
 

 

DISSENT; RESERVATION AND ADDENDA BY MR. OHIFLBY. 
lhsfrable Obj<'cf.frts of ti Mo1ictary a1uZ Ba11ki11{] Sy.~tem: lilcthocl of 

Aclticva111c·11l (pw·a. 517): 
l. ln the opinion ol: the othct· members of tho Commission, 

the aoltievcmont or the objectives of the monotnry and 
bauking system. outlined in the report is most likely to l'esnlt, "in 
tho present circumstances of Austrnlin ", fl'om a system in which 
thol'o is a government-owned central' bank, rogulnting the volume 
of credit ancl enrrcuey, and, " as an integral· part o.f tl!c· system", 
privately-owned bnnks, which distribute that volume, and which mny 
ho advised generally by the central bnnk as to the direction in which 
the distribution should' ho mode. 

2. Witli this opinion I ain 1mnble to agree. 'fli<' e,·ickuct' giveu 
before the Commission, and personal observation and experience, 
lcnc1 me to believe that there ia no possibility of the objectives being 
1 o.ichcd, or of any well-ordered progress being made in th<> community, 
uu<lcr 11 system in which there m•e, pdvntely-ownc<l trading banks 
whicl1 have been eslnblished for the purposes of makiug profit. 

3. I 1·c111ir.c, howt>,·c1·, Uint n govcr1nno11t-ownell ceutt·al, bank, 
with ample powers, wliosc-poli<iy is determined and directe(l wholly 
t.owartl fm•thering tht' interests of the community by 1nc>1 of c11p11t'ity 
nnd eournge, is n most important fcntute of nny banking system. 
l1ccansc of this, I luwc joined with the 1najority of the Commission 
in considering how n system, in ,vl1ial1, in nddition, to the, government• 
owned central- bank, there arc privately-owned trading bnnlrn, cnn 
best be operated. . 

4., The motive actuating those who <'stablish· pi-ivnt<' banks is 
the mnldng of p1•ofit. When bank capital is subsaribed; or bank shares 
arc bought, wl1nt induces the investment to be 1nade is not the 
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rendering of a service to the community, but the opinion of the 
investor thnt there is a finwcial advantogo in this particular invest
ment over others offering. If the investor were not of that opiuiou, 
there wQuld be no private. banking; This is not to say tbnt, pdvatc 
banks give no, consideration to t.40 public intc1·cst, but tbcy. do so 
only under the pressure of public opiniou, or from motives wbioh 
bring to them prestige and eonfidenee and, in tho long run, profit. 

5. In times of generally adverse conditions tl1e profita of ttU(lutg 
banks mo.y be reduced through declining buslncss, and the banks 
may oven bo willing to•sacrifico some immediate profit by ncUng in tho 
interest of the community; but thoy cannot. for long contiu,10 a policy 
adversely nfl!eotlng their pro~ts. Privately-owned trading OOlllts will 
therefore act much as any other company of individuals formed £or 
the purpose of gain. Tl1e effect on• tl1e community, however, of the 
uetion of most companies is of littlo moment compared ,vith tl1e dfcoi, 
of tho actions of banldng companies. 

6. Bunking differs from any otllcr form of business, l><'cnus,• 
any action-good or bad-by u banking system ufi'oct>i almost cvel'y 
phase of national life. A banking policy should J,avo ono alm
scrvice for tho genornl good of the community. '.!'ho mnking of 1>ro6t 
is not uccessnry to such n policy. Iu my opinion tho· best scn;ico to 
t.hc community onn be given only by n hqnldng system from wlileh 
tl10 profit motive is absent, and, Lhus, in prnei::,_ n,'_: -.,y n system 
entirely under national control. • 

. 7. Iu times of unhealtliy boom co11dltious the tra<ling bnni<: ·1rr 
unable Individually to check these conditions, and collectively tJ1~y 
hnvo never nttcmptcd to, do so. Tlic fnet l11nt they l1ave never oven 
!Ulldc a eollccf.ive attempt indicates either a belief tl,at they cannot do 
so, or that the dO!lire £or immediate profit during boom periods over
rides any consideration of the national interest. Tho evidence 
eonvi1teos me thnt tlic banks, during some ye= bdore the deprMsion. 
encouraged unbealtby economic conditions by unsound advancing. 
During n depression or feared slump, the banks, in their own intel'cst. 
and to,protect their depositors, on whose confidence the banks' prestige 
and solvency depend,. adopt n policy of contraction which i11tensifie$ 
the· evil. Contrary to what sl,ould be expected in nn cfl'cctivo banking 
system the banks have been capable of creating boom conclitione; and 
they have been ineffective in cheeking or minimfaing a depression. 
i'he facts, presented before• the Commission sl1ow clearly that the 
part played by tho trading banks In e.nnbHng n measure of recovery 
from the recent depression to be achieved has been very small. That 
measure of recovery has been achieved mainly beonuse of nction by 
Governments and by tho Common:wealtlLBank, combinedc.J!'-i.th rising 
prices for exp.orts. Private bnnking systems make the corom.unily 
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9.1c victim of every wave of optimism or pcssimisn~ thnt sm·ges tltrough 
the minds ot finnucial speculators. I wish it ·to be cleat tllnt l 1lo 
uot suggest any dishonesty on Oto pat'li of those who opm·ntc privut~ 
banking in Aush-11lla1 or that they have been guilty of motives otltPr 
tban thoso whicll netuute any other private institutions engaged in 
profit,.making. l\fy criticisms urc directed nt the inability of anJ' 
system wlilch il1ciudes p1•ivately-01VJ1ed bonlts as nn illtegruf purl to 
f.unctioll in tile best interest of the. colJllllunity. 

8. 'fhc opiuions cXJ>r,'llSCd by the m11jority o( the (l11unnl111!io11 
that n central b11J1k should· be responsible for the snp11ly of credit 
Mid currency, which sho11l<l be clistribut~c1 tlu:011gh the trading battl<s, 
seem to mean that tltc central bauk should operate ,iot only in the 
inter~sts of the community, but so tltnt tl1a privntc banks rnuy 
couti1tuc to make profits. As I lrn.ve akcacly stntcd, I think thnt 
unnkiug should be eonducted witl,ouf pl'ofit-mnlting considel'ntirms. -

!I. In 111r of,inioi,, Lbc objectives of II mouetu1,:1• m1<I b11nl,ing 
system for Australia, :is outlined in the Ro11ort, can only be· nchi~Yr<l 
with, tho Commonwealth Bank fuuctioning in the following wny :-

(~) As a ccntrn bonk conti'olling the volume .dit uncl 
currency . 

(b) The central• bank to liave a trnding bauk ilepurtmont 
through whieh this volume is distributed diroot to 
industry: 

(o) The savings ba11k department of the bank to continue as 
nn adjllllct to its centl'al bauk activities. 

(d) There should be a. mortgage bank depavtment fol' the 
provision of fi,cccl and long-term lending. 

(c) TJ1ere shonld be nn· inclustrial bn11k depnrtmo.ut to """ist 
in providing capital for developing ind11.str.1,. 

10. }~ven 1111<lol' the ~ystcm of n go1·c111ment-owncd centr:11 hunk 
with private truding banks, ,vhiell hna been atloptO!l by the 
mnjo1•itJ' of tho Commissioll, I am of tl,e opiulon that U1c trA<llng 
S<lction of the Commonwealth :Sank should be oxtcl\dcd, wilh lhe 
11ltimnte aim of p~viding tho whole of tho services· now. r.enik>rc,l by 
private trading banks. 

11. 'l'ltc present policy of t.J,~ C-Omnianwcaltlt Bm1k is Lo rcstdct 
the· aeth,ities of its trading section, and to, 1·efuse nn advance to· A 
cu.stomer of a trading bnnk, unless· in the opinion of t'hc Common• 
wealth Bank the customer fa noi receiving fair and reasonable treat
ment. from the trading banlt. It has not been diselosod in the evidence 
that tl,e Commonwcnlth Bank has· cvel' taken n customer on. thos(> 
grounds. People sl1onld, in my opinion,. hnve, the 1ight to· obtain 
ndvancos from the Commonwealth Bank without question ns to 
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whether tl1oy ar6 ciiSlomers of a private trading bank 'l'l,c emir 
considerations, ill my opinion, sl,ould be whether they arc credit 
wortby, nnd whether, in conformity witl1 ccntr,,l bani, policy, 
nd,·anccs should be mnde to. them. At present, the Commonwcialth 
Bank, by it,; >rolf-imposcd restrictions as to the ei.:tent of ils advnnc~s. 
dc(Jti Villi ifllAllf of uny 1'cal powc1· to prevent n rise lu rates on 
udvnuces. Although the Commouweultl1 Bank did not increase its 
~dvancc rnlcs iu Mm·olt, 1036, when• some·trndlng banks, in OP,positiou 
to ils wishes, increased deposit rates and Inter advnncc rates, tt was 
uu.1blo to force the trading llanlm to respect its wish that rates should 
not be lne~scd. Thnt was an oooaslon on which the Oommonwcaltl, 
Bnnk, If it desil'ed 10 Cllforco i~. wisites as. a eentral bank, sl1ould 
have intimated tllllt it would seek business at its lower l'llfc fl-om the 
tradb1g bnnks wl1t> diSl'ugnrded, its wishes. 

12. IL }ms been mcntfollcd, 11s n,1 objection to the o.~lc11~im1 or 
tho trading bank activities of tile Commonwealth Bank, that the 
funds deposited' with· tbnt bank by the trading· banks mny h<-used 
to compete with «tom.. I th.ink it would be un!aiJ: to mnk~ sue!, 
u nsc of these funds, nnd also, tl,nt it would bc·unnooessu1,·. Tbos~ 
!\mds. should, and easily could, be scpnrnted from the fonds of tl1e 
triuliug ltnnk s~etion. of the central bank. 

13. ln rCb'llNI to Ute ooutrol 0£ tho trading bank activities, iunnr 
sound reaso11s Cllll be ndvnnecd for 1•lneiug. it under dill:crcnt dh-ectio11 
from, that of tho centrnl bank, but; after close considerotion I hnv~ 
come to tho conelusi'on it is desirable tbat the central bnnk, un<le,· 
its own mnnngcment, shonld have a trading bank sccti011. • 

Tulc1·e:<f R11tc, (7/ltrtt,. 567): 

1.4. In· my opinion ovcry ctrort sbould be mude lo l1ce11 int.crest 
r,1Lcs low, even i{ legislntion is n=stn·y for thfa pur11osc. '£1ley 
~re, I eonsi<le1·, too lligll nt pre.sent. I cliSllgrcc with the cout~nfiou 
o[tcn made that the raising of interest 1·atcs is n ~uitnb\c or cff\'Ctive 
method of checking unclcsi1·able eiq>-nnsion. In my opillion, thl~ end• 
cun better be achieved b restrietitt tl1e volume of advmrees. It Ls 
true 1at an lncrense in advllll.ee l'ates bas some restrictive ~«~et, but 
it bns another, and undeslrnbfo, efteet, bccanse wl1en rates on advances 
l'ise, these rt\~ intlneneo tl1e rates on fi.,~d and loug-t~rm loans, 
i11eludit1g g'OVCl1UllCllt Sflllllritics, and t)1cse 1'11tCS rise also. As these 
loans aro made for lengthy periods, the intcrPSt rates cannot 
l.>o reduced except by le.,"lillotiou. In times of depr~on, when wages, 
1wiccs, and untionnl income fall, and ovNdrnft 1·nt~s mar b~ red1itN1. 
tltc rates 011 tlwsc fixed loans impose Rn tJufoir burden bot!, on 
f?O~Cl'nments· and individuals. 
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15. No bcttc1· illnstration of the weakness· of' tho, vlow that 
inc1·cnsed ndvnuco rates arc n suitable method of cheeking advances 
can be given tbnn thnt shown. by tho illcrell$O ill rates in February, 
1930. In thnt month tl,e ban!ra increased the rates on fu<:cd dcpositll, 
uud, generally, on all nnvances. The statistics for 1929 show tlint,. 
during thnt year, nncmploymcol hocl ri.se11 !rom 9.8 per· cent. in the 
l\liu-ch quarter to 13.l per cent, in the Dccomber· quarter; tho index 
figure of ci:port prices had fallen from 95.l in January to 77.2 per 
cent. in December; external long-term borrowing l1nd cenood; national 
income was falling; and COllditions generally were depressed·. In 
spite of tl,csc ciremnstnnccs the llnnks i:-aised interest rates· to check 
whnt lias been described by some bnnk witnesses as expansion, The 
result wns that those who were already in• difficulties, nnd who had 
ad,·ai1ccs from tho bnnlcs, hnd au additional· burdCJ1 imposed upon 
them. This action of the bnnk$, in my opinion, was quite wrong 
as fnr 115 the interests of the community were concerned,, nlthouglt 
it did bring some immediate nddiUonnl profibl to. the bnuks. 

Commonwealth Ba11I, J/oard (para. 561) : • 
16. Since 1980, the Commonwealth Bonk con$idcrs that it hns 

l1tnclionecl ns n central bnnk. It should now, thel'eforc, have n' clcnr 
conco1ition of its duties an<l responsibilities. The impression crentcd 
ou me by the cvidoneo before tile Commission, however, is that the 
Bnnk still Jin_~ not ll.$Sllmcd tl1nt lcadei:-ship which its position requires. 
'l'ho instnncc in Mal'ch, 1936, when it allowed two trading banl!s t.o 
increa,ro interest rates against its wishes, seems to me a sign· of 
~onsidcrablc weakness so far ns leademhip is concerned. Although 
tl1e Commonwealth Bnnk intimated that it did not desire interest 
rates to riso, two trading bnnks· clfaregarded its wishes, and increased 
their rat.es, 1md· the Bank Itself nnd tl1e trading banks subsequently 
took the same action. )fore disquieting w11S·the statement made by the 
Chahman of the Bank Board to the press on 3rd Mm·ch, 1936. In 
regard to• the action of one trading bank ln raising, deposit rates, he 
is reported to ha'Ve said-

" Tho propriety of tut tncrenoo or dccrea.a-e in interest rotes is a JnRtfor of 
indh·idunl opinion, and t1.dio11 by Rl1y Gunncial institution, nnd llltlst bo 
lnflnoncd \a,h'<!ly by tho pnrtlculnr policy which that ln•llhtion desires to 
adopt. H is n. mnltcr wblcl1 la u•n•lly bn.cd on the ))rice ••ci d<mnnd for 
tnon<y, "l1ich ls ;n tufn bn.cd on economic conditions from tlm<>· to tlmo." 

This was nppnrcnUy an expression of personal opinion by° the 
Chairman of the 13o!U'd, b\lt it seems remarkable that he did not 
say tbat any action in regard to interest rates shonld be influenced 
largely by the particular policy whieh tlte Commonwcaltli. 13ank 
thinks should be follo,ved. If the Commonwealth Bonk Bonrd falt 
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that interest rn~ shoulcl not ris11 at this time, it should J1nve tukcn 
quick nncl decisive aetion to bring the offending banlcs into con
formity with its wlsl1os. It could hnvc done this by usiug its t,•acling 
bank activities. H tho Commonwci1lth Bank is to dischurge its central 
bnnk duLics properly, it must exercise wise and firm leadership. An? 
policy which it desires to ndupt must have cnrcinl considN·afion, an,! 
the vlows of others affected by its polfcy should be carefully wt•ighc<l 
But when iL~ policy has been decided, the Bunk should takP stt-1is 
to sec thnt tbe policy is carried out, nncl no l1:1nk or· ba11l1s shnuM 
be nllowed lo distcgar<l its wishes or to take tl1c lcade1•shlp. 

1!1·0/Us of 1.'n1<li1111 Jlu••ks (7)(11·11 .. 653): 

17. I£ pl'ivatc trntling banks are to co11ti1111~. ~Om<• limitntlon 
should, in my opinion, be placed on the J)\'Ofll.s wl1ich tb~.Y, in 
their privileged position 0£ semi-monopolistic public 11!.ilities. nro nhl<• 
to eurn. It is rccogni1.cd \n the cnse of some other publ!o utilities
for cxnmplc, gns companies-tltnt in the public interest there should 
be some rulrlction 011 the p1•ofit wliioh they ate nble to mnl<0 from the 
supply of necMSl\ry services that the community is u11nbl11 to obtain· 
from other sources. I think there nre ndclltional grounds for the 
limitation of trnding bank profits. In tlio C!lSC of other public 
utilities, the funcls from wltfoh profits are <lel'ived nre provided by 
1:110 sha1·eholdcrs, or by 1lcbcnt11rc-l10\<lc1-s·whose iutc1'<'sts ore wntRlw,l 
by trustees. In tho cnse of the trndh,g lmnl<s, the gr~1t port of 
tho fuuds used by them, and fron1 which their profits al'e derived. 
a~e ptovi<leil: by the publie witho\\t interest 01· nt low l'atcs, nnd 1.hc 
p11blie hns uo voice iu their manngement. 

18. 'fhe bnlnnee-shccts oe ihe trndiug bn11ks fo1· 1~36 show tlrnt 
tlie tow! shareholders' funds WCl'i? :£70,000,000. 'Pho CTommonweulth 
(\Uarterly statistics sho\v tbnt, for tho last quarto~ of 1936, th• 
sum 0£ £290,000,000 Willi deposited by the public in Australia with 
the trading banks. 0£ this amount £110,000,000 en1'llcc1 no intc1't'st 
for tl10 depositor; and 86 per cent. of' the iutercst-benring dPposits 
of £180,000,000 were nt rntcs of from 2½ to 3' per cent. 

19. During the period 1031 to 1035,, the trading bank'I have 11ot 
n1adc U11<h1lv high profits; their total net income, as, tletc1·mine<l by 
the Commonwealth Ta.srotion Conunis:sioner, du.-ing that period wa.5 
:1114,150,000, reprcsonting an annual average of 7.58 per cent. on 
capital, and 4.10 per cent. on sharcl1olders' funds. 

20. P1·io1· to thnt period, J1owcvcr, tho tl'nding bnnks as n wl,ol~ 
hnve made lnrge profits. In the p<!l'iod 1898 to 1936-n period of 
43 years, including two major depressions, one minor depression, ancl 
tho w:1r-tl1e pnblisbcd figures show that they made n total profit 
of £106,548,000, being an annual overage of 10.27 per cent. 011 p&id . 
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enph.}1l, nnd 638 per cent.. ou shareholder.st funds. Theso figuroo do 
not include amounts Il laced to inner reserves, thouglJ the uat of ti 1(1.~l! 

ro1arws ~ntribuood to, the. pooJlts. 

21. "i1aking the· pnblishell {lgw.-Qs for t.h~ yeur .19] 0 ~ l !l~-n 
p oL·iod of tweitty ycar:s-tbe av~rogc. :veo1·ly. profit wos £3,.480>000., 
\yj U1 a l'eruge yoo.rly dividends of £2,,525)000~ The ,al't:rllgc yeau•ly 
amount diseoosed as pnid to reserves wa, £185 ;000~ '.Phe total 1>1:ol1t 
ror n.ll tho t?ading banks duting-. this period was £69,000,00Of eqt1ol 
to un 4nttuaJ :n•crage of 13 .. 97 pfll• ce11 t. tu1 paid eapi tfl4 a aul 8. 2t peP 
tent .. on ahttrcholders' funds. Theso tigul:e! do not inoJ\1 tle amounts 
nluood ltJ i n11er rescrv~s.. For the five years· 1926 to 1930, tlto totnl 
net hu:01ne {)f all tlrn banks, as dotormin,ed l,y the Oommonl,e~ildt 
Tnxution Conupissiouer, ,vns :£27,001j000. Th~ rcp1~swnt.R nn i,nnnnl 
nvernge of 15.09 I>e? oont. on· cnpital, nnd· 8.42 per cent. on. sluite ... 
Jiolded· fun&. 

22-.: In 1925,. U1e ave1•ago !)aid by All banks as dj v-idmuls to 
~11n reholde:r.s was 16 .. 01 per cent. on paid cnpitat Tllis re11reson ts 
~.70 })Cr etUtt.. on shnrcholdori funds~ In aclditlon, som~ pro6tg \V<?l"O 

lllac.ed to l"aser-.rc. ... 

23. In l'\ly 01,iniou, JcgisllitioJl !)bould ba pMseil ]) ·oviding thut 
the pro:fit.i; of tr,ttling banks slwul<l not o.x:cee£1 an an,ount. equ:tl to 
$, \lCT c~nt. I)C.r annuJll on. shurcholdei-s' fuuds, 01.· 8 per ':Ont.. 110r 
anrnnn on pnicl capitn1.-wbichever i:; the 1~.ss. 

J. B. CHIFf.•EY. 


