Ameag them are The dgricultaral and Tndwstrial Bank and
The Monvfocturers” Bank of Chine, The hatter was established i 1929
at the instance of Govermment, which costributed 2 out of 3 millios
dollars of the paid-up share capital (suthorised, § Ch. 20,000,000), The
Boanl is composed of private basizess mes.  While it engages in com-
mercial banking, its main object is investment banking, assistance to
local manufacturors and generally the finante of industrial enterprises.

On the whole, collsboration with private finance in the establishment
of new undertakings was part of the Government's declared policy.

A special {eature is the finsnelng of the forvign dustrial enterprises
in China, which business is partly inthe dasds of the Jocal foreign basks,
The latter inclede a numsber of banke specially constituted for Far
Eastera busimess (of whick the Hong Keeg and Shangbai Banking
Corporation is the largest, with balance sheet reserves amounting to
the equivalent of £7,000,000), 34 well as the major branches of leading
banks in Japan, USA. and other countries, which though primarily
comeersed with exchange and bill operations, employ a part of their
great local resources in industrial enterprise.

The fellowing is a list of banks, indicating in their names industrial
banking activitis, but on whose operations mo information =
available ;—

Oreen [xovsteian Baxxs

| §.1 ! s
A bariand
! ﬂeﬂ(ﬁw, é Capita) l cm
I P Bl B
Indastrial Baek . 1008 Bhaaghad | 2 | 2,000,000 1,500 060
st Bask ... o 1005 Tkisg... .| B3 19,000,000 5,300,400
Nathoon] Tedwirid Baak of Chine 1909 Tomten .., 5 20,000,000 3,000,000
Industrial and Coexmercial Bank ... /1921 Waeghong .| 3 | 5,000,000 1,100,000
Industrial sl Commercial Back| |
of KRankting e v e pee ol PW8 B 0] . 2 | 2,000, 30,000
Diai Wen Lrdusteial and Agsie |
” 990 e semm  ase - evel '.’lh‘“nu e - 'Omt m.“
Hangrdow Indestrial wad ' |
taral R e L lill,nw " - ”-m' 100,000
Chebinng Silk [adusery Baak ... .. 1021 Shanghad .. 2 !t.ooo.m @4,
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RS I T ol 4 | 56,000,000 2,990,170
mlmud&h.«‘MI — | Lw00,000 300,
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(#0) JAPAN

The credit requiremests of industry, as diffecent from those of
eommerco, were first recognized by Count Matsekats as early as 1852,
But in & smemorandum on the then propesed Bank of Japan, when
discussing the need for an industrial bask, be adssitted that condations
were nod yet opportune for its establishment. It was only with the
imcreased industrial setivity after the war of 1594-95 that Govern
toent felt the necessity of peoviding imstitations for making Joans on
immovable property at low rates of interest.

The law for sabwidising the Agricultural and Industrial Banks was
prosselpated in Aped, 1896, and two years later, in 1808, 3,740,000
yon of the Chinese indemmity were employed in the purchase of the
Hypothee Bank's debentures, to make that sum available to indestry.
These Agricaltural and Industral Banks, 25 in number, distrilated
throughout Japan proper and since 1928 combined, sod centered
sround the Hypothee Bank of Japan, were designed to rise mosey by
the issue of debemtures foe oag-term loans, on security of (ssuovable
propesty. .

A fow yoars later, in 1902, the Industrial Bank of Japas ws
established with an authorized capital of 10 millions yen (one quarter
paid wp) for advancing long-term funds to industry principally on the
seourity of mwovable propirty, such as bonds, debentuces, shares
mortgages and sech like, but also on land snd buildmgs. Tt wey
followed in later years by the establishment of the Industrial
Banks of Chosen (Koren) and of Taiwan (Formosa) and in Manchyria
of Choshun asd of Antusg.

In order to assist the Indastrial Bank of Japan in getting & start,
the Government undertook i 1902 to guarantee a 5 per ceat retum
ou the hank’s shares for the first five yoars, Accordimg to the Japan
Yearbook of 19241925 the Tmperial Government guarantesd " peofits
for imvestments made abread, within the Bmit of 100,000,000 yen. ™

Apart from its function of aiding in the distrilation of loanalle cagital
within Japan, the Industrial Bank was designed to bring foreign capétal
into the country st favourable opportunities. Tts first external ban
was an e of £2000000 of 5 per oent debentures fosted iy
England and France in 1908 at 97. In Angust, 1924, an isso of 6

per cont motes was offered in New York at 90] to mature in 1927,
The amount of the jssne was $22,000000, beaning the guaraaty of
the Japamese Govermment.

N I,
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Not only bas the Industrial Bank jsvoed its own extersal deben-
tures, but it has also assisted in the flotation of other Japaness loand
abeoad.  Thus, it isoed in London the sterfing debestures of the
South Manchurian Railway of 1907, 1508, and 1911. In 1926, the
Industrial Bank aided in the issue of a ¥6,000000 kan im London
for the city of Tokyo, and a ban of 819,740,000 in New York for
the city of Yokohama.

Early in the history of the Industial Bank foreigness cqme to own
no small portion of the bank’s shares. The Japan Yearbook of 1924
1925 stated that forvigoers held 7500000 yen of the Industrial
Bank's capital.

Among the Bank’s nctivities in foreign countries in recent times was
the pasticipation in the formation of the Bank for International
Settlements st Hasel, Sinco the Bank of Japan was not permitted
by its act and by-laws to participate in that institation, the Industrial
Bank eepresented Japan,

Prior to 1927 an application to the Industmal Bank for a ban was
judged more by the fature possibilities of the industry in question and
the basiness reports of the individeal company than by the security
ofered. Late in 1927, it changed s loan policy by giving more
attention to seourity values and also to smaller-sized busimess units.

In 1928 the Bank endeavoured to advasce funds to smaller
industries, these loans amounting te 28457.000 yen and the nembes
of borrowers to 1764 at the end of the term, Emergency loans ad-
vanead with a apecial lower rato of interest for comaercial and indastrial
business emterprioes aggregated 1635000 yen and the borrowers
pumbered 765

Tée Industrial Bank's Joans to small borrowers snderwent a
considersble expansion in 1929, when advancep to medium sized and
wmall industries totalled 35972000 yen in 2532 accounts, The
maximmm sdvance was gioon as 100,000 yen, These advances were

Ever siawe the earthquake of 1923 the Governtment has followed a
poliey of extending wid to small bocrowers through the Industrial
Bask. For small loansithe Industrisl Bask maintains a separate
account extithed* Special fund for petty meschants and manufactures

After the depression of 1927, whon small borrowers experienced
diheulty in obtaining sccommodation, the Deposits Bureau decided
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to loan 50,000,000 yen to such borrewers through the Industrial Bank,
the Hypotheo Bank system, and the Co-operative Societsm' Contral
Bank. Through the latter organization sssistance was extendod to
the Jocal oredit associstions. Losss were lin ited to 3,000 yen, bearing
mterest from 5 to 6} per comt. The first allotmest under this areange-
ment was made in March, 1928, and totalled 14,500,000 ven. The
seccad was 12,737,000 yon and the thind 11,199,000 yen,

After the 1927 panio, small borrowers finding increasing diffioslty
in mcuring financial accommodation, the efforts of the Industrial Bank
of Japan to £ill the weed for such sssistance were intensified ; the hank
was not only extending its beanches in raral districts, bat would reduce
the size of the minimum loan from 300 to 200 yen.

The Industrial Bask of Japan depends chiefly on the bsoe of deben-
tures as o source of loanable fusds. In a revisson of the Industrial
Bank Law in 1939, the minkoum issue of debentures was raised from
8001 000 willons of yen. .

At the end of 1928 the Indastrial Bank of Japan, secording to ids
balance sheet, had outstanding debentures totalling 275,000,000 yen,

The shares of the Industrial Bank of Japan dave & par valee of 50

yen. Prices for 1918 to 1927, inclusive, ranged from as high as 8

yen in 1920 to a low of 3040 yen in 1027, The price of the shares has
declined alsoost aninterruptedly since 1922, the high in 1926 being 51
yen and in 1927, 4720 yen. The Imperial Houmhold Depastssent
held 22725 shaves of the Industrial Bank in 1929, being the lageet
shareholder.

The Bank is under the sepervision of the Misister of Finance, who
appoints controllers. The president and viee-president aro noosizated by
the Goversment from amoog sharebolders holding at least 200 shares,

The ris in the importance of the Industrial Bank of Japan is ono
of the most striking illusteations of the growth of centralined
coutrol over imvestnent. This semi-official Bank to which the
Government hax bang granted special privilges and over whick it
posscsies latgn powers of supervision had before the war a puidup
capitalization of %50 sillion yens, and was empowered to raiso funds,
out of which it eould make loans to industry, by isssing debentures to
&0, Amount oqual to tem tises its paid-ap capital, Shortly nfter the
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present war w.th China began, the Bank was authorized to issee
further debentures guarsuteed by the State up to 300 milliea yeus,
20 a4 to be in a position to extend its advances to the mumitions
industries, In Apeil 1939 its capétalization was increased fourfold —
to 200 million yenes—and this carried with it the power of making
a corresponding increase in its ondinary dobenture issge ; whilo the
supplementary issee of officially muarsnteed debentures was increased
to 1,000 millicm yens. The Bank has now become the central financing
organ for mdustry and thus it has, mdeed, almost a mesopoly of
wartime indestrial financing.®

(41) PHILIPPINE ISLANDS

An Agrionltural and Industeisl Bank was schoduled to open in 195940,
Industrial development was hitherto promseted by the Naticmal
Development Company, the capital of which was increased in 1057
from P. 9,000,000 to P. 15,000,000, which owns or controls, smomg
others, faotories for cesopnt, rice milling, oil pressing, ecanning,
cotten spiaming and finishing. It inclades in its program aleo the
organization of hand weavers for the marketing of their produetion.

* The Copisal Adjustment Low, 1937, tends to forve the coumtry’s savings into
certain dosined (ndustrion, sach &5 the beaxy indastries and certaln faroured export
trades : -

Unnder thin Law fodustrsadists hyve 10 obtaln aficiad permisson befiee they can rakeo
oaplisd for mtablihing, extending or Imposting their plaste.  Banks sl investient
conrerns ware soquiond 10 w4 up sakinery for controlling the usdirnriting of pew
capilal isunes.

Thoce clames of tralos were Sutlaguished In the new admiabitration of the Law.
WWMN(‘OAMMM-.‘"MM)MM

pitions trades in geaensl  Comparies cogagend by thode indestrion wore frood from
many pevvioen bgal eestrictions o8 (he busing of freh oapital of debosteres,
providal ol maction was obtaland, sad the Indastrial lank of Jajan sad the
lWMdemmthligu-u-d com e b Leyon
mw.“wwm (Aeap coadit from ather sources was slsoe made
avadabds to thow firme, In the socond clas were the * non-emevtial “ laduisies,
such s O toxtile indusirien, asd those were practioally debwrral from saising froh
capital during the smergeoty yoried, The thind growp of indestrs consieted of

thave ot speeifind e the Ant two bealds, snd applications frem thea foe eapita] |

extenions were 10 bo toasdered oo helr merits,
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E.~Axrnica
42 USA

We have seen elsowhere in this Survey bow the apparently smooth
working of the eredit supply to industry in US.A. was seddenly inter-
rupted during and after the Great Depression. That bankers, as
it was asserted, like the rest of the popelation, are affected by the
prevailing spirit of eptimism or pessimism, seems to have boen borne
oat partiolarly in US A, whese, in addition, the fear of bank examiners
moms to have lead to unwarranted pressure being hrosght to bear on
indastey for the lguidation of loans,

The actual position was brought to the attention of the suthorities
by an fsvestigation in 1932 by the National Industrial Comferenco
Board on The Availabiity of Bauk Credit, under the direction of Dr.
Ralph A. Young. This was followed up in 1935, after the frst relief
meassres of the Reconstrection Finance Corporation and the Federal
Reserve Board, by the iavestigation and Repoef on the donilalality of
Bank Credit in the Seventh Federal Reserve District by Ch. O, Hardy and
J. Visar, st the instance of the (LS. Treasury, and the Surcey of Reports
of Credit and Copital Dificulties, undertaken at the instance of the
Dopartmoent of Cosamerce. These three reports based om factwal
material, are peobably the most valaable of the numerous pﬂmtm
on industrial credit in various counteies,

All these reports show that the incidence of bank-eradit liquidation
bas fallen more heavily oo small comeerss. ~

The rapid deterioration of the coomomic sitastion in 1933, induced
the Fedoral Governseent to take special moasgres for the aid of industry.
On September 14, 1903, the Recoustrection Finance Corporation an-
poumced o twolold progras for Ha participation in making loans to
dustry,  First, loans were to be made by the Reconstruetion Finanoe
Corporation to banks, trust companies, and mortgage-loan comypamnies
al 3 per ocent imterest for any part of 6 moaths, for the purpose of
wlesding to industry at pot more than 5§ per cent to aid it in meeting
requirements under the National Recovery Admanistration.  Applicants
for suck loans had to agroe to relend the proconds to finance the parchase
of materials and payrells asd to assist merchants and others who were
especially affocted by the National Recovery Administration program,

| ——
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As the applicants had to assame &sal responsibility for the loass that
they made with theso funds, the plan amounted to the creation of
a mw omntenl rediscoanting apency alongside the Federal Reserve
banks. Since the plan was limited to loans of such maturity that they
were readily acoeptable by banks, and in view of the great abandance
of uninvested fands in the banks, the provision of another rediscounting
agenoy with a higher mate than that of the Foederal Reserve banks was

of litthe morviee,

The second scheme poovided for the utiization of local morigage
oompanies and the organization of new eces to supplement bank lending
{acilities by making sound slow loans os mortgage secarity, with the
funds obtained from the Reconstruction Finanee Corporation.  Under
this plan, industrial concerns wero encouraged to join themselves into
co-operative bocal groups to seek Joasa from the Reconstruction Finasce
Corporation. The terma of sech lossw to mortgage loan companies or
other eligible applicants incladed interest at 4 per cont, & maturity of
not more than 3 years, and a stipulation that the fends would be
reloaned at not more than € per cent. To obtain sech loans would-be
borrowers kad to demonsteate their ability to Bquidate them, out of
profits, throsgh the liqusdation or sale of assets, or by refunding. The
plan was not specific as to the parpose for which wech loans could be
used, but indicated that loans to finance repairs woald bo considered
whereas loans to provide oew construction or for real estate development
projects would in geseral not be granted,  The loans were to be = fully
sod sdequately secured.” Althoagh the tygo of security was mot
definitely stated, 2 mortgage-loan company was defined as & company
having charter power to make loass secured either by real estate o by
chattel mortgages, so that there was & clear implication that martgage
security would be required.

This plan of bending through mortgageloas companies was & trans-
tioaal measure bridging the gap between the period when the Recsastroo
tiva Finance Corporation wos regarded as an agency for salvaging
distressnd fmancial institutions and the era of direct bending to industry,
In form, the financial middloman was peeserved as the law required,
but the mortgage comjanics organized snder the plan had no other
function than that of obtainisg loass from the Reconstruction Finance
Corparatioa and had no signifieant xmount of capital except what
was sahseribod by borrowess and paid by them out of the proceeds of

- e it e
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the loans received froe sach mortgage companies, [a practice, .the
Reconstroction Finance Cosporation leoked for sccarity not to the
mortgage company but to the individual borrower,

The plan was not a sucoess.  Many companies which were organieed
after mach effort and expense either obtained ro loans for their members
or 20 few that they could not justify their ows existence, Up to October
31, 1904, 179 loans to mortgage companies aggeegating $18,513,670 had
beem authocized, of which authorizations for §9.001 470 were cancelled,
bat the applications withdrawn or cancelled were subsequently re-
suthorioed wnder the Jater peogram of direct loans to industry,

’

The Direet Loun Act—The wext step was the provision for direel
boans 1o industry and comeserce without the intervention of private
financial institutions, & step made possible by the passage on June 19,
1934, of an act amendisg both the Federal Reserve Act to authosize
the Reserve banks to make loans to established industrial and com-
mercial frms as well as the Reconstraction Finance Corporation Act to
provideé for direct loans by that agency.

The motives which led to the apportionment of almest § 250,000,000
for wech industrial loans are seen in the official statement made by the
F.R. Board on Juse 28, 1904, to the press, in which i was sasd : * The
neod for this charaoter of loans has become increassagly apparent ia
recent months, Many small industrial establishments have suffered
sovere capital loases during the dopression and aro now short of working
capital. A survey made by the Foderal Resorve Board through the
Reserve banks and the chambers of comaneroe showed that this condi-
tion is widespread and is mot being met by existing facilities,  Swall
industrin find i dificalt at present to obtain their reguirements of
working capital through the capital market, while commercial banks
axd ctber financial isstitutions, in many. cases, are hesitant about
andertakisg on their singhe rexpossibility the risks involved in making
relatively long-time Joass for working capital purposes.”

_Tb Act of Juso 10, 1934, authorized the F.R, banks to co-operate
with local banks fn making soch loans for working capital purposs 1o
established indestrial and commercial enterpeises, provided the Joans are
made on & reasomabde and sound basis, and have maturities not exeeeding
five yrars, but in exceptional circunsstances, to make soch loans dirset.
The power to mako thesn advances has bevn wated in cach Foderal Reserve

i
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bank, and = order that the operation might be expedited as much as
peesilibe the Board of Governors of the Federal Reserve System has placed
wo restrictions upon the twelve Federal Reserve banks other thas those
set forth in the law itself. Each Reserve bank has sole and final
authocity to act on all applications submétted to it from industrial
and commercial enterprises in its distriet.

The Act of Congroess giving the Pederal Reserve banks power to make
this type of credit available authorizes the sum of § 280,000,000 as
the total amoust of funds that may be outstanding st any ooe time
in the foem of loanr, advances, commbitemnts, purchases, and discounts,

The Act of Congresa authorized the F.R2. banks, to ** discount oddi-
gations for, purchase obligatioas from and make doans or sdvances
on the seourity of ssch olligations disect to, any bauk, teust company,
mortgage company, credit corporation for industry or other financimg
instiution, in its district * under the condition :—

(1) that the commitments must have been entered into for the purpose
of obtaming working capétal ;

(2} for periods xet exceoding Sve years, and that each fnascing
matitution should obligate itsel for at Jeast 20 per cent of
any Joss which may be sustained by the Reserve bank by
financing the respective transaction, L.e. the F.R.B. advances 50
per cest of the roquired amount to the applying financing
anstitution,

The financial sstitution, if not peesently shoet of funds, ean obtain
from the F.R. bank a commitment to take over the loan on stated
terms at any time within the ourrency of this commitment,

Apglications of imdustries whether subssitted through a financisg
institution or a oxceptiomal circamstances directly, are to be
appeoved by Industral Advisory Committees, established in each
F.R. District, whick cousist of five members “ actively engaged in
some indwstrial pursuit.”  The members are to be appointed for
tereos of one yoar. ;

The rate of integest, though subject to the appeoval of F.R. Board,
changes froes district to district.  On Septeanbes 1, 1934, the following

rates wepe owrrent o=
peroent

Direct to industeial organsmtions ... ... v e w0 $ =8
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To Ssancing natitutions : " per cent
Onpmtmmncdbymwrmtmmm we 3=5
Oa remsaining porthon ... ... o et s e e -6
Commitment to make advamces ... ... .. ... .. j- 3

The Joan maturities, ranging from 1 - 0 years averaged betwees 2-3
years, Al of the Reservo hanks reported that repayments have been
quite satisfactory.

Similar were the t«mudm&lkno!thlmm.oﬂndtoimhnq.
by the Reconstruction Finance Corporation directly or in co-opemtion
with F.R, hnhocoththnhorlmdmg-mulm.ocbvmm
of participations in loans, ez, :—

(o)‘l\nspﬂmntmwhnbunmw-mm!o
+ January 1, 1934,

(8) Adequate mecarity must be peovided.
(¢} The maturity of the loan esast not exceed five years.

(d) The applicant must be solvent at the time of disbursement of
the loan,

(¢) Credit at peevailing bank rates for loans of the character applied
for must be mot otherwiso availabde at banks,

(f) Sech loans may be made oaly when decnied to offer reasonable
ssvirance of continned or incressed cxployment of labour.

{9) The aggregate of such loans to any one applicant, or the participa-
toa of Reconstruction Fimanoe Corporstion therein, shall not
excon) S 500000,

(A) Such other terma, conditions, axd restriotions as Reconstruetion
Finanoo Corpoeation may determine,

The leans were mot intended for payment of existing indebtedoess,
for now construction, 1o fimasnce consumer purchases and instaloent
#ales, to finance imports or exports, nor for expansion into new fields.
The mourity may consist of any otie or more of the following : a first
mortgage on real ostate, plant and equipment, & fint mortgage on
chattels, an asimecent of current stcounts or notes receivable, trade
socoptances, warekouse receipts on merchandise stored i boaded
warehdases, or a first lien on other assets of round valse acorptable
to the Corporstion,

-’
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An assignment of orders will 5ot constitute sdegeate primary security ;
kowever, such orders are important to establieh the aldity of the
applicant to regay the losan, The Corgoration will not wsually consider
as matidactory primary secarity the following : second mwortgages,
parts of a bond issue (oven though such issve is a first hen) woless the
bosds have a readily sscortaisable market value, shares of stock of
corporate applicants or shares of steck without readily asoertainable
market valee, franchises, patents, goodwill, er foreign securities. Any
doe or delinguent taxes constituting a lies on the properties or eamnings
of the business must usaally be fully paid or provided for before any Joan
will be made. A pledge of Eventories will generally not be regarded -
as satisfactory collateral, unless stored in a boaded er othorwis
acceptablo warehous,

The applicant must comply with the apgroved “Code of Fairf
Competition " (weder NRA).

Tho applicant must agree that during the ourrency of the loan
salaries and dividends to be paid must have the Corporation’s appeoval.

For Joans under 10,000 & sworn financal statement is accopted,
while for larger amounts an independent audie and appraisal of plant
anid equipment stisfactory to the Corporation is required,

The cooperation between the Corporation and banks i regulated
in & similar mauner to that of the Federal Reserve banks.

The rate of interest ca the loans shall be the pevvasling bank rate,
but in no case in exoess of 6 per cont, The following table pressmts
a comparison of the terms under which the two agencies were authorised
to lend. '

Tt will be motod that there is very little difference in the scope of the
direet-Joan ogwrations of the two agencies. In the ablsence of amy
delimitation of the respective fields, business men are free to place their
Spplications with whichever agency they think will be likely to be more

" liberal. In a mumber of cases concerns applied simultancomsly to both
and in other cases apphicants, refused by one, tried again at the other.
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LEGAL QUALIIICATIONS AND CONDITIONS FOR DIRECT LOANS TO INDUSs
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The working of the two sgencies were subject to criticism, mainly
comcerning the procedure. [t appeass, howewer, that there was no
appreciable demand for the genwine commercial loans offered by the
two agoncies, but rather for loans of a capétal nature which they
could not supply.

This fact was forcefully beought to the attemtion of the Federal
authorities and the public by the recommendations of the Busismess
Advisory and Planning Council of the Department of Commeree, which
ncoompanied the “ Sarvey of Reports of Credit and Capital Difficaities
submitted by Small Manufseturers,” previowsly mentioned, in which
an smmediate stody was recommended to b undertaken by the
Reconstrection Finance Corporation, Federal Reserve Board and Secun.
rities and Exohasge Comuiision im co-operation with the investssens
bankers of the coumtry, " to the end that facilities be offered sound,
small indwstries for the acquisition of needed capital.”

Basing itsel on the findings of the previously mentioned thres reports,
a4 well as the result of the operations of the Federal Reserve banks
and the Reconstruction Fisance Corporation under the Act of June 19,
1954, the Council states : * With the comtinued restoration of busines
activity the meed of small industry for intermediate and loog-term
capital has become increasingly urgent. There secms to be litth
doabt that a large number of the smaller manefacturing concerns bave
boen able to withstand the effects of the long drawn out depression
in part through sharp curtailment of expenditures on repairs of building
aud oquipment and, in part, through the redeetion of inventories of
raw moaterials, sparo parts and supplies to a hand-to-mouth lasis,
Not only is existing equipment wearing out at u rapid rate but it is
also becomimg obsolete. The necessity for baying raw materials, ete.,
in linsited quantities prevents concerns {rom acquiring them at satis-
factory prices. Both {sctors ogwrate to increass manafacturing costs
and to reducy profiss.”

The Council goes on to point ot that these difficulties are not simply
a depression problem, as capital issues aro always denied to such small
units which, therefore, had to rely ca profits and private capitalists
for their capital supply.

It appears that the asthorities wore impressed by the existing in-
vestment need “as of paramount importance to recovery " and in
order to combat the latest ™ recession ™ an Aot of Congress of Apeil
13,1938, granted greatly extended lending powers to the Recomstruetion

w
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Finanee Corporation in the field of Government loans to basiness enter-
prises. Under the Act no lomit was placed on the amount of funds
that could be advanced to any ome horrower by the Corporation, mer
restrctions a4 L0 the maximum matunity of such leans | ser was a
defimite amount of fends awthorized for granting this type of
crodat,

The imstroctioma (Ciroslar No. 13, Revised) for theso new Joass,
chearly spoak already of “ capital or credit ™ to be loaned to finanes
capital expenditures “ om longer terms than five yeare™  These losgs
may be for working capital, for remewal of equipssent, for new basiness
enterprises and expansion of existing enterprises, for industzial
construction.

«  With regard to existing indebtodness the policy of the Corporation
oads ax follows ;e '

“Tt is not the itention of this Corporation to make Joans for the
primary parpsse of paying existing indebtedmess. Comsideration will
be given to applications for loans whemw a postion of the proceeds is
to be applied to the payment of existing indebtodness, provided that
the applicant, after receiving the Joan and after ndjumunbddob.t
(i mecessary), will have sufficient operating assets, and that there is
ressomshle assurance of comtinuous operation.”

Adjustmsent of debts may be accomplished by one or more of the

following methods :—
(a) By issuance of shares of stock of the applicant b full payment ;

(8) By issuanos of bonds or notes secured by mortgage subordinate
to the mortgage that will secure this Corporation ;

{¢) By agreement of ereditors to make no demand for payment
sntil the loan i repaid (commenly referred to as ™ stand-by
agreement ) ;

(4) By paymest of cash on a comproxiise baris in full satisfaction
of the debt ;

(¢) By Cancellation," :

It seems unlikely that even these improvements mest with the
actual requirements of the smaller industrial coscerns, which lead to a
member of proposals to Congress and Sennte. In 1058 Sesator Flstoker
came forward with a B3l for Intermediate Cradit Banks, while the Com.-
wittee on Basking snd Currency examined two bills of Senator Pepper,
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ono (3, J630) “ to establish rogeonal industrial banks,™ the other (3450)
“to make possitde Insurance of loans to small business." A year later,
in June, 1939, again, two bills were examined by the Committee, both
introduced by Semator Mead and Coogressman Allen (S, 1482 and
8. 2343) “ for the insarance by the Reconstruction Finsnce Corporation
of Leans made by Banks to Basmess Enterprises for the purpose of
enabling such enterprises to Incresse thely productions, extend their
opeeations and modersize their plants asd for other purposes.” This
Bill was later in the year replaced by its authors by & Bl for the
Establishment of an Industrial Loan Corporation.

Thoss varioes proposals clearly kndicate the existing moed for a
more permanent credit organisation which is borne owt alse by the
various reports oa the effect of the previouly mentioned relief seasuren.

The Mecthly Review of the Foderal Resorve Bank of Now York
August 14908, regorts on the'bank’s experience with industrial loans
under the Act of 1934 :  * The total amount of sdvances and commit.
ments made by the bank on approved applications during the four-year
period was spproximately 824,500,000 The Jeans ranged in size
from & § 300 loan to the propeictor of a delicatessen to a § 4,200,000
Joan to an awtomsobile company. Of the 4750 inquiries received,
1,348 resulted in the fling of applications, of which 768 were
decliomd, D04 approved, and the romainder either withdrawn o
awaiting consideration. Advances or commsitments setually made
numbered 351,

It had boen found in many cases that the Joass made, cither directly
oe in conjunctin with commercial banks, had served & useful purpose
im enabling the borrewers to maintain or increase employmest and fo
rehabilitate their basinesses, Bat, despite the great care exercised in
the arigisal roview of the applications and the ccastant mepervition
Mltmmuﬁuamb«oltbbuam
“ trouble * list ; and in & few cases the borrowing concerns failed in
spite of the receipt of boans. Tho Bank's cocclusion waa that the
income received, oven at rates &3 Mgk as 6 per oent, was not adequate
to cover expensd and losses. s

Rinoe the business recession began late in 1967 there bas been a

. ccasiderable incrense in the number of inquiries from business comcerns

wthmelydohh‘-’-ghmﬂmm the bank. In a large
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peroentage of the cases the bank fousd that the needs were for per-
manest additicas to proprietary eapital or for other types of loans that
are ineligitde for the bank, or that the condition of the business of the
peospective borrower was such as to provide no sossd basis for bank
credit, Thisexperience was & repetition of that escountered imnsedistely
after the cnactment of the legislation.”

The exgerience of the Foderal Reserve Banls with these industrial
Joans is best illsstrated by the following ssmmary, covermg the period
June 19, 1504 — Jane 5, 1939 :—

8§
Applicatioss received... ... ... No. 9,201 Amosst 395,000,000
5 approved ... s I, 179,294,000
o withdeawn by elient
after approval ., " 15,000,000
Credit not accepted by clients ’
W to termis ... ... " 30,862,000
w  advasced by Smancial
w exeosted by FREB. .. " 64,000,000

The amount outstamding on this sccount by July 26, 1939, was
£ 13,000,000,

The tetal amount outstanding with the Reconstruction Finance
Carporation om May 31, 1030, was bess than § 117,000,000, while loans
approved durisg the S-year period amounted 1o § 510,000,000,

These loans, together approximately § 130,000,000 (8 140,000,000

by September 30, 1939) represented § per cont of the total vobame of
bank loans outstanding,

That there was ouly o suall ussatisfied derand for Joxns was main-
tained in vanoss quarters,  Replies 10 & questioanaire somt in 1969 to
a ropresentative group of business concerns by the National Industrial
Conferonce Board disclosed that wore than 91 per cont of the 1,700
reporting eoncens had had no difficulty in obtainkng eredit in rocent
years. Most of the 9 per cent that reported difeulty were found to
have required prrmancnt additions to capital, 1o have bomn already
indebted to banks st the tirce the eredit applicstion was made, to
have offered no security for the Joan, or to have bad an uneertain credit
standing.

;l
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Further light is thrown on the attitudeof banks toward loan expansion
by a survey by the Research Council of the American Bankers
Association. It was found that, at the time of the survey (1938 1),
86§ per oent of the reporting banks were making positive
efforts to stisulate loans, while 9 per cont wese making o special
effort. The other 4} per cemt did not answer this question. Nearly
76 per cont of the banks wure using advertising in their endeavours
to make loasms ; wore than 63 per cent wors usang the wothod of dizect
molicitation, and 58 per cent were offering limes  of eredit to custo-
mers, Many other wethods were being used by snealler numbers of
banks »

The view that there was no need for further Jending facibtics was
represented, during the heanngs in 1959 o the Mesd-Alken Bill by Mr,
Peeking, « hairman of the Natscsal City Bank of New York who stated:
“While ankshavefor many years been lending to eustomors for longer
periods than a year, this practice has is recent months received more
stedy, and banks are now making wueh more largely what are oalled
termt Joans, that is, Joans with maturities rennisg from one up to five
years, and in some cases ten years, with amortization payments to pay
off the loan in whole or in part. We now have on our books mare
than $ 65,000,000 of these loans. Ome may think of them as is some
degroe cagital loans. They have been used to retiro outstanding debt,
to purchase machinery or equipseent, or fnance improvements of ose
kind or another to bo yusd out of eamings. [ believe the amoust of
such loans should be lmited in refation to our tofal assets

“Tn 1928 the City Bank decided to set up a special departasent for
caring for the meods of the seeall borrower.,,, Since that time our
personal loan department has made in the neighbourkeod of cac and &
half million serall Joans in o dollar amount of § 432,000,000, Todsy
wo hivve on the books about 325,000 of which wo estizmate that about
30,000 are to small business men, Thess loans range from two or three
handred to two or threo thousand dollars.  Ax the volume of cur small
loans has increased and our handling of them impeoved wo have reduced
the east 1o the borrower who now pays an effective rate of 6 per cent,

1t is my information that otber banks in all parts of the country are
anﬁhgmdmwbatﬁmihtmm.nhﬁnmiublony
that the small busisess man & poghected,

“ It s well known that all banks dave been bolding large amounts
of excess funds which they are extremely anxioss to emgploy.
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“Many of the people who are most anxious o barrow mosey and who
make the most noise about it, and who, if they are wot satisfied at
their own hanks, are moet likely to make vigorous appeals to Congress
and other agescies of goversment, are people who are visioaary and
opracticel or inexperienced.”

Mr. Perkits was supported by no Jess autherity than the Mr. Jesse
H, Jowns, then Chairman of the R.F.C., but vince elevated to the post
of Foderal Toan Administrater who stated :—

"The great majority of these imquiries and applicatinns for bariness
loass coome from applicants with promotional ideas, with no successfal
recond of basiness experience, apd litth prospect of sucoess or camvings,
In most cases there was no ecouomic justification for the loan sought,
aod which if made would only have had the effect of aiding cee
busivess at the expense of another.

"* Much ix teing said sbowt credit for little basiness and 1 call your
attention to the fact that 37 per cent in mumber of all cur business
Joans have been for § 5,000 or bess, 71 per cont for $ 25,000 or Jess,
83 por oot for $60,000 or bess, and 91 per cent for 100000 or
less.  Our average loan to busizess has been § 55,000

" Any deserving borrower, who can furnish seosrity that will reasonably
assare repayment of his loan, can have a Joan, if he will apply to the
R.F.C. for it, snd on very graerous torms, provided the loas will serve
n wselul purpose and is consistent with the law.

“There 3s not » littho-business max in the United States that is entithed
to a loan, with reasonable expectation of beimg able to mpay it, thet
cannot gt & loan, whether it is for $ 0500 or §$5,000."

Against this weighty evidence stands the opésion of pobody less
then M. Marrimer Eccles, Chairman of Foderal Reserve Boand whose
views may be summarized as follows :—

First, that there is » substantial number of deserving concerns vhan
papor, either because they are new or becawse of present business
conditions, is at the border line of bankable assets, and hence are unable
ta satisty theie short axd intormediste credit peeds at the banks, and

Becord, that there is a shortage of keg-term credit and capital for
smmall business arising from various canses, inceding mcreased cost
of istuing securities due to registeation requirements, prokibition of
security affiliates of banks, prokibition of underwriting by banks, and
elimination of loeal snderwriters in various small communities,

!

Y
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It was Mr. Eocles' contention that the suthority to make loans in
allovistion of these difficulties, which had already beem granted to the
Fedesal Reserve banks and to the R.F.C. fell short of the requirements,

Mr. Eccles emdorend the purpose of the Mead-Allen Bill but disagroed
ns to the peoposed mwethod, ie an insurance by the RP.C. for
financial institetions making industzial loans against losses excooding
10 per cent of the original Joan and at a preminm of -1 per cent
on the supaid balance, ssbjoct to cortain terwms of the kan.

Senator Mead subsoquently (in the fallof 1539) introduced & modified
Bill, based on Mr. Eocles proposal for the establishnwnt of a new
government agency within the Federal Reserve System to be known
as the Industriol Loon Corporation, whose fands would be provided
by the Trewsury ost of the remainmg profits of gold revaluation, and
comsist of § 100,000,000 of cagital and § 39,000,000 of surplus.  Ad.
ministration would be vested in the Board of Governors of the Federay
Raoserve System, and operations conducted through the twelvo Federal
Roserve Banks and their twenty-four branches ax fiol agencies,

The Corporation would have powor to issue up to $ 500,000,000
of its own socurities, guarantoed both as to intecest and prineigal by
the Usited States Governmemt. It would take over the prescat
business loans snd business boas commitments of the Faleral Reserve
banks and have suthority to make new loans to, or purchase preferred
stock from business enterprises for ptnodu up to ten years, and i
amounts not exceeding § 1,000,000 in case of any single enterprise,
with provision for amortization suficient to totire at least 40 percent of
sach outstandings withia the ten.year persod. Boshdes its power to
make direct loans, the Corporatiom would be authorized to atilize up
Lo § 25,000,000 of its surplus to inmere bank members of the Federal
Deposit Insurance Corporation sgainst losses on loans not exceoding
$ 25,000 to any one borrower,

In other words, what is proposed s a combination Goversment-
direct bending and msurance plan, designed, to quote Senator Mead,
vgo ease the eredit peoblomss of small and intsrmediatc-sized
husiness comcerns.”

Tt is significant that the Bill would put govemment permaneatly
in the bading butiness, whioh was not the case with the proposals up
to this time,

Owing to the outhreak of the war and subequent economic develop-
ments the introduction of the proposed begislation has apparently been
doferred aud, thus, also the decision on the issue; hetween Mz, Jesss
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Jones snd the badkers ea the one hand, and Mr. Eccles, backed not
ouly by his own undoubted awtbority, but alw by the findings of the
Hardy-Vimer Report and the Departsent of Commerce Survey on the
- other,
(43) MEXICO

The Mexican Banking Law of 1897 formsaw the creation of Banks
of Promotion (Refsccionarios) for facilitating the devdopment of
agricalture, industry and miming, by means of peivileged loans and
suthorized to issue short-tern crodit instruments bearimg intorest
sod redeemnasble at o fixed date, such bans to be granted for periods
not exceoding throe years, on secazity of real extate,

There are also Industrial and Agricultural Banks, which increasad
tapidly in recent years, wiz. from 3 is 1925 to 16 in 1903,

Under the Law of February 18, 1935, the Ceedito Popular was set up
as the central credit organisation of the local co-operative banks,
intended for artisans, workersand small indost riakists,

A special law as to industrial erodit was on §ilo st the end of 1930,
and was to be enncted after revision. ' Meanwhile owing to pobtical
changes, the Banco Nacional Obrere de Fomento Industrial (The National
Warkers Bank for Industrial Development), as established by the law
of July 22, 1907, differed considerably from what similar institution,
wsed 16 be in othor countries. Tts object is to facilitate new industries
endorworkers adwdnistration and all eredit operations with Jocaleredst
and other co-operative societies, In this it soens to point to the obd
syndicalist idea of the workers of esch endertaking becomingitsowner.

Inn the meantime Government allocated large amounts for worker
sdministercd cement foctories and the engineering industry. The
new Bank is to take into ita hands the credits hitherto granted
to the workers of various undertakings and to establish a plas
wnder which the workess administration of the wost important
industries is to be gradually introducted is accordanee with the
ecconomle poley of the Government,

The bank has not lent on an extended seale : until 1938 total crodits
graated amounting to 815 million pesos. The credits granted were
oxpeoted, however, to increase very mach with the acesmulation of
funds om account of the Oil Indemnity Fund which accordisg to & decree
of the President were to be colleoted by a 20 per cent bevy on il exports
i order to provide for future indemnifieation fortheexpropristedowners,

The total eapital of the Co-operative Societies entithed to receive
credits from the bank at April 1, 1908, amonnted to 2679 million
pesos axd their annual production to 20 million pesos. But, on the
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other hamd, workers co-operstives managing incportant industrial
wondertakings on account of the workers concerned are steadily
inercasing, the milways and the largest cement factosion having
. beem transforred to suck workers adwinistration. h

The Bank is administrated by a conusittee consisting of reprosenta-
tives of Goversment, the Banco de Mexico, thesubsidiarics of the Baneo
de Mexico for co-operative credit, the local co-operatives roceiving
credit from the Bask, and of the Central Trade Unica,

The officials are elected pablicly ; mesebers or employees of private
undertakings are excluded from being mwmbers of the Executive
Committes, IDirectors foes aro livited to 300 pesos per woath.

Co-operative societies applying for eredits have to acoept the contyol
of the baak which has a right of veto in respeet of all resolutions of
socketies in respect of economde mattors,

Article 32 of the Rogalations of the Bamk inmrects the Bank to
draw up am indwstrialization plan which when approved by the
Execative Comaittes shall serve as a basis for the credit allocations,

The institution is further ewpowerad to usderiake operstions as
» Trustee, subject to instructions given for eoch ease by the Federal
Government, with a view to taking upon irelf the responsibility
for esablishing new industries, and for finascing others which for
spacial reasons do not mank as co-operative orgmutio.s bat should
nevertheless be sapported in ord:r that they may fall in with the
ecomomio policy of the Mexican State,

The systesn built up with the support of the National Workers Bask
for Industrial Devoloptment comprises, st the presmt woment (1939),
about a hundred oeganizations in full operstion (incloding Crodit
Associations, Co.operatives of various kinds, and undertakings adminis-
tered directly by the Bank) which represent in round figures a
capitalization of Pesos 26,000,000 with about 12,000 asocisted
membees,

The bank carries on its operations not omly with the cagatal
provided by the Federal Government, but serves also to provide
investment opportunities for private capetal, to which it offers
special security.

Over and above its special functions as & ecodit institutios, the
National Workers Bank furnishes a service of technical dircction to
the co-operatives, ssocintions and organizations with which it is in
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touch, comteolling the obijocts of their operations, centralizing the pur.
chase of raw matsrinds and tools, and organizing the disposal of their
products, Heoee, it is not restricted to the provision of eredit
facilities, bat arta abo & o technioal adviser to the undertakings
that form part of it: system,

Neadless to say, this Institution adapts its investment pregramme
to the .pobey adopted by the Govermment, and although, owing
to the recent date of ita foundation, it cannot as yet count upon a capital
safficient to cope with ita extensive programine—a capital it
would be difficult to eollect in any sbort tisee—it undoubtedly
tepresents ane of the ywost Smportast stepa taken in Mexico not oaly
for the onganization of long-term craldit, but aleo for the spending-up
of the industrial development of the coemtry, ’

{#4) ARGENTINE

The Argentinian banks do mot practise direct participation in
tndustrial undertakings, The Banco de In Nacion ix, by its statutes
expressly forbiddom to pasticipate directly or indirectly in indus-
trial or commarvial entorprises.  Lately, however, a chamge in policy
soetnn to have taken place,

The Contral Bank of Argentina issued an official statement on Jane
26, 1940, 1o the offsct that as offer from the Export-Tesgort Bank of
Wiashington of & loan of US, $20,000,000 had been accepted with
the guarantoe of the Argentine Government. This sum will be received
in two quotas of U8 § 12,000,000 and U.S. § 8,000,000 respectively,
the latter ns soom as the former has been used, and will be repayable
by three equal snnoal instalments with interest at 500 per cent
per ansums,

The object of the loan is to fimance the importation from the US.A
of machinery and industrial and transport material to be used in
augmentaag the output of Argentine products for home comsumption,
asd ome of the fiest steps will be to sequire the necessary machinery,
eto., for constructing o pipe kine from the State Oilfields in Mendozs
o San Lorenso on the River Parana.

The doM,on undar this loan will be transferred to the Ex-
change Fund, which ix managed by the Central Bank for account of th
Nutwoal Treassry, aud they will be sl to the booal hasks who, in
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tamm, will place the dollars at the disposal of indwstrial and other
comcomy for perods up to three yearn, All operation will be
wontrelled by the Conteal Bask, sad details regarding terms and
conditions, sueh as the rete of exchange for repayment of advances,
aro to be sanounoed later,

The officsal statermmt comclodes ln.' observing that, at the current
selling rate of exchasges the total boan is eqnm alent in Argentise
cutrency to BL,600000 pesos, and that this isx the first time that
Argeatina has tried the cxperfivent of medigm-term fndustrial
financimg ; the venture is to serve as & tost for the genersl plan
of indwetrial financag which the Argentize Goverament is at peetent
studying.

(45) BRAZIL

The Brazilian commercial basks way be described as pure deposit
basks. Inorder to encourage the wniform developasent of imanufactur-
ing industry in the wholo country, the Government towards the end
of 1934 proceaded to establish industrial banks in every State.

In Novomber 1936, o reorganisation took place of the centeal
bank, the Banco de Brazil, as & result of which the direet Jending
to agreulture and industry in the national interest was wade possible.
Industrins using local raw materials or developing the natural
resotens of the country or nacessary for the national defence, may
ho grasted Josss wp t0 & waximum of five years, Sech loans are
to be granted im current account amd secured by A mortgage
ot the immovable propesty, mackines and equipssent.

The capital required for mech loans is o be procured by issue of
bearcr dobestures negotiable at the Stook Exchsnge isued for 1, 2,
3 aod 5 yoars currency. The amount and term of ssch dobentures
may not excead thoso of the collateral Josns.

The debentures are iswed in amounts of Ra. 300 ; 1,000 ; 10,000 ;
50,000 ; and 100,000,

For the purposs of organising such eredits » special Department
for Agricultural and Industrial Credit Bas been established whose
director hias beon pcmululy entrusted with the setting up of o maost
comipleto statistical sesyicn oo the satiomal prodection, with upedd
togard to supplying the national requircments,
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The repost for 1935 indicated that the Department was grantieg
two kinds of credit to industry, wiz, credits on raw matorisls, for perioda
up to 12 months, and oredits for technical improvements up to a
magimum of 5 years.  In 1959, under eertain conditions, * personal
credits " wore extonded.

The Dipartment is sot premélted to grant credits for the parchase
or improvessent of real property o the initial installation of machinery.

The loans are not to exeeed 40 per cont of the value of the equipment,
for whose purchase they are granted, Only in case of industries
wing local raw materials or being ol imspetance for the matinal defence,
1k loan can be extended to 50 per cent of immovable and movable
peoperty ofered aa secarity,

The mumber of indestrial accounts increased from 5,000in 1635 to 63,000
in 1909, with an inceenss in the balance ogtstanding st the end of the
year from 38,000 contos of Reis to 166,000 during the years 19651039,

Lake in the Argentines and other South-Americas’ Republics, 5o also
Brazilisn industrialisation was stimulated by the Export-Import
Bank of Washington, Is 1960 an Agmement was sigoned by
repeesontatives of the American and Branlian Governments for the
installation of a large-scale steel plant in Braxl, The finaneing of
this schemo fmvolves the sum of USB. $46,000,000, of which
US. $2500000 will b contributed by the Government, credit
institutioss and peivate investors in Bragl, whilst US, § 20,000,000
will be lent by the Export-Impoet Bank of Washington for the
purchase of material asd equipssent in the US.A. This loan, which
will be guaranteed by the Brazilian Goversment, will be repayable
over & period of 10 years commencing 3 years after the date of the
first advance. The completion of the plan is expected to take about
2} years, and one-half of the U.8. loan is to be made available for
the purchase of supplies duving the first twelve to cighteen months,
the balance bwing furnished according to the progress of the work,

(46) CHILE
In Ii'::mry 1928, the Instituto de Credito Imiustrial was established
a% & limited eompany for the pmrpase of granting credits to manu-
facturing industries in Chile. Of the suthorised capital of Pesos
40,000,000, Pesos 26,500,000 were subacribed and paid up by the Retire-
ment Funds Bxreanx and the National Savings Bank, and the Isstitute

was authorized 1o diseount doosments with the Central Bank up to
an extent of Pesos 25 000,000,
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The Institete geants boans to Chilean industries established in the
country and to foreign undertakings with moeo than five years retidence
i the country, Interest mtes flactuate between 8.0 per cont for ope-
rations wade with the Institute’s own capital, and 5 per cent for credit
operations qualified for (iscount parposes with the Central Bank,
In addition to providing indastey with special eredit facilities, the
Imstitute accepts deposits and discounts hilix. Foass arv seoured by
liens upon industrial property. The Institute does not confime itself
to credit operations, but takes an active part in the developaent of
industry in general, and is empowered 1o take over the control of indus-
teiew, if circamstances should make this advisable, The following
is & summary of the operations of the Institate from February, 1928,

uatil December 31, 1903 :— Peson
Coedits Solicited ... ... . ... ... ... 106,829, 07087
w Gramted ... ... ... .. .. . 110,015,148°35
w P OBt L. ol o die e e 88,384,017-70

v Repaid TR e S e e Py
The Joans outstanding on Decembar 31, 1933, were as follows :—

Pesos
OGN ohp - oea 7~ v aoh) | aied PRI R e 21106, 38757
Discounts with ('-ntnl Bnk vin i e 13,9006, 55700
Spocial Loans ... .o wi e e i e 5,137,416

Documsents co\m-‘ ‘umnteu o e 1, 421,983-96

41,082 363 28

In order to extead the operations of the Institate, authority was
sought snd obtained to incroase the capital up to Pesos 100,000,000, vz, :
30 Milkion Pesos (Shares “A") were provided for by the State.

0" v (Skares “B7) were provided for by the Natioma)

Savimgs Bank and social insarancs funds.

@0 w  (Bhares “BY) o0 bo sabscribed by these and

oll.nr song-public fustitutions,

The “ B " sharea being guarasteed for & 6 per cont dividend by the
State, the Tustitute s in fact & Stato department. In nccordasce
u...mu;, the daroctors are apposted : § by the semi-public institutions,

1 by the Semato, lbrtheluuo(mudm(&uudt
Dipatadors), 3 by the President,

-~
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The borrowers are to be subjected to a close examination of books and
accoants (if it i found that the doan was nod used for the parposes for
which it was to be applied the whole s borrowed becomes repayable) ;
and the regulations of the Banco Central as to the use foe the facilitios
(new mvwstments and parchase of raw materials) are apparently strictly
enforoad. The capétal avadabde for Joans is partly reserved for special
purposes, w3, 5 por cent of the capital to small industeies ks boans
not excooding 10,000 pasos at B per cent or beas interest and 10 pee cent
of the capital to hotel indwstries, The discomnt eredits of the Banco
Central de Chile (25 Mbl Pesos) opened by the Law 5185 are to be applied
" 10—

ptr oont
10 & loans to  small u;.mulawmvn (loans not exceeding 5,000
preson
10 S madium-sise mannfacturess (loans mot exceoding
10,000 pessa),
20 " medinm-size manufacturers (Joams not excoeding
20,000 pesos).

o » Co-operative  Societies.

The Tnatitute itsedf found the rules laid down too stringent, & thero
were apparestly Jess thas 500 o 200 ereditworthy applicants among
the very smallest and the mediunssize manufacturers. On the other
hand, the sati-inflationist tendencies of the Central Bank brought
about a restriction of the ceodits avaslable, so that at the end of 1933
out of the discount eredit with the Contral Bank of 25 million pesos
undet Law 5185 (see below) only 4,885 €000 pesos were acteally granted,

The sctual impoetance of the Institate is shown lesa by the credits

allocated (end of 1032 55-75 mill pesos
w 308N T
w 1034 3860 ,,
" lm ”'10 Ll "

than by the gearantoes given s favour of the Institute’s elients (end
of 1052 142876 mill; end of 1933 174840 mill. pesos).

At the same time as there was no influx of wew capital before 1035
the rather curoas offect was, that while Law 5185 increased in 1933
the eredit facilities by 25 mill. pesos, the total loans grasted by the
Isstitute on December 31, 1053, was 155 saill. pesos Jess than in 1932,
This may have been partly due to the bogal instability of the securities,

In 1035, ks order to facilitate the borrowing for indastrial development,
s megister of pledges has been introduced, Pledges of raw material,

-
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mansfactured poods, machinery and tools are effected by simople agree-
ment and registration in a publio register, 0o that the debtor (as trestee
of the pledgec) retains the possession,

The fact that in 1903 only 6 per cent of the bills discounted wera
protested, tosds to show the careful sloction asong the borrowers,

The above-sentioned inercassd discount fucilitios were granted undor
Law 5185 which was passad is Juse 1933, providing for u plan of Tndes-
trial Developtnent through bank cradit up to an awount of 300 million
pesos, of which almost one balf was allotted to the Nitrate industry
alone. By a law of November 1933, this total was raised to 460 millicn
posos, of which the share of the nitrate industry was fixed st 290 mil-
lions, Tt was provided that the Central Bank itsolf sbould grant direct
evedits usder these faws, if the credits supplicd by the comumorcial
banks did not attain the total fixed, Moreover, the documents agsinst
which the latter wero to graat the Joans in question, were made redis.
countable st the Cemtral Bank, although the credits were not of & short-
term character.

It shoulil be mentioncd here that Chilean conunercial banks, as
a rule, do not maintain olose rolstions with industry,

Out of the above-menticaed credits, the Central Bank, under the
Law No. 5150 of June 30, 1933, was roquired to grant credits to the
imstitutions mestioned below e

(1) Industrial Credit Institute ... .. ... ... Peswos 206,000,000
(2) Miming Credit Instituto .c. v v e e 4y 65,000,000
(3) Conl Produotion Ofbee ... ... ... 0 o o 10,000,000
(4) Agricaltural Credit Institute ... ... ... , 40,000,000
(5) Agriculturs]l Colonization Institute ... ... 20,000, 000
(6) Niteate Industey ... .. .o w0 w0 10,000,000

Pesos 300,000,000

, A———
As the Instituto had to pay 6 and 7 per cent (guaranteed ) dividend
respoctively and the credits granted out of its own capital were
subsequently rather exponsive (§ per cont) the restriction of discount
facilitios (which cost the client § per cent only) was keenly felt, nos
only with regard to the amount, bat b for its cost,
Another industrial credit institute is the above-mentioned Mining
Credit Institute (Caja de Grodito Minero) which was established in 1927
1o grant cradita for thedevelopmentof miningindustry, It is suthorised

PI
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to buy and wsell minerals, aoquire and exploit mining properties
sud pacticipate in all phases of the mining industry, The eapital of
Posos 060,000,000 was subscribed by the State,  The Joans outstandiog
per July 31, 1935, were Pesos 18,900,000,

No informatica in at hand on the Tndsutriol Developwent Tnstitute
which had o balusce of Pesos 300,000 outstanding per July 31, 1105

{47) COLOMBIA

Basks in Coloubia must eot hold shires in industrial enterprises for
their own account, but they may bold bomds of transport and industrial
companies of certain categories defined by law, The total of wech

hoblings, howover, must not excend 10 per cont of the capital and reservea
of the banks.

In August 1562, a Contral Mortgage Bank, created by law with a share
cagatal of 20 milliom pesos, started operations. This Banco Central
Hipotecario was authorised by a decree of Decomber 6, 1937, to open
an indusrial evolit section to make loans for terms not excending five
yoars by the isue of “ Industrial Credit Bonds." The boads aro to
be guwiranteod by mostgages oo real eatate and by industrial liens on
machinery,

In 1940, Decree No. 1155 (Credit Operation) provided for a boan
to the Government froms the Banco de ls Republica up to 20,000,000
pesos or the equivalent in foredign currencies. The proceeds, to the
extent of 17,500,000 pesos, were to be employed among other purposes
for the sabwcription of new eapital to the Cajs de Credito Agrario,
Industrial y Mivero (7T.000000 pesos) and the subscription of new
eapital to the Instituto de Foosento Tndustrial (see Dicree No, 1157
meationed below), (2,000,000 pesos). This loan will be oatside the
Government’s eredit limit for current banking faeilithes with the Baseo
de la Republica. Tt is understood that the Iatter Institution will
reotive some 17,000,000 pesos from the sale to importers of foreign
exchange available under the credit of US, $ 10,000,000 grasted by
the Export-Tmport Bask of Washington.

Under Decree No. 1387, the existing debt of the Colombian Govern-
went to the Banco de la Republica, as well &3 the new lean contracted

Io
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under Decyee No. 1165, will be convertad into Internal Lasd-Salt
30-Years Bonds bearing intorest at the same rates as the loans they
replace. The Banco de la Republica will continue to exploit the
pational salt mines as heretofore.

Decree No. 1157 (National Ecsaoasic Davelopesent) gives wide powers
to the Munistry of National Ecomomuy to carry out a geaersl Plan o
foster the coomomde aotivities of the country, and particalarly such as
would assist the Republic in beocossing independent of supplies from
absoad of foodstufls and raw materials for industry, and to promote
the developamont of new industries and exporta. Primary attention
will therefore be given to the development of production of food and
medicinal products as well as raw nuaterials for industry, and the exporta-
tion of commmerelal prodocts. The Plas will cover not ouly the study
exploitation, use, methed of production and cheapening of products
. but sleo questions relating to power, combastibles, construction
materiaks, ete., as well as technical tesining a=d the kncrease of
productive capacity. The Plan is sobdivided sider three headings,
namely, (a) Agricoltural development ; () Catthe-raisiag development ;
(¢) Developmoent of manufactures,

This Doceoe, which is of a very oomprehensive character, further
provides for the formation of the Tustitute de Fomento Industrial to
assist  basic indestriee, Docree No, 1419, 1940, relates specificaliy
to this proposed Institute de Fomento Industrial.  The [nstituto may
prosote asd swist new indwstries either by subscribing up to 51, per
oent of their capital or by making or guasantecing losns, and may sl
contract loans at Bowse or abroad which may bo guarantesd by the
Governmest, The following naticsal industries are 1o reccive sssis
tatice under Decren No, 1157 : iren, coal, coke, ete., lead, copper,
zine, tin, meroary and other metals, orrazics, glass and cuswmels, soda
anil associated industries, salphunio seid, carbide, ete, manure (natuml
and systhetic), mineral salts for eattle, animal fungeides and
insrcticiles, osllulobd, vegetable extracts, medicinal peeparations and
orchids, fibrea and vegetalle offs, naut-oils, ivery-nut, coffee hy-
products, maiee and other orreal prepamtions and preserves, froit
preserves, fishing, wool, preparation of skine and furs ; pastearization

of milk.

Decres No. 1439 stipulates that focesgn capatal impocted into Colombas

befare Febroary 19, 1905, emnployed in any of the above mentioned
1"
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industries through entities in whick the Tnstituto de Fomento Indastrial
holds shares, or invested in bonds of the Instituto for at least theee
years, i coaceded the right of re-export.

By the terms of Decree No. 1404, the Natiomal Asociation of
Mazufactarers, with subsidiary bodies in the Provinces, is established
in order to assist in carrying out the Beonomio Plan.

(48) PERU

In January 1933, the Isdustrial Bank of Peru was established with
the object of “ encouraging the production of these articles which are
now smported but which may techmically and economically be
produced in the country.” It has o capital of 40 million sols, of
which the State coatributed 20 mallion sols by the levy of a speeial
I per cent ad-walorem tax on all imports, At the end of 1935, the
Central Bank held for the account of the Industrial Bank gold
amounting to ME.5675 wols.

400,000 shares (“A") were subscribed by the State, 200,000 shares
{"B") by the publsc, and the balamce left for sabscriptions from baaks
("C™) and tndustry (“D7),  As the “A" shares appoint 3, and each
of the other elawses 2 directors, the balasce of powers is well secured,
An institute with a nominal capital of 40 mill. soles is of relatively
high importasce, the total carrency in cireulation being less than
100 millions.

The import tax apparently was collected extremely slowly | the sams
at the disposal of the bask on December 31, 1908, amounted to not
mare than 2,217 mill, sols (= £ 210,000). Theoretically, the montily
fcome from the tax sbhosld be abogt 160-180,000 sols (the average
menthly imports being in 1905 16°6 and in 1907 155 mill =ols). The
sctaal income from the tax apgears to have been less than 80,000
sols per wonth i 1057,

But even if the import 1ax wore collected and deposited in sccordsno
with the provistons of the law, it wosld have taken aboat eight moce
years before the State’s share in the capital wosld have been colleoted,

In Novwmber 1906, the Bask actually commenced busivess. The
splere of ita mctivities was naturally limited by the lack of available
fuzdds. The vast possibilities for & development of the State’s natural
resouroms and supply by natioual production of goods kitherto imported
have mot yot been made us of under this system.
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Another Government bank, the Boweo Ninero del Perw, was to be
establaded in the course of 1935 with the object of exploiting direetly
and indirectly the miseral resosrces of the country.

The law (No, 91567) concersing this bznl: however, lecame effective
ooly in 1040,

The bank i 1o finance companies estaldished in this oounuy pro-
vided that sixty per cest of their capital is hold by Peruvians, asd
shoald peove of much valee in aiding the development of the mining
mdastry.

The authoriond capital of the new bank i 50,000,000 sols, whelly
owned by the Government, asd to be derived from (a) a tax of 2 per
oent an exports of gold, vasadsmm, tungsten, melybdemum, manganess,
tin and petroloum ; and (&) & tax of 1 per cent on exports of all other
miserals and petroleuns derivatives, The mitial working capital will
bo obtained by Government borrowing from the Central Bank or the
commercsal banks,

(49) URUGUAY

After & Law had been enacted oo September 24, 1028, providing
specaal industrial credits on goods is warehouses, in 1900 an Endustrial
and Rural Credit Department was established with the State owned
Banco de la Republica, to provide long-torm Joans to industries, also
new ones, and to asmist in the amalgamation of existing enterpeises,

The credits granted by this Section are divided into four categorins ==

(1) Presds Indestrial, ie. a registered plcﬂe without possession
for the crediter ;

(2) Hipotoea Industrisl-ie. mortgage credite

(3) Discousts erodits for industoes ;

(4) Credits in curront sccount, and on securities.

These loans are maisly to be used for :—

(1) Industries which the Bank comsiders useful for the Natiomal
Economy, and which, after exhaustive study, recomsmend thesselves
for special facilities.

{2) Favouring the development and peactical application of indwstrial
processes by persons of recoguised monal standing, tut limitod means,

(3) Stimulating the exploitation of msteresting inveations.

(4) Favouring combines of prodwcers.

12
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The Bank renders also assistance by tecknical advise to manufactarers
and in the stering, exporting and marketing of local products. It took
an active part in arrasging the Indestrial Exhilation m 1933,

As theto is practically no other sosree of cendit available to the sensll
industoialists the Central Bank has practacally comtrol of the economie
ayatem as far as export and import of industrial goods is concerned.
TheCentral Bank purchases or assists in the purchase of all raw material,
in the provision of induestrial premises, purchases trocks and instal.
lations and provides ar helps to provide cold storage facilities, and
finances combines for fruit preservation, etc.

The world slump in 1931 caused the Central Bank to embark upon
a deflationist policy ; but in spite of this change in polioy theindusteial
aredits continued to ineteass in 1931-1932 becasse the Enancial leaders
weze inclined to favour the developaoent of locsl industry ax a remedy
against the sluomp ks agriculteral oxpoets. In 1933, however, the
industrial credit was reduced by about 10 per cent and this downwan!
movessent continged with theexception of 1936-1936 when the teade
revival required additional Current Account and Lombard credits. The
Bank's teports indicate that Lombard eredits have kept on the incteas
throughout the nine years, 1020.1937, while other credits decreased
sinoe 1902, This leads to the conchusion that this kind of credit has
bean found the most asitable one for the specific need of Ursguay's

industry.
(%) VENEZUELA

A Decroe signed by the President of Vemezuels on July 23, 1937,
provides for the establishesent of an industnial bank to be known as
the “ Banco Industrial de Venezwels.™

The bank was to have a capital of 10 million bolivares, of which
50 per cent were to bo subscribed by the State, the remainder being
offared for public salseniption. The head office i o be in Caracas,
bat braschos may be opened elmuwhere in the country.

The object of the bank is to assist in the promwotion of natiosal
manefacturing and mining indussies, and for that purposs it is
authorised to make loans from its capital. As secarity for sech loans
the bank may accept mortgages on property, liens on isdustsial or
mining products or merchandise, or other guarantees. [t may also, at
descretion, grant Joans to small concerna without security.

</
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Loans to any one concern or individual are limited to 100,000 bols,
if guaranteed, and to 20,000 bols, if unsecured. They may be
granted for from two to six vears and are to bear intorest at from
3 to 5 per cest per anmum.

The bank may borrow meney o the security of the mertgage and
other guavantees which it holds. It may aleo receive deposits on
savings accounts, repayable at fixed terms, up to 5O per cent of s
copital, but must koep a reserve of at Jeast 15 pee cent of such deposits
in legal tesder {or in goll specie if they have been made i gold).
With the fands wo obtained, as distinet from its capital, it may
perform all kinds of banking transactions sanctioned by the existing
Bankisng Law.

The profits, if any, are to be distnhuted as follows :—

10 per cont to resctve ;

10 to a guarantee fund ;

0 . for amortization asd depreciation ;

5 . for the board of direstors and stafl ; and
70 . for the sharcholders.

The dividend payable to the State in respoct of its half share of the
capital is limited to 2§ per conl per annum.
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Y. -Summary asd Conclusions

In the forepeang chapters are recorded the various attempts® to cope
with the probless of credit for industey, made in fifty countsies in all
parts of the world and at various stages of industrial development,

The following features stand owt in this vast experience ;-
Orgamization.

We havo soen that tho German systom of using shoet-term deposits
by cossmercial basnks for the ' temporary financing ™ of bong-term loans
or investments, though still advoeated by certain German vconomists,
s universally rojocted and a separation of tha kind of business from
commercial banks advocated, At the same time it was found desirable
1 collaborate clossly with these banks, which by the daily currest
account movemsents and discount business have ussally an intimate
knowledge of their clients business,

But, not even the = Gorman " system did suffice to supply the long-
term crodit required by smaller industrial concerss which have no
access o the capital market. :

Investoss, 0o, bave become more hesitant to abaoeh “ unseasoned ™
industrzal isnes.

For this resson it became necessary both to develop new forma of
oeganizations for the indestrial credit supply, and to make available
the necessary funds,

These requirements have been met = .

(a) By direct Jending from Government funds (Central or W)'
through special Governmental agencies, of by establishing special
industrial credit institations, wholly or partly financed by Govern-
meas, out of their regular fands, or by u special tax on certain imports
oF exports. .

(b) By direct lending through special departmeata of the national
or central banks. ]

*Owrtaln mador acvas of fnascial smeivity havo bom atmost eaticely neghected,
for exsiph the coablarabe volume of finanring (hat b oarried ca outebdo banting

vhacizels In the forme af desler and mansfacterer crndit, Emance com [aay, selivilie e, :

e exintonce Al s wilely recogainnd, bat again wo know Jintio of e e, novemmi
umumawngwm.uwm,
xﬂv'd. lm,o
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(¢) By grasting gusrantees on debenture iesuwes of puble, somi-
public or private induostrial eredit institutions, which aims to supply
the required eapital to industry by * debenture substitution ” or
on credita granted by Saving Basks to small manufacturers,

(d) By private Gnance institutions working with their owm capital
only, or with eapital obtained by issue of Jebentures,

Share Capital,

1t appears that, with the exception of Geeat Britain and Franoe,
in all counmtriea Government had to render assistance in making
available the funds required for credit to indwstry. Even in Great
Britain the first experiments were * sursed ™' by the Bank of Kngland,
and public fends supploment the regular credit sources in the
Special Areas.

This action of Government is frequestly sugmented by the support
from the centeal or patiomal banks as shareholders in industrial
credit institations.

In a large namber of cases part of the capital — often that taking
the first risk — was provided by the beneficiaries of the credits, orby
industry collectively. In  small number of cases private banks
appesr as sharcholders in such isdustrial eredit lustitutions, whibe
sovernsl of them wore established to unburden cosmercial hanks of
their indwstrial long-term sssets or to rediscount auch loans,

Loan Funds.

With the exception of Government agencies for direct lending in
abenost all eases the bulk of she fands are obtained by issuing debentare
Yoans, intersst and capital of which are often geamanteed by Govern-
ment. In most cases whero this gesrastes was not granted, the
institution failed in ita purpose. Some institutions are granted
re-discount facilities with the matiomal banke Lengterm deposits
frequently appear as additional erodit source,

It appears that no particulsr weccess has been achieved so far in
mobilisisg the *free " capital for industrial dovelopeent.

In France and Great Beitain funds are made available, too, from the
banks and inssmance companies with whom the industrial credit
agencies are connected.,
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Businete Trommesed,

In smany cases the credit institutions or agencoes restract their ac
tivities to granting boag-term boans on industeial propeety and for other
MOCULiLies.

In a fow canes abeo special sbort-term credits are granted, suck s
Lombard eredits on mw material and goods, but usually this is lefe
to the commercial banks.

Tn most cases boana ate granted only to undertakings which have
been in existence and operating for sesse time with a fair prospect of
suocess.

Oaly verr fow of the agencies, either working with puble funds or
own capital only, grant also ** promoting evedits ' or share capital,

Co-operation with other Banks.

Some of the special institutions for industnal long-term losns wero
lirectly established snd are comtrolled by deposit banks (France).

Sowe of them act an central banks which accept applications and
grant boans only through the channel of the regalar deposit banks,
and the hatter ussally share in the ruk.

In most cases advisory committees are sppointed, with a fair
representation of manufacturess, to coasider the applicatioss foe boans,

Applications are always carefully investigated and sometimes alwo
submitted to techmical experts. The mocarities offered are ussally
evaluated by experts at the applicant’s expense.

The procedure botween application and granting of the loan takes
wsaally soveral weeks. .

Claentele, A

In tmany casos the clientelo is specially mentioned, wis. the suall
and madism size industry.  Whils sometimes o boundary kine is drawn
towards the artisanate(Norway) no delinition is given where the medium-
size indwstey ends and large scale industey starts. Bat on the whole
Joans arw limited to L. P, 50,000 (Credit for Industry) or to Joans smaller

than the minimuss isae permitted to be introdeced on the securities
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Attention is also to be given to & proper division of risks, among
the various brasches of industry.

Terws. of Credit,

The cost of the cradits vary considerably from 4} per cent where
the credits are supplied from Government funds to, what scems the
maximum, 11 per cont in Roumania (since 1503, gradeally reduced
to 7 per cent), and 10 per cent in Greece (mow reduced to 5§ pee cont),

The rate is ussally determined by the intotest pavable on debestures
abroad and the cost of administration. la certain countries un
additional ** Risk Premium " is charged.

The acteal cost in most cases will be between 7 percent and 8 per cent
Interest.

The periods for whick loans are grasted vary from country to cosntry,
The maximum term 1¢ 20 years, while om the whole crodits are granted
up to 10 years, The amwoant of the loans is ussally Bmited to
su absolute maximusm (£50,000 Britain and France, £ 25,000
Germany, as well ax by the value of the securities offored). The
peecentages vary bere. On baaldings usually 530 per cent, and on land
§ of the valee if the property can easily be converted into housing
scoommodation, otherwise 30 per cent.  On machinery 30 per cent if
it &5 modern and typical for the respective industry, and 60 per cent to
75 per cent on the market valse of securities,

In & few cases, sech s the Chartethouse Industnal Development
Company for instance, the institution besides lending the capital
at a fixed rate, ussally takes a share in the equity of any business
they may assist, upon terms as fixed betwosts the parties,

In almost all cases the lending institutions retain their nght t.
exervise u steict supervision over the debtors basiness, by appointing
an anditor, by repeatod examimation of the accounts and records,
but they ramly participste in the managessent by appeintiog a
WN to the board,

It is, naturally, too early to state anything comelusive about the large *

number of experizeents made in the fiedd of industrial eredit during the
last two decades.

Pirst of all, they followed different ohjects A-doom«pmdy applied
different mothods. In some countries the newly created spacial credit
agescies wero supplying primarily * promoting " crodits. This is par-
ticularly the case in countries of mew industrial development, such as
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South Amenica, where publie funds wero used for this purpose. The
demand for such credits bas been vedead in all “ colonization ™ eountries,
like Palestine, where the industrial settler expericaces comsiderable
difficalties to mpglement by loans his frequently insufficient capital,

A wimilar complaint, however, is eaised i bighly developed countries,
like England, wheeo the lack of capital for expleiting industrially
mew patents or inventions and for the “imcubation ™ of sew enter.
prises was recently bemoaned {of. ~ Plassing " No. 123, May 1988,
“Beitish Management Review ™ Vol T11/1, 1935). It ks clear that
such eredits can only be suppliod by Government and by public-
spirited persoas, like Lord Nuffield, with a view to improving thereby
economie conditions ; of by investors willing to accept a speculative
ek in consideration of a share in the equity. It ean be done by a
regular industrial credit institution operating with borrowed funds
only %o the extent as accumulated reserves will permit a risky
investment. As, however, Jow costs are demanded for such credits,
and as their administration is secessanly an expensive one (as we
shall see later an), there will bo only & meagre margin beft for such
iavestments.

In other countries the new industrial credit agoncies were created
for the purpose of saviog the commercial banks holding cormiderable
amounts of frozen mssets, rather than the direct bemefit of industry,

But in most cases, particularly where funds wore partly eltained by
itsue of debentures or of loans from amociated banks, the credit
spencien had to limit their scope of business to industrial undertak-
ings which wero i operation for some time and had shown geod
preapects for developesent. Tt appears that, on the whole, the resslt
was satisfactery and actual lesses wore vory small.  The expofiments,
#0 far, must be considered spocessful and encouraging with regard to
this wpect of the business,

They appear to have been loss sucoossful in their atterapts to mobilie
_ capital for the benefit of small and medinm-size industry, and, therefore,
with fow exooptions, had to mly on Government assstance vither in
form of eapital, or in form of a guarante -on debenture ssees. [t i
for this reason, that at the present stage of its development, the new
industrial oredit systesn shows a far-reaching tendency towards
socialisation 10 nationalisation. This tendency, howeves, may change
in time, when sach istitations, after yrars of operation, cas show »
ratisfactory record of profita and reserves,
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This dependence upon profits — if private capital sources are to
bo mohilized -~ is & major (actor in determining the cost of the eredit,
For some years fo como tho interest om such capital will have to be
higher than that on gilt-edged secarities® and probably also than oa
general mortgage bonds, i.e. not less than 5-5} per cent, and protubly
as much 3 7-8 per cent.  Oue should recall here the comsplaing of the
Federal Reseve Bank of New-York, that the charge of 6 per cent
peoved insuficient to eover expenses and risk,

The other factors determining the cost of credits are the rather high
expenses of administeation which are conditioned by the character of
the secarity for an indwstrial lean. Though this security weually
takes the form of & mortgage om the industrial proparty it is fundamen -
tally different from & mortgage on wrban or reral property.  The latter
represents an objective valuwo, and in came of default by the owner,
theee is little diffcalty to dispese of the progerty. The value of
mdustrial property, however, is dependent to a high degree om sabjective
{actars, mch ax experienced management, efliciency and competstam,
And in times of rapid change the small man, who is foremaost ender
comsiderntion as clent of the indastrial credit institution, will require
sapervivion, advice and guidance.  Many of such men, bewildered often
by the problems arising oat of the growth of their endertaking, are apt
to Jossn their head and commit grave mistakes which endanger the
oxistence of their enterprise. For this reason lcass to such weder-

takings require not ouly a thoresgh investigation by fisancial and

 technical experts prior to their sewe, but also cosstant superviosn

during its currency by frequest aodits, ete., and a close contact of
the executive aff of the credit imstitation with their chients. The
institution, in turn, muost be staffed with a group of experts, compe-

tent and willing to co-operate with the masulacturers in theie daily =

problems of organization, operation, marketing and finsnee.

Such an organization, howewwr, is contly and where these costs are
pot borme by a grant from pabdic funils (ax it happened in & few cases)
have to be paid for by the didnt,  In fact, the services rendored to ham
ate pot overpaid and should not Le cossidered a1 cost of eredit.  They
wetually should rather bo padd by equity in the prefits, than in interests
un the loan, which then oozl be kept ca & lower level.

It is still held in some countries that the most efficient supervision
over the long-term kasa is their joint administeation with the regular
mﬁngbuimwd&mh-hnndinmhmmiuinm the
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exclusive bosiness of the client. This view has been rejected by
others who consider such exolusive bustiness an undue incresse of the
risk comnected with any ome business, A combisation of this kind
may be possible where the JAn w4 kssoad by the industrial credit institu-
tion through the channels of a commercial bank. An additiosal
guarantes of the latler may enmire the proger sepeevimon of the ban,
bat will not do away altogether with the necessity for a direct super-
vison by the central institution.

In onder to compensate for the risk element which is of partioular
importasnce in the industrial erodit business, certaininstitutions, ussally
those which refrain from supervision, charge a risk premiwm to the
barrower, while others, in order to redwee the risk, lasd down stringent
rules as 80 the extest to which industrial property ean be sccepted as
eascanty. This however redoces a possible loan to an inoffective level,
and for this reason sdditional securities such as life inserance policies
have somotimes been proposed.

The basic organization of the indestrial eredit institution, s it
developed in most countries, was conditioned by ita funotion, ie. to
make available long-term eredits of a capital nature o industeial under-
takings which owing to their size bave 5o aocess to the capital market,
Tho mustitution therofore selutitutes its own debantares for those of
the undertaking. But it s eltinately the institation and its manage-
soent which commani the confidence of the investors and wot s much’
the securition offered for the debenture,

For this resson it appears sdvisable that fuitially the institutions”
resomrces’ should consist emtirely of share capital which, though
modecate, mast be sufficiontly large to enable » spreading of risks, as
well as to carry 1he considerable overhead oxpenses, A portfolio of
seasoned loans acquired by share capital =ill make oasier the later

issge of debentures.  And 20 will the reseevin, which to accamulate the
share-hodders will have to focego their dividends during the first years.

A careful operation on these lines will possibly attract alwo long-
berm deposita by Government, commercial banks and insurance oom-
panies, us well 24 umall svers deposit ceetificates, which should form
A8 fmportant part of & seasoned institution's working capital.

From the focegning wo may conclade that indestrial eredit institu-
tions esablished by private initiative and rolying om the capital market
may costribute considernbly to eass the demand for such credit, but
owing to the cost of capital asd the risk involved, such credits will not

S A P . a
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be cheap and a rate of 7)-8 per cont will be the normal for such
credits, usdees cheap capital is nsade available feom publio funds.

Tt has not been possible in the preceding chapters to draw a sharp

' lime in cach case between the supply of crodit and the supply of eapital,

Tt is, in fact, not always casy to draw ssch line, as, particclarly in the
case of amaller wxdeetakings, long-terms crndits provide the funds whick
they cassot obtain on the capital market. But, ks order to complete
the picture of the responsibities sccepted by the State directly
and indirectly, wo recorded also the investment activity in cases like
Egype, Tran, Iraq and Tarkey, of peblic or semi-pablic oredit institutions.

The discossion on the * Pros and Cons = for separate indust rial oredit
institutions often suffers from the unprecise u<e of terms and mwch
misumderstanding i thereby created. The differenco of opinion witk
regard to the need for special industrial credit facilities in USA.,
for instance, may, st least partly, be due to different comecptions of
what financial assistance such facilithes should provide, p

But the issoe beconies more contradictory by the asomaloss position
of an alltime high in deposits en the one hand, and unratisfied
oredit demands on the other. The banks, anxiows to employ their
deposits profitably, resext any intrasion of the State into what they
considor their domaine of business and gradually they enter the field
of long-term loans, within the limits of liquidity set by the Supervisor

- o Banks, Tt isteo carly to sec whether this development will lead thom

i the direction of the German * mixed system.™*

Deposits, however, have reached their all.time high becawse their
owners refuse to invest them in indwstrial ventares, a3 they did bedore,
no w “searoned V' indosteial coneerns "lmlt' paper in Ml'l)' %
pegotiable, now Gnance themselves out of their reseeves and

ition fands and rarely offer issues to the investor,  To fimance
pew or small concerns, whose paper i not easily negotiable, would have
seant, under the unstable econditions of the Last decade or 50, to freese

® Tho fact Uhat institutbons specialiting openls i finsacing in iatormaliste indastria)
"mmmhwzﬂ. Al innleod, that ovblonees of debt 1o flsaneo (nlermediaste
cradit meeds are dificalt 1o fisd, inpdies neithor thas these cradit ponds are relati
wmall aer that they have not been supplind by our Snancial lnetitations, Rather hank -
iog bagisdatin hae favoured fiaancial aseets jn the forms of shortterm comanercial
Mhbubw‘h’-m\llolﬂmh‘nmmw
. adyswing Duvde inder this foem with the undmstandiog that these nstes woubl be
repewnd on materity. A Pragram of Foancial Ressarch, Nalioes] Burcas of
MM ”'*u.. 'm:
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on's capital for any length of time, which in view of these very
conditions, did pot appear atteactive to the investor, There was ne
compensation foe the risk involved, x5 any keger peofits would be taxed
away by Government and it appeared peeferabie to buy easily marketalle
Goversment souritios with a lower, but safe indome and oftw
freo of taxes. Goversment thus abde to comssand over large funds
was obliged and compelled to substitute its paper for that of sdustry,

This pbenossenca, most apparent in the US A, indicates & trend.
as previowly mentioned, towards the nationalisation or socialisation of
banking, and by its implications, partly slso of industry, a prospect
which arouses ko opposition of bankers sed manufacturers alike.
It & this fear which probably coloars somewhat the debate on the
desirability of special Government credit facilities for indastry.

But the contemtion that the facilities made specially available have
ot been made really use of by the public for which thay were designed,
moquires furiher olose examination with regurd to the reasons. It
coml mot caly from the US.A In Englasd and Sweden similar
complaists are heard, and the Fisancal Committen of the Leaguwn of
Nations, adter reviewing im 193 the special {ncilities for medinm.term
credit im nine coantries, comes Lo the conchasion that * the small volume
of oredit extended dees strongly suggest that there is no great wrsatisfied
demand st the present time,”  and that “ where gaps exist in the
financial machinery, they are narrow and are gradoally closed” B
they likewise obwerve that owing to rapidly changing conditions, =et enly
bendersare reluctant to extend eredits, but busisess is redoctant toborrow
for bomg periods, The Committos finally agree that theso are impadiments
in the sapply of equity capital, as distinet from medium-term credit to
industry, which they mention as requiring the st seriows consideration.

The war has interrupted the diseussion, and has prevented, for the
time being, the following up of the peosent Survey of Credit to Industzy
by as Enquiry into the effectivencss of the measures here recorded.
This must be left for o future date.

It woull be unwise at the gevsent juncture to specslate about the
future, But ome can safely assuma that under the conditions of post-
War reconstruction the presest trend of Gowvernment intervention in
the supply of Credit to Industey will be steengthened, whatever eco-
vomic and political system of Government may peevall after this war.

Jeruslew, August 1941.
Kugr Gruswarn
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