DISSENT, RESERVATION AND ADDENDA BY MR, CHIFLEY,

Desivable Objectives of « Monetary and Benking System: MHellod of
Achiceement (pare. 517}

I. In the opinion of the other members of fthe Commission,
the achievement of the objeetives of the monelary and
banking system outlined in the report is most likely to result, “in
the present eirecumstances of Australin ¥, from a system in which
theve is o government-owned central bank, regulating the volume
of credit and: eurrency, and, “as an integral part of the system ”,
privately-owned banks, which distribute that volume, and whichk may
be advised generally by the eentral bank as to the direetion in which
the distribution should De made.

2, With this opindon I am wunable to agree. The evidenee given
bhefore the Commission, and personal ohservation and experience,
lead me to believe that there is no possibility of the objectives being
1gached, or of any well-ordered progress being made in the community,
under a system in which there ave privately-owned trading banks
which have been eslablished for the purposes of making profit.

J. 1 realize, however, that a government-owned central bank,
with ample powers, whose poliey is determined and directed wholly
toward furthering the interests of the community by men of eapacity
and courage, i8 a most importdnt feature of any banking system.
Decause of this, I have joined with the majority of the Commission
in considering how a system, in whiceh, in addition to the government-
owned eentral bank, there are privately-owned trading banks, can
best be operated. .

4. The motive actuating those who establishh private banks is
the making of profit, When bank capital is subseribed, or bank shares
are bought, what induces the investment to be made is not the
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rendering of a serviee to the commumity, but the opinion of the
investor that there is a financial advantage in ihis particular invest-
ment aver others offering. If the investor were not of that opinion,
there would be no private banking: This is not to say that private
banks give no consideration to the public interest, but they do 8o
only under the pressure of public opinion, or from motives which
bring to them prestige and confidense and, in the long run, profit.

5. In times of gencrally advorse conditions the profits of tradily
banls may be redueed throngh deelining business, and the Dhanlks
may even be willing to sacvifice some immediate profit by aeling in the
inferest of the community; but they eannot. for long continug a poliey
adversely affecting their profits, Privately-owned trading baxks will
therefore act much as any other eompany of individuals formed for
the purpese of gain. The effeet on the eommunity, however, of the
netion of most compunies is of litile moment compared with the cifeats
of the actions of banking companies.

6. Banking differs from any other form of business, because
any action—good or bad—by a banking system affects almost every
phase of national life. A bapking poliey should have one sim—
serviee Tor the genersl good of the community. The making of profit
is not nesessary to sueh a policy. In my opinicn the best servies to
the community ean be given only by a hanking system from which
the profit motive is absent, and, Lhus, in pravii~ cw'” Ly o system
entirely under national control. :

7. In times of unhealthy boom conditions the trading bank: we
upable individually to check these conditions, and collectively they
have never attempted to do so. The fact that they have never even
nade o collective altempt indieates either a belief that they cannot do
50, or that the desire for immediate profit during boom periods over-
rides any consideration of the national interest,  The evidence
convinees me that the banks, during some years before the depression.
encouraged unhealthy economic conditions by unsound advaneing.
During a depression or feared slump, the banks, in their own interest,
and to protect their depositors, on whose confidence the banks’ prestige
and solvency depend, adopt a policy of contraction which intensifies
the evil. Contrary to what should be expected in an cffective banking
gystom the banks have been eapable of creating boom conditions; and
they have been ineffective in checking or minimizing a depression,
The facts presented before the Commission show elearly that the
part played by the trading banks in enabling o measure of reeovery
from the recent depression to be achiaved has been very small. That
measure of recovery has been achieved mainly beeause of aetion by
Bovernments and by the Commonwealth Bank, combined with rising
prices for exports. Private banking systems male the eornmunity



214,

Disseny, Resenvarion axo Aobewpoa by Mp Crirugy,

the vietim of every wave of optimism or pessimism that surges through
the minds of financial apeculstors, I wish it to be clear that T do
not suggest any dishonesty on the part of those who operate privaie
banlking in Australia, or that they have been guilty of motives other
than those which sctuate any other private institutions engaged in
profit-making. My criticisms ave divected at the inability of any
system whieh includes privately-owned banks as an integral part fo
finction in the best interest of the community.

8. The opinions expressed by the majority of the Conunission
that a central bank should be responsible for the supply of eredit
and curreney, which should be distributed through the trading bimlks,
seam to mean that the central bank should operate not only in the
interests of the community, but so that the private banks may
continue to make profits.  As I have alveady stated, T think that
bankiug should be conducted withouf profit-making considerations, -

& In my opinion, the objeetives of a monetary and banking
system for Australia, as outlined in the Report, can only be achiered
with the Commonwealth Bank functioning in the following way :-—

(@) As a central bonk controlling the volume of eredit mnd

" eurreney. _

(b) The central bank to have a teading baulk depurtment
through which this volume is distributed divect to
industry.

{(e) The savings bank department of the bank to continue as
an adjunet to its central bank activities.

(d) There should be a mortgage bank department for the
provision of fixed and long-term lending.

{e) There shonld be an industrial bank departiment to sssist
in providing eapital for developing industry,

10. Even under the system of a govornment-owned centeal ik
with private tending banks, which has been adopted by the
majority of the Commission, Y am of the opinjon that the trading
section of the Commonwealth Bank should be extended, with the
ultimate aim of providing the whole of the services now rendered hy
private {rading banks.

11. The present policy of the Commonwaalth Bank is fo restrict
the: aetivities of it trading section, and to vefuss an advance to a
customer of a trading bank, unless in the opinion of the Common-
wealth Bank the oustomer is not recelving fair and reasonable treat-
ment from the trading bank. Tt has not been diselosed in the evideneo
that the Commonwealth Bank has ever falen o eustomer on. these
grounds. People should, in my opinion, have the right to obtpin
advanees from the Commonwealth Bank without question ns to
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whether they are customers of a private trading bank. The ouly
considerations, in my opinion, should be whethef they arc credit
worthy, and whether, in conformity with eentral bank policy,
advanees should be made to them. At present, the Commonwealth
Bank, by its self-imposed restrictions as to the extent of its advances,
deprives ifsell of any real power to prevent a rise in rates on
ndviuees,  Although the Commonwealth Bank did not inerease its
ndvance rutes in March, 1936, when some trading banks, in opposition
to its wishes, inereased deposit rates and later advanece rates, it was
unable to foree the trading banlks to respeet its wish that rates should
not be inerensed, That was an oseasion on which the Commonwealth
Banlk, if it desired to enforee its wishes as a eentral bank, should
have intimated that it would sesk business at its lower vate from the
trading banks whe disregarded its wishes.

12, It has been mentioned, as an objection to the extension of
the trading bank activities of the Commonwealth Bank, that the
funds. deposited with that bank by the trading' banks may be used
to compete with them. I think it would be unfair to make such
a use of these funds, imd also. that it would be unneeessary. These
funds- should, and casily could, be separated from the funds of the
trading bank seetion of the central bank.

13. In regard to the control of the trading bank activities, many
sound reaseng ean be advanced for placing it under different divection
from that of the central bank, but after close consideration T have
come to the eonclusion it is desirable that the eentral bank, under
its own management, shonld have a trading bank seetion. ]

Tuterest Rales (pirre. BGT) .

14. In' my opinion every etfort should be made to leep interest
viles low, even if legislation is necessary for this purpose. They
are, I consider, too high at present. I disagree with the contention
often made that the raising of intevest rates 18 a suitable or effective
method of checking undesivable expansion,  In my opinion, this end
eun better be achicved by vestricting the volume of advanees. It is
troe that an inerease in advance rates has some restrietive effest, but
it hag another, and undesirable, effect, beeanse when rates on advances
vise, these roles influence the rates on fixed and long-term loans,
ineluding government seeurities, and these rates rise alse. As these
loans are made for lengthy periods, the interest rvates canmot
be redneed except by legislation. In times of depression, when wages,
priees, and national income fall, and overdeaft rates may be rediieed,
the rates on these fixed loans impese an unfair barden both on
governments and individuals.
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15. No better fllustration of the wealness of the view that
inercased advanee rates are a suitable method of checking advances
ean be given than that shown by the increase in rates in February,
1030, In that monih the banks inereased the rates on fixed deposits,
and, generally, on all advances. The statisties for 1929 show that,
during that year, unemployment had risen from 9.2 per cent. in the
Maveh quarter to 13.1 per cent. in the December quarier; the index
figure of export priecs had fallen from 95,1 in January to 77.2 per
gent. in Deeember; external long-term borrowing had censed, national
income was falling, and conditions gencrslly were depressed. In
spite of these circumstances the banks raised interest rates to cheek
what has been deseribed by some bank witnesses as cxpansion, The
result wis that those who were already in diffieulties, and who had
advanees from the banks, had an additional burden imposed upon
thern,  This aection of the banks, in my opinion, was quite wrong
as For as the interests of the community were coneerned, although
it did bring some immediate additional profits to. the banks,

Commonwealih Bank Board (para, G61)

16, Sinee 1980, the Commonwealth Bank eonsiders that it has
funelionad us a central bank, It should now, therefore, have a clear
conception of its duties and vesponsibilities. The impression ereated
on me by the evidenee before the Commission, however, is that the
Banl still hag not sssumed that leadership whieh its position requires.
The instanee in Marveh, 1936, when it allowed two frading banks to
inerease interest rates against its wishes, seems to me a sign of
considerable weakness so far as leadership i3 concerned. Although
the Commonswealth Bank intimated that it did not desire interest
rates to vise, two trading banks disregarded its wishes, and increased
their rates, and' the Bank itself and the trading banks subsequently
took the same aetion. More disquieting was the statement made by the
Chairman of the Bank Board to the press on 8rd Mareh, 18936, In
regard to the action of one trading bank in raising deposit rates, he
i3 reported to have said—

“The propriety of an inerease or decrease in interest roles is a2 matter of
individual opinion, and action by any finanginl institution, and must be
influenced largely by the particelar policy which that inetitution desires to

adopt. It ¥ a matter which is usmally Losed on the price and demond for
money, whith is in turn based on cconsmic conditions from time to time”

This was apparvently an cxpression of I'J‘EIH-‘.TIZ'IE‘J.I opinion by the
Chairman of the Board, but it seems remarkable that he did not
say that any action in regard to interest rates should be influenced
largely by the particular poliey which the Commoenwealth Bank
thinks should be followed. If the Commonwealth Bank Board falt
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that interest rates should not rise at this time, it should have tuken
quick and deeisive aetion to bring the offending Lanks into eon-
formity with its wishes. It could have done this by usibg its trading
banl activities. 1f the Commonwealth Bank is te discharge its central
bank dutips properly, it must exereise wisze and firm leadership. Any
poliey which it desires to adopt must have careful considevation, and
the viows of others afiecied by its poliey shonld be earefully weighed
But when ity policy has been deeided, the Bank shonld fuke steps
to sce that the policy is carvied out, and no bank or banks should
be nllowed to disvegard its wishes or to take the leadership.

Profits of Trading Baaks (para. §53) :

17. IT private trading banks ave to eontinue. some limitation
shonld, in my opinion, be placed on the profits whieh they, in
their privileged position of semi-menopelistic publie utilities. ave ahle
to earn, 1§ is recognized in the ense of some other publis utilities—
for example, gns companies—that in the public interest there shonld
be some restrietion on the profit which they are able to make From the
supply of necessary serviees that the community is unable to obtain
from other sonrces. I think there are additional grounds for the
limitation of trading bank profits.  In the ease of other public
utilities, the funds from whieh profits are derived are provided by
the sharehiolders, or by debenture-holders whose intorests are witehed
by trustess. In the ease of the trading banks, the great part of
the fuuds uged by them, and from which their profits are derived,
ave provided by the public without intercst or at low rates, and ihe
publie has no volee m their management.

18, The balanee-sheels of the trading banks for 1936 show that
the total sharcholders’ funds weve £70,000,008, The Commonwealth
quarterly statistiez show that, for the last quarter of 1936, the
sam of £290,000,000 was deposited by the public iIn Australia with
the trading banks, Of this amount £110,000,000 carned no intersst
for the depositor; and 85 per cent. of the inferest-bearing deposits
of £180,000,000 were at rates of from 23 o 8 per eent.

19, During the period 1031 to 1935, the trading banks have net
made unduly high profits; theiv total net income, as determined hy
the Commonwealth Taxation Commissioner, during that period was
£14,150,000, representing an annual average of 7.58 per cent. on
capital, and 4.10 per cant. on shareholders’ funds.

20. Prior to that period, however, the trading banks as a whole
have made large profits. In the period 1803 to 19035—a period of
43 vears, including two major depressions, one minor depression, and
the war—the published fizures show that they made a total profia
of £106,548,000, being an annual average of 10.27 per cent. on paid
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eapital, and 6.28 per cent. on sharcholders’ funds. These figures do
not include amounts placed to inner reserves, though the use of these
reserves ¢ontributed to the. profits.

3l Taking the published figures for the year 1910 10 1925—n
period of twenty years—the average yearly profit was £3,480,000,
with average yearly dividends of £2,525,000. The .average yearly
amount diselosed ag paid to reserves was £785,000. The total profit
for all the trading bauks duving this period was £69,600,000, equal
to an annual average of 13.97 per cent. on paid eapital, and 8.24 per
tent. on shareholders’ funds. These figures do not include AMOUNTS
placed o inmer veserves. TFor the five yoars 1926 to 1930, the total
net meome of all the banks, as detormined by the Commonwealth
Taxation Commissioner, was £27,007,000. This represents an annual
average of 15.09 per cent. on' eapital, snd 842 per cent. on share-
holders® funds.

22. In 1925, the average paid by all banks as dividends io
shareholders was 16.01 per eent, on paid capital. This represenis
8.70 per cent. on sharcholders' funds. Tn addition, some profits were
mlaced to reservo, -

23, In my opinion, legislation should be passed peoviding that
the profits of trading banks should not cxzeeed an amount equal to
3 per eent. per annum on sharcholders’ fupds, or 8 per eent. por
anpum on paid eapital, whichever is the less, '

d. B, CHIFLEY,



