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PREFACE 

THIS work is the result of a thesis accepted for the degree 
of Doctor of Philosophy in 1929 by the Economics Depart

ment of Harvard University, Cambridge, United States of 
America. While the thesis was in preparation, the suggestions 
of Professor John H. Williams and Mr. R. G. Hawtrey, British 
economist visiting Harvard at the time, were invaluable in 
matters pertaining to central banking and foreign exchange. 
Miss Catherine Tatnall of Harvard University was particularly 
helpful. 

Almost four years after the acceptance of the thesis the 
author visited Australia after an absence of twdve years and 
there met Sir Robert Gibson, Chairman of the Common
wealth Bank Board, from whom he obtained useful informa
tion on banking devdopments in Australia. At the same time I 
the author met the Honourable King O'Malley, to whom the 
thesis at Harvard was dedicated. Mr. O'Malley' was most 
helpful in giving information on the political side of Australia 
during the early years of the present century. 

The author wishes to give particular thanks to Mr. Hawtrey 
for his assistance in the preparation of the book in London. 

The mention of any person in this volume is in no way any 
indication of his endorsement of the main theme of the book. 

L.C.J. 
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AUSTRALIA'S 

GOVERNMENT BANK 

CHA'Ta. ONa 

INTRODUCTION 

A USTRAUANS have made many attempts to improve 
the lot of the ordinary citizen. They have enacted 

minimum wage laws. .. anti-swcating" statutes. and indus
trial arbitration and conciliation acts, but besides attempting 
industrial welfare measures. Australians collectively have 
made equally significant. though less heralded, contributions 
in the domain of finance and banking. 

The Federal Parliament has enacted no more important 
legislation during its existence than the Act of 1911 establish
ing the Commonwealth Bank. This institution is an inno
vation, for it is the only State-<>wned commercial bank in the 
British Empire. It has(oo share capitaf, and in this respect
is almost without precedent. although,· when the Riksbank 
of Sweden was founded in the seventeenth century, it pos
sessed no capital of its own. Certain State receipts, however. 
were made over to the Riksbank. The Commonwealth 
Bank is well secured, for it bas the. whole of Australia at its, 
back, and any profit really goes back to the people, as it 
either goes to form a reserve for the bank that belongs to the 
people or it is used to repay the debt of the Commonwealth. 

Originally a product of the Labour Party, the bank was 
intended to assist the ordinary man in financing his projcits. 

13 
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but yuring t~e war the Commonwealth Bank became the 
foundation of Australia's financial structure and occupied a 
key position in the war policy of the Commonwealth. The 
national importance of the institution has increased since 
that date so. that the Commonwealth Bank has. become the 
centre of Australia's programme to thwart the depression. 

The Commonwealth Bank and the Federal 
Reserve System 

Although the Commonwealth Batik commenced operations 
about six months before the Federal Reserve System went into 
effect in the United States, the reasons for establishing these 
measures wer~ not the same. The Federal Reserve System was 
a consequence of banking ills that arose from the National 
Bank Act of 1863, for the independent unit banking system 
with its nearly thirty thousand banks needed some co-ordinating 
force in case of emergency, a deficiency still present in 1933 as 
the bank holiday in the United States demonstrated. The 
Commonwealth Bank, on the other hand, is not the result of 
any particular banking ills but is rather a consequence of a 
political philosophy that holds that happiness of a community 
can be enlarged by regarding almost all forms of economic 
activity as public utilities that the State should own. And so 

·while the Federal Reserve System has thus far concerned itself 
purely with bankers' banking, the Commonwealth Bank can 
deal directly with the public in competition with the ten pri
vate cO!JllIlercial banks opera~ng in Australia to-day. 

Government Ownership in Australia 
From 1788 to 1821 the Governor of the Australian colonies 

was the main employer in the community. At that time .the 
Governor settled all disputes. When the several colonies 
received self-government in the" fifties" of last century, par
liament became the arbiter of the people. Those who had 
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previowly gone to the Governor i9 time of ncc4now weilt to, 
the Government for redress. Hence: the aec:iological back
ground of Awtralia gave the 90vcrnment the appear~b:' o£ 
an arbiter rather than that of a tyrant. Add to this situation 
the fact that Australia was' sparsely settled and far removed 
from the centres of the worltl and 10 offered little inducement 
to private enterprise in :die! field of public utilities and the 
result i. that the economic features of the country gave the 
people the opportunity to exploit their sociological back
ground I The objection of the people to granting large sub
sidie. in land to railway contractors provided in Australia the 
immediate cause of the movement for government ownership. 

When the Labour Party came on the scene in 1891, it 
heartily endorsed public ownership. It is a mistake, however, 
to regard that party as the original lOurce of that policy, for 
the idea was prominent before 1890. Labour did give the pro-

. posal added impetus. Since the advent of Labour in Australia 
as a political power government ownership has increased until 
to-day Australia hal &r more public ownership than any other 
English speaking community. 

Many Australian. have reviewed the problem of public 
ownership. C. G. Wade in Australia-Problems and Pros
pUis discusses the merits and demerits of the system. 

In theory the State should be able to carry out public'utili
ties more efficiently than private enterprise, for the fo~lowing 
reasons : 

14) The State organization and resources are stronger 
. than any combination of individuals and this should 
lead fa cheapening the cost of operations. 

(b) As the S~ate docs not look for profit, the'items which 
thelrlv3te Contractor charges against risk offaiIure 

• (an for w~ch he is paid although no losslW been 
sustained) need not be entertained. 
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(c) Stat;e enterprise excludes the middleman, who is 
often a cause of increased cost to the consumer. 

(J) Under wise administration the wasteful competition 
of private enterprise is eliminated. 

Whilst these may be set down as the advantages of State 
ownership, there are, ,on the other hand, manifest dangers 
which, if uncontrolled, may lead to failure: 

(a) Political influence may intrude. This may be coupled 
with the danger of a huge Civil Service. ' 

( h) Efficiency of labour may fall off. . 

In the matter of debts another phase of public ownership 
arise~. The greater part of Australia's present debt has been 
used' for developmental' purposes; much has been spent on 
the construction of railways. To-day motor vehicles are suc
cessfully competing for much of the business previously going 
to railways. As a result debts based on railways do not look 
as sound to-day as they did at the time of construction. Under 
private ownership a' few private shareholders would lose, but 
under government ownership a State is bound to pay even if 
the debt is based upon some economic process long since 
defunct. On the other hand, there is the gain of spreading 
any loss from a public utility over the entire community. 

Opponents of government ownership in Australia claim 
that this practice usually leads to inefficiency. So far as this 
factor reflects itself in the matter of profits, the Common
wealth Bank is not ah illustration of the alleged usual ineffi
ciency of, government institutions in Australia. For many 
years the Commonwealth Bank has amassed large profits and 
so differs from many other cases of public ownership in Aus
tralia. It would have been disastrous if the bank had been 
conducted with the idea of making the rich by taxation fund 
the indebtedness of the bank. That kind of policy is debat
able even in industrial concerns, but if applied to banking it 
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would be fatal. for the SUCCCSl of a bank depend_largely upon 
public confidence in its solvency. It is ~ that the Commo~ 
wealth Government guarantees its bank, but this security is 
not as intelligible to the public as balanced accounts always 
are. 
Fi1l4"cUd ProvisiotU o/,Ae 'Australia" 
Co"stilutio" 

Although the Australian Constitution is based primarily 
upon that of the United States, in some respects the Common
wealth Government exercises wider powers than· those pos-
sessed by the Government of the United States of America. 
In the matter of finance the Australian Constitution under 
Section 51 allow. the Commonwealth Government to engage 
in banking. The financial connections between the Federal 
Government and the States are much closer in Australia than 
in the United States. At the time of federation Australian 
colonies received most of their revenues from customs receipts. 
Under the suggested federation, Commonwealth authorities 
were to receive most of their revenues from customs receipts 
and thut deprive the States of their main source of income. 
The proposed States objected, but, as it was essential for the 
federation to have one customs rate throughout, representa
tives of the States to be formed were willing to relinquish 
their command over customs receipts provided that the 
Federal Government would take over the State debts. The 
proponents of the federal plan would not accept this condition. 
At the last moment, when a deadlock and a rupture of the 
convention in I~ seemed certain, Sir Edward Braddon, 
Premier of Tasmania, proposed that of every II of customs 
duties collected by the Commonwealth fifteen shillings should 
be handed back to the States. The clause was originally to 
be permanent, but in the final dra& it was limited to ten year. 
and ended on Dcccmbcr 31. 1910. 

• 
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Sutiplus Rewnue Act of 1910 

The Surplus Revenue .Act of 19IO provided that thereafter 
the Commonwealth would retain the whole of the customs 
receipts and excise revenues and in return would pay annually 
to each State twenty-five shillings per head of its population. 
Under the Surplus Revenue Act the States received in 191Q-II 
£5,592,000, while under the Braddon Clause they would have 
obtained £8,491,521. Consequently, the new Act placed the 
States in a less favourable position financially. The people 
had rejected the content of the Act of 19IO in a referendum 
in the election of that year, but as this proposal was part of 
the Labour platform the Government after the election imme
diately put the proposal into effect in spite of the referendum. 
In 1928 the Financial Agreement Act, introduced by Dr. 
Earle Page, displaced the Surplus Revenue Act. 

Financial Agreement Act of 1928 and 
Loan Council 

Under the Financial Agreement Act of 1928, which was 
ratified by the people in the election of that year, a Loan Coun
cil for Australian governments has operated in reviewing 
loans of all the States and. the Commonwealth. The Council 
consists of a Minister or representative of each State and of 
the Commonwealth who is appointed by the Premiers and 
Prime Minister respectively. A majority of the Council con
stitutes a quorum. The Commonwealth Minister or three 
State Ministers may call a meeting of the Council. There are 
no set dates in the Act for meetings. On every question at 
issue in the Council the representative of the Commonwealth 
has two and a casting vote, and each member representing 
a State one vote. A Minister may appoint a deputy to vote 
or may vote by letter or telegram. 

The Loan Council reviews all loans of the States and Com-
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monwca1th, except thO&e of the Commonwealth for defence 
purposet. Where borrowing is for temporary purposes, the 
Financial Agreement Act docs not apply. If members of the 
Loan Council do not agree on the amount to be drawn by 
each State and by the Commonwealth for a particular year, 
the amount to be borrowed for that year shall be allocated as 
follows: 

(i) The Commonwealth shall, if it desires, be entitled to 
have one-fifth or any less proportion of such amount 
allocated to the Commonwealth; and 

(ii) Each State shall be entitled to have allocated to it a sum 
(being a portion of the balance of such amount) bearing 
to the balance of such amount the same proportion 
which the net loan expenditure of that State in the pre
ceding five years bears to the net loan expenditure of 
all the States during the same period. Provided that 
any State may, if it so desires, have allocated to it a sum 
less than the sum to which it is entitled under this sub
clause or ·no sum, and that when a less or no sum has 
been allocated to any State or States in the manner afore
said the amount then remaining available for allocation 
shall be allocated to the other States in the proportion 
which the net loan expenditure of each such other States 
in the rreceding five years bears to the net loan expendi
ture 0 all such other States during the same period. 
For the purpose of this sub-clause net loan expenditure 
docs not include expenditure for the conversion, renewal, 
or redemption of loans, but means the gross other loan 
expenditure of a State less any amounts of such expendi
ture repaid to the State other than moneys repaid to 
State in manner stated in Pan II, clause 4 (e), or Part III, 
clause 3 (i), of this Agreement. 

Clauses mentioned at the end of the preceding section state 
that: 

Where loan moneys have been advanced by a State under 
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te'rtns provfding for the repayment of such moneys, the State 
shall as and when such moneys are repaid pay such moneys 
either to the State Loan Fund or to the account or fund from 
which such moneys were advanced, or to _the sinking fund 
hereinafter mentioned, and shall, in addition, make from 
revenue its sinking fund contributions in respect of the loan 
or loans from which the moneys so advanced were provided. 

Provided that when loan moneys have been advanced by a 
State to a Public or Local Authority or body constituted by 
the State or under the laws of the State and the Authority or 
body repays such moneys out of its revenue the State may 
out of moneys so repaid make its sinking fund contributions 
in respect of the loan moneys so advanced. I 

Under the Financial Agreement Act the Commonwealth on 
July I, 1929, tlX?k over: 

(i) the balance then unpaid of the gross public debt of each 
State existing on June 30, 1927; and 

(ii) all other debts of each State existing on July I, 1929, for 
moneys borrowed by that State which by this Agreement 
are deemed to be moneys borrowed by the Common
wealth for and on behalf of the State-

and will in respect of the debts so taken over assume as 
between the Commonwealth and the States the liabilities of 
the States to bondholders. J 

Subject to this clause the Commo}!wealth will pay to bond
holders from time to time intert~::payable on the Public 
Debts of the States taken over" by ~<: _Commonwealth as 
aforesaid other than debts due by th~ States to the Common-
wealth. " -_, - " 

It was this clause that prevented actual default on the part of 
New South Wales duri"ng1931 and 1932 to overseas bond
hold~s. The Cfmmonwealth stepped in and paid the over-
seas mterest. . 

I This provWon refers to bodies such" as Closer ScttlcmCllr Boards. 
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The grosl debt of the States on June :ro, 1927, ·was 
L6p, 120,4 15· For fifty-eight years the Commonwealth will 
contribute annually L7,584,912 towards the interest of State 
debts. 

An important feature of the Act establishes a sinking fund 
fur Australia'. debts. 

A sinking fund at the rate of 7/6 per annum for each £100 
of the net public debts of the States existing on June 30, 1927, 
shall be established in the manner hereinafter set forth. • • . 

During the period of fifty-eight years commencing on the 
1St July, 1927. the Commonwealth shall pay from revenue 
annually a sinking fund contribution at the rate of 2/6 for 
each boo of the net public debts of the States existing on 
30th June, 1927, and each State (other than the State of New 
South Wales) shall in each year during the said period pay 
from revenue a sinking fund contribution at the rate of 5/
fur each boo of the net public debt of such State existing on 
30th June. 1927. The State of New South Wales during: 
the period of fifty-eight years commencing on the 1st July, 
1928, shall in each Y'~ar pay from revenue a sinking fund 
contribution at the rate of 5/- for each boo of the net public 
debt of that State existing on 30th June. 1927. If a sinking 
fund of more than 7/6 has been contracted in a State debt, 
the amount above 7/6 will be provided for out of the 
National Debt Sinking Fund. 

The net public debt of the States was the gross public debt 
minus properties valued at bO,924,P3 transferred to the 
Commonwealth together with the amount of any moneys or 
securities standing to the credit of any $inking fund of a like 
nature bf the States al on 30th June, 1927. The net debt of 
the States at that time was £6410345,397. 

For new loans floated after June 30. 1927, a sinking fund 
at the rate of 10/- per boo per annum must be provided. 
This provi$ion does Dot apply to redemption, renewal, or COD-
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versi'on loans." In these cases the new loans will assume the 
sinking fund provisions attached to the loans replaced. For 
other new loans the Commonwealth will provide for fifty
three years a sum of 5/- per £100 annually for sinking fund 
purposes. Where a State floats a loan to meet a deficit, the 
Commonwealth will not contribute to the sinking fund: The 
State; however, must provide a sinking fund of four per cent 
until redemption. A loan floated to retire Treasury bills 
issued to meet a defici~ would not come under the provision 
requiring a four per cent sinking fund. 

As the Commonwealth Bank is the banker of the Common
wealth Government, directors of the bank are vitally con
cerned in actions of the Loan Council. The bank is also 
banker of all States except New South Wales and Victoria. 
In Western Australia the Commonwealth Bank has the Aus
tralian account but not the English banking of the State 
Government. 

According to Commonwealth official figures the gross debt 
of Australia, both of the States and of the Commonwealth, 
totalled on June 30, 1932, £1,187,827,868. Local debts at this 
date approximated £102,000,000. The population of the Com
monwealth at the same time was 6,549,076. The per capita 
debt of the Commonwealth was almost £197. Every man, 
woman, and child in Australia on June 30, 1932, owed on a 
per capita basis a governmental debt of £197. 

Before the war the Commonwealth Government had al
most no indebtedness. Since that time its debt has grown 
until on June 30, 1932, it reached £298,884,729. At the same 
date States had obligations amounting to £788,943,138. The 
War placed a heavy burden on Australian finances. On 
January I, 1933, the total cost of the war to Australia passed 
the £770,000,000 mark. . 

, Of the total Commonwealth and State debt at June 30, 
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19Ft £586.219,929 was owed in Australia, £~54,528'415 in 
London. and £47,079,523 in New York. A floating debt of 
£8%'315.000 appeared among the items of the Australian debt, 
increasing from £S8,~,000 during the preceding year. This 
item increased slightly during 1932-33 and has been causing 
Australian authorities considerable concern. Governments 
have bc:en meeting budgetary deficits by the issue of Treasury 
bills. which have loomed large in the increase; in the floating 
debt. In an effort to stop the growing floating debt the Loan 
Council at the end of Octobc:r, 1932, decided to devote 
£",000,000 of a loan issued at the time to funding this amount 
of the floating debt. The final solution of the floating debt 
lie. in balanced budgets, which it is hoped will be appearing 
at the end of 1933-34. 

During the six years ending June 30, 1933, State govern
ments failed to balance most of their annual budgets. During 
1926-27 New South Wales, Western Australia, and Tasmania 
balanced their budgets. Next year Tasmania alone did so. 
In 1928-29 Victoria was the only State to balance accounts. 
Since that time no State has balanced its budgets. The Com
monwealth did so in 1931-32 for the first time since 1926-27. 
The Commonwealth surplus for 1931-32 was £1,314,000. The 
Commonwealth Accumulated Deficit at June 30, 1932, was 
thereby reduced to £15,902,340. During 1932-33 no State 
balanced its budget, but the Commonwealth Government 
showed a good balance of £3,595,000. Customs receipts during 
the first ten months of 1932-33 improved from £23,705,000 to 
£27,722.000 in comparison with the same period of the pre
vious year. 
PolitiaJl Parties and ihe Commonwealth Bank 

The history of the Commonwealth Bank divides itself into 
two parts. The break comes during the war. For the first 
four year. of the bank'. existence Labour controlled the 
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Fec1f:ral PfU'lifulent and ·so far as possible tried to launch the 
bank successfully with a view to later on making it an active 
contender for commercial banking. In 1916 Labour became 
so disrupted over universal manhood conscription for war pur
poses that, although Australia twice endorsed Labour's opposi
tion to conscription, that party has not controlled both Houses 
of the Federal Parliament since that time. In 1916 Liberals 
joined with Labour men favouring conscription and as 
Nationalists retained power until 1929. In that year Labour 
gained control of the Lower House but could not enact its 
banking policy because of a hostile Senate. 

Forces opposed to Labour in the Commonwealth Parlia
ment since the war have desired to turn the Commonwealth 
Bank completely into a central bank and do not wish to see 
it become an active competitor for general banking business. 
Since 1916 the bank has moved steadily in the direction of 
central. banking. 



CHA.TBIl TWO 

BANKING IN AUSTRALIA 

PHASES of banking considered at this stage will emphasize 
the situation in Australia previous to the establishment of 

the Commonwealth Bank. U, however, a feature demands 
more recent material, data later than that of 1912 will appear, 
but only for the purpose of showing whether trends that 
existed before 1912 have continued since that time. 

BII"ki"g ""d Curre"cy in lhe Colo"ies 
In 1788 the first settlers arrived in Botany Bay. For nearly 

thirty years after this event, no bank existed in the colony. 
Currency during this period was shipped from England, but, 
as the amount 10 obtained was insufficient for local require
menu, many foreign coins, notably Spanish dollars, appeared 
in circulation. Colonists used rum extensively as a medium 
of exchange. Actually currency became so troublesome that 
maay people resorted to barter. Officials made various 
attempts to remedy the monetary situation but without avail. 
Governor Bligh in 1807 tried to suppress the .. rum currency" 
but owing to lack of public support failed. 

B""k 0/ New SOli'" Wales. 
In 1817 a group of Sydney merchants organized the Bank 

of New South Wales, partly to cure the unsatisfactory 
currency situation, partly to establish thrift. On Tuesday, 
April 8,1817, the bank opened its doors for business and with 

25 



AUSTRALIA'S GOVERNMENT BANK 

that-event baaking in Australia commenced. The Bank of 
New South Wales immediatdy began to issue bank notes and 
this action partly eliminated the evils resulting froni the 
absence of a stable currency. (rhe bank enjoyed a monopoly 
of note issue until 1826. In that year the Bank of Australia, 
organized by Sydney merchants, began to share the right of 
note issue. The Bank of Van Diemans Land Qater renamed 
the Bank of Tasmania) obtained with its appearance in 1824 
the right to issue notes) Within the next decade other banks 
began to operate, including the Government Savings Bank of 
Sydney (1832),the Commercial Banking Company of Sydney 
(1834) and the Bathurst Bank (1835). 

Savings Banks in the Colonies 

On July 17, 1819, the first savings bank in Australia com
menced operations at Sydney with branches at Parramatta, 
Liverpool, and Windsor. It had been organized at a meeting 
at the general hospital on June 5, 1819, and was named the 
New South Wales Savings Bank, although it was popularly 
known as" Campbell's Bank". This bank continued business 
untit 1833 at which time its deposits were transferred to the 
Savings Bank of New South Wales, which an Act passed in 
1832 established. ';fhe Act was the first savings bank legislation 
in Australia. The'Savings Bank of New South Wales allowed 
interest on deposits at the rate of 5 per cent per annum with a 
division among depositors of the surplus interest at the end of 
each year. In 1841, on account of the increase in population 
and the distance from Sydney, an Act created the Port Phillip 
Savings Bank. 

Decimal System of Coinage in Colonial Australia 

During the early days of the Botany Bay Settlement Spanish 
dollars circulated fredy even though the English pound was 
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the unit of accounL In 1823 Sir Thomas Brisban!, Govcrnck of 
the Colony, imported large quantities of Spanish dollars from 
Qndi~and attempted to make them the standard currency of 
Australia. A Government order, dated February 5, 1823, 
directed that public accounts should be kept in dollars and 
cents, and this order remained in force until the end of 1826. 
During this time the circulating medium was mainly Spanish 
dollars and notes of the Bank of New South Wales expressed 
in Spanish dollars. After the Spanish dollar had been the 
standard for values for a few years, the English pound replaced 
it in 1830 as the unit of account and has continued so since that 
time. 

Suggestions appear from time to time looking towards the 
adoption of the decimal system in Australia. The Official Year 
Book of the Commonwealth of Australia of 19Q6 states : 

• • • the introduction of a decimal coinage would present 
no great difficulties. Of the various systems that have been 
advocated from time to time, the one that appears to meet 
with most favour and presents the maximum advantage, 
would retain the sovereign as the unit, but would divide it 
into a thousand parts instead of ¢o farthings. 

Australians have not yet seriously considered adopting the 
decimal system and until Great Britain acts on this question 
Australian authorities will probably do little in the matter. It 
would be well, however, if Australians were to review the 
decimal system as part of the present inonetary problem. 
Now that the Australian and English pounds are two dif· 
ferent units of value it might be possible for Australia to 
establish its monetary unit with the advantages of the decimal 
system. 

Before the great world-wide depression of recent yean two 
events stood prominently in the economic history of Australia. 
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Diseoveries ofcgold and the financial panic of 1893 both left their 
mark on Australian banking. 

EOect of Gold Discoveries on Banking 

When gold rushes started in 1851, Australian banks received 
much gold to be exchanged for money. As there was at the 
time no branch of the Royal Mint in Australia, banks fell back 
on the privilege of issuing notes to meet the demands for cash. 
Although bank notes had been used since the establishment of 
the Bank of New South Wales, it was not until the discovery 

! of gold that issue of notes assumed any large scale. Miners 
gladly received bank notes for their gold. With this super~ 
abundance of gold ip. the hands of the.banks, need for a branch 
of the Royal Mint in Australia became pressing. As a result 
on May 14, 1855, Sydney obtained a branch of the Royal Mint. 
On June 12, 1872, the Melbourne branch commenced opera~ 
tions. Finally, on June 20, 1899, after the se.cond gold .rush, a 
branch opened in Perth. These branches, with the' exception 
of the one in Sydney, still operate. The one in Sydney closed 
on November 12, 1926. Before the war Australian branches 
of the Royal Mint only coined gold. Until 1910 they coined 

.English sovereigns, which freely circulated throughout Au~ 
tralia. 

Apart from the increased use of notes and the establishment 
of branches of the Mint in Australia, Australian banks began 
duing the days of the discoveries of gold to hold large gold 
reserves against their liabilities. They continued to do so until 
the Commonwealth Bank Act of 1929 gave that bank the right 
to take over the gold reserves of the ordinary banks. Between 
December, 1929, and June I, 1930,_ the Commonwealth Bank 
acquired £12,650,000 of gold by compulsory acquisition and 
£4,000,000 voluntarily from the banks, who received for the 
gold £2.,150,000 in Australian notes, £10,500,000 in credits with 
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the Commonwealth Bank, and 1.4>000,000 ut London ex
change. 

FinancUJ Crisis 0/189J 

The world-wide financiaJ crisis of 1893 bore down heavily 
upon Australian banking. .The trouble started with public 
distrust of the building and land companies that had made 
excessive advances. From there it naturally spread to the 
banks, whose loans rose to 137 per cent of their deposits, 
while the ratio of cash reserves to deposits was only 17 per cent. 
During the crisis twdve banks, having ¢is branches throughout 
Australia with aggregate liabilities of over £100,000,000, sus.
pended operations. Twenty-three banks failed between July, 
I~I, and May, 1893. Only ten banks weathered the storm. 
These facts make even the depression of recent years appear 
less disturbing to Australian banking than the crisis of 1893. 
Yet the difficulties of the last few years have been more per
sistent. 

The New South Wales Government attempted to get out of 
the troubles oE 1893 by passing an Act making notes of the Bank 
of New South Wales, oE the City Bank oE Sydney, of the Union 
Bank, and of the Bank of Australasia legal tender for a period I 
of six months, while a further Act authorized the Treasury to 
advance to depositors one-half of the balance which the pro
visional liquidations of the suspended banks eertified was 
standing to their credit. The advances were to be made in 
Treasury notes of a five years' maximum currency. Baolt notes 
were also made a first charge on assets for six months. 

In Queensland the Government took over the note issue and 
maintained a monopoly of issue in the colony until Common
wealth authorities esublished the Australian note issue in 1910. 

These measures tended to restore confidence and slowly the 
clouds passed away. In New South Wales, under the Act 
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aut1J.orizing tlte Treasury to make advances, the Treasury might 
have been called upon for £2,400,000 but actually advanced 
only £358,000 . 

. The experience of the crisis of 1893 was so drastic that until 
the present depression advances of banks did not again exceed 
80 per cent of their deposits, while they had been as low as 
67 per cent. During the troublesome days of 1930, however, 
advances reached 97.45 per cent of deposits. 

One of the surviving memorials of the great panic of 1893 
appears in statements of certain banks of perpetual depositors' 

,certificates. These certificates issued during the reorganization 
have become a sort of preferred stock on which the dividend 
rate is so low that it is .not to the interest of banks to retire 
them, although they could have done so many years ago. To
day they are in effect part of the banks' capital and are trans
ferred on the books like shares. These certificates are now 
known as inscribed deposit stock. 

Bank Failures Rare in Australia 

Perhaps the most remarkable feature of Australian banking 
since the crisis of 1893 is the almost complete absence of bank 

-failures. No commercial bank, except the Federal Deposit 
Bank, which was a small bank in Queensland, has failed since 
the troublesome days of 1893- One private agricultural bank, 
the Primary Producers Bank, suspended business in August, 
1931, and the Government Savings Bankof New South Wales 
stopped payments to depositors in April of the same year. In 
the latter case deposits became available. in full after amalga
mation with the Commonwealth Savings Bank. As Australia 
is essentially an agricultural and pastoral country that suffers 
from prolonged drought, the almost complete absence of com
mercial bank failures since 1893 is truly remarkable. Under 
the independent unit banking system of the United States 484 
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banks failed even in the prosperous year, 1927-281 Duringtthe 
first eight months of 19320 1,048 banks with liabilities of over 
[100,000,000 closed. The" bank holiday" of March 1933, was 
the culmination of increasing distrust in banks caused by the 
persistence of failures in those institutions. 

FinfJndal Provisions of 'he Australian Constitution 

The next event of importance in the history of banking in 
Australia occurred with the establishment in 1901 of the 
Commonwealth. Section 51 of the Australian Constitution 
provides that: 

The Parliament shall, subject to this Constitution, have 
power to make laws for the peace, order, and good govern
ment of the Commonwealth. with respect to: 

(v) Postal, telegraphic, tdephonic, and other like services; 
(xii) Currency, coinage, and legal tender; 
(xiii) Banking, other than State Banking; also State Bank

ing existing beyond the limits of the State concerned; 
the incorporation of banks, and the issue of paper 
money; 

(xiv) Bills of Exchange and promissory notes; 
(xx) Foreign corporations and trading or financial corpora

tions formed within the limits of the Commonwealth. 

Although under the Australian Constitution banking and 
currency are matters of Federal concern, the Commonwealth 
Parliament passed no legislation before 1909 affecting the bank
ing system. The States continued to use post offices as agencies 
for their savings banks, which had been set up in the colonies 
some years before federation. 

In 1909 the Commonwealth Government passed two bills 
dealing with banking and currency matters. The Bills of 
Exchange Act, which superseded the various Acts in the seve
ral States, lUlified the law in this respect. It followed closdy 
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the' Acts of tke States and is almost identical with the British 
Bills of Exchange Act. The Coinage Act of 1909 was the 
other measure of financial interest. By this Act, Australian 
mints were authorized to coin silver, bronze, and nickel if 
desired. Previously in 1898 permission from the Royal Mint 
allowed Australian branches to coin silver and bronze, but 
the Act of 1909 was the first Australian legislation on the 
subject. 

The Australian ,sovereign has in every way been equivalent 
to the English sovereign. Whether this will be the case when 
the two {J9unds are stabilized is problematical. The Aus
tralian sovereign, as does the British sovereign, contains 
123.27447 grains of 916.6 fine gold or 113.00160 grains of fine 
gold. While Australia was on the gold standard, the price of 
gold was £3 17s. 10~d. per ounce standard. Since May, 
1917, mints have coined bronze in Australia; but so far Aus
tralian subsidiary coinage contains no nickel. Coinage of 
silver commenced in Sydney in January, 1921. Previous to 
these dates Australia imported bronze and silver coins from 
England. Under the Coinage Act of 1909 no provision ap
peared for the half-crown, for this coin was often confused 
with the florin. The half-crown has now disappeared from 
Australian currency. 

Mint Regulations of April 25, 1932 
Under regulations of April 25, 1932, gold can be deposited 

at the mint in Australia, in small or large parcels, subject to 
the following coriditions: 

Charges. 
I. For a deposit containing 1,000 ounces gross or over, Three 

halfpence per ounce. 
2. For a deposit containing 500 ounces gross or over, and 

less than 1,000 ounces gross, Twopence per ounce. 
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3. Less than 500 ounces gross, Threepence per ounce, r>ro
rided that the minimum charge for any deposit shall be 
Seven shillings and sixpence. 
The above charges will be made on the gross weight 

melting. . 
+ For deposits containing old jewellery or manufactured 

gold-
(01'1) 500 ounces gross or over, Fivepence per ounce. 
(b) Less than 500 ounces, Sevenpence per ounce. 

Sixteen shillings ,hall be the minimum charge for anyone 
deposit. ... . 

If a deposit other than old jewellery or manufactured gold 
contains more than 2 per cent of base metal, an extra charge, 
to be fixed by the Deputy Master, will be made for its extrac
tion. 

Provided that of these charges One penny per ounce 
standard shall be considered to be an assay and coiRage 
char~ and that the minimum weight of gold not requiring 
rdining which will be received for assay and coinage will be 
250,000 ounces. 

Allowance. 
Any silver in a deposit in excess of 8 per cent of the 

weight of the dep05it after melting will be allowed for at a 
rate per ounce fine, to be fixed periodically by the Deputy 
Master. 

Provided that this shall not apply to deposits containing 
old jewellery or manufactured gold, and that for them no 
silver assay need be made. 

Mode of Payment. 
Deposits weighing in the aggregate 1,000 ounces or over 

will be: paid for, if desired (10 even thousands), in coin and 
the balaDce by cheque; or in 6ne gold ban and the balance 
by cheque. All other deposits will be paid for by cheque. 
Gold deposits payable wholly by cheque will be due for pay
ment fourteen days after the date of lodgment, and all other 

c 
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deposits one-a date to be fixed by the Deputy Master. Pay
ment can be obtained for gold deposits payable by cheque as 
soon as they have been assayed and valued by paying a dis
count charge, to be fixed from time to time by the Deputy 
Master, for the unexpired days. 

N.B.-These arrangements respecting payment will be 
carried out as far as possible, but the Deputy Master cannot 
be held responsible for their absolute performance, and shall 
have power to postpone date of payment. 

Each parcel for which a separate assay is required at the 
mint is regarded as a separate deposit. The Deputy Master 
of the mint may refuse any deposit which he deems unsuit
able for coinage. Gold and silver can be obtained at the mint 
to a limited extent, but the price of gold must in' no case be 
below £3 17s. io~d. per ounce standard. 

Before the war anyboay could take as much gold as he 
ple!lsed to the mint and get it coined. With the commence
ment of the war. this situation changed. Banks and nunts in 
Australia discontinued issuing gold coins to the public and 
paper money came into general use and has remained so ever 
since. On July 14, 1915, the Commonwealth prohibited 
exportation of gold. After this date the only way in which 
gold could be exported was through the consent of the Com
monwealth Treasurer. Through this way gold continued to 
leave the country until October, 1915. From the beginning 
of the prohibition until this time £5,943,625 of gold was 
exported. After October, 1915, export of gold ceased. Early 
in 1916 Commonwealth authorities allowed a limited export 
of gold. 

With the return of England to the gold standard in 1925 
and resumption of free coinage in Australia a curious situa
tion arose. Under the terms of the Gold Standard Act of 1925 
in Great Britain the Bank of England was the only party that 
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could demand coinage of bullion. No free cdnage in dte 
pre-war sense existed. A private individual could not demand 
coinage of bullion. Yet, although Australian mints were 
branches of the Royal Mint and consequently were under the 
jurisdiction of the rules governing the central body, they 
coined gold bullion and redeemed notes for anyone. Austra
lian branches provided this service of their own free will. 

The Commonwealth Bank Act of 1929 gave the govern
ment bank power to take over any gold in the Common
wealth. Authorities in Australia, however, still allow export 
of gold. The only restriction placed upon this business is the 
requirement that permission to ship gold be obtained from 
the Commonwealth Treasurer. An Act in 1932 made Aus
tralian notes inconvertible. 

Australia" Bank' a"d Law 
Most of the laws on banking in Australia emphasize pub

licity as a cure for banking ills. The law requires that banks 
shall from time to time announce their condition. Three 
important law. have been passed since 1910 interfering with 
activities of banks. The Bank Notes Tax Act of 1910 by tax
ing bank. ten per cent per annum on the issue of bank notes 
put a stop to the further issue of notes by banks. The Com
monwealth Bank Act of 1924 required banks to settle clear
ing balances through the Commonwealth Bank. Then also 
the Commonwealth Bank Act of 1929 gave that bank the 
right to take over the gold reserves of banks. 

Acts under which various banks are incorporated are not 
all of the same nature, but most of the older banks are estab· 
lished by Special Acts, for example, the Bank of New South 
Wales by Act of Council, 1817; the Bank of Australasia by 
Royal Charter; the Bank of Adelaide by Act of the South 
Australian Parliament. The newer banks are generally regis-
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tefed under la .. Companies Act" or some equivalent Act. 
Banks which were reconstructed after the crisis of 1893 are 
also registered under a .. Companies Act" of a particular 
State. The Bank of Victoria, established by. Charter in 1852, 
registered as a limited company in 1889 under the Companies 
Statute of Victoria in 1864. The only feature of these Bank 
Acts and Company Acts worth noting is their specification 
that at regular intervals banks must furnish returns to the 
Government. As there is, however, a lack of uniformity in 
the returns furnished and as returns often include items involv
ing transactions in New Zealand and elsewhere, it is very 
difficult to draw accurate conclusions from them. In this 
connection the situation in New Zealand is more satisfactory. 
In the Commonwealth notes and bills discounted are included 
with all debts due to the bank, but in New Zealand these two 
items appear under separate headings in bank statements. 
Discounts represent the movement of commodities as. distinct 

, from their production. 
If a bank in Australia does not make out a statement set

ting forth the shares into which the capital of the company 
is divided, the number issued, the calls made, and the amount 
received together with details of liabilities and assets twice a 
year and does not place the statement in the registered office 
of the bank and in every branch or place where business of 
the bank occurs, a penalty of five pounds per day for default 
comes into effect. 

In Australia there are three ·main divisions of banking, 
commercial, savings, and agricultural. As savings and agri
cultural banks are the topics of later chapters, there is no need 
to describe their various activities at this stage. 

Features of Commercial Banking in ;Australia 

Australian commercial banks perform many services. They 
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• • are banks of issue, although the Bank Notes Tax Act of 1910 

handicapped this practice almost out of existence, and banks 
of deposit. They advance against shipment of produce; they 
act as agents for the purchase and sale of British and foreign 
securities and for the receipt of interest and dividends; they 
sell and buy stocks and shares if required; they will collect 
bill. of exchange and other mercantile paper, such as cheques, 
left with them for th.at purpose. Australian commercial 
bank. act a. depositories or bailees and accept valuables for 
safe keeping. They are buyers and sellers of negotiable paper. 
At time. they act as trustees for their customers. Some of the 
bank. issue service bulletins on economic conditions in Aus
tralia. A. the prosperity of Australia depends almost entirely 
upon the export trade. banks carry on an important exchange 
business with countries overseas. . 

Commercial business of banks is generally mercantile in 
character. short term .. prime paper" predominating in their 
portfolios. A considerable part of it is based on imports. 
Occasionally banks take over merchandise on which an 
importer hal defaulted. They are usually careful, however, 
to avoid this eventuality. Banks make some commodity loans, 
but special firms finance most of the wheat and wool business. 
These firms buy and sell as well as make loans on pastoral 
and agricultural products. They act as agents for growers 
and are something like the old-time mercantile firms, which 
were private bankers in addition to being merchants. The 
best known of these companies are Elder Smith & Company 
and Dalgety & Company Limited. George Wills is another 
large firm. These special companies are a very active and 
strong part of the economic life in Australia. 

Individual banking such as exists in the United States to
day did not appeal to Australians. The only known record 
of the existence of a private individual bank is in Widowson's 
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P;esent Sta&:o/ Van Dieman's Land of 1829, where it is stated 
that the Gellibrands, father and son, had a private bank in 
Davey Street, Bobart, but apparently it did very little busi
ness. Family banking also did not find favour in Australia. 

Branch-Banking in Australia 

Branch-banking has held the field in Australia from the 
beginning. A few banks with many branches comprise the 
Australian system. Perhaps, as the first bankers of Australia 
were Scotchmen, they naturally would introduce the system 
with which they were acquainted. On June 30, 1912, just 
before the opening of the Commonwealth Bank, Australia 
had twenty-three banks with 2,041 branches. For the Com

,monwealth there was about one branch for every 2,250 people. 
Since that date banks in Australia have rapidly decreased 
through amalgamation until at the present time there 'only 
remain ten commercial banks besides the Commonwealth 
Bank doing business. Australia is following the trend of 
amalgamation that exists in the United States, Canada, and 
England. 

To carryon exchange business with other countries requires 
that a bank be well known and established. As a few banks 
in a community have a better chance than a large number of 
being widely known,- it is likely that this fact gave impetus to 
the movement in Australia of a few banks with many 
branches. 

The branch-bank system has supplied the surplus funds 
of the Eastern States in normal times to the development of 
Western Australia. Between 1908 and 1926 the percentage 
of advances to total deposits in that State was always, except 
for 1910, over 100. In 1926 the percentage rose to 132.91. At 
the same date Eastern States had a percentage ranging from ' 
66.46 in the case of New South Wales to 63.22 in the case of 
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Queensland. During the period, 1908 to 1926, the percen;age 
for the whole of Australia ranged from 67.04 in 1915 to 88,70 
in 1909 as the extremes. Since the depression the figure for 
Western Australia in 1930 reached 192.96. For the whole of 
Australia it was in that year 99.68. Since that year the per
centage has receded. 

The crisis of 1893 illustrated the adverse side of branch
banking. In that crisis, according to Teare, the main trouble 
was in the cities, but it dragged the country branches into the 
disaster, and they closed if the city offices collapsed. In this 
particular instance regions that might have escaped under the 
independent-unit system became involved. 

A. W. Ferrin, however, is probably correct when he sum
marizes the situation in Australia-A Commercial and Indus
trial Handbook by saying that the 

branch-banking system apPl!1'ently works well as few locali-' 
ties are able to support a local independent bank. 

Olher Features 01 Australian Commercial Banks 

An Australian practice which is now forbidden in America 
is the use of the overdraft. A good customer of an Australian 
bank may overdraw his account without. notice by consider
able sums, but it is customary that such overdrafts be arranged 
for in advance. The overdraft is in effect a loan for which 
collateral security mayor may not be required and on which 
interest is charged. Overdrafts have tended to displace bills of 
exchange, especially between wholesalers and retailers. This 
practice dates back many years and has been growing steadily. 
The shopkeeper who can, with the help of his banker, pay 
cash is free to buy where he likes, and in the long run all 
parties appear to benefit. When a customer arranges for an 
overdraft of a certain sum, he is charged interest of about two 
per cent above the rates allowed on fixed deposits. He pays 
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int~rest on th1: average daily balance of the actual advances. 
He does not pay interest on that portion of his allotted sum 
that he has not actually drawn. Furthermore, the customer 
and the bank have the right to payoff or call off the over
draft at any time. 

Australian banking institutions naturally bear the stamp of 
their British origin. Besides the Scottish practice of branch
banking, advancing money on current account, and issuing 
prior to 1910 their own notes, Australian banks have also em

.bodied the British tradition of refraining from directly invest
ing their funds in commercial or manufacturing enterprises. 
In this respect Australian banks followed British rather than 
German practice. Although there have been instances of Aus
tralian banks affiliated with land companies, these experiments 
,did not succeed. Attempts in this direction were part of the 
cause for the trouble in 1893. ' 

There is no open exchange market in Australia. Each bank 
has its clientele, ,which it serves in the matter of exchange inci
dentally to its regular transaclions. 

Before the advent of the Commonwealth Bank in 1912 state 
banking, that is government-owned banking, was confined to 
savings banks with branches throughout each State and to 
varying systems ot credit foncier. Each State had its own 
system of savings bank credit foncier. States did not 'engage 
in general commercial banking. , 

H. E. Teare in Australian Banking, CU"cncy ant! 
Exchange calls attention to a difference in Canadian and Aus
tralian banking practice. He points out that Canadian banks 
may not 

• • . lend money or make advances upon the security, mort
gage, or hypothecation of any lands or of immovable 
property, or of any ship or other vessels or upon the security 
of any goods, wares and merchandise. This last provision 
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is directly contrary to the provisions inserted :n the Austra
lian Bank Acts where it is expressly laid down that advances 
can be made on the security of land, ship, etc. In Canada, 
the intent seems to be to restrict the field of loans and ad
vances to raw materials, and to the instruments arising out 
of them, such as warehouse receipts and the like; goods, 
wares and merchandise are not considered an eligible form 
of security. 

There is practically no Forward Exchange in Australia, and 
so Australian banking practice differs from British, American, ' 
and foreign systems. After the decision of the Common
wealth Bank Board in December, 1931, to announce each week 
rates of exchange on London, the Board followed up this 
action on January 7~ 1932, with an announcement that with 
the usual statement on Fridays of exchange rates on London 
rates on forward exchange up to 28 days would be posted. 
This step was for the convenience of buyers of Australian 
exports, chiefly wheat and wool. 

There has been up to the present very little .. acceptance .. 
business in Australian banking practice. The use of the over
draft has caused this situation. The only important discount
ing in Australia at present is that of Treasury bills that have
resulted from government deficits since the depression in 
Australia. 

At the time of the commencement of the Commonwealth 
Bank the banks charged. debtors and creditors alike, for a 
curreqt account ten shillings in Eastern States and twenty-one 
shillings per annum in Western Australia. Rates on fixed 
deposits ranged from two to four per cent interest for periods 
of from six to twenty-four months. The rate of interest paid 
00 a fixed deposit remains the same during the whole currency 
of the deposit irrespective of any change that might occur in 
the overseas rate or in the local discount or loan ratcs. Of the 
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tothl deposits'in 1912, almost one-half was-current accounts. 
Australian banks were justified in keeping their advances to 
about eighty per cent of their deposits. 

Deposit rates in Australia influence rates for loans. In 
London and New York rates for loans and discountS influence 
rates for deposits. Lack of available cash for devdopmental 
purposes has created the situation in Australia. To get the 
quantity of money demanded, banks in Australia have 
offered high rates on deposits. As a result, banks fix rates 
for loans according to what they have to pay to get the 
deposits. 

With Australia far removed from financial centres of the 
world, banks have maintained large cash reserves. The ratio 
of cash reserves to liabilities at call varied from 1904 to 1919 
for all banks from 47 per cent in 1907 to 73.19 per cent in 
1916. The average for the period was 54.02 per cent. 
Reserve funds of Australian banks accrue from a portion of 
the' annual profits. Each bank, as far as possible, establishes 
a reserve equal at least to the amount of its paid up capital. 
Banks in Australia usually invest their reserves in British 
securities. 

The cheque is more widdy used in Australia than in 
Europe. It is not as prevalent in Australia, however, as it is 
in the United States. A 'tax of twopence in all States curtails 
the use of the cheque in the Commonwealth. In South Aus
tralia cheques under £2 must bear a stamp of one penny. 
The cheque would be more prevalent in Australia if it were 
duty free as it was in America till 1933. In Australia banks 
collect a commission on cheques drawn on places outside the 
town of deposit. As in Scotland, banks make the charge at 
the time of each transaction. The rate varies roughly with 
the distance, but it is usually the same for all places within a 
State. In Queensland and Western Australia, where great 
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distances separate branches of banks, no u,nift)rm collettion 
rate exists throughout the State. Between Mdbourne and 
Sydney the rate is 2/6 per boo. Between Mdbourne and 
Perth it is 7/6 per boo; while between Sydney and Perth 
collection costs 10/- per £100. Even though the practice of 
drawing against cheques not cleared appears to be general in 
Australia, there is no justification for banks charging for col
lection any sum greater than the interest lost before the cheque 
is cleared. 

TIlX~1 0" Bills 0/ Exda"ge 
Australia levies high duties on bills of exchange. It is this 

consideration that forms one of the stumbling blocks in deve
loping discounting and rediscounting in the Commonwealth. 
The British Economic Mission in 1928 advised 

• . • a substantial reduction in stamp duties on bills of 
exchange in Australia with a view to facilitating the circula
tion of trade bills. 
The several States tax bills of exchange. Bills of exchange 

on demand pay the same tax as cheques. For all other types 
of bills the rates are tid tlalorem taxes. At the beginning of 
1933 the following rates were operative. In Western Austra
lia and Queensland the tax was I/~ for every £50 or fraction 
thereof. In New South Wales and Victoria the tax was six
pence for every £25 or fraction of this amounL In Victoria, 
however. if the value of a bill of exchange cxcccded boo. 
then the rate was one shilling for every £50 or fraction of 
this sum. In New South Wales, if bills of exchange are 
drawn in a set, one of the set receives a stamp that is the 
tax that would be required if the whole set was a single 
bilL 

In South Australia bills of exchange payable at any place 
beyond the limits of the Commonwealth bear an tid tlillorem 
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tax \If one shiKing for every £100 or fraction of this amount. 
For other bills the rate is sixpence for every £25 or fraction 
thereof. In Tasmania for bills not exceeding £5 the tax is 
threepence. If· the value of the bill of exchange exceeds £5 
but not £25, the tax is sixpence. For every succeeding £25 or 
fraction thereof the duty is sixpence. In Tasmania if the bills 
are cp-awn payable abroad in sets, then each bill bears a stamp 
that is the tax on the total value of· the set divided by the 
number of bills. 

There are exemptions from the cheque and bills of exchange 
taxes. Government cheques do not pay the tax. Cheques of 
banks for clearing purposes are exempt. Letters of credit are 
usually not taxed. Cheques on savings accounts do not come 
under the tax as they do in England. A few other exemptions 
exist that vary in the several States. 

Profits of Banks in Australia 

Undoubtedly the cost of conducting banking in Australia 
is high. The wide and sparsely settled areas over which opera
tions extend necessaJily make expenses great. Yet in spite of 
this fact Australian banks have prospered. Net profits of 
banks grew from £1,506,000 in 1901 to £2,954,000 in 1912. 
Since then they have grown until in 1928 they reached 
£6,404,418. With the advent of the depression profits fell in 
1932 to £2,622,771. Dividends increased from £1,109,845 in 
1906 to £1,713,453 in 1912. In 1928 they reached '£5,213,456, 
but in 1932 they fc;ll to .£2,937,758, in the latter year being 
in excess of annual profits. 

The twenty-three banks operating in Australia in 1912 had 
at that time an aggregate capital and reserve fund of 
£31,606,875. Since that time this item has increased until in 
1931 it reached £83,424,367. By 1933 the number of commer
cial banks besides the three foreign banks, including the Bank 
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of New Zealand, had shrunk to nine.· As many of the ~ 
that do business in Australia have branches in New Zealand 
and elsewhere, it i. impossible to ascertain the amount of 
banking capital actually employed in the Commonwealth. 

Referring to the period 1910-1912, the London Economist 
on September 13, 1912, observed 

• . • that never in the history of Australian banking was 
the progress so continuous as In the period just named. 

Unlike most controversial measures the Commonwealth Bank 
was fortunate in beginning its career under favourable econo
mic conditions. Clearly the bank was not the result of some 
immediate economic disturbance. Perhaps the political con
dition of the Commonwealth at the time will give some clue 
to the reason for the establishment of the bank. 

• Commercial bub ia Australia ia 1933: 
The Commercial Banking Company of Sydney, 

1. R. Dryhurst, General Manager. 
The Bank of New South Wales, 

A. C. Davidson, General Manager. 
The Bank of Adelaide, 

W. J. Muson, General Manager. 
The Commercial Bank of Australia, 

Charla H. Tranta', General Manager. 
The Union Bank of Australia. 

W. A. Lcirch, General Manager. 
English, Scottish and Australian Bank, 

C. W. Wren, General Manager. 
The Bank of Australasia, 

G. D. Healy, Superintendent ia Australia. 
The National Bank of Australasia, 

E. H. Wrcford, Chief Manager and Chairman of the A.sociated 
Banks, ViclDri •• 

Queensland National Bank, 
M. a. Haymen, Ocneral Manager. 



CHAPTEIl THIlEE 

THE MOVEMENT FOR A NATIONAL 
BANK 

Between 1890 and 1892 three strikes of large proportions 
occurred in the maritime, shearing, and JDining industries of 
Australia. In all cases the strikers were utterly defeated. As 
a result unionists decid~ to change their tactics. Leaders of 
the Labour movement became convinced that workers needed 
sympathetic governmental action. 

Interest of Labour in II National Bank 

In IB91 Labour leaders in New South Wales nominated 
men to contest seats in the colonial parliament and drew up a 
platform of sixteen planks upon which to support candidates. 
One plank advocated the establishment of a national bank. 
This proposal was the first pronouncement of any political 
group in Australia in favour of a national bank. After 1891 
the .. New Unionism", as unionists called their political 
activity, spread until in 1904 the first Labour Government 
obtained office in the Commonwealth Parliament. 

King O'Malley's InfiueTlCe on Labour's 
Financial Programme 

In the early years of the present century one man had great 
influence on the banking policy of the Labour Party. Car
toons, editorials, and articles in the Press of the period all 
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THE MAGNIFICENT BANKER 
BANK. MANAGER.-" I sec: you're about to open your new 

place of business. I've been bank-managing in 
Melbourne for 36 years. Can you give me a job? " 

KING O'MALUY.-" Why, yes, come inside. I'm in need 
of an office boy to do all the work. II 
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bear witness to the activity of King O'Malley il\ shaping t!te 
financial and banking policy of the Labour Party. 

King O'Malley was born in Canada but spent his early years 
in the United States. A relative of King O'Malley in New 
York had commenced loaning money privately from a small 
account and after a few years became a banker. As a result 
King O'Malley early became interested in banking. In his 
youth he had heard an eminent authority in England state that 
a bank note in the United States did not need the backing of 
gold but that of the nation to make it generally acceptable to 
the public. Working in the bank of his relative, King 
O'Malley saw the magnitude of banking operations in com
parison with private loaning. He discovered that bankers 
were able to loan artificial capital provided that they could clear 
their debts and credits at the end of the day. On the other 
hand, private lenders could only lend the capital they possessed. 
King O'Malley worked in the banking business in the United 
States for about ten years. During this time he became in
creasingly interested in using the knowledge gained in banking 
for the welfare of the people. 

In the" eighties" of last century King O'Malley came to 
Australia for his health, after he had been given only six 
months to live. A person in the West of the United States had 
recommended Queensland as a possible location for restoring 
his health. After regaining his health in Queensland, King 
O'Malley remained in Australia and became interested in 
public life in the Island Continent. During 1896-1899 he was 
a member for Encounter Bay in the Parliament of South 
Australia. At that time he advocated a State Commercial 
Bank in South Australia. 

In 1901 King O'Malley appealed to the electors of Tasmania 
on a platform that included a proposal to establish a national 
banking system. After the election he approached the Prime 
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Minister on.the matter of setting up a national bank, but he 
soon saw that anti-Labour forces on account of their business 
connections with private banks could not establish a national 
bank. Thereupon King O'Malley joined the Labou~Party. 
Labour leaders were in a position to help him in his effort to 
obtain a national bank. Labour leaders, however, easily 
became persuaded through their asSociation with uncom
promising opponents of a national bank that a government 
commercial bank was unnecessary and doomed to failure and 
would therefore wreck Labour. 

In 1904 the Watson Labour Government took office for a 
few months but refused to place a Commonwealth bank in the 
Government policy. King O'Malley was not a member of that 
Cabinet. At the time one of the representatives of Tasmania 
informed King O'Malley that Labour leaders would never 
choose him as a Cabinet member because of his advocacy of 
the bank. This meant that he would never be a Minister of 
the Crown, for although caucus chose the Prime Minister in 
the event of a Labour Government being formed the Prime 
Minister selected his Cabinet. 

To obtain the chance to be a Minister King O'Malley caused 
the Melbourne Conference of the Labour Party in 1905 to adopt 
a proposal that in futUre the caucus rather than the Prime 
Minister would select all Labour Ministers. This action paved 
the way for the appearance of King O'Malley in a future 
Labour Ministry. An oversight in the proposal, however, still 
left to the Prime Minister the distribution of the portfolios. 
The Melbourne Conference of 1905 also placed the establish
ment of a State Bank in the general platform of the Labour 
Party. 

Brisbane Conference of Labour Party of 1908 

The next important step towards setting up the Common-
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walth Bank occurred at the Inttt-State Conltrence of lhe 
Federal Labour Party at Brisbane in July, 1908. After a pro
longed struggle between advocates of a national bank and 
proponents of an Australian Navy for a place in the •• fighting 
platlorm" of the patty, the conference adopted both. The 
•• fighting platlorm •• of the Labour Party is a concise statement 
of about a dozen issues taken from the general platform and 
emphasized at a particulat dcction. 

At the Brisbane Conference King O'Malley moved : 

That no financial scheme between the Commonwealth 
and the States can be satisfactorily adjusted without the 
establishment of a national postal banking system. 

The scheme of King O'Malley adopted by the Brisbane Con
ference suggested a bank with the following provisions: 

(i) That this bank shall be conducted purdy as a Govern
ment Department. absolutely free from political con
trol. 

<ii) That it shall be 10 constituted as to possess all the 
powers and immunities requisite to its security, to the 
recovery of its debts, and to the disposal of its property. 

(ui) That its capital shall be represented by 12,000 shares, 
of £roo each, of which at least 6,000 shall be in the 
hands of the Commonwealth Government. and that 
of the balance no State Government shall hold more 
than 1,000 shares. 

(iv) That the shares of the bank shall be transferable only 
to the Governments of the Commonwealth and the 
States; that the failure of any or all of the State 
Governments to subscribe shall not prevent the bank 
from commencing operations: and that in the event 
of a State Government desiring to dispose of shares in 
the bank, the Commonwealth Government shall have 
the first option of purchase. 

D 
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(v) Thaf the Commonwealth and State Governments 
holding shares shall be jointly and severally liable in 
respect of aU transactions of the bank. 

(vi) That the bank shall act as the agent for the Mint in 
the purchase of raw gold and silver and the issue of 
coin. 

(vii) That the bank, shall be empowered to issue notes 
which shall, throughout the Commonwealth, be legal 
tender at all places except the head office of the bank 
in each State; arid that at such head offices payment 
of the value.(.f notes presented may be made in gold 
or Comn:' ')l',vealth Consols, at the option of the 
Comptroller-General of the bank. 

(viii) That the bank shall become the repository for the pay
ments from time to time in respect of the Consolidated 
Revenue, Loan, and Trust Funds of the Common
wealth and State Governments, and the funds of 
municipal bodies, and shall pay interest on the daily 
balance thereof. -

(ix) That the bank shall provide for temporary advances 
by way of overdraft to Commonwealth and State 
Governments and municipal bodies. 

(x) That the bank shall, in other respects, carry on an 
ordinary banking business, receiving from the public 
moneys on current account or 'fixed deposit, and 
making advances on good security. ' 

(xi) That the bank shall carry out the inscription of all 
Commonwealth and State Inscribed Stock, and make 
all arrangements necessary for the conversion, re
demption. renewal or issue of Commonwealth, State, 
and Municipal Loans. 

(xii) That the Board of Management of the bank shall con
sist of a Comptroller-General, representing the Com
monwealth, and one representative from each of the 
subscribing States. 
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(xiii) That the Treasurer of the. Commonw~th shall ~ 
entitled to attend aU meetings, and inspect all proceed
ings of the Board of Management. 

(xiv) That aU payments to be made in London by Common
wealth or State Governments shall be made through 
the medium of the bank. 

(xv) That the General Post Office in each capital shall be 
the head office of the bank in that State, and that any 
post office within the Commonwealth carrying on the 
business of a money-order office may be constituted a 
branch of the bank. 

(xvi) That the bank shall be a bank of reserve for the deposit 
of reserves of the banking companies operating in the 
Commonwealth. 

(xvii) That the regulations requisite for controlling the bank 
reserves shall be drawn up by the Board of Manage; 
ment of the bank and the Council of the Associated 
Banks of Australia. 

(xviii) That a branch of the bank shall be established in 
London. 

(xix) That at the London office, and at the head office of 
the bank in each State, Commonwealth Consols shall 
be obtained in sums of £10 and upwards. 

These proposals of King O'Malley were the fruits of many 
years' thought. While he saw clearly that Australia needed a 
central bank, he also saw the advantage of having a Govern
ment bank activdy compete with the private banks. 

The suggested bank was part of a far greater scheme for 
meeting the Commonwealth', financial situation. In the 
matter of sinking funds the scheme had the following features: 

I. It is proposed that in connection with all Public Debt 
for which the Commonwealth assumes responsibility, 
whether by direct flotation or by assumption of liability 



• on heltalf of a State, there shall he established a sinking 
fund of ~ per cent. 

2. A sinking fund of this amount would, if invested annually 
at 3 per cent, provide for the repayment of a loan in the 
sixty-sixth year. 

3. A sinking fund of I per cent, similarly invested would 
liquidate a loan in the forty-seventh year; one of I ~ per 
cent in the thirty-first year. 

4. It is further proposed : 
(i) That the Sinking Fund shall he placed under the 

control of a Board of Trustees, and shall not under 
any circumstances he available for any purposes other 
than those connected with the conversion, redemp
tion, or renewal of Public Debt. 

(ii) That the trustees constituting the Board shall be
Chairman-The Comptroller-General of the 

National Postal Bank. 
The Chief Justice of the Commonwealth. 
The President of the Senate. 
The Speaker of the House of Representatives. 
The Auditor-General. 
The Chairman of the Associated Banks. 

(iii) That all moneys received for Commonwealth Con
sols sold over the counter by the National Postal 
Bank shall he placed to the credit of the Sinking 
Fund Trustees. 

(iv) That, in so far as they are not required for the 
purposes of immediate redemption, conversion, or 
renewal, the sinking fund moneys shall he mainly 
invested in the purchase of such State securities as 
the Commonwealth has accepted responsibility for, 
and as may from time to time come on the market. 

(v) That temporary advances may he obtained by the 
Sinking Fund Trustees from the National Postal 
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• Bank for the purpose of facilitating the iedemption, 

conversion, or renewal of loans. 
It was not until 1928 through the efforts of Dr. Earle Page, 

Treasurer of the Commonwealth and Leader of the Country 
Party. that the Commonwealth Government adopted adequate 
sinking fund provisions for the retirement of Commonwealth 
and State loans. 

In the matter of Commonwealth debts the scheme of King 
O'Malley suggested more than the provision of sinking funds. 
He further suggested : 

I. In order to enable the Commonwealth to convert, renew, 
or redeem loans taken over by it from the States, it is 
proposed: 

(i) That the Commonwealth shall, from time to time, 
issue through the medium of the National Postal 
Bank inscribed stock, to be known as Common
wealth Consols. 

(ii) That such stock shall not be redeemable during the 
first thirty years from date of issue, but shall be 
redeemable at par at any date thereafter on six calen
dar months' notice given by the Commonwealth 
Government. 

(iii) That such stock shall bear interest at the rate of 
3 per cent per annum, payable half-yearly. 

(iv) That the price payable for Commonwealth Consols 
over the counter by the National Postal Bank shall 
be fixed from time to time by the Governor-General 
in Council on the advice of the Comptroller of the 
Bank. 

This suggestion of issuing Commonwealth Consols has 
many possibilities and should not be overlooked by Common
wealth authorities in their efforts to meet Australia's Boating 
3ebt. . 
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• Finally, iGng O'Malley proposed that the various States and 
the Commonwealth co-operate in borrowing abroad, and that 
system came into effect in 1928 through the work of Dr. Earle 
Page, Commonwealth Treasurer at the time. 

During a few months in 1908-1909 a second Labour Govern
ment occupied the Government benches, but retired from office 
without placing in the Government policy the creation of a 
Commonwealth Bank. On September 30, 19°9, King O'Malley 
spoke for five hours in Parliament, explaining his compre
hensive financial scheme to the House. In 1909 the Liberal 
Acting Prime Minister, Sir John Forrest, informed a confer
ence of State premiers in Brisbane that he had had in mind 
and that it had been urged on the Government, which was 
supported by Labour, to establish a Postal Savings Bank for all 
Australia. In 1910 the Political Labour Council of Victoria 
declared that . 

~ • • Labour proposes to establish a ri>mmonwealth Bank, 
with unlimited powers, which will enter into competition, 
and the general extinction, without compensation, of the 
present banks will .follow as a matter of course) 

The Elections of I9IO 

The Commonwealth Elections of 1910 are important in the 
history of Australia. For the first time in Commonwealth 
politics anti-Labour forces combined, forming the Fusion 
Party. As usual the Labour Party issued its .. fighting plat
form" but as this one became of far-reaching importance it is 
given here in toto. Its text was: ' 

(I) Maintenance of White Australia. 
(2) The New Protection. 
(3) Nationalization of Monopolies. 
(4) Graduated Tax on Unimproved Land Values. 
(5) Citizen Defence Force. 
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(6) c,mmonwealth Bank. 
(7) Restriction of Public Borrowing. 
(8) Navigation Laws. 
(9) Arbitration Act Amendment. 

(10) Insurance, including insurance against unemploy
ment. 

The .. fighting platform II was a mixture of nationalism and 
radicalism. Labour believed in the Empire, compulsory I mili
tary training, and protection, to say nothing of White Australia, 
and at the same time advocated a progressive land tax, 
nationalization of monopolies, and the establishment of a 
national bank. On the liquor contrQv..t'SY the Party in some 
States had supported local option. Consequently with a pro
gramme that appealed to almost everyone in· some respect it is 
no wonder the Party looked formidable to the Fusionists. 

The election of 1910 gave the Labour Party complete control 
of both Houses of Parliament. Many causes led to this result. 
The stress that Labour placed on unification .and centralization 
as against State rights was a factor in the result. Labour also 
advocated restriction of borrowing, for according to Labour all 
expenses of the Government even those of the army and navy, 
were to be paid out of revenue. Then again fusions and 
coalitions are frequently not popular with the people. Labour's 
positive platform. furthermore, appealed to many voters. The 
strong stand of Labour in favour of protection gained wide 
approval. 

Labour was strongly in favour of building Australian 
nationalism. The Australian Natives' Association had come 
out for Labour in spite of the fact that its leader reminded 
members that the society was barred from dealing in party poli
tics. This organization is composed of people born in the Com
monwealth and aims at developing Australian nationalism. 
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'rh~~ ~k~i~,;~abour's better organization contributed much 
to ·-'the, succ~sS.·ol'the Party. Labour women polled heavily, 
whi}e,hi.. COrtstrvativli: families many women even as late as 
19IO still felfthat voting was a man's task. 

Finally, yo~ng:Labour candidates took up the battle cry of 
"Cheap money for traders and producers", and this slogan 
gained many votes for the party. 

When Andrew Fisher distributed the Cabinet portfolios, 
King O'Malley became not the Commonwealth Treasurer but 
Minister of State for Home Affairs. Although caucus had 
voted King O'Malley in the Ministry, it did not have power to 
specify which portfolio he should assume. The Prime Minister 
decided that he, Andrew Fisher, would be the Commonwealth 
Treasurer. 

In the Fisher Ministry of 1910' eight members had held 
tabinet positions before. . Of importance was the fact that only 
two Minister,s were Australian born. The others had. come 
from Scotland, Cornwall, Wales, and the United States. This 
situation gave Australia the benefit of the observations of men 
who had lived in many countries. Under these circumstances 
the outlook for Australia seemed bright. Consequently it is 
not surprising that legislation passed by the Fisher Government 
has often been the foundation upon which later Governments, 
Labour and anti-Labour alike, have built. 

Referring to the efforts of King O'Malley to establish a 
National bank, Dr. Earle Page, Commonwealth Treasurer, 
quoted in the House of Representatives on October 19, 1927, 
the following extract from a pamphlet of King O'Malley: 

Immediately after the formation of the Labour Govern
ment in 1910, a bankers' conference was held in Melbourne, 
which was attended by the then Prime Minister and Attor
ney-General, Messrs. Fisher and Hughes. Neither possessed 
any technical financial banking knowledge, and were easily 
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convinced that there was no profit in banking, so the Trea
lurer informed us that the note issue would be withdrawn 
from the trading banks and J'laced in the Commonwealth 
Treasury. AI the note issue 15 the fundamental capital of a 
National bank, this meant the death of the bank. 

In accordance with this programme the Fisher Government in 
July, 1910, placed the note issue in the Treasury. Leaders of 
the Government dropped the bank from their policy. 

As the leaders of the Labour Government opposed the estab
lishment of a national bank, King O'Malley began to organize 
the rank and file of the party to force the leaders to act in the 
matter. I~ King O'Malley had not been a Minister, it would 
have been impossible for him to organize successfully the rank 
and file of the party for the bank. 

The Torpedo Brigade 

It was at this stage that the II Torpedo Brigade" came into 
being. The purpose of this group was to force the Labour 
Government to establish a Commonwealth bank. As leaders 
of the Government threatened to force King O'Malley out of 
the Ministry if he persisted in his advocacy of the bank, the 
Founder of the Commonwealth Bank was compelled to work 
in secret. It was necessary, therefore, to give this secret organ
ization a name that would give no hint of its purpose, hence 
the designation, .. Torpedo Brigade to. Members of the" Tor
pedo Brigade" did not intend to II blow up the Labour Govern
ment to, as some politicians believed. They were interested 
solely in forcing the Government to bring down a Bill for a 
bank. King O'Malley was the moving spirit of this group, 
but he was actively supported by Dr. William Maloney, chair
man, and J. H. Catts, secretary of the organization. 

After fifteen months of secret organizing among the Labour 
caucus, itself a secret group, enough members of the Labour 
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• Party had promised support to make it reasonably safe to bring 
up the question of a bank in caucus. Members of the" Torpedo 
Brigade" decided that at the meeting of the caucus on Octo
ber 5, 191 I, whoever was called uPon by the Prime Minister for 
new business would move the adoption of a bank bill by the 
Government. This honour fell upon J. M. Chanter and Dr. 
Maloney seconded the motion. After a vigorous fight advo
cates of the bank defeated the leaders of the Government and 
forced them to bring down a bill for the bank. I 

A few favoured the establishment of a Commonwealth bank 
because of the facilities it would give for taking over the State 
debts. Since federation the. question of the Commonwealth 
Government taking over State debts had been under considera
tion. All agreed that some time the Commonwealth Govern
ment would take over State debts, but the particular time was 
undecided. Some people felt that a Commonwealth bank 
would facilitate the transference of State debts to the Common
wealth and thereby hasten the transaction. It was not until 
1928, however, through the efforts of Dr. Earle Page, Common
wealth Treasurer at the time, that the Commonwealth actually 
assumed the burden of the State debts. 

As Andrew Fisher was cOmmonwealth Treasurer, he had 
charge of the preparation of the Bill for a bank. He did not 
confer with the Minister of State for Home Affairs but asked 
Under-Treasurer Allan to prepare the Bill. Consequently many 

I The following men in the Labour Party supported King O'M2l1ey in the 
caucus:-W. G. Higgs, J. K. McDougal, G. Cann, Tom Brown, Dr. W. 
Maloney, J. H. Cans, J. M. Chanter, W. F. Finlayson, J. M. Fowler, F. J. 
Foster, J. A. Jensen, A. T. Ozanne, W. Webster, E. Riley, Parker M21oney, 
J. H. Scullin, W. G. Spence, J. Matthews, Frank Brennan, F. W. Bamford, 
Frank Anstey, J. E. Fenton, Laird Smith, Hugh Dc Largie, Arthur Rae. 
R. K. Ready, Allan McDougal, and S. Barker. 

Among the Opposition a few favoured setting up a Commonwealth bank. 
Agar Wynne, Sydney Sampson, and John Livingston supported the proposal 
for a national bank. The Opposition in general .trongr, opposed • govern
ment bank. 
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KINO O'MALLEY DR. WILLIAM MALONEY. • 

Home of the Torpedo Brigade I 
M.H.R. 

Mr. O'Malley held meetings for the Bank in this room of his 
Mdbourne residence. 
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differences from the scheme of King O'Malley adopted by'bte 
Brisbane Conference appeared in the Bill introduced by the 
Prime Minister. 

One fact of the campaign for a Commonwealth bank merits 
attention. If King O'Malley had continued publicly advocat
ing a national bank, banks would have naturally prepared to 
block the proposal from going into effect. As it was, however, 
banker. after the conference with Government leaders in 1910 

thought the matter setded. The prolonged silence of King 
O'Malley seemed to confirm this view. Consequendy,when 
caucus in October, 1911, voted for the bank, leaders of private 
banks were caught unprepared. It is very doubtful if King 
O'Malley would have succeeded if he had not been silenced. 

With thirty years of political controversy upon the matter, 
the Commonwealth Bank cannot jusdy be said to be the result 
of a national political upheaval. The bank is the consequence 
neither of an economic disturbance nor of hasty political action 
but is rather the result of calm conjecture in a time of prosperity. 



CHAPTER FOUR 

THE COMMONWEALTH BANK 
ACT 1911 

ON, November I, ;1911, Andrew Fisher, Prime Minister 
of Australia, introduced the Commonwealth Bank Bill 

in the Federal Parliament. In moving the second reading of 
the Bill, the Prime Minister made no reference to any diffi
culties in the current banking situation, but said that "for 
over twenty years, to my own personal knowledge, the question 
of a State bank has been· prominently before the people of 
Australia." Consequently Parliament should act in .. the -
matter. 

As usual in any discussion of Australian banking, Andrew 
Fisher referred to all the ills of 1893, but at the same time 
praised the banks for their part in developing Australia. Men
tioning central banking possibilities, the Prime Minister hoped 
that 

. . . while the bank may deal in land securities and other 
securities, it will in time grow to be rather a bank dealing 
in ordinary bills of exchange and liquid securities-that it 
will ultimately become the bank of banks rather than a mere 
money-lending institution. 

Andrew Fisher also asserted that the bank would be the banker 
of the Government both in Australia and in London. He 
explained that he was introducing the Bill because 

• . . this is the time to legislate-a time of prosperity and 
financial calm. 

60 
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After declaring that the,bank would belong to the peo~e, 
the Prime Minister then called for the second reading of the 
Bill. While the Bill was before the Federal Parliament no 
important amendment was added. 

The Commonwealth Bank Act of 19II provided that: 

The Bank shall in addition to any other powers conferred 
by this Act have power 

(tJ) to carry on the general business of banking; 
(b) to acquire and hold land on any tenure; 
( c) to receive money on deposit, either for a fixed term 

or on account; 
( J) to make advances by way of loan; overdraft, or other-

wise; 
(e) to discount bills and drafts; 
( I) to issue bills and drafts, and grant letters of credit; 
(g) to deal in exchanges, specie, bullion, gold dust, gold, 

and precious metals; 
( " ) to borrow money; and 
( ;) to do anything incidental to any of its powers. 

The powers of the bank are great. The most important 
omission in the Act of 19II concerned the issue of bank notes. 
The bank under that Act could not issue bank notes. The bank 
had both savings and general banking departments. No other 
bank in Australia conducted both types of business. 

POW" 01 Governor 01 ,"e Bank 
The Act placed a Governor in charge with a Deputy

Governor to assist in managing the bank. The Governor
General had power to appoint these officials, who received a 
term of seven years and were eligible for reappointment. 

The Act gave the Governor great power. He could establish 
branches or appoint agencies of the bank in any part of the 
Commonwealth or in territories of the Commonwealth. He 
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ha~ sole right to choose the site of the head office of the bank. 
He could appoint whomever he liked as officers of the bank. 
In addition the Governor could arrange with the Minister 
administering any Department of the Commonwealth for any 
officer of that Department to act as an agent of the savings 
bank department. With the consent of the Treasurer the 
Governor could establish a branch in London or in any other 
place beyond the Commonwealth, and he could also, with the 
consent of the Treasurer, 

make rules, not inconsistent with this Act or the regulations 
made by the Governor-General thereunder for any of the 
following purposes: 

(a) the good government of the Bank, 
(h) the classification of the officers of the Bank, 
( c) to provide a superannuation fund, and 
( d) any matter necessary or convenient to be provided 

for carrying on the business of the Bank. _ 

It was only naturaI that the Opposition should object to the 
power of the Governor of the bank. When the Senate dis
cussed this phase of the Bill, Senator Walker moved that a 
Board of Directors be established to govern the bank, but the 
amendment failed to pass. 

The original plan of King O'Malley that States should be 
represented on the management did not appear in the Act of 
1911. Evidendy States did not wish to have a share in the 
bank, for the Prime Minister said that 

When all the States desired to co-operate with us we could 
easily amend this measure in accordance with their wishes. 

As to tenure of office of the Governor, one member of the 
Opposition asked the Prime Minister who would decide what 
was good behaviour, for the Governor was to hold office as long 
as he conducted his office with good behaviour. Fisher replied 
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that, although it was not explicitly stated in the ~ his inter! 
pretation was that the High Court would decide this matter. 
Under this condition the Federal Parliament would have no 
control over actions of the Governor except power of amending 
the Act. 

Pro,,"iDfIl fw C.pil4l of BQ"~ 
The Act made provision for capital of one million pounds 

to be raised by sale and issue of debentures. The capital of 
the bank was to be available for all purposes of the bank. 
Under the proposal of the Brisbane conference, both the States 
and the Commonwealth were to raise the capital of the bank, 
but with the States not participating in the formation of the 
bank the Act allowed public subscription of debentures of bo 
each. 

The Commonwealth guaranteed the payment by the Bank 
of the Principal and interest due in respect of any debenture 
issued by the Bank in pursuance of this Act, and the Con
IOlidated Revenue Fund is hereby appropriated for the pur
pose of this section. 

The Prime Minister said of the provision re subscribed capital, 

In my opinion a capital of b,ooo,ooo will not be required, 
but I think it is wise to make ample provision when we are 
setting out on a scheme of this kind. 

Fortunatdy the opinion of Fisher was correct. The bank has 
never used this provision, which could be the entering wedge 
for private control of the bank. 

In order to get the bank started the Act authorized that 

The Treasurer may, out of the Consolidated Revenue Fund, 
which is hereby appropriated accordingly, make advances 
to the Bank for the purpose of enabling it to defray any of 
the expenses incidental to the establishment of the Bank, the 
opening of offices thereof for business, and the raising of 



AUSTRALIA'S GOVERNMENT BANK 

suflic\ent capital for carrying on business. • • • Any moneys 
advanced in pursuance of this section shall be repaid to the 
Treasurer by the Bank, together with interest at the rate of 
3 ~ per centum per annum. 

The Governor o~ the bank used this provision to the extent of 
£10,000. 

The Act allowed the bank to invest any moneys held by it : 

(a) in any Government security approved by the Treasurer, 
or 

(b) in a loan on the security of land, or 
( c) in any other presc~ibed manner. 

Furthermore 

. • • nothing in this section shall prevent the Bank in carry
ing on the business of banking, from making advances to 
a customer on any security which the Governor thinks suffi
cient. 
Under the Act the Coinmonwealth became responsible for 

all moneys due by the bank. Having made this sound provi
sion for security, the Government retracted part of its value by 
stipulating in· the Act that 

• . . nothing in this section shall authorize any creditor or 
other person claiming against the Bank to sue the Common
wealth in res~ect of his debt or claim. 

There has never been any hint, however, that the Government 
would not support the bank if necessary. The Prime Minister 
stated during the debate on the Bill in Parliament that 

The Commonwealth will stand behind every penny in the 
bank, but persons having a grievance against the bank must 
sue it, and not the Commonwealth: 

The Commonwealth Bank has never had to go to the Govern
ment for assistance but the reverse has happened several times. 

As profits of the bank were not to go to the Consolidated 
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Revenues, the Government would not benefit according to the 
extent of the profits. Under the Act 

( II) one half shall be placc,d to the credit of a fund to be 
called the Bank Reserve Fund, and 

(h) the other half shall be placed to the credit" of a fund 
to be called the Redemption Fund. 

The Bank Reserve Fund was to be available for payments of 
any liabilities of the bank; while the Redemption Fund could 
be used in repayment of any money advanced to the Bank by 
the Treasurer. or in the redemption of the debentures or stock 
issued by the bank. but if the fund exceeded the amount of 
debentures and stock in circulation the excess could be used for 
the purpose of the redemption of any Commonwealth or State 
debts taken over by the Commonwealth. 

Under the Act of 1911 officers of the bank could not borrow 
money from the bank. A member of the Opposition proposed 
that members of the Commonwealth Parliament should not 
deposit any money in or borrow any money from the bank, 
and also moved that no member should receive directly or in
directly any salary or emolument from the bank. Needless to 
say. members of the Federal Parliament voted down these pro
posals by an overwhelming vote (23 to 4). 

Concerning the position of the Governor-General. the Act 
provided that 

The Governor-General may make regulations. not incon
sistent with this Act, prescribing all matters which are 
required or permitted to be prescribed or which are neces
sary or convenient to be prescribed for carrying out or 
giving effect to this Act, and in particular for making pro
vision for the issue, inscription, transfer. transmission. and 
redemption of inscribed stock of the Bank. and all matters 
incidental thereto. 
Following the Australian tradition that publicity stays many 

• 
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banking ills me Government inserted three sections dealing 
with statements and verification. The Governor of the bank 
had 

••• to furnish to the Treasurer in accordance with the 
prescribed forms, quarterly statements of the assets and 
liabilities of the Bank and of the business of the Bank, which 
statements shall be published in the Gazette, and also such 
other periodical statements as are prescribed. 

As a matter of verification the 
• • . affairs of the Bank shall be subject to inspection and 
audit by the Auditor-General for the Commonwealth. 

Inspection and audit under the Act had to be conducted not 
less often than half-yearly, and the Auditor-General had to 
report to the Treasurer the result of each inspection and audit •. 
Finally, the 

Governor, at least twice in each' year shall prepare a balance
sheet in accordance with the prescribed form and submit it to 
the Auditor-General for report as to its correctness or other
wise, and transmit it with the report of the Auditor-General 
to the Treasurer, and shall also transmit a true copy of the 
balance-sheet and report to the President of the Senate and 
to the Speaker of the House of Representatives to be laid 
before the Senate and House of Representatives respectively. 

The Savings Bank Department 

Part V of the Bill was the great bone of contention during 
discussion of the Commonwealth Bank Bill in Parliament. 
This section called for the establishment of a savings bank 
department in the bank. As all States possessed State govern
ment savings banks, Part V looked like duplication of a service 
already adequately rendered. All the States protested against 
this Part. As Labour controlled three of the State Governments . 
at that time, it appeared that the Labour Party was divided in 
its support of this part of the Bill. 
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In order that the savings of the people should not be lumped 
with funds of the general banking department, So that the two 
businesses might be discriminated from each other, Fisher 
moved an amendment which stipulated that separate accounts 
Ihould be kept by the bank in respect of savings bank business 
of the bank, and for that purpose any receipt or expenditure of 
the bank referable to both ordinary business and savings bank 
business should be allotted in such proportions as the Governor 
desired. Parliament accepted this amendment. 

The Federal Government was determined to go ahead with 
the savings bank department and, as it controlled both Houses, 
its will became law. The Commonwealth Bank could accept 
deposits as low as one shilling in the savings bank department. 
Interest was to be paid once a year. One pound was the 
minimum sum to receive interest, which was to be reckoned 
according to the number of months the money was deposited, 
but a depositor would receive no interest for a fraction of a 
month nor receive interest of any sum less than a penny. 
Furthermore no depositor would have any claim on the bank 
in respect of any savings bank deposit, unless the deposit had 
been made at the head office, or at some branch or agency of 
the Bank open for savings bank business, and during the hours 
In which the office, branch, or agency was open for receipt of 
deposits. State savings banks had suffered at times from dis
honest officials accepting deposits at hours after the office had 
closed. Very often these deposits had not been entered on the 
books of the bank. To prevent this situation arising in con
nection with the savings bank department of the Common
wealth Bank, the Federal Government prohibited business 
transactions except in office hours. , 

Another section of the Act announced that 

All moneys to the credit of a depositor'S Savings Bank 
account (Dot being a deposit on behalf of a minor) which hal 
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not been operated upon, either by addition or withdrawal, 
for a period of seven years and upwards shall be carried to 
an account to be called the Depositors' Unclaimed Fund, and 
shall cease to bear interest. 

The Commonwealth Gazette was to publish annually a list of 
amounts carried to the Depositors' Unclaimed Fund. If the 
Governor felt that a claim was legitimate, he could advance the 
money to the claimant. If, however, no claim occurred in 
ten years after the first publishment of the item in the Gazette, 
the money was to become absolute property of the bank. 

An incorporated or unincorporated company or other body 
engaged in or formed for the purpose of trading or of acquiring 
pecuniary profit or other gain was not entitled under the Act 
of 19II to make any deposit with the bank by way of savings 
bank deposit or to receive interest on any deposit of that nature, 
but subject to· the rules of the bank the savings bank depart
ment could receive deposits from 

• • . any local authority, friendly society, co-operative 
societt, ot any society or club (not being an incorporated 
or unincorporated company or other body engaged in or 
formed for the purpose of trading or of acquiring pecuniary 
profits or other gain) and the receipt of the treasurer of the 
local authority,:society, or club, or of an officer of the local 
authority, society, or club authorized in that behalf, shall, in 
relation to the deposit and any interest thereon, be a dis
charge to the Bank. 
Although the Act did not set up a penny savings bank for 

school children, as had been .the case in South Australia and 
New South Wales long before federation, it allowed the bank 
to receive savings bank deposits 

. . • from or for the use or benefit of any person under the 
age of twenty-{)ne years, 

and the bank could pay to an infant, when and after he had 
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attained the age of twelve years. or appeared to the officer 
making payment to have attained that age, any moneys stand
ing to his credit in the bank in the manner and upon the con
dition appointed in the case of other savings bank depositors. 
and the receipt of the money by the infant would be sufficient 
discharge to the bank. 

The Opposition vigorously objected to the Savings Bank 
Department of the Commonwealth Bank. Liberals saw no 
need for a federal bank competing against State savings banks. 
Opponents of the measure claimed that it was the intention of 
the Government to obtain control of the £50,000,000 held by 
State savings banks. The Prime Minister replied that ulti
mately only one savings bank would operate in Australia. Yet 
he said that the Commonwealth Bank would not throttle State 
institutions, but that by voluntary agreement all States would 
finally hand over their savings banks to the Commonwealth 
Bank, and 10 the entire continent would benefit by uniform 
savings bank legislation. 

The Commonwealth Savings Bank performed a national 
service in 1931 in alleviating the debacle of the Government 
Savings Bank of New South Wales. The preamble to the 
Agreement of 1931 amalgamating these: two banks recom
mended one savings bank for the whole of Australia. Conse
quently the Labour programme of 1911 in this respect has stood 
the test of time. 

On the subject of the bank in general the Opposition in 1911 

was not in universal accord. Some felt that Australia needed 
a central bank. Othen thought any IOrt of a bank unnecessary. 
A few demanded that a Commission should investigate the 
problem and report to Parliament. It was unusual for a 
Government to venture into the field of banking without first 
appointing a Commission to investigate. 

The Opposition as a whole offered no alternative plan to that 
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of the Government. Furthermore, when discussing the general 
banking department, Liberals predicted failure because of in
efficiency and competition. Yet they predicted success for the 
savings bank department in its competition with other savings 
banks of the country. To assume so incongruous a position 
was very ineffective both for parliamentary debate and for 
influencing the dectorate. 

When the Bill was before the Senate, Senator Sayers re
marked. 

Mr. O'Malley is the father of this Bill, 
to which Senator McGregor replied, 

The senator has recognized the parentage of the measure. 

Yet during the discussion of the Bill in the House of Repre
sentatives King O'Malley made no plea for it, only interjecting 
occasionally. King O'Malley suggested that the bank should 
be a bank of rediscount, and so consequendy become a .steady
ing influence on the price levd. 

The most significant statement of King O'Malley was his 
reply to an assertion of a Liberal that people would expect a 
State bank to be conducted upon philanthropic lines. " That 
will not be the position so far as this bank is concerned," .. the 
father of the bank .. retorted. If the bank at its inception had 
operated along philanthropic lines with the object of .. sover
eigns for all .. , there is litde doubt that its life would have been 
short-lived. 

The proposal of King O'Malley that the bank should be a 
bank of reserve did not find its way into the Act. It was better 
to see if the bank succeeded before making it a bank of 
reserve. 

Two features of the Act stand out prominendy. Both the 
Governor of the bank and the Treasurer of the Commonwealth 
had great control over the bank. By placing great power in 
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the Governor during the early years of the bank. the Labour' 
Government had turned from its democratic ideals. Apparently 
the party felt that democratic banking would not be successful. 
In order to get the bank started, it was probably necessary to 
get an expert with a free hand at work. For six months leaders 
of the Government combed the country for a suitable man. 

Denison Mille.- Appointed Govn-nor. 

On May 14. 1912. Denison Miller was formally offered the 
position of Governor; a few days later he accepted. The 
London Economist on June 29, 1912, stated that" Miller is 
held in high repute." Referring to the appointment of Denison 
Miller. Senator Lynch on April 22, 1931. said in the Upper 
House that 

One of the conditions imposed by that gentleman before he 
would undertake control was that the bank was to be abso
lutely free from political control. 
Denison Miller had been through the banking business from 

the first stages of a junior clerk, and for several years before 
his appointment to the Commonwealth Bank he had com
bined with his work as chief metropolitan inspector of the 
Bank of New South Wales the duty of personal assistant to the 
general manager of that bank. At the time he accepted the 
Commonwealth offer, Denison Miller had just returned from 
a twelve months' holiday, during which he had studied latest 
developments in banking abroad. 

As Denison Miller and the general manager of the Bank of 
New South Wales, John Russell French, were on the best of 
terms, the prospect of receiving co-operation from Australia's 
largest bank was encouraging. John Russell French helped 
Denison Miller as much as he could. He early placed the 
clearance facilities of the Bank of New South Wales at the dis
posal of the Commonwealth Bank. To have the good will of 
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'\he Bank of New South Wales in a time of almost universal 
hostility on the part of the banks. was a great asset to Governor 
Miller. 

Under the Act Governor Miller was appointed for seven 
years with reappointment possible. The Prime Minister and 
Governor Miller agreed to a salary of £4,000 a year, which was 
the second highest fee in banking circles in Australia, only that 
of the general manager. of the Bank of New South Wales being 
greater. . 

On June I, 1912, Governor Miller officially commenced 
operations. When he began his new duties, Governor Miller 
had the assistance of one officer lent temporarily by the Federal 
Treasury and also the use of one messenger boy. His first 
effort was to choose a staff. Many people from all over Aus
tralia and abroad applied for positions. 

The Governor picked his staff cautiously. His theory was 
that good men were cheap if well paid and that men who were 
not able and enthusiastic were dear at any price. He did not 
tolerate men who were slack. Every applicant was expected to 
believe in the bank. After six weeks the Gov~rnor had selected 
only twelve. As the whole air of the community was one of 
doubt about the bank, the Governor did well to proceed care
fully. 

On July 15, 1912, with no subscribed capital and with assets 
of only £10,000 in the form of a loan from the Commonwealth 
Government, the bank opened its doors for business. At that 
date the bank commenced savings bank business in Melbourne 
with 489 agencies throughout the State. Having set in motion 
the machinery of the savings bank in Victoria, Governor Miller 
set out on an organizing tour of the States for the purpose of 
. selecting more officers, choosing sites for bank premises, and 
preparing for the operation of both the savings and general 
banking departments. In each State Governor Miller nego-
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tiated with State Governments on the future of the State savings 
ba.nk.s. 

On October 23, 1912, Governor Miller chose the site of the 
head office in Sydney. After unsuccessful negotiations the 
Commonwealth Government under the leadership of King 
O'Malley, Minister of State for Home Affairs, obtained the 
lite by compulsory acquisition. Building offices for the bank, 
however, was a departure from the original scheme of King 
O'Malley, who advocated using post offices for the business 
of the bank. 

James Kell, formerly of the Bank of Australasia, on Decem
ber I, 1912, became Deputy-Governor of the Commonwealth 
Bank, and by January 20, 1913, the bank had extended its 
lavings bank department throughout all the States and had 
commenced general banking business in all Australian capitals 
and also in Townsville, Queensland and in London. The new 
bank had begun its career. Governor Miller proceeded cau
tiously in all directions, for he was intent on making the bank 
a financialluccess. 



CHAPTER PIVE 

THE GENERAL BANKING 
DEPARTMENT 

ON January 20, 1913, exactly one hundred and twenty-five 
years after the landing of the first colonists at Botany 

Bay, the Commonwealth Bank opened its general banking 
department in all the capitals of Australia, in London, and in 
Townsville, Queensland. 

Reasons tor Delay in Opening 
General Banking Business 

There were four reasons for the action of Governor Miller 
in waiting for six months after the savings bank department 
began operations in Melbourne before starting general banking 
business. First, the absence of the note issue held up the 
general banking department, for capital had to be obtained 
from other sources. Second, as the State savings bank in Vic
toria had vacated the post offices on May 31, 1912, the field was 
clear for the entrance of the savings bank department. Third, 
although the Commonwealth Bank Act provided for £1,000,000 

subscribed capital, Governor Miller resolved to do without that 
sum. He felt that the security of the Commonwealth of Aus
tralia was ~ufficient to fortify the bank. Yet in order to transact 
business·in the general banking department he had to have 
funds. He decided to obtain them from the deposits of the 
savings bank department. Consequently he had to start that 
business first. Action of the Tasmanian Government early in 

: 74 



THE GENUAl. BANKING DEPAIlTMENT 75 

1913 handing over its savings bank to the Commonwealth Bank 
provided Governor Miller with funds for the general banking 
department. Finally. it took considerable time to make all the 
preliminary arrangements for the conduct of general banking, 
Suitable premises for business had to be found. Agencies in 
distant parts of the world had to be established and matters of 
this sort take time. As these operations do not concern the 
savings bank departtnent, that business could commence before 
these matters were solved. 

On the first day the general banking departtnent received 
[2,368,11.6 in deposits. Of this sum. however, £2,327,550 
belonged to the account of the Commonwealth Government. 

When the Governor opened the general banking depart
ment, there was an air of uncertainty as to what would be the 
effect of the new competitor on the ordinary banks. Bank 
shares showed a little weakness. Governor Miller, however. 
did not intend to beat the rates of the ordinary banks, and he 
announced that interest on fixed deposits would be ~ per cent 
below those quoted by leading banks. Interest on overdrafts 
would be 6 per cent on ordinary current business accounts, and 
5 per cent on accounts for social organizations such as churches, 
trade unions, and charitable institutions. The rate for muni
cipalities and other local governing bodies would be 4}1z per 
cent. With the rates announced the banking situation became 
easier. These rates remained in effect even throughout the 
war, and undoubtedly had the consequence of keeping rates of 
banks below what they would have been if the Commonwealth 
Bank had Dot been present. Not until the depression was it 
necessary to change the rates of the Commonwealth Bank. 

Policy 01 New Ban~ 
Early in the history of the bank the Governor had to decide 

whether the bank would become a member of the Associated-
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Banks in Australia. The Governor decided that in view of its 
national status the bank should keep outside agreements of the 
Associated Banks, and it has done so to this day. The Yoko
hama Specie Bank, the Comptoir National d'Escompte de 
Paris, and the Bank of· New Zealand are also commercial 
banks not in the Association. 

Up to the date of the opening of the general banking depart
ment of the Commonwealth Bank the practice of all Australian 
trading banks involved a half-yearly charge of 5/- (10/6 in 
Western Australia) for keeping each current -account, irre
spective of the balance or the course of the account. When 
the general banking department commenced operations, 
Governor Miller felt that if the bank had continuous use of a 
substantial sum belonging to a customer, or if a customer was 
paying interest on an overdraft, levying a fee for conducting 
the account was unnecessary. The Governor, therefore, re
solved that no charge would be made on accounts tha~ were 
overdrawn or where the credit balance during the whole of a 
half-year had not at any time fallen below £50. Accounts of 
municipal councils and other organizations not trading for 
profit were also exempted from the charge. Government 
accounts, both Commonwealth and State, were to pay no 
charge. Members o~ the Federal Patliament would not have to 
pay the fee. Later, during the war members of the Expedition
ary Forces and their wives paid no charge for current account. 

Desiring to afford every facility to friendly societies, the 
Governor arranged that funds of such societies could be de
posited with the savings bank department while at the same 
time officers of such groups could draw cheques on the general 
banking department in respect of such funds. These bodies 
thus could both earn interest on their funds and operate on 
their accounts by cheque. The savings bank in Victoria had 
for years provided this accommodation. 
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Since federation there had been a feeling that cheques of 
the Federal Government should not be liable to exchange as 
between one part of Australia and another any more than the 
cheques of the State Governments within their own borders. 
This feeling was enhanced after the passage of the Australian 
Notes Act of 1910, by which Commonwealth notes could be 
cashed from one end of the Commonwealth to the other with
out exchange. A Government cheque and a Government note 
were sufficiently similar to raise in the minds of some people 
the question as to why the one should be charged exchange 
and the other not. As a result Governor Miller arranged with 
all banks doing business in Australia to negotiate cheques of 
the Commonwealth free of exchange as far as the presenter 
was concerned. The Commonwealth Bank subsequently ad
justed any exchange claimed by the banks. This arrangement 
became operative from the day the general banking business 
department commenced operations. Referring to this situation, 
c. C. Faulkner in his book on the bank states : 

Now that the State Governments of Tasmania, Western 
Australia, South Australia and Queensland do their banking 
with the Commonwealth Bank similar arrangements have 
been made in regard to the cheques of those Governments. 
When the Commonwealth Bank first started business, trade 

unions tended to try to get favours from the new bank. They 
did not mean to let all the money that they were depositing 
with the bank go into commercial banking. In 1912 they 
requested the Labour Prime Minister to move for the advance
ment of money for building workmen's homes to the extent of 
four-fifths of the valuation of the properties. As the Governor 
of the bank had full control and wished to establish the bank 
OD sound lines, the Prime Minister took no action in the 
matter. 

The Premiers' Conference in 1912 resolved that the States 
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should become partners· with the Commonwealth in the Com
monwealth Bank by supplying a portion of the capital, not 
exceeding one-half, by each State becoming responsible for the 
liabilities of the bank in proportion to the capital subscribed 
by it, and by each State sharing in the profits in proportion to 
the capital subscribed by it. The conference further proposed . 
that each State use the bank as far as possible as its banker. No 
action resulted from this proposal. 

When the Labour Party met at Hobart in January, 1912, to 
formulate a platform for the elections of 1913, the manifesto of 
the party naturally referred to the establishment of the Com
monwealth Bank and then proposed that a general insurance 
department be added to the bank. The Federal Parliament 
has not adopted any amendment to put the bank in insurance 
business. 

Early Business of the Bank 

In 1913 the Melbourne and Metropolitan Board of Works. 
having to arrange for the redemption of the loan of £500,000 
falling due on October I, 1913, as well for a further supply of 
working capital. received an offer of £1,000,000 from London 
to bear interest at 4}{ per cent at a price returning about 97}{ 
net, but decided to accept an offer by the Commonwealth 
Bank to underwrite £3,000,000 at a net price of 95, the price 
to the public being 96~, and the rate of interest being 4 per 
cent. 

The balance-sheet for the half-year ended June 30• 1913, 
showed that deposits of the general banking department totalled 
£2,176,820. Only a small amount of this sum was due to the 
public, the rest being due to the Commonwealth Government. 
The bank held £1,712,835 in cash. £1,312,992 was invested 
in Government securities and the exchange business with Lon
don stood at £24,486. The bank also had deposited £730,000 
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with other banks. Loans and discounts amounted to £458,706. 
Clearly Governor Miller acted conservatively. 

Meanwhile statistics for New South Wales and Victoria 
showed a marked shrinkage in volume of aggregate liabilities 
and assets of the private banks. During the twelve months 
ended June 30, 1913, current accounts showed a decrease of 
over £3.400,000. Much of the decline was due to the transfer
ence of the Commonwealth accounts to the Commonwealth 
Bank, although there was a decline also in deposits of traders. 

Ordinary bankers did not welcome the Commonwealth 
Bank. The attitude of leaders of the Bank of New South 
Wales was the exception. These men co-operated with the 
new bank giving i~ the use of their facilities in New Zealand 
and other places. Yet their co-operation was unusual, and for 
the most part bankers were at least passively hostile, for they 
feared that the new competitor might interfere with the profits 
of their institutions. When the elections of 1913 gave Liberals 
control of the Lower House in the Commonwealth Parliament, 
bankers felt less anxiety financially. 

Premiers' Conference of Marc", '9'4 
The Premiers' Conference in March, 1914, favoured giving 

the States a share in the control of the bank. The conference 
also suggested that in return for the banking business of the 
States the Commonwealth Bank should close its savings bank 
department. As Labour controlled the Senate and objected to 
this provision, the proposals of the Premiers did not receive 
legislative sanction. The Tasmanian Government on June I, 

1914, transferred its Australian account from the Commercial 
Bank of Tasmania to the Commonwealth Bank, the latter 
having guaranteed to make advances up to £100,000 at 4}{ per 
cent interest on overdrafts of the Tasmanian Government. 
The London business of the Tasmanian Government was to 
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remain with the London County and Westminster Bank for 
three years more. After that it was to be transferred to the 
London branch of the Commonwealth Bank. 

Before the war the Commonwealth Bank. was not a very 
formidable competitor of ordinary banks~ On June 30, 1914, 
the Commonwealth Bank had £4,559,264 deposited in its 
general banking department, which included the accounts of 
the Federal and Tasmanian Governments. At the same date 
ordinary banks had deposits amounting to £159,209,000. 

Early Appearance of Profits in 
General Banking Business 

On June 30, 1913, the general banking department showed 
a deficit of £24,329, while during the next year the same 
department registered a profit of £36,090, thus wiping out the 
previous deficit and leaving a net profit since commencement 
of £u,761. No doubt the conservative methods of Governor 
Miller were largely responsible for so early an appearance of a 
net profit in the general banking department. The bank did 
not begin with a flourish but progressed cautiously. 

At the outbreak of the war in 1914 Governor Miller in CO.Q,

ference with the principal bankers offered support to any bank 
upon which the stress of the times might impose too great a 
burden. At the commencement of the war banks suffered a 
slight rush from depositors, but the Commonwealth Bank met 
the situation by putting on more tellers. The rush soon sub
sided. 

In September, 1914, the Liberal Government appealed to the 
country, the election being the only" double dissolution" in 
the history of Australia. Under the Constitution of Australia, 
if different parties control the Upper and Lower Houses, the 
Government, which always controls the Lower House, can 
arrange for the dissolution of the entire Senate, if the Upper 
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House rejecu at two consecutive sessions the same Bill of the 
Government. Usually the meIhbers of Senate retain office for 
six years, one-half being elected every three years. The dection 
in 1914 gave Labour a majority in both Houses. 

The Commonwealth Bank Act of 1914 
The fourth Labour Government introduced a Bill in 

November, 1914, to amend the Commonwealth Bank Act of 
19". In introducing the Bill Andrew Fisher, Commonwealth 
Treasurer, remarked that: 

This proposed amendment of the law is necessary in order 
to put beyond doubt our power to establish brariches in all 
parts of the Empire, and under it, with the consent of the 
Treasurer, the business of the bank may be extended to any 
part of the Britisf\ Dominions. 
The Commonwealth Act of 1914 provided that the bank 
•.. may, with the approval of the Treasurer, enter into 
arrangements with any other corporation carrying on the 
business of banking, for the purchase by the Bank of all or 
any of the assets of that corporation and for the transfer to 
the Bank of the business and liabilities of that corporation or 
any part thereof. • • • Payment in respect of any such 
arrangement may be made either by debentures or in cash 
or in part by debentures and in part in cash or in such other 
manner as may be agreed upon between the bank and the 
corporation. 

The amount of debentures that the bank could issue increased 
to £10,000,000. The Government hoped to facilitate transfers 
by enabling the bank to issue sufficient debentures to cover the 
cost of amalgamation. The Act also listed any Commonwealth 
Bank debentures which might be issued as suitable as invest
ments for trust moneys. Furthermore it stipulated that debts 
due to the Commonwealth Bank by other banks had the same 
priority as debts due to the Commonwealth. 

• 
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While the Bill was under discussion Sir William Irvine 
moved for the Opposition 

That questions of (a) the control and development of the 
Commonwealth Bank; (b) the transfer to the Bank of the 
management of the note issue; and (c) the relations of the 
Bank to State and other financial institutions, be referred to 
a Select Committee of this House for consideration and 
report. 

This amendment of the Opposition failed to pass. 
King O'Malley when the Bill was under discussion, criticized 

the working of the bank. 

I do not like the basis of the Commonwealth Bank. The 
existing bank is neither a bank of reserve nor a bank of issue. 

He also felt that 

The Commonwealth Bank should not be a party machine. 
1 have always thought that there should be a Committee 
from all sides of the House, comprising men who have 
qevoted some attention to these quest:ions, and that out of 
that Committee we should be able to devise a scheme, not 
for party success, but for the benefit of the whole of Aus
tralia. . . . If we have federation in politics, is it not pos
sible to have federation in finance? ... I look upon the 
Commonwealth Bank, as at present constituted, as a financial 
autocracy. It was good enough that it should be so at its 
inception. Yet now that we have full confidence in it we 
should create a board of management on whch the States 
have equal representation with us I 

King O'Malley also advocated making the bank the custodian 
of the finances of all Australia. The bank was moving in that 
direction. 

As to the attitude of the Liberals on the bank the founder 
of the bank said: 

I cannot see why the Opposition are opposed to the Bank 
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in its present form. It is the safest Bank in the world to-day 
for the capitalists. Its deposits arc guaranteed • • . by the 
Government. 

King O'Malley urged that the Commonwealth Bank should 
be a bank of rediscount. He had advocated this course in 1911, 
but the Act of that year did not carry this provision. 

AI to the Bill under discussion, King O'Malley suggested 
that a committee should investigate the securities of a private 
bank before the Commonwealth Bank took them over, and he 
objected to going into the market to borrow capital for the 
bank. 

With the war becoming increasingly vital to the community 
the Government took no action on the Act of 1914. For the 
second time the Governor did not usc the provision for the issue 
of debentures, and 50 the bank still remained without sub
scribed share capital. 

At the end of 1914 the Higb Court of Australia rendered a 
decision whereby cheques drawn on the Commonwealth Bank 
were declared equally liable to the State stamp duty with those 
drawn on any other bank. This action settled a point of law 
on which there had been conflicting opinions. The Common
wealth Bank as a result did not receive in this connection any 
advantage over other banks. 

Early in 1915 the Melbourne Harbour Trust, a body ap
pointed by the Victorian State Government, arranged to borrow 
£500,000 at 4 per cent from the Commonwealth Bank at 96 
less a commission of I per cent. The loan had a currency of 
ten years, and the yield. including the redemption, was about 
£4 125. lod. per cent. The Commonwealth Bank also received 
the banking account of the trust. Furthermore, in order to 
redeem a loan falling due in London on November I, 1915, the 
Melbourne City Council borrowed £150,000 from the Com
monwealth Bank at 98~. The Commonwealth Bank at the 
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same time secured the banking account of the Melbourne City 
Council. Finally on December 10, 1915, the South Australian 
Parliament passed a Bill legalizing the action of the State 
Government in allowing the Commonwealth Bank to inscribe 
Government stock in London and at the same time perma
nently transferred the work from the control of the Agent
General of South Australia in London to the London branch 
of the Commonwealth Bank. These three events were repre
$entative of the trend of the activities of the Commonwealth 
Bank, which was becoming the banker of governments, both 
local and State. , 
Importance of Commonwealth Bank in War Finance 

War finance made the Commonwealth Bank a leading bank 
iri the world. Besides offering aid to ordinary banks, it granted 
to the Commonwealth Government an overdraft in London 
during August, 1914 of £100;000, and in September .of the 
same year loaned £130,000 to the Commonwealth Government. 
It aided Australians in England and continued uninterruptedly 
to negotiate in London bills of exchange on Australia. It also 
redeemed Australian notes and silver. At the request of the 
Minister for Defence it arranged for the provision of funds for 
the purchase of horses for the Expeditionary Forces so that 
departmental officers did not have to wait for passage of a 
Supply Bill before purchasing and paying for the horses. 

It was in connection with the war loans, however, that 
the Commonwealth Bank became important. The." Bond 
House ", which has become so prominent in the American 
financial structure, does not exist in Australia. Banks or syn
dicates of banks generally underwrite. large security issues, 
while groups of capitalists underwrite smaller issues. The 
Commonwealth Bank handles the issues of the Commonwealth 
Government. In 1915 the Federal Government for the first 
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time in its existence appeared before the public as a direct 
borrower. In a country that had never known a local loan of 
any size, when Australia's financial resources were practically 
an unknown and untapped quantity, in six years its people sub
scribed b57,719,9&}. The total cost of Hotation of the ten 
loans was only £705,747 or 5/7 per cent, which compares 
favourably with a possible cost of ever £5,000,000 or 40/- per 
cent had the loans been raised in Britain. At a luncheon in 
1918 given by the Royal Colonial Society in London in honour 
of Governor Miller the guest of honour said that the six war 
loans issued at that time had been Hoated by the Common
wealth Bank at 4/6 per cent. Yet loans Hoated between 1910 
and 1915 cost £1. 11. Id. per cent. These loans were Hoated 
by private banks. Governor Miller of the Commonwealth 
Bank reckoned that the bank had saved Australia £3,266,000 
by handling the loans. 

When the Fourth War Loan came before the Australian 
public in 1917, the prospectus stated that the loan would be 
taken up by instalments, which were at the rate of 10 per cent 
per month, the final one being due on November I, 1917. 
The spreading of instalments was calculated to obviate a repe
tition of the inflow of large amounts of cash into the Govern
ment account with the bank, an in1Jow which, after the issue 
of the Third War Loan, proved excessive in comparison with 
the rate of Government disbursements. The same difficulty 
arises when the Commonwealth and State Governments receive 
taxes from the people. Australian Dotes hdd by the Common
wealth Bank usually reach a high total at the end of June, 
when the tendency is for the Commonwealth and State Govern
ments to have substantial balances from taxation receipts. 
During the war with its huge loans the large deposits at the 
Commonwealth Bank caused inconvenience. 

In 1918 the Commonwealth Government seriously consi. 
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dered placing some of the funds of the Commonwealth Trea
sury with the ordinary banks, but the war ended and the matter 
lapsed. 

BesiQes floating war loans in Australia the Commonwealth 
Bank on April 15, 1916, opened a branch in Germ~n New 
Guinea and was responsible for all banking business carried 
on in that territory. The establishment of this branch was the 
first action of this kind by a British bank on territory captured 
from the enemy. At the start all the transactions of the bank 
in the captured territory were made in enemy currency and 
monetary system. Now the bank uses Australian currency. 

In 1917 the Commonwealth Bank acted as agent for the 
Commonwealth Government in raising loans on behalf of 
Australian States to the extent of £12,75°,000 in three issues. 

During the war the Commonwealth Government through 
the Commonwealth Bank acquired a large part of the gold pro
duction of Australia, sales being made on behalf of the Imperial 
Government to America direct and to the Bank of England. 
The Commonwealth Bank shipped secretly nearly £2,000,000 
of gold to America. (in September, 1917, the Secretary of State 
for the Colonies in England arranged with the Commonwealth 
Treasurer for the shipment of gold from the Orient to Aus
tralia for minting and subsequent dispatch in the form of 
sovereigns to Indii) The Commonwealth Bank wi~the aid 
of authorities in Calcutta shipped £607,5°0 of gold.L~uring 
1918 and 1919 Australian mints exported £2,000,000 of sover
eigns to South Africa, for at that time this country did not 
possess a br~ch of the Royal Mint)Australian authorities in 
the same period' also sent £1,700,000 of gold to Egypt and 
£263,000 of the same metal to Panama on behalf of the South 
African Government. The COmmonwealth Bank made no 
charge for these transactions. 

Australia for many years was losing its importance in the 
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production of gold, which decreased in the Commonwealth 
from 3,075.24~ fine ounces in 19Q8 to 559,291 in 1~5. Recently 
the yield of gold has been increasing until in I9P it reached 
710,.po fine ounces. Reports continually appear in Australia 
indicating the presence of large deposits of gold yet to be mined, 
but $0 far increase in production in recent years has been due 
to the rise in the price of gold in Australian pounds. 

While the war was raging, the Commonwealth Govern
ment inaugurated pools for the sale of wheat, wool. and pri
mary produce. The Commonwealth Bank financed these pools 
and handled on behalf of all pools over [.437.000.000. 

rhe Londo" Branch 
War finance made the London branch of the Commonwealth 

Bank important. When this office commenced operations in 
1913, it was a big drain on the resources of the bank, for during 
the first year its business showed a loss of [.46.637. It soon got 
on its feet, however. and in the very next year cleared a profit 
of [,t,547. At the beginning of the war the London branch 
was the only bank besides the Bank of England that did not 
observe the moratorium. While all other banks were closed, 
the Commonwealth Bank of Australia transacted business 
and came to the rescue of Australians in London in the 
uncertain days of August, 1914. 

As the war progressed, business at the branch flourished, 
and the branch earned a profit of [.22f).150 for the year ended 
June 30,1917. Besides handling the London end of financing 
the great export pools of Australia, the London branch raised 
for Australia [.85.5720848 from the British Government. It 
also handled [,t.903,810 collected as patriotic funds. 

The London branch since the war has been important on 
account of its stock department, which manages loans issued 
for the Commonwealth, South Australia, Queensland, and 
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Tasmania, together with those of various municipal bodies, and 
since the Financial Agreement Act of 1928 the London branch 
is now directly concerned in the loans of all the States. 

Figures of Increased Business during the War 

The deposits of the general banking department increased 
from £3,619,048 on December 31, 1914, to £52,004,374 on 
December 31, 1918. Meanwhile deposits of ordinary banks 
rose from £177,695,435 to £217,841,635. The account of the 
Federal Treasury with the Commonwealth Bank grew from 
£789,000 on June 30, 1915, to £18,852,000. Dr. Earle Page, 
speaking in the House of Representatives on the Common
wealth Bank Bill in 1924 stated that during the war "at 
one time the bank held over £40,000,000 of the Treasury." 
Increase in the deposits. of the general banking department 
was largely due to the increased volume of various govern
mental accounts. 

The item that includes both loans and discounts in the 
general banking department rose from £1,392,084 on June 30, 
1914, to £17,857,789 on December 31, 1918. Money at short 
call in London grew from £1,465,000 on June 3(}, 1914, to 
£21,805,000 at June 30, 1918, dropping to £12,215,000 at the 
end of that year. Th~ decrease during the last six months of 
1918 was due to heavy imports at that time. The amount 
invested in Government securities rose from £2,818,981 on 
June 30, 1914, to £15,747,293 on December 31, 1918. "Bills 
Receivable in London and Remittances in Transit" increased 
during the same period from £321,016 to £1,139,286. These 
figures show that the Commonwealth Bank was increasing its 
exchange business with London. The coin, cash, and bullion 
held by the ban~ increased from £2,670,446 on June 30, 1914, 
to £5,832,270 on December 31, 1918, and during the same 
period holdings of Australian notes rose from £41,026 to 
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£15.751,256. Governor Miller was developing the bank along 
conservative linanciallines. 

Growth in Profits 01 'he Bank 
The conservative character of the business of the general 

banking department produced large profits. Annual profits 
rose until for the year ending June 30, -1919, they reached 
£734.497, at which time the sum total profits for the general 
banking department had reached £1,847,403. Besides the 
sound banking methods of Governor Miller, other factors 
caused this profit. The Commonwealth Bank, being a Federal 
institution, was exempted from taxation in the Commonwealth. 
The bank, however, had to pay the income tax assessed by 
Imperial authorities for its business in London. Then again 
large amounts of deposits in the general banking department 
did not bear interest, and this fact made the road to profits 
easier. On June 30, 1918, £27,968,507 of the deposits did not 
bear interest, the sum bearing interest being only £5,595,483, 
A good proportion of the non-interest bearing deposits could 
be loaned at prevailing interest rates, giving the bank a hand
some profit. Yet profits of private banks still grew, rising from 
£2.954.914 in 1912 to £3,576,948 in 1919. 

At the end of the war the Commonwealth Bank held 
£10979,398 in coin and bullion, while private banks had 
£20,432.444. As Australia at the time was not on the gold 
standard, this gold constituted a big liability to the banks. If 
the £18.500.000 behind the note issue be added, the total idle 
gold in the Commonwealth was over £40,000,000. As the note 
issue was never higher than £59.000,000 during the war, Aus
tralia always had sufficient gold to establish an adequate reserve 
for a return to the gold standard. 

On June I, 1919, the Nationalist Government reappointed 
Governor Miller for a second seven years. It was a tribute tp 



AUSTRALIA'S GOVERNMENT BANK 

the Governor of the bank that a Labour Ministry appointed 
and a Nationalist Government reappointed him. During his 
first term of office Governor Miller had gained the confidence 
of the whole community. 

Post-war Activities 01 the Bank 

The War Service Homes Commissioner arranged with the 
Commonwealth Bank on June 27, 1919, that the bank act as 
agent for the Commissioner throughout the Commonwealth 
and: 

(a) Purchase vacant land. 
( b) Purchase land and dwelling houses. 
(c) EreCt dwelling houses. 
(d) Sell land and dwelling houses. 
( e) Grant l~ases of land or land with dwelling houses. 
( I) Advance money. 
(g) Effect insurance. 

The Commissioner and the Governor of the bank agreed that 
~e bank should build isolated houses and that the Commi~ 
sioner should erect houses in groups. As the Commissioner 
proposed to secure materials in large lots, it was' agreed that 

. he should make available materials required by contractors of 
the bank. The agreement was in effect until April, 1920. At 
that time it e,nded on the suggestion of the Governor, who felt 
that the Commission could continue without his aid. On 
April 30, 1920, however, the bank under a new agreement con
tinued: 

(a) Selling land and dwelling houses. 
(b) Collecting money. 
( c) Effecting insurance. 

Actually the bank built 1,777 houses for returned soldiers at 
a cost of £1,155,119 and purchased on behalf of soldiers 5,179 
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houses lor £2,874,502. It also provided insurance lor war 
service homes, conducting this business lor eighteen months, 
alter which the Governor handed this business over to the War 
Service Homes Commissioner. Insurance of the bank covered 
fire. lightning, flood, and tempest, being the only insurance 
scheme in the Commonwealth that covered all these risks. 

In December, 1920, the Government of Queensland handed 
all the banking business of the State to the Commonwealth 
Bank, and as a result Governor Miller negotiated a loan for 
the State Government in New York. This $22,000,000 bor· 
rowed in New York was the first loan floated in the United 
States on behalf of any governmental body in Australia. Since 
II}2O governments of the Commonwealth and New South 
Wales, as well as the councils of Sydney and Brisbane, have 
followed the example of Queensland. With the return of 
financial stability it is likdy that Australia may borrow more 
money on the New York money market. 

Alter the war the Commonwealth Bank continued lending 
money to local governing bodies for devdopmental works, 
and on June 30, 1923, the total sum advanced to such bodies 
amounted to £9,360,000. At that date the bank bad made 
advances to sixty councils in country districts for devdop
ments and improvements. besides making loans to Mosman, 
North Sydney, Brisbane. Mdbourne. and St. George City 
Council for various constructions. 

In 1923 the Commonwealth Bank obtained the account of 
the Government of Western Australia in the Commonwealth. 
The State continued with the Westminster Banks as its Lon
don banker. The Commonwealth Bank in this agreement 
made another move towards becoming banker of all the States. 

In June. 1923. Governor Miller died. For deven years be 
bad conducted the afIairs of the bank with a free band. He 
bad the difficult task of launching the bank and also of 
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managing the war and post-war finances of Australia. Yet he 
won~e confidence of all political parties. The success of the 
Commonwealth Bank is to a large extent due to the leader
ship of the first Governor of the bank. He set a standard 
that is an inspiration to all believers in the Commonwealth 
Bank. 

The Acting-Governor, James Kell, became the new 
Governor of the bank and continued to serve as such until 
October 9, 1926, at which time he retired, having served the 
.bank for fourteen years, including three years as Governor. 
E. C: Riddle then became Governor and has continued in 
this capacity to the present time. 

Ever since the establishment of the Commonwealth Bank 
many critics had felt that the management of the bank 
should not be placed wholly in the hands of one man but 
that a board should supervise actioris of the bank. Governor 
Miller's administration was s~ satisfactory that during his 
regime well was left alone. After the death of Governor 
Miller it was certain that the next legislation affecting the bank 
would provide a board of management to control the bank. 

The Commonwealth Bank. Act of 1924 
The Commo~wealth Bank Act of 1924 provided that the 

bank should be managed by a board of directors composed of 
the Governor of the bank and seven others, including the 
Secretary of the Treasury. Six other members were to be, or 
to have been connected with agriculture, commerce, finance, 
or industry. All directors under this Act are appointed by 
the Governor-General. A director is forbidden to borrow 

. money from the bank, but, of course, may borrow from a bank 
that in turn borrows from the Commonwealth Bank. 

Under the Act of 1924 the capital of the Commonwealth 
Bank was authorized to reach £20,000,000 in the following 
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ways. Four million pounds was transferred to the capital 
fund from the bank reserve and redemption funds. The bank 
could also borrow six million pounds from the Common
wealth, and it could issue debentures up to £10,000,000. For 
the third time Parliament had passed legislation that could 
only build up the liabilities of the bank without materially 
adding to its assets. Governor Miller had set a wise precedent 
in 191:Z by not issuing any debentures. He followed the same 
course in 1914. The second and third Governors of the bank 
have followed his lead and have not issued debentures and 
they have not borrowed money from the Commonwealth as 
was proposed in the Act of 1924. The borrowing during the 
last few years has been the other way round. It has been 
the Commonwealth that has borrowed from the bank. 
There is no need for share capital so long as the bank has the 
security of the Commonwealth behind it and continues with 
balanced accounts. The £4,000,000 accumulated profits with 
the increase since 1924 are now listed as " Capital Fund ". 

While the measure was under discussion in the Common
wealth Parliament, the Paddington City Council asked for a 
Royal Commission to investigate the Commonwealth Bank, 
or failing that the Council requested that a popular referen
dum on the bank bill be held. There never has been a Royal 
Commission appointed to investigate the Commonwealth 
Bank. As for the request to make banking the subject of a 
popular referendum, it is highly doubtful if banking policy is 
a fit subject for referenda, although the people of Switzerland 
have voted on banking measures. The United States National 
Monetary Commission, Document 405, states that the " people 
of Switzerland approved in popular referendum the system 
of one bank of issue". 

Under the Act of 1924 J. J. Garven became Chairman of the 
Board of Directors of the Commonwealth Bank and continued 
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in this capacity until Sir Robert Gibson superseded him in 
1926· 

On July I, 1927, the Commonwealth Bank began to issue 
weekly returns, somewhat -along the lines of those of the 
Bank of England. The weekly return divides into two por
,tions, one relating to the note issue department and the other 
to the general banking department, there being no statement 
of the position of the rural credits department. 

The New York Agency 

In December, 1927, the Commonwealth Bank opened an 
agency in New York. This agency was the first direct Aus
tralian bank representation in New York. The licence allowed 
the bank to operate 

. . . for the purpose of. transacting the business of buying,
selling, paying or collecting bills of exchange, of issuing 
letters of credit or of receiving money for transmission or 
transmitting the same by draft, cheque, cable, or otherwise, 
of making sterling or other loans, or any part of such busi
ness subject, however, to the prohibitions contained in Sec
tion of 1451 of the Banking Law of the State of New York. 

The licence had to be renewed every year. The agency could 
not conduct rdinary banking business such as receiving 
deposits, for erican law ~4>£!pit foreigl! banks to 
~.P!..!!.~~~t_s. e agency was chiefly concerned with rais-
mg loans for ustralia. Its secondary purpose was to pro
mote trade between America and Australia. A development 
in the hardwood trade with America occurred in 1928 through 
its influence. Yet, although the agency could have operated 
an extensive exchang~ business, chief emphasis fell on loan 
transactions. 

Under these conditions it is not surprising that with the 
advent of an unfavourable loan market in New York the life 
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of the agency was short. In June, 1929, the New York office 
of the Commonwealth Bank closed. The official explanation 
for thi. move held that there was no business for it to transact 
which could not be carried through either from Australia or 
by way of London. Governor Riddle gave as reasons for the 
closing of the agency: 

s. During the last twelve months no loan issue was raised 
in New York for Australia. This was the most im
portant reason for closing the agency. 

2. Arrangements for future loans could be made through 
London, particularly as the banking house of Pierpont 
Morgan, which had made the issues of the Common
wealth in New York, had now a branch in London. 

l. The Commonwealth Bank paid a tax to the State of 
New York on a proportion of its total profits. As a 
matter of fact, the agency had shown a loss on its opera
tions. This, however. was not at all the deciding factor. 

It would appear that the loan situation was the cause of the 
closing of the agency. It was unfortunate that the agency did 
not enter into the exchange business, when the loan situation 
became apparent. As to the permanency of the closing of 
the agency. Sir Roben Gibson. Chairnian of the Common
wealth Bank Board, ltated in the Argus on Aprrt 29, 1929, 
that when conditions in the United States seemed to offer 
favourable consideration for financial transactions between the 
Commonwealth and groups in New York the directors of the 
Commonwealth Bank would not hesitate to reopen the 
agency. if luch could be done with benefit to the Common
wealth. It is to be hoped that with the return of more settled 
economic conditions the directors will see the need for r~ 
opening permanently the agency in New York. 

During the first half of 1931 the Commonwealth Govern
mrnt reappointed Sir Robert Gibson as a director of the 
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Commonwealth Bank. A Nationalist-Country Government 
appointed Sir Robert Gibson in 1924 and seven years later a 

. Labour Government reappointed him. 

Internal Dibt Conversion Loan of 19JI 

On August I, 1931, the Commonwealth Government 
floated its Debt Conversion Loan affecting £556,000,000, of 
which £400,46],000 belonged to the Commonwealth, includ
ing £177,537,000 on behalf of the States, and £155,533,000 
represented State securities. The average interest on this sum 
was £5 4S' 3d. Under the 22}{ per cent reduction of the 
Premiers' Plan the average interest of the new loan was 
£4 os. 9d. per cent. At first the conversion was voluntary. 
Dissenters had a month in whiCh to notify the authorities. 
Conversion applications amounted to £510>331,153, dissents to 
£16,655,769, automatic conversions to £31,OII,982. The total 
was £557,998,9°4, An Act passed on November 5, 1931, com
pulsorily converted the entire loan. The Commonwealth 
Bank with the ordinary banks provided the facilities for the 
large undertaking. The success of this loan influenced Great 
Britain to do likewise in 1932. 

In November 1931, Professor Leslie G. Melville of Adelaide 
University became, permanent advisor in economics to the 
Commonwealth Bank Board. Adelaide University authorities 
had already lent Professor Melville to the bank for a year. 
This action of the Board of the Commonwealth Bank is the 
first step in the direction of economic research on the part of 
the bank. 

On June 8, 1932, advices from N~w York stated that the 
Australian Government had resumed the purchase of its stocks 
for sinking fund purposes. In the twelve months of 1928-29 
the Commonwealth Government purchased approximately 
£20,000 worth of its stocks each month for sinking fund pur-
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poses. In May 1932 $59,000 secured $137.000 bonds. During· 
the months from March to May 1932 the Commonwealth 
Government bought about 1.60.000 of bonds on the New 
York market. 

Growt" 01 Businesl 01 Bank during Recenl Yea,s 

After the war deposits in the general banking deparment 
of the Commonwealth Bank decreased until at the end of 
1911 they were 1.15,556,6tp.. This total was a considerable 
drop from 1.51,939,580 at the middle of 1918. Meanwhile 
the account of the Commonwealth Government fell from 
1.10,548,000 on June 30. 1919. -to 1.7,323,000 two years later. 
About one-half of the decline was due to the decrease in the 
account of the Federal Government. The other half was due 
chiefly to the winding up of accounts of various patriotic or
ganizations and also to the lack of aggressive action for com
mercial banking by leaders of the bank. Since 1911 deposits 
have fluctuated with an upward trend. Deposits accrued in
terest. and rebate reached 1.63,080.501 at the end of 1932. 

The amount of coin and bullion held by the general bank
ing department reached bO,709,~ at the end of 1915. Since 
that time the board of the bank has exported surplus bullion 
and the general banking department at the end of 1932 held 
as coin, bullion and cash only l.739,315. In the matter of 
Australian notes the bank, owing to tax receipts, usually holds 
its greatest sum in June. On June 30, 1916, the bank had 
b2,314,356 in Australian notes. Since that date the sum has 
varied and during the depression has been much lower, show
ing the falling off in tax receipts. On June 30, 1932, the bank 
held £6,785,796 in Australian notes. . 

The amount of bills discounted and loans advanced on 
December 31, 1910, was £.1°,8°4,849. It declined to bo,054>956 
by December 31, 1914; after that date this item showed an 

G 
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upward trend until it reached £17,871,012 at the end of 1927. 
The figure for June 30, 1928, declined at £12,670,062. Failure 
of certain sections of the wheat harvest was probably responsible 
for much of this decline. Loans advanced and bills discounted 
remained near to this amount until December 31, 1930, at 
which time they advanced to £14,626,437, but with the depres
sion in full swing this item fell by the end of 1931 to £9,249,873, 
the lowest figure since December, 1917. One year later it had 
improved to £9,963,752. 

"Bills receivable in London and remittances in transit" 
increased from £823,596 at June 30, 1918, to £7,174,175 three 
years later. During the following six months this item fell to 
£1,937,197. The large increase in this item at June 30, 1921, 
reflected the excess of imports over exports for the fiscal year 
ending at that time, while the reverse situation during the fol
lowing six months caused the amount to diminish considerably. 
After that time the trend of this item was slowly upwarq reach
ing £4,263,837 at the end of 1927. Excess of imports over 
exports took the figure to £4,893,514 at June 30, 1929. A 
balance of exports over imports during the two years eniling 
June 30, 1932, reduced this item to £1,857,660. . 

The value of various forms of governmental securities held 
by the bank rose from June 30, 1918, to December 31, 1927. 
almost without a break from £14,451,513 to £53,114,544, 
Authorities of the Commonwealth Bank have always invested 
heavily in Government securities. At June 30,19'28, owing to 
the separation of the savings bank department from the bank 
the amount fell to £16,378,294' During the following six 
months it decreased to £10,256,207. Since then the trend has 
been upward, being £28,179,534 at June 30, 1932• 

The deposits of ordinary banks at June 30, 1932, averaged for 
that quarter £277,05°,577, with £189,935,265 interest bearing 
and £87,115,292 non-interest bearing. The Commonwealth 



TId CBNBUL BANDNC DEPAJlTMENT 99 

Bank figures for the same quarter were £35.216.390. with 
£7.6.6or;),'J60 interest bearing and non-interest bearing deposits, 
£13,2U,361. less Government set~tI accounts £4,615,731, 
which makes £8,606,030. Deposits in Australia declined from 
1928-29 to 1930-31 but in 1931-32 increased from £283,~,OOO 
to £312,267,000. Referring to the increase in deposits during 
that year A. C. Davidson, General Manager of the Bank of 
New South Wales remarked in the Fisher Lecture in Addaide 
in 19320 

In a time of depression we should expect to find a consi
derable shrinkage of the total deposits of the trading banks. 
That deposits have increased during the last nine months is 
largdy due to Treasury Bill finance. 

Advances of ordinary banks during the quarter ending 
June 30. 19320 averaged £229,309,492, while total advances, 
including those of the Commonwealth Bank averaged 
£244,136,000.' Advances of banks in Australia declined from 
£279,272,000 in 1929-30 to £244.136,000 in 1931-32. In January, 
1933. overdrafts at the Commonwealth Bank bore interest of 
4Y. per cent. Ordinary banks do not publish rates on this 
instrument of credit, the rate being fixed according to the cir
cumstances of each loan. In November. 19320 banks, including 
the Commonwealth Bank, announced the following rates on 
deposits : 

3 months - 2}{ 
6 months - 2y' 

U months - 3 
24 months - 3}{ 

per cent. 
per cent. 
per cent. 
per cent. 

SuaJy Increase ;n Profits 01 Department 

For the year ending June 30. 19320 profits of the general 
banking department reached £441,77.6. During 1933 the 
profits of the department have been decreasing in comparison 
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with 1932. By January, 1933, profits of the department since 
its inception in 1912 totalled £6,787>987. Half of the profits of 
the general banking department go to a reserve fund and since 
1923 the rest goes to the National Debt Sinking Fund. Ordinary 
banks on June 30, 1932, showed an annual profit of £3,u6,929. 
This figure includes profits of the two New Zealand banks. 
Profits of private banks had totalled £6,404,418 in 1928. 

Need for Aggressive Action in General Banking 
Department 

In 1932 the ten commercial banks at the middle of the year 
had 3,169 branches while the general banking department had 
250. As yet the general banking department of the Common
wealth Bank has not transacted an active business. It confines 
itself largely to government accounts. Besides holding the 
Commonwealth account, the bank also transacts the business of 
the governments of Queensland, Tasmania, Sou~ Australia, 
and the Australian account of Western Australia, and these 
accounts together with those of many municipalities and shires 
constitute the main business of the general· banking depart
ment. On August 26, 1925, Frank Anstey complain.ed in the 
House of Representatives that the Commonwealth Bank if 
offered business gave it away to private banks. Naturally the 
Labour Party objected to this situation. Matthew Charlton, 
Leader of the Labour Party, remarked on March 15, 1927, 
that 

If the bank is to function properly, its ramifications must 
embrace the whole of the Commonwealth, and it must accept 
business wherever it is offering. I do not think that there is 
a branch in Maidand, which is a centre of a very big and 
progressive agricultural district. Endeavours have been 
made to secure the establishment of branches in different 
centres, but without success. 
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Balance-sheets of the banks prove that the general banking 
department is not actively developing except as a fiscal agent 
for various governments. This lack of interest in commercial 
banking is in direct compliance with the policy of the present 
authorities of the bank who favour making the Commonwealth 
Bank a central bank and so eliminating as far as possible its 
competitive features. 



CHAPTER SIX 

THE SAVINGS BANK DEPARTMENT 

FROM the establishment of" Campbell's Bank" in Sydney 
in 1819 savings banks in Australia have grown until in 

1929 their deposits amounted to £225,485,7°4. From 1929 to 
1931 deposits shrank to £193,4°7,000, but by June 30, 1932, had 
regained the upward trend and had reached £197,926,000. 

In 1912 Government savings banks alone had nearly 
1,400,000 depositors with funds aggregating approximately 
£5°,000,000. States used these funds in investments in their 
own bonds, loans to private borrowers or to State enterprises, 
and in financing agricultural banks of varying organization and 
scope. Trustee savings banks in 1912 had roughly £10,000,000 
in deposits. 

The receipt of deposits, usually any amount from 1/- up
wards, repayment at the will of the depositor with or without 
notice as the regulation of each bank may prescribe, and allow
ing interest on balances, up to certain limits, remaining in the 
bank for a complete calendar month, may be taken as the 
normal functions of all Australian savings banks. 

A depositor in a savings bank in Australia can take his pass
book to any other savings bank in the country and withdraw 
sums of money, provided he makes arrangements with his own 
savings bank before he leaves his State. Savings banks have a 
clearing system that adjusts debits and credits resulting from 
this tonvenience to the public. As the Commonwealth Savings 

102 
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Bank has branches throughout the continent, it is not a party 
to this reciprocal agreement. 

Commonwealth Attempts to Tllke Over State 
Savings Banks 

In 1912 Government savings banks existed in all of the six 
Australian States. Three trustee savings banks also operated 
in Australia, two in Tasmania and one in New South 
Wales. The Government banks, however, did five-sixths of 
the business. 

As the State Governments had benefited financially from 
their savings banks, they feared Commonwealth competition 
which was threatened by Sections 35 to 52 of the Common
wealth Bank Act of 191 I. The fears of the States were justified, 
for the framer. of that Act intended, if possible, not only to 
compete with, but actually to take over, the State savings 
banks. The £50,000,000 deposits looked attractive to the pro
moters of the Commonwealth Bank. This sum would provide 
adequate capital for launching the general banking depart
ment, which had no note issue nor subscribed share capital. 

At a conference of State premiers in Mdbourne on January 
19, 1912, and the following days, the Commonwealth Prime 
Minister, Andrew Fisher, proposed that the federal authorities 
take over the savings banks whether government or trustee. 
After this action the State Government was to have first call on 
any loan which the Commonwealth Bank should repay to the 
State bank in redemption of loans existing when it was taken 
over, and the State Government also was to have first call on 
three-fourths of the amount of deposits in the State available 
for investment. The premiers, on the other hand, suggested 
that the Commonwealth Bank refrain from embarking on 
savings bank business, and that the States, thereupon, would 
lend to the bank an amount equal to one-fourth of the excess 
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of deposits over withdrawals in their own banks. This arrange- \ 
ment was to come into force June I, 1913, and last for five years. 
A deadlock resulted for the time being. On January 23,1912, 
with Victoria and Queensland -dissenting, the conference of 
premiers passed the following resolution: 

. . . that this conference expresses its readiness to accept 
the proposals submitted by the Prime Minister, subject to a 
satisfactory arrangement being arrived at for giving the 
States an equitable share in the management of the Com
monwealth Bank. 

The last suggestion was part of King O'Malley's scheme that 
the Brisbane Conference of the Labour Party adopted in 1908. 
The proposal of the premiers lapsed. 

Commonwealth authorities were determined to engage in 
savings bank business, even if the States would not yield. 
Matters were complicated by the fact that previous to federation 
the various colonies had used post offices as agencies fo~ ~eir 
savings banks and that since federation the Commonwealth 
had allowed the States to continue to use -these facilities for 
savings bank business. When the Commonwealth Govern
ment decided to enter the savings bank business, States had to 
find some other means to act as their agents, and this fact caused 
further friction betw~en the State and Commonwealth authori
ties. 

On July 15, 1912, the Commonwealth Bank commenced 
savings bank business in Victoria. As the State Savings Bank 
of Victoria had already arranged for agencies other than post 
offices, the Commonwealth Bank could enter there without 
much confusion. After a time other States made arrangements 
for agencies for their savings banks. They used State Govern
ment officials such as Crown land agents, clerks of petty 
sessions, registrars, police, and also business agents, store
keepers. professional men. and in Victoria and South Australia 
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THE GRABBERS 
(In the Banking Bill the Labour Party propo.e to take over the State 

Banks Dep.>sits amounting to 1.60,000,000.) 

FISHER.-" Myl What a haul we can get here, O'Malley. 
We must grab this, as we have spent all our last raid." 



lOS 
nriow trading banka acted as agents of the Government 
laving. banks. 

When the Commonwealth Bank commenced its savings 
bank activities in Melbourne, it also started business in 489 
agencies throughout Victoria. The Prime Minister, Andrew 
Fisher. made the first deposiL On the first day the bank re
ceived £8,325 in deposits. On September 16, 1912, the savings 
bank department opened a branch in Brisbane with agencies 
throughout Queensland. On October 21, 1912, a branch 
commenced busineu in the Northern Territory. Finally, on 
January I), 1913. branches and agencies opened in New South 
Wales, South Australia and Western Australia. 

Commo"lIIeallll Ba,,~ Amalgamates lII;tll Tasma"ia" 
Sav;" gl Ba,,~ 

Tasmania, smallest of the States, decided to hand over its 
lavings bank business to the Commonwealth Bank. On 
January I, 1913, the State transferred the business of the 
Government Savings Bank of Tasmania to the Commonwealth 
Bank under the following terms : 

The Commonwealth Bank. is to take over aU liabilities to 
depositors, etc., amounting to £788,031, leaving the profit 
and loss balance, amounting to l5/)59, in the hands of the 
State. The assets, amounting to l793,6g0, arc dealt with as 
follows: the securities are to be retained by the State 
Government, and debentures are to be issued to the Com
monwealth Bank, Savings Bank Department, in lieu of the 
same. Three per cent stock totalling £19,000 and 3~ per 
cent stock totalling £420,g61 are to be exchanged for 3 ~ per 
cent debentures at 95, and 3}{ per cent stock amounting to 
£~,ooo, and 4 per cent stock amounting to £146,700 are 
to be exchanged for 4 ~ cent debentures. The total deben
tures, amountins to £7840133, will mature in twenty yearly 
instalments of L3g,:JO'l per annum. the first payment to be 
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,made at June 30, 1932. The Government will provide a 
sinking fund of 1 per cent, to be a charge on the consolidated 
revenue of the State, and to be deposited in the Common
wealth Bank in reduction of debentures in even thousands, 
in the proportion of 3}{ per cent and 4 per cent debentures 
issued. The remaining items on the balance-sheet, amount
ing to £31,299 will be handed over to the Commonwealth 
Bank as cash. . . . The State is to have first call for State 
requirements on 75 per cent of the increased deposits at cur
rent rates, and should the State at any time not require the 
amount, the Governor of the Commonwealth Bank will be at 
liberty to invest the same either in the business of the Bank, 
or in the Commonwealth, or in municipal securities. The 
whole of the staff at present exclusively engaged in savings 
bank business will be retained. 
The capture of the Government Savings Bank of Tasmania 

was a victory for the attempt of the Commonwealth Govern
ment to centralize and unify the savings banks. The two 
trustee savings banks of Tasmania still continued to do busi
ness, and so the federal bank did not get a monopoly of the 
savings bank business in that State. 

The savings bank department of the Commonwealth Bank 
was under the direction of the Governor of the bank, while 
the State savings banks, except that of Western Australia which 
was controlled by the State Treasurer with an executive 
manager, have ,been directed up to the present time by boards 
appointed by the State Governments. Between 1924 and 1927 
the savings bank department of the Commonwealth Bank was 
under the direction of the board of the bank. 

When Governor Miller opened the savings bank department, 
he asserted that the Commonwealth Bank did not intend 'to cut 
the rates of other savings banks. He announced that the rate 
on deposits would be 3 per cent for a maximum of £300. 
Deposits were to be one shilling or more. At that time the 
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bank made no provision for penny savings banking or school 
banking as was the case: in State savings banks. 

States as well as the Commonwealth do not allow oom
panies engaged in profit to make deposits in their savings banks, 
but friendly societies and charitable organizations, trade and 
industrial unions, either of employen or of employees, may 
deposit funds in a savings bank. 

After the Act of 1911 the State savings bank in Victoria in
creased its deposit rate by one-half per cent, but otherwise the 
presence of the Commonwealth Bank did not materially affect 
the State savings banks on the mainland. Interest rates on 
deposits in State savings banks at that time ranged from 3 to 
.. per cent up to certain limits, the highest being a £1,000 in 
Western Australia. 

TAe Lo"tlOtl B,."cA 

In 1913 Governor Miller opened a branch of the bank in 
London. The London branch of the savings bank department 
was to give Australian visiton facilities for drawing on their 
savings acoounts while in England. The branch was also to 
expedite the passage of emigrants from England by establish
ing a bank that would ooUect savings in England and later 
allow depositon to withdraw money in Australia. 

Opening a branch in London oould devdop into a bid for 
British savings. Interest rate offered by the Commonwealth 
Bank was 3 per cent. That of the British Postal Savings Bank 
was 2 ~ per cent. The presence of the Commonwealth Bank, 
however. offering one-half per cent more interest probably was 
not sufficient to overoome any objection of people to investing 
their savings in what was practically a foreign bank. Since the 
war the Commonwealth Bank in its circulan has announced 
that the savings bank in London operates .. On the same terms 
as the British Post Office Savings Bank"o 
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Setting up a branch of the savings bank in London caused 
the Economist of that city to remark on August 2, 1913, that the 

. . . move would resolve itself into an ingenious plan for 
borrowing money in the United Kingdom without the usual 
loan charges being incurred. 

A branch in England does lend itself to that possibility. If 
people in England could be induced to lend, or ~o deposit, their 
money in the Lo,ndon branch, the Commonwealth Bank could 
use these deposits for developmental purposes in Australia. If 
the bank had branches in the more important cities of the 
United Kingdom, it might be possible under vigorous action 
to collect considerable sums for use in Australia. The expenses 
of floating loans would be avoided. The Commonwealth 
Government has not yet seen fit to take advantage of this 
situation. 

At the Premiers' Conference in Melbourne in'March, 1914, 
the meeting resolved: . 

That in order to terminate the disadvantages arising from 
the competition between the State Savings Banks and the 
Commonwealth Savings Bank, and to secure the advantages 
which will follow upon an increased recognition of the 
national charactel." of the Commonwealth Bank, it is resolved 
that in consideration of the Commonwealth Bank withdraw
ing from the Savings Bank business, the States are willing 
to allow the Savings Bank deposits now held by the Com
monwealth Bank to remain on fixed deposit with the Com
monwealth Bank, for the repayment of such deposits, and 
will further undertake at their earliest convenience and as 
. far as practicable to transact their State banking business 
with the Commonwealth Bank.· 

The meeting also resolved that 

• • • with a view to early completion of such an agreement, 
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the State Treasurers should confer with the Commonwealth 
Treasurer as early as possible. 

A. the Liberal Party controlled the House of Representatives 
and the Labour Party had a majority in the Senate, this sug
gestion did not become law. 

On May I, 1914, the Savings Bank of New South Wales 
amalgamated with the Government Savings Bank of that State. 
With this event trustee savings banks ceased to operate on the 
mainland 01 the Commonwealth. 

In the General Election of 1914 the Labour Party proposed 
to continue the savings bank department and to effect an 
amalgamation between the Commonwealth and State savings 
banks. Governor Miller supported this proposal. The Liberal 
Party endorsed the resolutions of the Premiers' Conference of 
1914. As the Labour Party received a majority in both Houses,. 
the vote assured the existence of the savings bank department 
for at least three years. In December. 1914, an Amendment 
to the Commonwealth Bank Act of 19I1 specified that the 
bank could amalgamate with other commercial or savings 
banks, and in order to facilitate such transactions the Act 
enabled the bank to increase its capital to £ro,ooo,ooo~ if 
necessary. 

When the Bill was before the Commonwealth Parliament, 
the Prime Minister, Andrew Fisher, claimed that the previous 
Government had practically told Governor Miller to close the 
London branch of the savings bank department, but that since 
the Labour Government had taken office, the branch in London 
was actively engaging in business. The Prime Minister also 
asserted that the savings bank of Western Australia had been 
taken over by the Commonwealth Bank, and when he Wal 

questioned on the point he said. 

Agreements have been entered into lor the trlnafer. 
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The agreement, however, was not carried out. It was not 
until 1931 that the Commonwealth Bank, under the exigencies 
of the depression, took over the savings batik of Western 
Australia. , 

As the original purpose of the bank was to make more wide
spread financial opportunities for the masses, the bank at this 
early stage had already performed many services in the pro
motion of saving among the workers. 

One of the first acts of the savings department was the 
establishment of an agency at the camps of the workers con
structing the East-West railway between Port Augusta, South 
Australia and Kalgoorlie, Western Australia. In April, 1914, 
the bank arranged for the postal official along the line to act as 
savings bank agent. A police escort accompanied the :tgent 
and .railway paymaster on the latter's fortnighdy trips in the 
Trans-Continental motor car. In 1915 the bank established an 
agency at Kalgoorlie for workers on the line. ,At the. com
pletion of the Trans-Continental railway on October 17, 1917, 
the bank had opened 4,258 accounts with £3II,164 deposited 
along the line. 

The bank further made arrangements with the paymaster 
at Flinders Naval Base, Melbourne, to act as agent of the 
savings bank department, and this agency commenced business 
on November 30, 1912. The bank placed an agency on the 
training-ship Tingira, stationed at Sydney, and by December, 
1913, it had provided all warships with savings batik facilities. 
At the end of the bank's first ten years in operation there were 
6,487 accounts in the navy with deposits at £402,718 and with
drawals at £252,098. 

Later after the war seamen's banks on July 3, 1922, opened 
in"Sydney, Newcasde, Melbourne, Brisbane, Adelaide, Hobart, 
and Fremande. During the first year the banks collected 128 
accounts with £5,836 on deposit. On the Commonwealth 
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steamers, before they were sold, pursers acted as agents of the 
Mdbourne branch. 

F.aJitiel for Soldierl 
With the war in progress the Commonwealth Bank did all 

it could to be serviceable to the troops. When the men 
assembled in training camps, officers of the bank visited the 
camps on pay days to open accounts for the men. The money 
was available either in Australia or in the United Kingdom. 
Later, the bank made accounts available in Cairo. The Com
monwealth Bank granted facilities to soldiers to open accounts 
with the bank through the medium of regimental paymasters. 
Paymasters lodged altogether £5,500,000 to the credit of sol
diers. Soldiers paid no service charge. 

In 1916 40,000 savings bank accounts were available in 
London for Australian soldiers, of whom at least a thousand 
every day called personally to transact their business. Any 
Australian soldier who had money sent to him could get it 
from his paymaster merdy by presenting the warrant of the 
bank. 

For the half-year ended June, 1917, the bank made 58,000 
payments to members of the Australian Imperial Forces on the 
Western front and in London, the amount aggregating 
£430~5. Capital cities of Australia sent telegraphic transfers 
to members of the Australian Imperial Forces abroad amount
ing in all to £3,560,951. 

An Australian soldier rescued from a submarined transport 
or hospital ship could obtain a temporary advance from the 
bank to cover immediate needs, irrespective of whether he had 
any funds in the bank or not. The only security the bank re
quired was an order on the paymaster for the amount advanced. 
In this way many soldiers became obligated to the bank, but, 
according to C. C. Faulkner, in not one case did a member of 
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the Australian Imperial Force fail to make good his liabilitica 
on arrival in Australia, even though cheques had been drawn 
in some cases on non-existent accounts. 

Amalgamation with Queensland Gotlernmenl 
Satlings Bank 

After the war the savings bank department again came into 
prominence. The Labour Patty had lost control of all parlia
ments in Australia except that of Queensland. There the 
Party resolved to further bank amalgamation. Already in 1917 

the Agricultural Bank and the Workers' Dwellings Board 
had amalgamated with the Queensland Government Savings 
Bank, which at the same time had been moved from the 
control of the State Treasurer and had been placed under a 
commission. Having made this amalgamation, the Queens
land Labour Government decided in 1920 to go a step 
further. . 

On June 22, 1920, Governor Miller made arrangements to 
take over the whole savings bank business of the Queensland 
Government Savings Bank. The State also was to conduct its 
entire Australian banking business with the Commonwealth 
Bank. The Queensland Parliament ratified this action on 
December 6, 1920, and two days later the savings bank business 
throughout Queensland was in the hands of the Common
wealth Bank. 

Under this agreement the bank hands to the State Govern
ment up to 70 per cent of the increases in depositors' balances, 
receiving in exchange State Government securities with· a 
currency up to twenty-five years, and bearing interest at current 
rates. It is provided that such rate must not be more than I per 
cent above the rate paid on its depositors' balances by the 
savings bank department. The bank has the right, in the event 
of a decrease in the amount of depositors' balances, to with-
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draw from the Queensland Treasury up to 'JO per cent of the 
excesa of withdrawah over deposits. 

This amalgamation gave the Commonwealth Bank an 
increase of 234,587 savings accounts. Except for the Commis
sioner of the Queensland Savings Bank, who retired when the 
transfer became operative, the whole sta1I. numbering 224. 
received employment in the Commonwealth Bank. 

As the Queensland Savings Bank had transacted various 
schemes for loans to farmers, the State Advances Corporation. 
which later became the Agricultural Bank, took care of the 
lending £unctions of the old savings bank. The State Govern
ment owns and operates the Agricultural Bank. 

Referring to the amalgamation in April. 1920. the Austra
lasian Insurance and Banking Record remarked that: 

It has been pointed out that the deposits of the Queens
land Savings Bank at the end of the last financial year ran to 
£14>322,146 and under the Act, the Government must invest 
in its securitio-in other words utilize-two-thirds of the 
deposits. On taking over. the Commonwealth will become 
creditor of the State Government to the extent of about 
£9,548,000 in respect to the expenditure or investment, and 
the Commonwealth accordingly will become the debtor of 
depositors. It is understood in connection with the change 
that the Commonwealth Bank will take over the Govern· 
ment banking business, and will arrange to take up Treasury 
Bills to the amount of £1.124,750, which fall due at 
January I. 1922, as £600.000 at 4 per cent and £524.750 at 
3 y. per cent. 

With no State savings bank in Queensland, savings banks 
of other States had to elJect new arrangements in that State 
for the reciprocal agreement, whereby depositors might make 
withdrawals from their accounts through savings banks, other 
than the Commonwealth Bank, anywhere in the Common· 

H 
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wealth. Since 1920 the Queensland National Bank has per
formed this service in the -northern State for depositors in 
savings banks in other States. 

The transference of the Queensland Government Savings 
Bank left the Commonwealth Bank in that State with no 
competitor for savings bank business. In the four remaining 
States on the mainland the Commonwealth Bank competed 
with a State savings bank. In Tasmania two trustee savings 
banks competed with the COmlnonwealth_ Bank. ' 

In 1923 Queensland passed a Private Savings Bank Act 
which required registration of savings bank business of private 
individuals. In 1924 Western Australia passed an Act which 
stated that 

•.. private persons may, under licence, conduct Savings 
Bank business, if they lodge substantial. securities with the 
State Treasurer. -

These States passed these Acts in order-to bring all savings 
business into the Government savings banks. 

The Commonwealth Bank Act of 1927 
In 1927 the ncx.t move affecting the savings bank depart

ment took place. In order to make the Commonwealth Bank 
a central bank, Sir Ernest Harvey suggested that the bank 
should cease collecting savings, for this business, according to 
Sir Ernest, was outside the scope oE a central bank. 

In September, 1927, ~r. Earle Page, Commonwealth Trea
surer, introduced a bill in the Commonwealth Parliament to 
separate the ,savings bank business from the Commonwealth 
Bank. The Labour Opposition fought the measure but to no 
avail. 

The Commonwealth Bank (Savings Bank) Act of 1927. 
which divorced the savings bank business from the Common
wealth Bank, provided that the new bank should be directed 



'J'HB lAVING. BANK. DEPA1TMENT II5 

by three Commissioners, one being a director of the Com
monwealth Bank for purpose of liason. As is the case with 
the Commonwealth Bank, one-half of the profits of the new 
laving. bank goes to the reserve fund of the bank and the 
other half goes to the National Debt Sinking Fund. 

The balance-sheet of December 31, 1927, showed that the 
deposits of the savings bank department at that time were 
approximately £46,500,000. The new bank, accordingly, at 
its opening on June 8, 1928, started with a considerable 
business. 

The Commonwealth Housing Act of 1927 
Complementary to the Commonwealth Bank (Savings 

Bank) Act of 1927, the Commonwealth Housing Act of the 
.ame year went into effect on January I, 1928. This Act 

• • . defines the manner in which the powers of the Savings 
Bank are to be exercised in respect of advances for building 
homes. 
The fact that the Commonwealth Savings Bank now has 

its funds connected with the operation of the Commonwealth 
Housing Act malCes amalgamation between the Common
wealth and State savings banks less complicated. When the 
Queensland Government transferred its savings bank business 
to the Commonwealth Bank, difficulties arose over the lend
ing functions of the State bank. With the Commonwealth 
Savings Bank working with the operations of the Common
wealth Housing Act some of the difficulty of providing for 
the lending functions of State savings banks in amalgamations 
with the Commonwealth Bank has disappeared. If the rural 
credits department of the Commonwealth Bank expanded its 
activities to meet individual farmer's needs, most of the 
remaining obstacles would vanish. 

Under the Commonwealth Housing Act no person in 
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receipt of more than /.12 a week may obtain an advance. The 
Act allows advances up to ninety per cent of the value of the 
property with a maximum loan of /.1,800. A ninety per cent 
advance on property valuation is too high. With the possi
bility of falling prices advances above sixty per cent of pro
perty values are dangerous. The Commonwealth Bank, 
under the housing act, does not make loans directly to appli
cants, as it should, but makes funds available under certain 
conditions through State and Territorial administrations, 
State savings banks, and municipalities. 

Lending Operations of Seate Savings Banks 

State savings banks have invested their deposits in advances 
to farmers and settlers as well as in various Government 
bonds. In four States savings deposits have been invested in 
part in State agricultural banks. In New South Wales and 
Victoria savings banks themselves have lent directly to far
mers and settlers. Separate lending departments have per
formed these transactions. 

# In the Victorian State Savings Bank an advances (credit 
foncier) department makes loans both to farmers and to home 
builders. In the Government Savings Bank of New South 
Wales there were 'three such departments: (1) rural bank, 
(2) advances for homes, and (3) government housing. The 
Government Savings Bank (Rural Bank) Act passed by the 
Story Government in 1920 converted the advance department 
of that bank into a rural bank department. 

On April 23, 1931, on account of persistent withdrawals 
from depositors' balances, the Government Savings Bank of 
New South Wales suspended payments. On June 30 , 1931, 
deposits and other liabilities to customers in the rural bank 
department amounted to In,295,245. At the same date 
advances outstanding totalled lI4,421,268, representing 19,336 
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current 10anJ. Of these 10.076 for £7,f)28.u,8 were overdrafts 
on current accounts; 8,686 for £6,166,523 were long-term 
loans, and 574 for £yiJ,5fJ6 came under the Advances for 
Settlers Act of 1929. Operations of the department gave a 
net profit of £61,437 for 193~31. When the Commonwealth 
Bank took over the Government Savings Bank of New South 
Wales at the end of 1931, it did not take the rural bank 
department, and negotiations are at present underway for the 
development of that department as a State institution. 

Besides the rural bank department the Government Savings 
Bank of New South Wales also operated advances for homes 
and general housing departments. Loans outstanding of the 
advances for homes department on June 30, 1931, amounted 
to b1,81 1,018. Stock and debentures of the department were 
b2,5fJ6,883. For the year 193~31 this department showed a 
net profit of b9,255. The total liabilities of the general 
housing department at June 30, 1931. were £535,1¢. of which 
£530,428 was due under the Housing Act of 1912. At that 
date £504,793 was due to the department from loans on mort
gages and contracts. The general housing department dur
ing 193C>Jlmade a net profit of £1,293. The agreement 
amalgamating the State savings bank with the Commonwealth 
Savings Bank did not include these two departments. 

The savings bank of Victoria has financed its advances to 
farmers and home purchaser. by the credit foncier department 
purchasing debentures of the savings bank department and by 
public issues. The total amount of credit foncier debentures 
and inscribed stock current at June 30. 19J2, was £25.056,535; 
of this s~ the public held bO,218,435, while the savings 
department had b4,838.1OO. At June 30. 19J2, the savings 
bank had built for the housing scheme 7.380 houses and also 
had purchased 1,408 houses as well. The total debt in this COD

nection outstanding at June 30, 19J2, was £5.258,3U. The aver-
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age capital cost of the 7,380 completed houses was £868 4s. 5d. 
'Borrowers pay instalments, including interest and principal, 
from 2/3 to. 2/9rftd. p~r week for every £roo borrowed. The 
original interest rate varied from 7 ~ to 6 per cent, but has 
been reduced to 5%, 5 ~, and 5 per cent during the three years 
following the enactment of the Financial Emergency Act of 
1931• 

Commissioners in charge of the credit foncier department 
may also advance money to companies in country districts for 
erecting works for freezing, packing, or storing any commodi
ties that are included in the Primary Producers and Fruit Acts, 
provided that shares equal to not less than two-~rds of the 
value of the proposed expenditure have been taken up, and 
one-half thereof paid in cash. At June 30, 1932, eight loans to 
companies were current with a debt of £79,240 outstanding. 

At June 30, 1932, the savings bank credit foncier depart
menthad since its inception advanced £43,421,108, of .which 
£24,909,952 was outstanding, representing 44,505 current 
loans. Towards the repayment of this sum borrowers had 
lodged £228,123, which earned interest at the rate paid under 
the security. The bank had at that date since its inception 
advanced £10,940,261 to farmers with £5,525,334 outstanding, 
representing 5,962' current loans. The average balance of 
farm loans on June 30, 1932, was £926 18s. 6d. During 
1931-32 the credit foncier department advanced £317,264' 
The average rate of interest during that year on credit foncier 
debentures and stock was £4 4s. 7d. per cent, and the average 
rate of interest on loans was £5 IS. 4d. per cent. 

Investments of the Commonwealth Savings BanI( 

Governor Miller in 1914 wrote to Andrew Fisher, Treasurer 
of the Commonwealth, that he desired 

• • • to give every person in the Commonwealth facility to 
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have a savings bank account, and to allow a fair rate of 
interest and .to invest that money in giIt-cdged securities; 
luch as State Government debentures, municipal, and similar 
securities, at a rate that will pay interest and expenses. 

Thi. policy prevailed in the investment of funds throughout 
the existence of the savings bank department of the Common
wealth Bank. 

The Commonwealth Bank Act of 1927, creating the new 
Commonwealth Savings Bank. provided that the new bank 
might invest any moneys held by it: 

(II) in any Government security approved by the Treasurer; 
(b) in loans on the security of land; 
( e) in advancing money, in accordance with the Common

wealth Housing Act, 1927, for the purchase or erection 
of dwelling houses, and for the discharge of mortgages 
on dwelling houses; 

( tl) in advancing money for the erection of warehouses or 
storage facilities intended for the warehousing or stor
age of primary products, including the erection of plant 
for treatment to ensure their preservation and prepara
tion for marketing; 

( e) in debentures issued by the Commonwealth Bank of 
Australia for the purpose of its Rural Credits Depart
ment; 

(I) on fixed deposit with the Commonwealth Bank of 
Australia; 

(g) in any other prescribed manner. 

So far no change has occurred in the investment policy for 
savings bank deposits. Over 90 per cent of the investments of 
the Commonwealth Savings Bank in June, 1933. was in govern
ment securities. The Act of 1927. however. did provide added 
facilities for taking care of the lending functions of the State 
savings banks in case of future amalgamations. 
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After the depression had interfered with economic pro
gress in Australia, withdrawals began to be greater than 
deposits in the savings banks. From June 30, 1929, to 
June 30, 1931, savings bank deposits decreased from 
£225,500,000 to £193,4<>7,000. This decline placed a strain 
on the savings banks, particularly in New South Wales and 
Western Australia. 

'Amalgamation with Government Savings Bank of 
New South Wales 

During 1929-30 withdrawals exceeded deposits in the 
Government Savings Bank of New South Wales by 
£6,007,284. .After allowing for interest <;redited to depositors' 
accounts for the year the net decrease in depositors' accounts 
was £3,327,335. During the three months ended Septem
ber 30, 1930, deposits decreased by £3,495,065, of which 
£1,151,749 went to the Commonwealth Loan of July oi that 
year. In October, 1930, elections in New South Wales dis
turbed many depositors, and even the announcement of the 
commissioners of the State savings ,bank that the institution 
was not politically controlled failed to arrest materially the 
withdrawals. During that month balances decreased by 
£1,472,219. In December, 1930, withdrawals for various pur~ 

. poses, some being for investment in the Commonwealth' Cash 
and Redemption Loan of that month, reached £2,593,662, a 
record movemen!. The. following month the decrease in 
deposits was only £603,710. In March, 1931, proposed reduc
tions in interest caused further withdrawals, and with, the 
announcement in April of a proposed amalgamation with the 
Commonwealth Savings Bank a run commenced on the State 
bank. On April 22, 1931, cash withdrawals for the day 
amounted to £1,678,313. Cash resources being exhausted, the 
State sa~ings bank on the next day suspended further pay-

I 
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ments. During April withdrawals exceeded deposits by 
l4tI40,5~, making the decrease since July I, 1930, 

lI6,388,814- At the date of suspension depositors' balances 
without the year's interest stood at l54,244,530. 

On April 21, 1931, Premier Lang of New South Wales 
asked the Commonwealth Savings Bank to take over the 
State savings bank, this step being at the request of the savings 
bank commissioners in New South Wales. The Common
wealth Bank Board replied that it would investigate the matter 
and that if the transfer were possible would submi~ its views 
to Commonwealth Treasurer Theodore, whose approval 
would be required to validate any such transfer. On April 23, 
1931, the savings bank and rural bank departments suspended 
payments. On April2B, 1931, both houses of the New South 
Wales Parliament passed a Bill to enable the savings bank 
commissioners to obtain advances from the Commonwealth 
Bank to make payments to depositors in necessitous circum
stances. The Bill also authorized the commissioners to enter 
into arrangements for amalgamation of the State savings bank 
with the Commonwealth Savings Bank. The Bill included a 
moratorium clause temporarily suspending the right of deposi
tors to receive payment pending amalgamation, this clause also 
applying to interest on any stock or debentures issued by the 
State savings bank. The Governor signed the Bill on the 
following day. 

On April 30, 1931, the Pres. announced that the Common
wealth Bank had made money available to the New South 
Wales institution for relief of depositors in dire necessity. On 
May 3, 1931, Sir Robert Gibson, Chairman of the Common
wealth Bank Board, stated over the radio that the Common
wealth Bank and the Commonwealth Government would 
support the State savings bank. On May 4, 1931, depositors 
were able to withdraw lI, if their accoUnt had £to at credit, 
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£2 if it had £20, and £3 iOt had £30 or more. The rural 
bank department on May 15 extended aid to 'Its depositors. 
On May 29 Sir Robert Gibson announced that his board had 
advanced proposals for amalgamating the two savings banks 
but that " the proposals do not embrace, at present, the taking 
over of either the Rural Bank Department or the Advances 
for Homes Department". ' 

Premier Lang felt that he could not accept the proposals of 
the Commonwealth Bank Board, for among other things one 
provis!on ~tated that £12,931,000 of securities should be paid 
off by the State on their maturing date of September 30, 1931. 
At a conference of Commonwealth and State premiers in 
Melbourne a sub-committee investigated the matter. After 
further negotiations an impasse was reached and on July 30 
Governor Riddle of the Commonwealth Bank told Premier 
Lang that negotiations had terminated. A meeting of deposi
tors in the Sydney Town Hall in August favoured amalgama
tion with the Commonwealth Savings Bank. State authori
ties, however, arranged to reopen the savings bank as a State 
institution. As a result on September 7 the bank under new 
commissioners opened for new business as a State institution. 

The new commissioners then conferred with the Board of 
the Commonwealth Bank op the amalgamation of the two 
banks. After considerable negotiations fresh proposals 
brought about an agreement, which was given effect by a law 
passed by the New South Wales Parliament enabling the 
Commonwealth Savings Bank to take charge of the State 
savings business on December 15. 

Agreement of 'Amalgamation wit" New Sout" 
Wales BanI{ 

A preamble to the agreement with the Government of New 
South Wales stated that 
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The Commonwealth Bank Board and the Commissioners of 
the Government Savings Bank having given the fullest con~ 
sideration to the Savings Bank position of Australia are 
agreed that it would be in the interest of Australia as a 
whole that a National Savings Bank be eventually consti~ 
tuted merging the interest of all States in Savings Bank 
business into one institution. Holding this view the respect~ 
ive Boards are of the opinion that on the accomplishment of 
any such merger in addition to Commonwealth representa~ 
tion each State should have one representative upon any 
Board of Control constituted for the purpose of managing 
the National Institution. 

This proposal is a direct endorsement of the Labour policy 
of centralization of savings banks. Dr. Maloney on April 22, 

1931, in the House of Representatives remarked that he 

• • • hoped that the Government Savings Bank of New 
South Wales, which is in great difficulties to-day, will be 
taken over by the Commonwealth Bank. Labour members 
who voted for the original Commonwealth Bank Bill, after 
having forced Mr. Fisher, against his will, to introduce it, 
desired that there should be only one savings bank operating 
throughout Australia. 

Governor Miller took the first step in this direction in 1913 by 
taking over the State savings bank in Tasmania. Since then 
the federal bank has amalgamated with all State savings banks 
except those of Victoria and South Australia. The suggestion 
of State representation is in line with the scheme of King 
O'Malley adopted by the conference of the Labour Party in 
1908 at Brisbane. 

The extent of the amalgamation appears in the following 
clause of the agreement:' 

This agreement save where otherwise expressly provided 
shall be read and constructed as applying to the Savings 
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Bank Department only and not to the Rural Bank Depart. 
mc;nt, the Advances for Homes Department, or the Govern
ment Housing Department except in so· far as those 
Departments are debtors or creditors of the Savings _Bank 
Department. 

The agreement provided for the transfer to the Common· 
wealth Savings Bank of the business of the Savings Bank 
Department, old and new business divisions as at October 31, 
1931, and after acquired. Under the agreement Common· 
wealth inscribed stock was to be issued in lieu of the stock 
issued to the State savings bank by the rural bank department 
amounting to £4,187,169 and Commonwealth inscribed stock 
was also to be issued in lieu of stock issued to the State savings 
bank department by the homes department amounting to 
£10,437,048. All moneys received by the rural bank, the 
homes, and the housing departments in respect of payments 
by borrowers or the proceeds of realization of assets were cre
dited to the Commonwealth institution. The State Govern
ment is to repay to the federal bank the Treasury deposit of 
£7,112,564 by forty equal half-yearly payments, the first pay
ment to be made on November 30, 1936, with interest at 
4 per cent. 

At the opening of accounts of the State savings bank on 
December 15, 1931, in the Commonwealth Savings Bank the 
federal institution credited each depositor in the old business 
with £10, or 10 per cent of his balance, whichever was the 
greater amount at the date of amalgamation, balances less than 
£10 being credited in full. The balance of the deposits was to 
be made available as soon as possible with interest continuing 
in the meantime. The Commonwealth Savings Bank made 
deposits in the new division available on demand. The de
posits in the new division consisted of those accounts opened 
after the State savings bank re-opened in September, 1931. 
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The State savings bank commissioners under the agreement 
have the right for five years to borrow up to 70 per cent of any 
increase in deposits to a maximum of £500,000 in each year, 
for the purpose of the rural bank and advances for homes 
department. The Commonwealth Savings Bank will make 
and maintain investments in New South Wales to an amount 
proportionate to savings bank deposits held by it in New South 
Wales. The profit and loss on State business will be equally 
divided between the federal bank and the State savings bank 
commissioners. Premier Lang at the time of the amalgama~ 
tion told the New South Wales Parliament that the Common
wealth Savings Bank obtained the benefit of the reserve fund 
and profit and loss account, which totalled £2,018,000. Even 
during the troublesome year, 1930-31, the savings bank depart
ment of the State bank showed a net profit of £264,183. 

Other provisions of the agreement were: 

The Bank will soon as practicable after this Agreement 
has been ratified by Act of Parliament make available to each 
fixed depositor of the Rural Bank Department (Old Business 
Division) an amount equivalent to 10 per centum of the 
amount of such Fixed Deposit. 

The Bank undertakes that in the event of further amal
gamations with or acquisitions of other Savings Banks any 
differences in the terms of agreement between the Bank and 
such Savings Banks and the terms of this agreement shall be 
conveyed to the Commissioners and the Bank hereby agrees 
that on application by the Commissioners it will concede to 
them such differences provided always that this shall not 
apply to the terms of Clauses 6 and 9a heroof. 

These clauses referred to the original restrictions placed on 
depositors for drawing in the Old Division on their balances 
and to the right of the State commissioners to borrow up to 
£500,000 a year or 70 per cent of an increase in deposits during 
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the first five years of the amalgamation. The!' restrictions on 
depositors have since been abolished. 

The Bank undertakes that in the event of further amal
gamations with or acquisitions of other Savings Banks any 
differences in terms of agreement between the Bank and 
s4ch Savings Banks so far as they relate to Rural Banking, 
Agricultural Banking, Advances for Homes or kindred mat
ters and the terms of this agreement shall be conveyed to the 
Commissioners and the Bank hereby agrees that on applica
tion by the Commissioners it will concede to them such 
differences provided always that this shall not apply to 
Clause 3 (b) (I), 

which d.eals with fixed depositors' rights of withdrawal now 
abolished. The Government under the agreement was not to 
set up a State savings bank in New South Wales and the staff 
of that time in the State bank was to be employed temporarily 
for a year. 

The Commissioners of the State savings bank transferred to 
the Commonwealth Savings Bank the following liabilities and 
assets of the rural bank department as at October 31, 1931, 
subject to any adjustments necessary by reason of transactions 
since that date: 

(a) Liabilities ~f the Commissioners to the Public trans
ferred to the Commonwealth Savings Bank: and 
against which the Commonwealth Savings Bank in
demnifies the Commissioners. 

(i) Fixed Deposits in the Old Business Division in
cluding accrued interest to October 31, 1931, 
amounting to the sum of £9,8710776 9s. 6d. less 
amount of advances made to depositors with 
interest accrued. 

(ii) Current Account balances in the Old Business 
Division including accrued interest to October 31, 
1931, amounting to £1,295,919 I5s. 5d. 
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( ") Assets of the Commissioners transferred to the Bank. 

(i) Fixed Deposits with other Banks amounting 
(with accrued interest until October 31, 1931) to 
£936,280 105. 00., together with all interest 
accrued since October 31, 1931. 

(ii) Deposit with the New South Wales Treasury 
amounting (with accrued interest to October 31, 
1931) to £506,684 18s. 6d. 

Only depositors with balances in the Old Division of the 
savings bank were prevented at first from transacting business 
upon their full accounts. Depositors with current accounts in 
the rural bank department could operate upon these accounts 
without any limitation from the date of amalgamation. 

When the amalgamation took' place on December 15,1931, 
matters ran 10 well that Sir Robert Gibson announced on 
January 6, 1932, that from January 14 depositors in the "old 
division" could operate with freedom on their credits trans
ferred to the Commonwealth Bank. On the same day Sir 
Robert Gibson further announced that 

It will be remembered that under the State Act reconstruct
ing the administration of the Government Savings Bank, 
the money. of the fixed depositors were capitalized, bearing 
interest at 3 per cent per annum. When the amalgamation 
of the two banks took place. the Bank Board announced 
that it would make 10 per cent of these moneys available to 
depc:>sitors. The Bank Board has now decided to reconvert, 
as from January 14> the remaining balances into fixed 
deposits with the Commonwealth Bank on the following 
terms: 

50 per cent of each deposit for twelve months, bear
ing interest at 3~ per cent per annum. 50 per cent for 
the twenty-four months, bearing interest at 4 per cent 
per annum. 
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In doing this, the Bank Board converts all these deposits 
into ordinary bank fixed deposits, bearing interest at the 
same rate as the general deposits now placed with the Com
monwealth and Trading Banks. 
The announcement that -customers of the old Government 

Savings Bank of New South Wales could from January 14, 
1932, operate with freedom on their deposits transferred to the 
Commonwealth Savings Bank brought relief to the general 
public. It should not be thought that no depositor lost any 
money on account of the period of suspension of payments. 
Traders and brokers during that time announced that they 
would accept the right of customers' claims on the State 
savings bank as means of payment at rates upwards from 12/
per £1 of deposits. Many depositors who were forced to 
realize on their passbooks in this way lost considerable sums 
through the bank's suspension of payments. 

When the doors of the Commonwealth Bank opened for 
business at 9.30 a.m. on January 14, 1932, there was not the 
least sign of uneasiness on the part of depositors. For the first 
time since April 22, 1931, the deferred portion of depositors' 
balances, amounting to £45,874,588, became available to over 
a million people. Preparations of the authorities for a run on 
the bank were not required. A dark chapter in the history of 
Australian savings

l 
banks had ended. -

'Amalgamation with Western Australian 
Savings Bank 

During 1931 the Commonwealth Savings Bank also amalga
mated wit;h the Western Australian Government Savings Bank. 
In contrast to the situation in New South Wales the trouble of 
the savings bank in Western Australia received little publicity 
and this fact, together with the smoothness of the negotiations 
with the Commonwealth Bank Board, prevented the situation 
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in Western Australia from causing any inconvenience to de
positors. 

On November I, 1931, the amalgamation between the two 
savings bank. became effective. The Commonwealth bank 
assumed almost all the assets and liabilities of the State bank 
as at October 31, 1931. The Commonwealth Savings Bank a~ 
that date became debtor to depositors in the State bank for 
£7,3290377, which was a big drop in deposits from the 
£8,488,365 held by the State savings bank on June 30, 1930. 
At the end of October, 1931, the balance-sheet total was 
£8,221,174. Most of the assets turned over to the Common
wealth Savings Bank were Government securities. From the 
time of amalgamation the Government of Western Australia 
has the right to borrow from time to time from the Common
wealth Savings Bank up to 70 per cent of .the increases in de
positon' balances in Western Australia. The increases are 
reckoned on a quarterly basis. Interest is regarded as deposits. 
In the event of a decrease in deposits subsequent increases shall 
be set off against the previous decrease before the State 
Government shall have the right to borrow on the 70 per cent 
basis. The loans to the State Government are to be secured by 
Commonwealth stock. 

The Commonwealth Savings Bank must keep a separate 
account of the amalgamated business in Western Australia and 
the resulting profit or loss on. such business at each half-year 
shall be equally divided between or borne by the Common
wealth Savings Bank and the State Government. Any varia
tion in future agreements with other savings banks must be 
reported to the Western Australian Government for adoption 
in the Western Australian agreement if the State Government 
so desires. The stat! of the State bank employed solely in 
savings bank business has been absorbed in the Commonwealth 
institution. The agreement lasts for twenty-five yean and the 

I 
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State Government has the option of extending it for another 
twenty years. 

A provision in the agreement looks towards State representa
tion on the Board of the Commonwealth Savings Bank: 

, The Treasurer for the time being of the State of Western 
Australia shall become a member of the Savings Bank 
Advisory Board to advise the Bank in respect of the follow
ing matters: 

( a ) Rates of interest payable to depositors; 
(b) Maximum amount on which interest shall be paid to 

depositors; 
( c) Nature of investments and terms and conditions of 

loans to be made by the Bank out of Savings Bank 
funds. 

These two saving bank amalgamations have left the Com
monwealth bank without competition in three States and with 
nO State opposition in Tasmania. The Commonwealth bank 
is becoming the national savings bank mentioned as desirable 
in the preamble of the agreement between the Commonwealth 
Savings Bank and the Commissioners of the State savings bank 
in New South Wales. The State savings banks in Victoria 
and South Australia, however, are succe,ssfully competing with 
the Commonwealth Savings Bank and will not in all likelihood 
amalgamate with, 'the federal bank for some time. In the 
matter of reciprocity the State savings bank in these two States 
now use the facilities of the Bank of New South Wales for 
customers who wish to draw on their deposits while in 
New South Wales and Western Australia. The Queensland 
National Bank still performs this service in'the northern State, 
while in Tasmania the two trustee savings banks co-operate in 
this reciprocal agreement. 

Analysis of Savings ;n Australia 
For the year ending June 30, 1906, Australian savings banks 
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had 1,185,608 depositors with £38,286,219 to their account. 
For the year ending June 30, 1912, the last before the appear
ance of the Commonwealth Bank, the number of depositors 
had increased to 1,736,004 with [,66,959,778 to their account. 
By June 30, 1914, there were 2,108,496 . depositors with 
[,83.541,224 in Australian savings banks. Of this number 
143,143 with ['4,645,258 did business with the Commonwealth 
Bank. The State savings banks had scarcdy noticed the com
petition of the Commonwealth Bank. 

The commencement of the war altered the situation to such 
an extent that it i. impossible during the years of the conflict 
to trace the effect of the presence of the Commonwealth Bank 
on the State savings banks. People bought war bonds and 
war savings certificates with their savings. The desire to be 
thrifty was reinforced with the desire to be patriotic. 

There were 2.945,839 depositors in the savings banks of 
Australia at the middle of 1919. The deposits for the year 
ending at June 30,1919, totalled £128,524.542. The Common
wealth Bank at the lame date had 478,413 depositors in 
Australia with bM95,899 deposits. The Commonwealth 
Bank also had 1,151 depositors with £37,231 in Papua and 
9.446 depositors with [,256,293 in London. The London 
branch had collected a loan of over a quarter of a million 
pounds from the British public to be used as the Common
wealth Bank desired. 

Between 1920 and 1926 the number of depositors in the 
savings bank department of the Commonwealth Bank doubled, 
being in 1920,533.922 and in 1926, 1,095,162. Deposits during 
the same time more than doubled, increasing from [,17,792,638 
to [,45.537,605. The number of depositors in all savings banks 
in the Commonwealth for the year ending June 30, 1926, was 
4,182.566, the Commonwealth Bank having more than a 
quarter of the total Savings deposits for all banks at the same 
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date reached £195,451,540 with the Commonwealth Bank 
possessing again about a quarter of the total. 

The increase in the savings bank business of the Common
wealth Bank undoubtedly was partly the result of the service 
rendered to the soldiers by the bank during the war. As the 
men while in service had transacted their savings bank business 
with the bank, it was only natural that on returning home they 
should continue to do so. This business, together with that of 
their wives and families, probably accounted for a great deal 
of the increase in the business of the savings bank department. 
No statistics on hand, however, show the exact number of 
ex-Service men who are depositors of the Commonwealth 
Savings Bank. 

The policy of Governor Miller of not offering higher 
interest rates on deposits than those of other savings banks has 
continued. At present the. Commonwealth Savings Bank 
offers 2 ~ per cent per annum interest on deposits up !() £500 
and 2 per cent on deposits £501-[,1,300. The State savings 
bank in Victoria allows interest of. 2~ per cent on current 
deposits, and that in South Australia at June 30, 1932, was 
giving 3~ per cent for accounts not closed during the year 
and 3 per cent for those wound up in the year. 

The savings bank deposit per head of population in Australia 
increased from £9 9s. IOd. in 1905-06 to £14 8s. 4d. in 1911-12. 
It was £32 6s. 9d. in 1925-26. The upward trend was apparent 
before the establishment of the federal bank. As the war 
stimulated saving the problem of tracing the effect of the Com
monwealth Bank on. the per capita deposit is difficult. The 
nominal value of the per capita deposit rose. The purchasing 
power of money, however, declined. An index number con
struc~ed by Sir George Knibbs with a regimen of 47 com
modities-retail commodities-based on 1911 as 1,000 showed 
in 1905-06 an index number of 900. From that time until 
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1920-21 it rose steadily to 1,902. In 1925-26 it was 1,829. As 
this index shows the trend of retail prices, it is particularly 
appropriateJor judging the purchasing power of the per capita 
savings of the community. The value of savings is their com
mand over retail goods in a time of need. 

Between 1911-12 and 1925-26 the per capita deposit multi
plied almost two and one-quarter times. The purchasing 
power of the pound during the same time declined to .547 of its 
value in 1911-12, or better, it required £1,829 in 1925-26 to buy 
goods that would sdl for £1,000 in 1911-12. The per capita 
deposit of 1925-26 in terms of the purchasing power of the 
pound of 1911-12 was £17 135. ~ This figure is an increase 
on the £14 85. 4d. of 1911-12 but not nearly as much as the 
nominal £32 65. 9d. The Commonwealth Bank did not cause 
the people of Australia to save less than formerly. Beyond this 
fact nothing is certain. 

Similarly the effect of the Commonwealth Bank on the 
number of depositors is hard to disentangle from the other 
factors. In 1905-06 the continent had 294 depositors per 1,000 
population. This figure increased to 380 in 1911-12. During 
the war it went up and in 1919-20 reached 489. By 1925-26 the 
number was fl92. The impetus given saving by the war con
tinued long after the end of the conflict. The Commonwealth 
Bank may have helped to push the figure upward, for it had 
obtained almost a quarter of the depositors of the country. It 
is impossible to say how many depositors per 1,000 people 
would have existed if there had been no Commonwealth 
Bank. 

When Parliament passed the Commonwealth Bank Act in 
1911, the London EC"oflomisl on February 10, 1912, forecast 
that . 

The rivalry of the Postal Savings Department will be most 
felt by Queensland and Western Australia, where the 
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Savings Bank deposits have been obtained entirely through 
the instrumentality of the post offices. 

The Government savings banks in both these States have since 
amalgamated with the Commonwealth Savings Bank for the 
sake of economy. 

Since 1920 the Commonwealth Bank has had a monopoly 
of the savings bank business in Queensland. In 1919-20 Com
monwealth statistics gave Queensland 486 per thousand popu
lation in the State with savings deposits. After amalgamation 
with the Commonwealth Bank the figure in 1920-21 slumped 
to 426 .. After that year it rose slowly but did not reach the 
figure of 1919-20 until .1926-27. The average savings account 
has been larger in Queensland than in the other States, although 
the per capita savings has been the lowest of .the States. This 
situation would indicate that before amalgamation many people 
had accounts in both the State and Federal savings banks. 
Lack of competition in Queensland has not had any noticeable 
effect on savings in that State, except possibly giving the State 
a few less depositors; how few nobody knows. 

The highest figure of savings bank depositors per thousand 
people is that of South Australia. In 1929-30 it was 979, being 
76 above Victoria, the second highest. In 1931-32 the per capita 
deposit stood at the top, being £36 16s. od., while that of the 
Commonwealth was £30 4S. 7d. It is hard to give the reason 
for the great amount of saving in South Australia. Although 
more closely setded than Queensland and Western Australia it 
is less so than Victoria and New South Wales. 

Many factors enter into the situation of South Australia. 
The State is a wheat farming country and wheat farmers tend 
to be thrifty. There were no gold discoveries in South Aus.
tralia to attract the adventurous. The State also has always 
been a .. free" colony. The climate is equable and although 
hot the humidity is low. The number of home builders in the 



11B SAVINGS BANlt DEPAllTMENT 135 

population might shed light on the matter. The fact that South 
Australia lw for years fostered saving by school children has 
probably had a great deal to do with the State's record in 
savings. At June 30, 1932> the penny bank. department of the 
Government savings bank had 77.621 depositors with £97.739 
to their crediL The local savings bank has actively sought 
business. These and other factors are behind the record of 
South Australia. 

The complexity of such an investigation only goes to show 
how closely Economics is associated with all phases of human 
activity. The foundation of that science lies in Philosophy. 
Qualities and motives play an essential part in Economics. The 
.. dismal science" is not one of quantities alone. 

The savings bank. department of the Commonwealth Bank. 
passed out of existence at the middle of June, 1928. The new 
Commonwealth Savings Bank. took over the £46,500,000 
saving. deposits from the Commonwealth Bank.. Since that 
time deposits of the new bank. have grown until on January I, 

1933. they reached £n6,275,752. Amalgamation with the 
State saving. banks of New South Wales and Western Aus
tralia account for most of this increase. The Federal bank. 
now has over 60 per cent of the savings bank. business of the 
Commonwealth. On June 30, 1932, the bank. had 2,683 
accounts in London with £2.33,605 deposited. In Papua and 
New, Guinea it had 2.670 accounts with £125,931. Total 
accounts in the bank then numbered 1,844,435. 

In 1912 the Victorian savings bank had 641,736 depositors 
with £19,662,466 to their accounL The same bank. on June 30, 
1932, had 1.253,434 accounts with £58,581.403 deposited. 
From 1912 to 1932 the number of depositors in the savings bank. 
of South Australia increased from 192,847 to 334,242, while 
deposits rose from £8,223,260 to £19,252,198. At June 30 , 1932, 
the Commonwealth Savings Bank. had 133,823 depositors with 
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£7,098,817 in Victoria and 42,678 depositors with £2,127,287 
in South Australia. On August 31, 1932, the Lauflceston Bank 
for Savings had £1,497,755 in deposits and the Hobart Savings 
Bank held £2,6°3,782. The 40,479 depositors of the Com
monwealth Savings Bank in Tasmania on June 30, 1932, had 
£1,581,718 to their credit. . 

Although the general banking department showed a profit 
on its operations by June 30, 1914, the savings bank department 
of the Commonwealth Bank did not show an annual profit 
until two years later. On June 30, 1916, the savings bank 
department showed a surplus of £5,927 for the year. At the 
end of the department's existence in the middle of 1928 the 
profits for the year reached £249,902. The profits of the old 
savings bank department totalled at the end of 1927 £1,075,298 
and this sum was transferred to the new bank as a reserve fund, 
which has been augmented by half of the annual profits of the 
new bank since that time and at December 31, 1932, amounted 
to £1,720,881. Under the Act of 1927 the profits of the new 
bank are divided into two portions, one-haIf going to build up 
the reserve fund of the bank and one-half going to the National 
Debt Sinking Fund. Depositors in the new bank had con
tributed through their business with the Commonwealth 
Savings Bank by the end of 1932 £645,583 towards the extinc
tion of the national debt during the five years of the bank's 
existence. Every time a citizen uses the facilities of the Com
monwealth Savings Bank he is doing his share to reduce !Us 
indebtedness as a citizen. The profits of the bank for 1931-32 
amounted to £259,419. By January, 1933, profits of the savings 
bank business of the Commonwealth Bank and the Common
wealth Savings Bank since 19I2 reached £2,366,465. 

The Commonwealth Savings Bank now has penny savings 
accounts for school children, purpose deposit funds that are 
started with a definite object in view, such as buying a car or 
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a house, and every effort is made by the bank to increase the 
habit of saving in the community. The bank sends representa
tives to factories to explain the benefits of saving to workmen, 
and unlike the general banking department of the Commo~
wealth Bank actively courts business. The Commonwealth 
Savings Bank advertises on the bill-boards of the country, 
whereas the general banking department does not but should. 

When Commonwealth Treasurer Theodore in 1930 intro
duced his Commonwealth Bank Bill, he provided for the 
amalgamation of the Commonwealth Savings Bank with the 
Commonwealth Bank. Events since that time have made it 
desirable for the two.banks to be consolidated. As the savings 
bank has now taken over two more State savings banks, lend
ing functions of those institutions make it important that the 
lavings bank be in close contact with the general banking and 
rural credits departments of the Commonwealth Bank. The 
Commonwealth Savings Bank should once more be a depart
ment of the Commonwealth Bank. When the savings bank 
business of the Commonwealth Bank was placed in the new 
bank, the capital and balance-sheets of the former bank showed 
considerable shrinkage and in many cases the situation was 
misunderstood abroad as a setback to the Commonwealth 
Bank. 

During 1929"31 savings bank deposits decreased through
out Australia. For the year ending June 30, 1932, this 
trend was reversed and savings in the Commonwealth 
even under falling prices rose from £193,407,000 to 
£197,9l.6,000. This upward movement remained firm 
during 1932-33, for on June 30, 1933, the aggregate savings 
bank deposits were £201,7"2,000. 



CHAPTEII. SEVEN 

THE RURAL CREDITS DEPARTMENT 

As Australia is essentially an agricultural and pastoral 
country, banking facilities for farmers are particularly 

important in the Commonwealth. Both the Federal and State 
Governments have made many attempts to aid agriculturalists 
and pastoralists. States have provided either agricultural 
banks or rural departments in State savings banks for this pur
pose, while the Commonwealth has added a department in 
the Commonwealth Bank to meet demands of farmers. 

Before the discovery of gold the wealth of the community 
in Australia was largely in sheep and cattle, grazing on land 
to which the user had often no title, or at best a precarious 
one. Profits for a time were large, and this situation led to 
riotous speculation, followed by a collapse in 1823-1830. 
Having no security to offer, men of considerable wealth were 
reduced to bankruptcy. To meet the need of the moment 
the New South Wales Council passed an Act 

to give a preferable lien on wool from season to season, and 
to make mortgages of sheep, cattle, and horses valid with
out delivery to the mortgagee. 
This action caused consternation among the Colonial au

thorities in London and ,was objectionable to English com
mercial interests so that the Act was vetoed several times as 
it came up for disposition. The Colonial, however, persisted 
and at last obtained consent. The squatter with a good 
security to offer could turn part of the only wealth he had 
into money by pledging the whole and could thus carryon 

138 
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his business. lit lOOn became possible in Australia to hear 
that a grazier 'had borrowed money from one man on the 
ICcurity of hi, sheep, and from another on the pledge ~f his 
wool while yet on the sheep'. back) The climax occurred 
when the borrower, if possessed of freehold, obtained money 
from a third person by mortgaging his land. Crown leases 
lOOn became valuable and provision was made to enable mort~ 
gages to be given over them, while a registered lien on a 
growing crop was legalized for the benefit of the agricultural
ist, whether freehold or tenant. Australia is probably the 
pioneer in inventing an effective method of security over 
chattels that remain in actual possession of the borrower. 

As pastoralists under lease from the Crown still hold the 
greater portion of occupied Australia, the action of the New 
South Wales Council in the third decade of last century has had 
considerable bearing on the development of banking in Aus
tralia. 

TIle Torrens ~c, 01 1858 
On July I, 1858, the Torrens Act became law in South 

Australia. This Act has greatly influenced Australian bank
ing. Many other countries, including at least fifteen States 
in the United States, have copied the Torrens Act in modified 
form. Torrens proposed that on each transfer of the fee 
simple the existing title to land should be surrendered to the 
Crown and that the Crown should issue a fresh grant to the 
transferee. He also felt that registration per se and alone 
should give validity to transactions affecting land. 

Donald Kerr in Principles of the Australian LanJ Titles 
(Torrens) System states that the fundamental principle of 
the Torrens mode of conveyancing is 

that title to land and to interest in land depends upon 
. registration and not upon instruments inter partes. Such 
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instruments are merely a means for obtaining registration. 
They do not affect the land or pass any estate or interest 
until registered (but nevertheless are capable of creating 
contractual rights between the parties inter se). To enable 
such registration, a Government register of titles and deal
ings, and a. Government department to control the same is 
established. This register consists of the Register Book, 
which is comprised of: 

( a ) Certificates of title (the original certificate constitutes 
a folium thereof and is bound up therein, whilst the 
duplicate is delivered to the person entitled); and 

( b) Registered instruments. 

The certificate of title is the pivot on which the working 
of the whole system turns. Under the English conveyancing 
system the title deed is the product of the individual. Under 
the Torrens System the certificate of title is prepared and 
issued by the State. On each transfer the State certifies the 
title afresh. Such certificate of title is indefeasible except in 
certain specified events, the chief among them being actual 
fraud (constructive fraud being insufficient). There is no 
need for an abstract of title. 

The term .. land" in the Statutes includes in addition to 
the surface of the soil all buildings or structures of a perma
nent kind erected upon it, and except where stated in legisla
tion all trees and plants growing in the soil, and all other 
things permanently affixed to it or to buildings and structures 
upon it of a permanent nature also all things embedded in it 
and the space above, and the earth below the area of the sur
lface, including all mines and minerals. Donald Kerr on the 
definition of .. land" under the Torrens System observes that 

• • . accretions to the surface of the soil, whether by natural 
or artificial means, presumptively form part of the soil, is a 
doctrine applicable to land under the System. 
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Torrens proposed that land should be brought voluntarily 
under the System. In 1924 New Zealand departed from this 
policy. The Dominion passed an Act to bring under the 
System all land theretofore alienated from the Crown for an 
estate in fee simple and not held under the System. The 
Register under the Act had to bring land under the System 
of hi. own volition. Where he did not feel justified in issuing 
the ordinary certificate, he had to issue one limited as to 
title or parcels, or as to both. The Act expected finalization 
within five years of its passage. 

The most important connection of the Torrens System with 
banking is its effect on mortgages. Under it a mortgage 
operates as a charge only upon the land and not as a convey
ance of the legal estate in it. As under the general law, the 
mortgagee may, upon default being made, exercise all his 
remedies (except foreclosure) concurrently. He may, accord
ing to Donald Kerr, 

(I) Enter into possession and receive the rents and profits 
of the mortgaged land; 

(2) Distrain upon the occupier or tenant for rent due by 
the occupier or tenant to the mortgagor; 

(3) Let the mortgaged land (the term, except in South 
Australia, in the absence of expressed power, being 
determinable on redemption by the mortgagor); 

(4) Bring an action for recovery of the mortgaged land; 
(5) Exercise the power of sale; and 
(6) (If the attempted sale proves abortive) procure a statutory 

foreclosure. 
The Torrens System has strengthened land as a security 

upon which to base loans. Banks make loans to customers 
on the security of land by means of overdrafts, the bank 
having the right to call up, and the customer to payoff, the 
loan at any time. The security behind the loan is in the form 
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of a mortgage or o£ lien and deposit of deeds, according to the 
laws of the various States of Australia. Furthermore, under 
the Australian system loans against lands are made against 
interest-earning properties, capable of being diverted to loan 
or trust companies and are reviewed annually. The position 
of the borrower is assessed by scrutiny of his balance-sheet, 
which is compared with that of preceding years, to ascertain 
if he is progressing. 

State Agricultural Banks 

(There are four State-owned agricultural banks in Austral~ 
ana- with separation of the rural bank department from the 
savings bank with the transference of the State savings bank 
in New South Wales to the Commonwealth Savings Bank 
there is every likelihood that a fifth State-owned agricultural 
bank will soon be in. existence. At present the State Bank of 
South Australia, the Agricultural Bank of W estern Aus~alia, 
the Agricultural Bank of Queensland, and the Agricultural 
Bank of Tasmania actively participate in loans to farmers. 
On' February 28, 1923, a privately-owned agricultural bank, 
the Primary Producers Bank of Australia, commenced opera
tions in the Commonwealth but succumbed on August 24, 
1931, to the depression. 

The funds of the State agricultural banks come from the 
State savings banks. In Victoria (and in New South Wales 
until the amalgamation of the State savings bank with the 
Commonwealth bank) the savings banks themselves granted 
rural credits through departments se~ up for this purpose. 

Agricultural banks all operate in much the same manner. 
They make in every case advances on the security of. a first
mortgage over property that is used for agricultural, dairying, 
grazing, horticultural or viticultural pursuits, poultry or pig 
raising, or other approved rural activities. Farmers may use 
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the loans to pay oft existing liabilities, to make agricultural 
improv~ments, to erect permanent buildings, and t<;l perform 
other purposes connected with farming. The various agricul. 
tural bank. allow loans up to maximum amounts, the highest 
being that under the State Bank Act of South Australia passed 
in 1925 which allowed an advance up to £5,000. Provisions 
for repayment aU grant an initial period of five years in which 
interest alone has to be paid. The bank and the customer 
setde the rate of interest which before the depression was 
usually between 5 and 6~ per cent. In Western Australia if 
interest is over S per cent per annum it must not exceed by 
more than 1 per cent the rate of interest paid by the ba* in 
raising its funds. After the first five years the principal as well 
as the interest must be repaid. The period of the loan is 
limited to thirty years in Tasmania and in Western Australia, 
while it is possible in South Australia to obtain a loan for 
forty.two years. Besides these provisions for setders special 
terms were granted to returned soldiers desiring to farm land. 
Rates for ex-Service men have always been lower than those 
granted to other citizens. 

The State Bank of South Australia is the only government 
bank in Australia, besides the Commonwealth Bank, that has a 
general banking department. The former bank commenced 
this business in 1926. 

In States where the savings bank has amalgamated with the 
Commonwealth Savings Bank governments have made new 
provisions for funds for their agricultural banks. For the first 
time in five years advances of the Queensland Agricultural 
Bank in 193I·Jl increased over those of the previous year, rising 
from £271.054 to £285.422. 

In New South Wales the Government Savings Bank (Rural 
Bank) Act of 1920 converted the advance department of that 
bank into a rural bank department. The rural bank operated 
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through branches of the State savings bank. It opened cheque 
accounts, accepted fixed deposits, discounted approved bills, 
,and generally afforded banking facilties to customers in both 
city and country, but it confined its advances to primary pro
ducers and those employed in industries immediatdy associated 
with primary production. Unlike the State Bank .of South 
Autralia, it did not conduct general banking business for all 
comers. When the Commonwealth Savings Bank took over 
the savings bank in New South Wales, it assumed only a small 
portion of the business of the rural bank. The State Govern
ment is re-opening this business as an agricultural bank. 

The State Savings Bank of Victoria has financed its advances 
to farmers and home purchasers by buying debentures from 
the State savings bank department and by public issues. In 
addition to making advances for the purchase of newly erected 
homes, the bank builds homes by arrangement with digible. 
applicants and advances up to 90 per cent of the cost, with 
certain limits for different styles of construction. All these 
loans are repayable on the credit foncier principle extended over 
long periods. The provision for a loan of 90 per cent of the 
cost of a home is far too high to provide an adequate security 
in the case of depreciation in property values. The bank has 
also erected houses for returned soldiers under agreement with 
the War Service Home Commission. 

Besides the cheque-paying and savings banks there are in 
Australia about a score of trust companies with an aggregate 
authorized capital of approximatdy £4,500,000. These con
cerns lend on mortgage and make advances on wool and other 
commodities. Co-operative credit societies have not yet gained 
any appreciable hold in the Commonwealth, although the 
Governments of New South Wales and Queensland have con
templated establishing community settlements and rural credit 
societies. 
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On February 28, 1923, a private agricultural bank, the 
Primary Producers Bank of Awtralia, Limited, started operat
ing in Queensland and later set up branches throughout the 
Commonwealth, but with the coming of the depression the 
bank succumbed and on August 24, 1931, closed its doors. 

Commonwealth Bank and Rural Credits 
For fourteen years after the establishment of the Common

wealth Bank no legislation made special provision for the bank 
to assist farmers. Although one of the reasons for establishing 
the bank was to aid the farmer, it soon became apparent that 
the bank was not doing very much to transact business with 
farmers. Governor Miller in 1914 wrote to Andrew Fisher, 
Leader of the Federal Labour Party: 

I do not desire to interfere in the lending out of the money 
to settle people on the land which seems to me to be a State 
matter, as they control the land laws. 
King O'Malley in 1917 tried to amend the Commonwealth 

Bank Act to provide a rural credits department in . the bank. 
On March 7 of that year in offering the Bill in the House of 
Representatives he stated that: 

cJne farmer is the foundation of the nation and yet he 
pays the highest rate of interest for his requirements, 
although he has the best security in the wod<£) The reason 
for that in Australia is that we have not tried to meet the 
farmers' necessities. I thought to get the Commonwealth 
Bank to assist him, but that institution is not yet performing 
what should be its greatest function, that is, operating a 
Rural Credits Loan Department. . • • The existing Savings 
Banks, both Commonwealth and States, approved Land 
Banks and Credit Foncier institutions, could be utilized by 
the Governor of the Commonwealth Bank to grant loans to 
accredited farmers under uniform conditions authorized by 
the Commonwealth Treasurer. 
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·The .attemp~ of ,the . .lounder of the Commonwealth Bank 
. failed. "" ': 

As' the Nationalist Government favoured restricting the 
ac~vitiClS of the Commonwealth Bank, no legislation ap~eared 
on rural .credits before that party in 1923 coalesced with the 
Country Party. When the coalition introduced the Bill of 
1924, which' dealt with central banking, the Government 
promised to afford facilities for granting rural credits in sepa
rate legislation at the earliest possible moment. While the 
Bill of 1924 was being discussed, the Deputy Leader of the 
Labour Opposition, Frank Anstey, moved: 

That the Government should consider the advisability of 
extending the function of the Commonwealth Bank to pro
vide for rural credits for the following purposes: 

(I) To advance money on broad acres; 
(2) To assist co-operative finance in primary and second

ary production; 
(3) To assist in land settlement and development; 
(4) To establish a grain and fodder reserve against periods 

of drought. 

The Government rejected the amendment. 

The Commonwealth Bank Act of r925 

In September, 1925, the Bruce-Page Government passed an 
Amending Act to the Commonwealth Bank Act 1911-24 
establishing a rural credits department distinct from all other 
departments of the bank. The Act dealt mainly with primary 
produce, which meant" wool, grain, butter, cheese, fresh, pre
served or dried fruits, hops, cotton, sugar and such other pro
duce as is prescribed." Since the passage of the Act, Proclama
tion has brought wine, spirits, meat, eggs. egg pulp, precious 
and other metals. broom millet, arrowroot, arrowroot flour. 
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THE NATIONAL BANK 
THii PEOPLE.-" But how will you run this bank? What 

is your banking system? .. 

Ma. O'MALLEY.-" Simplicity itself. You put your money 
in the slot; we do the rest." 
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luperphosphate, timber. canary seed, peanuts. fodder. and jam 
under the term .. primary produce ft. 

The Treasurer may lend to the rural credits department up 
to £3,000,000. Under the Act 25 per cent of the net annual 
profits of the note issue department until amounts paid reached 
£2,000,000 went to build up a Capital Account in the rural 
credits department. At the end of 1932 contributions from the 
note issue reached this sum. The bank may also raise by the 
issue of debentures. an amount not exceeding at any time the 
sums advanced by the rural credits department on primary 
produce, or fO!ll times the amount of the aggregate of the 
following sums, namdy: 

(J) Sums lent by the Treasurer; 

(2) Moneys paid from the profits of·the Note Issue Depart
ment; 

(3) Moneys at the credit of the Rural Credits Department 
Reserve Fund. 

The Commonwealth Bank may also make advances to its rural 
credits department. The profits of the note issue department 
alone have so far built up the Capital Account of the rural 
credits department. One-half pf the profits of the rural 

. credits department have gone to form a reserve fund for its 
r- business. 

Advances made by the rural credits department are secured 
by placing primary produce under the legal control of the bank. 
In lieu of making advances in this way the department may 
discount bills secured by produce placed under legal control of 
the bank. The Act is really a convenience enabling advances 
to be made on primary produce rather than one dealing with 
the broader subject of rural credits. 

According to the Act advances may be made to: 

( .) the bank or other banks; 
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(b) co-operative associations formed under the law of the 
Commonwealth, a State or a Territory under the 
authority of the Commonwealth; and . 

( c) such corporations or unincorporate bodies, formed 
under the layv of the Commonwealth, a State or a 
T,erritory under the authority of the Commonwealth, 
as are specified by Proclamation. 

Advances' which are for no longer than one year, are not 
made to individuals. People have to go collectively for an 
advance., Referring to this phase of the Act the Australasian 
Insurance and Banking Record on September 22, 1925, com
mentedthat 

The object is apparently to promote and facilitate pooling 
or controlling arrangements in connection with 'primary 
produce. 

To the objection of the Labour Opposition that an individual 
could not get an advance Dr. Earle Page, Commonwealth 
Treasurer, replied that ., , 

Any organization that likes to form itself into a body 
sufficiently substantial will be able to get these advances. , 
Moses Gabb of South Australia moved during the debate 

that after clause (a) in the provision dealing with advances 
. the words "or primary producer" be inserted, but the 

amendment did not pass. Labour felt that the Act allowed 
those possessing cold storage facilities to corner produce. Un
questionably, the.reason for the action of the Government 
was its desire to make the bank a bankers' bank and so to 
restrict as much as possible dealings of the bank with indivi
duals. 

Policy of the Rural Credits Department 

One-half of the credits of the rural credits department goes 
to the "Rural Credits Department Reserve Fund" and the 
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other half to the" Rural Credits Development Fund ", which 
is to be used in such manner as the Board of the Common
wealth Bank direct~ .. for the promotion of primary pro
duction ". Since the establishment of the department direc
tors of the bank had by 1933 advanced £940495 to divers bodies 
conducting inquiries and research. into matters pertaining to 
primary industries. The Board of the Commonwealth Bank 
closely co-opcrates with the Council for Scientific and Indus
trial Research of the Commonwealth Government, which 
under the guidance of Dr. A. C. D. Rivett has made many 
useful studies in matters relating to primary produce. The 
Board of the Commonwealth Bank will provide money from 
the developmental fund to any project that seems likely to 
benefit primary production in Australia. The Board has 
given funds for studies in the improvement of dairying herds. 
The bank has also aided research in the direction of increasing 
the production of honey. The presence of a.developmental 
fund in the rural credits department of the bank is one of the 
most significant features of the institution. It shows that the 
field of banking is expanding and rapidly becoming concerned 
in all forms of national and international development. This 
phase of banking shows that a banker to-day must be actively 
interested in every economic and social movement. 

The aim of the Board of the Commonwealth Bank in con
nection with the rural credits department is to market the 
primary produce of Australia in an orderly fashion. Authori
ties of the bank discountenance any holding of produce for 
a rise in prices. They favour marketing as supplies come 
forward, bearing in mind, naturally, any difficulties in trans
ponation. This policy of clearing the market is directly op
posed to the plan of recent years of ~e Government of the 
United States. No surplus stocb of primary produce exist in 
Australia. The bank enforces its policy in this matter by 
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refusing to grant advances to primary producers' groups not 
getting rid of their product. 

Co-operative concerns have freely availed themselves of the 
assistance of the rural credits department of the Common
wealth Bank. The main principle of the scheme is granting 
aid to producers pending realization of funds from the sale of 
their products and the Act accordingly provides for liquida
tion of advances within one year. The practical application is 
twofold: 

(ll) To provide accommodation to cover processing costs 
as in the case of canned and dried fruits. 

( b) To provide initial advances to producers and further 
advances as proceeds of realization of the product are 
received. 

The advance is usually fixed on a percentage basis of the 
bank's valuation of the product. The initial advance gener
ally provides for a loan to growers at the time of bringing 
their product to a point of collection. Later farmers receive' 
further amounts to cover processing and transportation costs. 
A condition of advances is that all proceeds of sales must go in 
permanent reduction of the debt, but additional accommo
dation to provide for further advances to producers may be 
made available when realization from the product warrants 
it. The bank advances to the co-operative organizations who 
in turn do business with the individual farmer. 

The successful operation of the scheme involves very close 
examination of the state of the industry concerned. The 
banker must understand the marketing of primary produce. 
Rural credits is a dangerous business, as some of the banks 
in Australia have discovered. It is absolutely essential for 
co-operation to exist between the bank and the marketing 
boards and Markets Department of the Commonwealth 
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Government. Often marketing boards prevent the disposal 
of produce by a bank by insisting upon certain prices. It is 
necessary. as a result. for the banks to employ some men 
who are expertJ in marketing, for bankers often have to dis
pose of primary produce that might involve them in serious 
loss. 

Many industries previously financed by State Governments 
now obtain accommodation from the rural credits depart
ment. Dealing with the Commonwealth Bank has saved 
these industries money in interest on their advances, particu
larly in industries such as canned fruits, which previously had 
financed their operations through large commercial houses 
abroad at high rates of interest. ' 

At the outset the rate of interest of the rural credits 
department was the same as that charged by the general bank
ing department on overdrafts. namely. 6~ per cent. The 
rate on advances from the rural credits department, however. 
fell to 6 per cent on March I, 1927. and to 5 ~ per cent on 
January I. 1929. The rate was increased on July I, 1930, to 
6 per cent. but since the adoption of the Premiers' Plan in 
June. 1931. the rate has fallen until at the end of 1932 it was 
4 ~ per cent while rates on overdrafts in the general banking 
department were 5 per cent. which was changed to 4~ per 
cent in January. 1933. 

The bank hal not utilized to any appreciable extent the 
provision of the Act of 1925 allowing it to discount bills 
secured by primary produce placed under legal control of the 
bank. 

The question of effective legal control has often raised 
difficulties in the rural credits department. In some cases a 
registered debenture charge may be deemed sufficient, but 
generally it is preferred that merchandise be stored with a 
licensed warehouseman and the bonds duly endorsed held by 
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the bank. Where shipments are made either on account sale 
or on consignment, the relative shipping documents· are 
handled by the bank and, in the case of consignments, delivery 
of documents is effected against the agents' trust receipt and 
undertaking to account for proceeds as the merchandise is 
realized. This provision has not altogether been a success 
and the Scullin Government in 1930 proposed to amend it. 

The Act creating the rural credits department has not 
materially affected the marketing of Australia's wool clip. 
Wool brokers have continued to handle this business. It has 
played, however, a big part in the marketing of wheat, espe
cially in Vict()ria. When the farmer in Victoria takes his 
wheat to the nearest town for shipment, he meets there a 
representative of the Victorian Wheat Growers Corporation, 
a co-operative organization of farmers, which during the 
years 1929-30 to 1932-33 handled from 40 to 58 per cent of 
the wheat shipped from the State. The representative gives 
the farmer a temporary certificate for his wheat. Later the 
farmer receives the final certificate from Melbourne. The 
agent of the corporation or a private bank will grant at the 
time of receiving the wheat at the town an initial advance 
that depends upon the world price of wheat. Usually six
pence a bushel is deducted from the initial advance for trans
portation and other expenses. Wheat certificates come along 
to the Commonwealth Bank, which takes them over to the 
Victorian Wheat Growers Corporation. Advances to the 
corporation depend upon the extent of the marketing of the 
product. The bank does not advance money to enable pri
mary producers to hold their products but rather to help them 
market their commodities. 

Many primary industries in Australia have received help 
from the rural credits department. Besides wheat and to a 
minor degree wool the department has granted advances to 
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Dearly aU other primary industries at various times. The 
bank has .. good opportunity to watch the marketing of plD
ducc. It could refuse to Make advances unless products 
were well packed. Canoed fruits from Australia have Dot 

always bc:cD packed attractively. A damaged can or case may 
calUe goods of acdlcot quality to be graded low. The labels 
00 the cans should depict in an enticing manner the COil

tents withio. The bank has an acdlent opportunity of help
ing to maintain and dCYelop the standard of packing and the 
qumty of Awttalian products. 

From the comme".....,.".nt of the rural credits department 
in 1925 to August, 19J2, the Commonwealth Bank through 
these facilities had advanced to wheat and other pools 
l45,2I1,I24- The maximum advances in a single year 
amounted to l8,6J4,86]. To the end of 193% the bank had 
IUffered DO losses on its rural credit advances. 

A.. one of the aftermaths of the general election in Aus
tralia in 19J8 the Federal Labour Party announced a special 
country programme. One of the proposals, reported in the 
Sydney MonIitll HmdJ of November"r/, 19J8, advocated 

• • • the extension of the functions of the Commonwealth 
Bank to tr:didc for a rural credit branch for the purpose of 
assisting lCttlemcnt and development, of granting relief 
to necessitous ~ producers against the ravages of 
drought, fire, Hood, and pests, and of establishing a grain 
and fodder reserve against periods of drought. 
Although Labour controlled the House of Representatives 

during J9l9"31, an adverse majority in the Senate prevented 
the Government from passing amending legislation looking 
in the direction of expanding the rural credits department of 
the Commonwealth Bank. The rural credits department 
ihould deal with individual farmers. 

profits of the rural credits depanmeot have grown from 
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£37 in the first balance-sheet of the department at the end 
of 1925 to £62,188 for 1931-32. By January, 1933, total profits 
since the commencement of the· department amounted to 
£346,528. The capital account of the department, built up 
from the allotment of 25 per cent of the annual profits of the 
note issue department, reached the £2,000,000 set in the Act 
of 1925 at the end of 1932. Part of the profits of the rural 
credits department goes to a reserve fund, which at December 
31, 1932, was £173.264 and the unexpended balance at that 
time in the developmental fund was £78.769. 

With the survey of the general banking, savings bank, and 
rural credits department completed, there remains only the 
note issue department that has yet to be considered. As that 
department involves the practice of central banking, the sub
ject will turn first to a study of central banking before taking 
up the history of the note issue department. With the ordi
nary banking features of the Commonwealth Bank surveyed, 
bankers' banking will from now to the concluding chapter 
be the central theme. 



CHAPTK. KIGHT 

CENTRAL BANKING 

BEFORE the war the attitude of the Liberal Party towards 
the Commonwealth Bank was chiefly opposition to any 

kind of federal bank. When the Federal Parliament passed 
the Act of 1911, a few Liberals suggested that Australia might 
need a central bank. Othen could see some advantage in 
establishing a postal savings bank to serve outlying districts, 
but the party as a whole regarded a federal bank as enti(dy 
unnecessary. 

Allilud, of N"tionaiis, p"rty TOtl/"rds B"nk 
The discussion of central banking after the war influenced 

Nationalists to formulate a general policy for the Common
wealth Bank, which proposed to turn the bank into a bankers' 
bank. Nationalists, however,' did not have any definite pro
gramme for putting their policy into effect, preferring to move 
step by step, as individual problems arose. With Nationalists 
in control of the Senate since 1916 and Labour only in com
mand of the Lower House during the same time for two years, 
the attitude of the Nationalists has had an important bearing 
on the operations of the Commonwealth Bank. 

The first indication of the new policy occurred in 1920. The 
Commonwealth Bank Act of that year repealed the Australian 
Notes Act of 1910-19140 transferring control of the Australian 
note issue from the Treasury to the Commonwealth Bank. 
The new law stipulated that 
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• • • there shall be a Note Issue Department of the Bank, 
which shall be kept distinct from all other departments of 
the Bank. 

Framers of the Act of 1920 had ropied the system of a separate 
issue department from the Bank of England. The Act of 1920 
gave the Commonwealth Bank, through its issue department, a 
monopoly of note issue in Awtralia. 

In 1922 another event pointed in the direction of central 
banking. In that year the London manager of the Common
wealth Bank represented Awtralia on the financial section of 
the Genoa Economic Conference. Consultation and co-opera
tion of one central bank with another on matters of inter
national finance is a feature of central banking. 

In July, 19230 the Commonwealth Government passed the 
Debt Sinking Fund Act, which rontained a provision whereby 
future accumulations of the redemption fund of the Common
wealth Bank were to be paid into the Sinking Fund of the 
Commonwealth for the repayment of the national debt. 
Already the Commonwealth Bank was doing most of the 
banking bwiness of the Commonwealth Government, and 
under this Act the ronnections of the bank with the financial 
obligations of the Federal Government became greater than 
ever, thw making the bank more of a central bank. By June 
30, 19J2. the Commonwealth Bank had rontributed £'2,570,979 
to the Sinking Fund. This sum includes rontributions of the 
Commonwealth Savings Bank. . It shows clearly the great ron
tribution made by cwtomers of the bank in extinguishing the 
national debt. Every time a person .takes advantage of the 
facilities of the Commonwealth Bank, he does a little towards 
wiping out Australia's debt. 

In 1923 the Nationalist Party coalesced with the Country 
Party, Dr. Earle Page beooming Commonwealth Treasurer. 
Dr. Page was the leading figure in the Federal Parliament in 
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the movement 10 make the Commonwealth Bank a central 
bank. 

Tlu CO",,,,O.,,MIIllA &lilt .Aa 01 '9~ 

On June 130 19140 Dr. Earle Page introduced in the House 
of Representatives a Bill which was 10 send the Commonwealth 
&nk further ill the direction of central banking. The Bill 
included a provision for a board of directors for both general 
and Wuc departments. It also called for compulsory settling 
of banks" clearing halancrs through the Commonwealth Bank. 
It proposed 10 let up local boards of advice in the principal 
Australi.a.n cities. Furthermore, the board of directors was 10 
fix and publish the discount rate of the bank. 

1bc board of dincton was 10 displace the Governor of the 
bank as the sole control of the institution. This action had 
been contcmpbted for IOIDC time. In 1916 W. G. Higgs. 
Commonwealth Treasurer of the Labour Government fore
Ihadowcd the establishment of a board of advisers or directors 
to assist the GoYaDOl' of the bank. Absence of action before 
1924 was undoubtedly due to the decision 10 let wdl alone 
during the regime of Governor Miller. When in 1923 
Governor Miller passed away. it became ccrta.in that the next 
Commonwealth Bank Act would contain a provision establish
ing a board of dirccton.. 

1bc board proposed by Dr. Earle Page consisted of the 
Governor of the bank, whose own position would then be 
practica11y that of General Manager but not chairman of the 
board unlcu dClCted by his fellow members, the Sccrctary of the 
Treasury. two persons who were or had been associated with 
manufacturing industries or COIDDlCI'Ce, two similarly associated 
with agricultural, pastoral. or other primary industries, two 
with a knowledge of currency and .. declared by the Govcmor
General 10 have been chosen because of that knowledge". 
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The Governor of the Bank and the Secretary of the Treasury 
together with the two II currency" directors were to form a 
sort of inner board of four. A decision of the whole board was 
not to be effective unless the directors voting for it included two 
out of the four in question. It was felt that by this provision 
the Governor of the Bank and the Secretary of the Treasury, in 
conjunction with a sufficient number of commerce and in
dustry directors to form altogether a majority of the whole 
board, could overrule the two currency directors so that, accord~ 
ing to the London Economist of August 2, 1924, 

• • • purely abstract theory, unconnected with any regard 
to actual circumstances and figures, need not form an 
obstacle to business of such primary importance as the 
financing of export trade. 
If the II currency" directors were to be made practically 

useless, it was pointless to have them on the board. Con
sequently, they were replaced in the Act by two who were 
similar to the other four who were, or had been, actively 
engaged in industry, commerce, finance, or agriculture, and a 
majority vote was sufficient on all issues except those involving 
the note issue. On that subject a vote of six was necessary to 
be effective if the whole board was present, or five if all directors 
were not present~, Nationalists intended to make the board 
thoroughly representative of all interests in the community. 
Yet it is possible that a board of varying interests may develop 
into a conflict rather than a harmony of interests. 

At the second reading of the Bill the Labour Opposition in 
the House of Representatives vigorously attacked the proposed 
board. Labour felt that the proposal of the Government to 
appoint persons represen~ng squatting and commercial in
terests and who were diametrically opposed to national bank
ing was designed more in the interests of private financial 
institutions than of the people's bank. 
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The thought of having squatters on the board brought 
memories of the troubles of unionists at the end of last century. 
TCHhy unionists are still suspicious of squatters. It must be 
said, bowever, that if employers had representation on the 
board, employees should have the same as well. 

Labour suggested 

• • • in order to preserve the Commonwealth Bank as a 
national institution, and to extend its operations for the 
purpose of controlling credit and exchange, it is desirable 
that financial experts, to be fully employed in the service of 
the bank, mould be appointed to its management. 

In this proposal Labour was merdy continuing its policy of 
no political interference with the bank. All along Labour 
had regarded the bank as an economic institution rather than 
as • political convenience. Governor Miller was not a poli
tician. When the Labour Government in 1916, through the 
voice of the Commonwealth Treasurer, W. G. Higgs, lug
gested a board of directors or advisers, it was with the under
standing that 

• • • IUch a board of advisers • • • be like judges placed 
beyond the reach of outside; interference. 

Labour aho recognized the need for central banking by 
proposing that the operations of the bank be extended for the 
purpose of controlling aedit and exchange. Although still 
favouring the competitive operations of the bank, the institu
tion might, in Labour's opinion, carry out the essential benefits 
of central banking, namdy, control of credit and foreign ex
change. 

The suggestion to establish local boards wal not included 
in the Act. This proposal showed the influence of the 
Federal Reserve System of America upon Australian banking 
thought. 
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The thought of having squatters on the board brought 
memories of the troubles of unionists at the end of last century. 
To-day unionists are still suspicious of squatters. It must be 
said, however. that if employers had representation on the 
board. employees should have the lame as well. 

Labour suggested 

• • • in order to preserve the Commonwealth Bank as a 
national institution. and to extend its operations for the 
purpose of controlling credit and exchange, it is desirable 
that financial experts, to be fully employed in the service of 
the bank, should be appointed to its management. 

In this proposal Labour was merdy continuing its policy of 
no political interference with the bank. All along Labour 
had regarded the bank as an economic institution rather than 
u • political convenience. Governor Miller was not a poli
tician. When the Labour Government in 1916. through the 
voice of the Commonwealth Treasurer, W. G. Higgs. sug
gested a board of directors or advisers, it was with the under
standing that 

• • • such a board of advisers • • • be like judges placed 
beyond the reach of outside; interference. 

Labour also recognized the need for central banking by 
proposing that the operations of the bank be extended for the 
purpose of controlling credit and exchange. Although still 
favouring the competitive operations of the bank, the institu
tion might, in Labour', opinion, carry out the essential benefits 
of central banking. namdy, control of credit and foreign ex
change. 

The suggestion to establish local boards was not included 
in the Act. This proposal showed the influence of the 
Federal Reserve System of America upon Australian banking 
thought. 
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Setting Up a Board of Advice in London, as the Act pro
poses, seems rather unnecessary. It would appear that the 
branch of the bank in England would be sufficien.t for all 
affairs concerning the bank. It might have been a step towards 
dosing the London branch in the march away from a com
peting bank. No statement appeared, however, to this effect. 
Perhaps the statement of Dr. Earle Page that the Act of 1924 
was to change the Commonwealth Bank from a mere 

Governmental institution in competition with the private 
banks into an dlective-Central Bank which shall be the key
stone of the financial arch of Australia 

gives the reason for the proposal of a London Board. One of 
the attributes of a central bank, according to Sir Ernest 
Harvey, whom Dr. Page followed closely, is that it may have 
no branches outside its own country • Yet it may have agencies. 

The attempt to make the bank one of rediscount was another 
IIlOve towards central banking. The Act of 1924 stated that: 

After a date to be fixed by Proclamation the Board shall 
fix and publish from time to time the rates at which the Bank 
will discount and rediscount Bills of Exchange. 

Previous to 1924 the bank had not been a bank of rediscount, 
but Dr. Earle Page fdt that 

• . • one of the IIlOSt important functions of a centrai' bank 
is that of rediscounting. 

Rediscounting was to be operated through the note issue depart
ment. So far the Proclamation mentioned above has not been 
issued. 

Bank Clearings in Australia 

Before the Act of 1924 the staffs of the various banks effec
ted daily clearings of the balances of the banks to one another. 
In Sydney the Bankers' Exchange Setdement Office, established 
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in 11394. cleared for the banks. This institution carried £750,000 
in a gold pool, consisting of contributions from the banks. It 
transferred gold from one account to another as the banks 
directed. In Sydney the balance of any bank with the pool 
was not allowed to remain below 25 per cent of the fixed con
tribution to which the bank agreed. In the event of its reaching 
this margin, the bank had to make up the deficiency with gold 
or Australian notes. Since September 25, 1914, banks have 
agreed that Australian notes as well as ~ld could be, used for 
settlement. 

In Melbourne·the Associated Banks of Victoria took care of 
clearing. Decisions of this association were supposed to be 
binding, but co-operation between the banks was, in general, 
voluntary. In Melbourne three bank directors had charge of 
the pool. The directors issued certificates of [,500 and £1,000 
denomination to the banks for their contributions to the pool. 
In the other capitals similar arrangements existed for clearing. 

Clearing in Australia consists mainly of cheques, but bills 
and drafts also pass through the clearing centres. The amount 
cleared at the Settlement Office in Sydney in 1895 was 
£108,509,860, while in 1932 the total was £732,640,649. 

The Commonwealth Bank Act of 1924 provided for the 
settlement of balances between banks by cheques drawn on and 
paid into the Commonwealth Bank. Pending the proclamation 
necessary to make this provision effective, banks inaugurated 
the Iystem voluntarily as from April 27, 1925. For this pur
pose they established current accounts with the Commonwealth 
Bank. The clearing houses still function in the capitals, clear
ing being made three times daily in those cities. Settlement of 
balances now is with cheques on the Commonwealth Bank. 
Each bank in the country towns acts as a clearing house in 
turn for a week. 

Further reliance upon publicity, the traditional Australian 
L 
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method for banking ills, appeared in the Act of 1924. It pro
vided that 

Every bank shall, at the close of business on Monday of every 
week, prepare and make up a full and correct account and 
statement in writing, exhibiting details in accordance with 
the classification of liabilities and assets which is set out in 
the Schedule. . 

The distribution of profits of the bank was altered by the 
Act of 1924 so that one-half now goes to the credit of the Bank 
Reserve Fund and the other half to the National Debt Sinking 
Fund. The latter provision carried on the stipulation of the 
Debt Sinking Fund Act of 1923. 

In order that the bank might be strengthened, the Act of 
1924 capitalized £4,000,000 from the bank reserve and re
demption funds. The Act further provided for an issue of 
debentures to the extent of a maximum of £10,000,000. So 
far, however, the bank has not issued any debenture~ under 
this provision. . 

Sir Ernest Harvey on Central Banking 

The visit of Sir Ernest Harvey to Australia in 1927 was the 
next important ~vent in the history of the central banking 
activities of the Commonwealth Bank. Sir Ernest Harvey. 
Comptroller of the Bank of England, came to Australia at the 
request of the Board of the Commonwealth Bank for the pur
pose of conferring with authorities in Australia on banking 
matters and, particularly, central banking requisites. While 
he was in Australia. Sir Ernest Harvey listed the requisites of 
central banking and applied them to the Commonwealth Bank. 

The features of central banking, according to Sir Ernest, 
are: 

(a) A central bank should possess the exclusive right of 
note issue, and thus regulate the purchasing power of 
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the national monetary unit as measured internally by 
the generallevd of commodity prices and by the rela
tion of the unit to gold. 

(b) A central bank in its management and policy should 
be free from government control and the influence of 
politics. It must have the support of every class of the 
community. 

(c) A central bank should be entrusted with the entire 
banking business of its own government. 

( J) A central bank should be the banker of the trading 
banks and should act as a settling agent for clearing 
differences between such banks. Centralization of re
serves is the main purpose of a central bank. 

(e) A central bank should not ordinarily compete with 
trading banks for general banking business. The 
reason for this requisite is that otherwise in times of 
pressure the central bank, itself, may be involved. 

(I) A central bank should ensure to the public the pro
vision of adequate banking facilities on reasonable 
terms. 

(,) A central bank should not take moneys at interest on 
iu own account. 

(") A central bank should quote publicly the rate at which 
it is prepared to discount approved bills. and should 
publish at regular and frequent intervals a clear state
ment of its position. 

( ;) The asseU of the central bank should be of the most 
liquid character possible. A central bank should not 
lend money on mortgages of real estate, nor grant un
secured advances on overdrafts. Its assets should be 
largely securities of shon currency and readily ne
gotiable. 

It would seem that the best way to assure" to the public the 
provision of adequate banking facilities on reasonable terms It 
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would be to have a Central b~ either competing or ready to 
compete at any time with the ordinary banks. This function 
of a central bank is hampered by the previous section of Sir 
Ernest Harvey which maintains that a central bank should not 
compete with ordinary banks. 

Besides these features Sir Ernest Harvey gave the following 
complementary attributes : 

(i) A central bank should not draw or accept bills payable 
otherwise than on demand. 

( k) A central bank should not engage in a general ex~ 
. change business on its own account for the purpose of 

earning profit. . 
(I) A central bank should not engage in trade nor have 

any interest in any commercial, industrial, or other 
undertaking. 

( m) A central bank should have no branch out$ide its own 
country, but may have agencies abroad. . 

A central bank should be actively interested in foreign ex~ 
change, for that operation is essentially external clearing and, 
as a central bank should concern itself with external as well as 
internal clearing, it ,should be interested in exchange transac~ 
tions. 

Finally, Sir Ernest Harvey held it to be a 

. . • sound maxim for central banks not to do business in 
times of financial peace and quietness on lines which they 
would not be prepared to follow in times of stress and 
difficulty. 
The list given by Sir Ernest Harvey naturally brings to mind 

the Bank of England. Although these requirements do not 
actually describe any existing bank, the nearest approach to 
them is the Bank of England. That bank has served England 
in many ways satisfactorily, but it might not suit Australian 
conditions. 
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C. H. Kisch /lnd W. A. Elkin on Central Banking 

Othen have given their ideas on central banking. C. H. 
Kisch and W. A. Elkin in .. Central Banks" classified the 
In.1in operations of a central bank as : 

(/I) Issue of notes. 
( b) Dealing in precious metals and foreign exchange. 
(c) Discounts, loans, and advances. 
( d) Deposit business, especially in relation to commercial 

banks, and the organization of arrangements for clear
ing: 

(J) Deposit business. 
(2) Clearing and internal circulation (including 

token money). 
6) Commission business for third parties. 

The authors explain that co commission business for third 
parties", that is, receiving deposits from private customers, 
includes 

• • • execution of purchases and sales on the Stock Ex
change, the collection of sums due (e.g. interest on securities), 
the making of payments, the issue of drafts and letters of 
credit, and the custody of articles of value. 

Kisch and Elkin added, however, that it 

• • • must be recognized that these functions are not 
properly within the province of a central bank quI bankers' 
bank, and hence do not figure within the range of duty of 
the Federal Reserve Banks. 

The list of Kisch and Elkin has a broader application than 
that of Sir Ernest Harvey. All, however, have passed over the 
open market operations of the Federal Reserve System in the 
United States. & there is no statement of the open market 
operations of the Bank of England, investigators of central 
banking often overlook those transactions of that bank. Open 
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market operations in securities with a wide market give the 
central bank a means of enforcing its discount rate. 

Acting on the advice of Sir Ernest Harvey, Dr. Earle Page, 
Commonwealth Treasurer, in 1927 introduced a Bill on the 
Commonwealth Parliament which became the Commonwealth 
Bank Act of that year. This Act separated the savings bank 
department from the Commonwealth Bank, establishing a new 
bank to take over the business of the old department. 

The Function of tZ Central Bank 
In order to understand what methods a central bank should 

use and what should be its operations, it is necessary to know 
the purpose of a bankers' bank. While he was at Harvard 
University during 1928-29, R. G. Hawtrey, British economist, 
gave the following answer to the question, "What is the func
tion of a central bank?" 

The function of a central bank is to supply the -mmpeti
tive banks with cash, whether in the form of coin, or of 
paper money or bank notes, or of deposits available for meet
ing obligations at the clearing house. This implies the 
function of lending or rediscounting for the competitive 
banks. 

Clearing is the main operation of central banking. As Pro
fessor John H. Williams of Harvard University asserts, central 
banking is merely an "extension of the clearance principle ", 
for a bank, as King O'Malley said in the House of Repre
sentatives on November 22, 1911, .. is only a clearing house ". 

The problem of central banking is to discover the essential 
features of external and internal clearing. The first require
ment is that all competing banks clear through the central 
bank. To effect clearing of debits and credits through the 
central bank, competing banks must maintain reserves with 
the bankers' bank. In fact the whole point of the clearance 
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principle is economy of reserves. To obtain satisfactory 
clearance it is necessary for credit and monetary conditions to 
have some stability. Hence greater stability of credit and 
monetary conditions is one of the advantages of central bank
ing efficiently operated. Power to enforce stability in these 
matters appears when competing banks desire loans to build 
up their reserve. for clearing. The central bank must have 
lOme method of giving loans to the banks. This convenience 
can be supplied by giving the bankers' bank the ability to 
discount and rediscount bills of exchange and acceptances. If 
necessary the central bank should enforce its rediscount rate 
with open market operations in widely acceptable securities 
such a. Government bonds. For the purpose of controlling 
the currency the central bank should be the sole authority 
issuing notes. This provision would give the bank direct 
control over the note currency. If the note issue is based on 
gold, the central bank should have control of the gold reserve 
of the country. In the matter of external clearing the central 
bank should control the rate of exchange in order to assure 
satisfactory clearing of external debits and credits. 

Commonwult" Bank lind Centrlll Blinking 
With the attributes of central banking portrayed, the next 

problem is to apply them to Australian conditions. For parti
cular circumstances there must be variations, at least to some 
extent. The Commonwealth Bank has all the legislative 
powers necessary for central banking. Sir Ernest Harvey 
while in Australia suggested that a bill market should be 
developed and that acceptances should be encouraged. As 
the overdraft for many years has been actively in usc in Aus 
tralia. it would be better to work under that assumption. 
There i. no bill market in Australia. To develop one would 
take years, especially u bills of exchange are subject to a tax. 



168 AUSTllALIA'SGOVERNMENT BANK 

All Australian banks, however, have branches in England, 
and so the Commonwealth Bank might well discount and 
rediscount 'sterling bills. Advances to competing banks could 
then be made at the· present time under existing banking 
practice. 

The result of the effort to create a business in rediscounts 
is not available because of the fact that in the statement issued 
by the Commonwealth Bank discounts, loans, and advances 
are all placed as one item. Since 1924 this item has decreased 
from £12,603,882 to £12,034,752 in 1932, both figures being 
at the middle of the year. In December, 1920, this item 
amounted to £20,804,849. There is still very little discount 
business in Australia. The most important business of this 
kind is the discounting of Treasury bills since the depression. 

The rediscount policy works best where banks are not 
closely associated. Where there is an association, banks can 
borrow from one another. In the United States with its inde· 
pendent banking system banks of one city may be closely 
associated, but the matter largely ends there. In Australia, 
however, the banks with their branches are so closely asso
ciated that in reality th_ey are almost a unit. At present the 
ordinary banks combined are almost as powerful as the Com
monwealth Bank. Only the presence of the note issue and 
Government support give the Commonwealth Bank power 
over the combined resources of the ordinary banks. The 
note issue is a more powerful weapon than the use of a dis
count rate by which the Commonwealth Bank can control 
credit in Australia. 

At present banks in Australia have to clear through the 
Commonwealth Bank. Internally, then, the bank has the 
most important feature of central banking. The Common
wealth Bank Act of 1924 is the only law in the world that 
compels all commercial banks to clear through any particular 
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bank. In his speech introducing the bank bill in 1924, Dr. 
Earle Page, Commonwealth Treasurer, claimed that com
pulsory clearing through the Commonwealth Bank 

.•. will necessitate the keeping by each bank of some 
funds with the Commonwealth Bank, and will tend to 
strengthen the central system. There is to be no compulsion 
a. to the amount to be kept by any bank at credit with the 
Commonwealth Bank, but it is hoped that confidence in the 
new management will bring about voluntary placing of con
siderable credits with the Commonwealth Bank, just as is 
the case with the Bank of England, which holds practically 

, all the cash reserves of the ordinary banks, and which in the 
true sense of the term is a bankers' bank. 

The most discussed problem connected with making the 
Commonwealth Bank a central bank has been the continu
ance of the competitive functions of the bank. Many people 
wish to see the Commonwealth Bank retain its competitive 
functions while acting in the capacity of a central bank. 
Others find it difficult to get these two features of the bank 
reconciled. Private bankers express fear that reserves given 
for clearing may be used by the Commonwealth Bank in 
making advances in competition with private banks. Private 
bank. may use these reserves at any time and holding them 
does not give the Commonwealth Bank any advantage that 
is not counterbalanced by the fact the national bank as lender 
of last resort has to be especially cautious in its invest
ments. Disinclination to yidd (eserves has led to an economy 
of these funds deposited by private banks at the Common
wealth Bank for clearing purposes. The soundness of Aus
tralian banks during the depression proves that this economy 
has not gone too far. 

A central bank could also do ordinary banking business, 
if it were the only bank in the country, that is, if banking 
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were nationalized. Currency is already nationalized; perhaps 
;it some future date banking may be looked upon as a public 
utility and nationalized. According to statements of Labour 
men in Australia, nationalization of banking is the goal that 
they ultimately hope to attain. Yet this proposal is not at 
present on the "fighting platform" of the party. 

Central Reserve Bill of I930 

In order to divorce the general banking department and 
the rural credit department from the central bank, E. G. 
Theodore, Commonwealth Treasurer in the Scullin Labour 
Government, introduced in the Federal Parliament on April 2, 

1930, a Bill to establish a central reserve bank separate from 
the Commonwealth Bank. The latter was to be reorganized 
so that it could actively compete with the ordinary banks in 
general banking business. A Governing-Manager, instead of 
a board, was to direct the Commonwealth Bank. An execu
tive committee of various officials in the Commonwealth 
Bank was to advise the Governing-Manager. The Common
wealth Bank was to expand its rural credits department to 
meet the individual farmer's needs and the savings bank 
department was to be re-established by placing the Common
wealth Savings l,3ank back in the bank. 

When the C~ntral Reserve Bill came to the Senate, that 
body, being in the hands of . the Opposition, referred the Bill 
on July 10, 19~0, to a select committee, which was to inves
tigate: 

(a) Is the establishment of a Central Reserve Bank in 
Australia desirable. 

(b) Is the present time the right time to act in the matter. 
( c) Is the .bill suitable to Australia. . 

The Government decided to grant no expenses to this com
mittee. 



ClNnAL BANItING 

The committee reported to the Senate after its investiga
tion that the establishment of a Central Reserve Bank in 
Australia was desirable. It thought, however. that it would 
be unwise to set up the bank during the depression. for such 
action would further unsettle the financial situation in the 
Commonwealth at a time when the finances of the Common
wealth were already under great strain. As the committee 
belonged to the Opposition. members undoubtedly fdt that 
it would be better to wait until a Government of their sup
porters could establish the bank. The committee also found 
the Bill itself unsatisfactory. Among other things the com
mittee wanted a provision for private shareholders in the 
bank. 

After being before the country for a year the Senate on 
April 230 1931. rejected the Bill for a central reserve bank. 
On May 13. 1931, its companion Bill for reorganizing the 
Commonwealth Bank suffered defeat in the Senate. 

There i. no need to set up two institutions when one can 
do the work. Central banking should be concentrated in a 
department of the Commonwealth Bank, separate from the 
general banking department. 

The Central Reserve Bank BiU stipulated that the Govern
ment should appoint the board of directors so that various 
industrial, commercial, financial, and labour interests should 
have representation. The central reserve bank, if established. 
should be controlled by a group that viewed the interests of 
Australia a. a whole rather than by a board that contained a 
membership of conJlicting interests. 

One provision of the BiU allowed the central reserve bank 
to accept money on deposit on current account and to collect 
money for public corporations and others. This feature gave 
the proposed bank an opportunity to accept deposits from 
anyone and could have been used to set up a general banking 
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department in opposition to the Commonwealth and private 
banks. 

The Bill further provided that each bank carrying on busi
ness in Australia should establish with the reserve bank a 
balance of not less than 10 per cent of its demand liabilities 
within the Commonwealth and 5 per cent of its time liabilities 
in Australia. On April 15, 1930, the chairman of the Asso
ciated Banks tdegraphed to Theodore that the proposed 
mandatory percentage deposit of banks' funds with the reserve 
bank would seriously reduce -funds available to carryon 
the banks' business. The chairman further claimed that 
it would hamper the banks' efforts to assist the Governor. 
Finally, he asserted in opposition to the Bill that forced 
deposit of banking reserves had never formed part of British 
legislation on the matter. To this objection, it might be said 
that the Commonwealth Bank also was a departure from Bri
tish banking legislation. There is no force in that objection 
of the chairman of the Associated Banks. This provision of 
mandatory percentage deposit of banks' reserves showed the 
influence of the Federal Reserve Act on the banking thought 
of the Commonwealth Treasurer. 

A most important section proposed that: 
The Reserve Bank shall hold, in respect of Australian 

notes andin respect of its liabilities to depositors, a reserve 
amounting to not less than-

(a) twenty-five per centum of the amount of Australian 
notes issued; together with 

(h) twenty-five per centum of such amount of the liability 
to depositors as does not exceed £20,000,000, and 
50 per centum of such amount of the liability to 
depositors as exceeds £20,000,000. . 

The reserve shall consist of gold coin and bullion, or 
partly of gold coin and bullion and partly of securities of 
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the Government of Great Britain and first-class Trade Bills, . 
such securities and Trade Bills having a currency not exceed
ing one hundred and twenty days. 

Such portion of the reserve as is held in the Common
wealth of Australia, not being less than fifty per centum of 
the total reserve, shall consist entirely of gold coin and 
bullion. 

Such portion of the reserve required to be held under this 
section, as is determined by the Board, but not exceeding 
filty per centum, may be held at the Branch or Agency of the 
Reserve Bank in London in Great Britain. 

These sections of the Bill provided a note issue with only 
a 2S per cent reserve. The rest of the note issue was to 
circulate merely because it was legal tender. In the matter 
of reserves in London, the Australasia" Insurance and Bank
ing Record in April, 1930, observed that: 

The effect of these provisions will be that gold stocks in 
Australia will be smaller than hitherto and that more reliance 
will be placed on London funds. 

This phase of the situation would not necessarily be to Aus
tralia's disadvanuge. With the great fluctuations during the 
year and between different years of exports and imports in 
Australia's trade, the holding of greater reserves in London 
would be an asset. 

Finally, in the Bill there was nothing to prevent the central 
reserve bank from handing over its bank reserves to be used 
by the Commonwealth Bank in its general banking business. 
The note issue was to pas. from the Commonwealth Bank to 
the central reserve bank. 

When Theodore moved the second reading of the Bill to 
create a central reserve bank, he remarked that 

Under a central reserve banking system there is hope that 
the bill market practice may grow in Australia. 
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Mr. Curtain: What is the value of the rediscounting as 
against the overdraft system? 

Mr. Theodore: I do not know that any tangible value can 
be precisely stated. The rediscounting of bills is a more facile 
method of business than the overdraft system. With an 
overdraft there must be a definite period of repayment, and 
the transaction is confined to two parties. Under the redis
counting system, bills are accepted as negotiable security, 
and readily bought and sold on the bill market. It mayor 
may not be of great advantage to us to have this method of 
dealing freely with commercial paper. 

Theodore further stated that: 

The trading banks must also give particulars of their 
balances and their dealings overseas. At present no one can 
call for a return from the Australian banks showing their 
dealings in !he overseas market; therefore, this provision is 
very necessary. 

At the conference of Australian banks called at Canberra 
at the suggestion of the Loan Council a couple of months 
ago, in order to obtain their advice and co-operation in regard 
to the London exchange position, it was surprising to me to 
learn that the banks individually were as much in the dark 
as to what their collective resources were and their capacity 
to meet the position in London, as was the Loan Council. 
They were quite ignorant of the exact position. 

Banks in future should make clear their individual positions 
of balances in London. 

Central Bank in New South Wales 
Savings Bank Agreement 

In the agreement in 1931 with the Government of New 
South Wales for the amalgamation of the State savings bank 
with the Commonwealth Savings Bank the preamble touched 
upon central banking. Aher recommending a national 
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savinga bank for the whole continent, the preamble sug
gested: 

That any legislation enacted to bring about the creation of 
.uch National Institution should require that a definite pro
portion of the deposits of such National Savings Bank should 
be deposited with the Central Bank so that in the incidence 
of demands upon deposits at caU the National Savings Bank 
would be in a position at all times to faU back upon the 
Central Bank for currency requirements to me~t such con
tingencies. 

This proposal was the result of ·the run on the savings bank 
in New South Wales. It is an extension of the clearance 
principle of the central bank to the savings bank business of 
the country and exists in operations of the Bank of France. 
The Central Reserve Bill of the Scu11in Labour Government 
did not require savings banks to maintain a fixed proportion 
of their deposits as a reserve with the central bank. A pro
vision of this sort would ensure to savings banks direct aid 
from the central bank in times ·of stress. 

By giving the Commonwealth Bank power to rediscount 
sterling bills in London the Commonwealth Bank Act of 1924 
provided a means whereby balances of the banks in London 
could be increased. Thi. Act also permitted Australian notes 
to be issued against adequate deposits with the Commonwealth 
Bank in London. On December 2, 1931, the Common
wealth Bank Board atated that it would announce rates of 
exchange on London every Friday or more frequently, if 
necessary. In January, 1932, the Board published rates on 
forward exchange up to twenty-eight days. The Common
wealth Bank now has aU facilities necessary for taking care of 
external clearing, except a clear statement of the London 
balances of the banks. 

During 1929 every possibility existed that the Common-
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wealth Bank might shortly become wholly a central bank. 
Since the depression, and particularly since the debacles of the 
savings bank in New South Wales and Western Australia, 
the Commonwealth Bank has become more involved' in 
general banking .. There is no reason why the bank should 
not conduct both general and central banking. A separate 
department should have charge of bankers' banking. Central"" 
banking should be only one phase of the many functions of 
the Commonwealth Bank. 



CHA'TEIl NINE 

THE NOTE ISSUE DEPARTMENT 

I N the early days of the Australian colonies private traders 
issued notes that circulated throughout the community. In 

18~6 officials called a halt to this practice and suppressed the 
right of the individual to issue notes. 

When the Bank of New South Wales commenced business 
in 1817. bank notes began to circulate among the public. 
Nearly all of the banks established later issued notes, which 
until 1910 circulated fredy in Australia. 

Although Australia affords no case of reckless banking based 
on notes, and even though there never has been a single 
instance where genuine bank notes have not been retired by 
their issuers at full face value, Professor Heaton maintains in 
Modem Eco"omic History that over-issue had something to do 
with the financial collapse of 1893. 

As a means of meeting the financial difficulties of 1893 the 
Queensland Government passed the Treasury Notes Act, which 
became effective on June 2 of that year. This Act authorized 
the issue of Treasury notes payable on demand. After 1893 
banks in Queensland used State notes exclusivdy. These notes 
were legal tender. 

New South Wales also acted in 1893 and passed an Act that 
authorized the Treasury to advance to depositors one-half of 
the balance that banks certified was standing at their credit at 
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the time of liquidation. These advances were made in Treasury 
notes of a five years' maximum currency.' 
(Bank noteS have not been legal tender, except for a period 

'Of six months in 1893 in New South W ale~ In 1887 bank notes 
in Victoria were made a first charge on assets. All bank notes 
have been payable on demand. Although all cheques in 
Australia bear duty stamps, bank notes do not come under this 
tax. 

Before the Australian Notes Act of 1910 States collected a 
tax of £2 per annum on every £100 or part thereof of the 
,average annual amount of bank notes in circulation. The tax 
was payable quarterly. 

Australian Notes Act of 1910 

The Australian Notes Act of 1910 prohibited States issuing 
notes after a proclaimed date, which was May I, 1911. Under 
the Act the Governor-General through the Commonwealth 
Treasury issued, re-issued, and cancelled Australian notes and 
stamped them with the date of issue. Denominations of notes 
were 10/-, £1, £5, £10, or any multiple of £10. Notes were 

"legal tender throughout the Commonwealth and the territories 
under the control of the Commonwealth. They were payable 
in gold coin at the Treasury. The proceeds of the issue were 
to be placed to the credit of the Australian Notes Account. 
The Government inserted this provision at the request of the 
Opposition. The Bill originally proposed that .. the money 
derived from the issue of Australian Notes may : 

( a ) be held by the Treasurer in gold coin; or 
(b) be used in the redemption of Australian Notes; or 
( c) be expended for any purpose that the Parliament 

directs." 

• H. E. Teare in Australia" Ba,,~i"g. Cu"e"C'J anti Exchange. states on 
p. 168 that no other State except Western Australia has issued notes. 
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The last proposal looked dangerous to the Opposition and the 
Government yidded and in the Act the proceeds of the issue 
went to the Australian Notes Account. Under the Act part 
of the moneys standing to the credit of the Australian Notes 
Account was hdd in gold by the Treasurer, and part was 
placed on deposit in a bank, or invested in securities of the 
United Kingdom, or of the Commonwealth, or of a State. 
The Act further provided that moneys standing to the credit of 
the Australian Notes Account might be expended in the 
redemption of Australian Notes and in the payment of expenses 
of the administration of the Act. 

The Act furnished the note issue with a gold reserve of not 
less than 25 per cent of the notes issued up to £'7,000,000, and' 
with an amount of gold equal to all the notes issued in excess 
of that sum. The Treasurer had to publish a statement each 
month of Australian notes issued and of the reserve hdd. The 
Act gave the Treasurer power to issue Treasury bills not exceed· 
ing in amount the quantity of Australian notes issued and not 
redeemed. The proceeds of the Treasury bills were to be 
applied to the redemption of Australian notes. Referring to 
this clause allowing the issue of Treasury bills, Andrew Fisher 
stated during the debate on the Bill in the House of Representa. 
tives that 

These bills are not to be sold except in case of absolute 
necessity to meet the notes when presented for gold. 
The Opposition objected to the Australian Notes Bills on 

the ground that bank notes were functioning satisfactorily and 
that, according to Representative Glynn of South Australia, 

• • • if honourable members look at the history of this 
matter from the inception, they will find that an unregulated 
currency has succeeded better, on the whole, than a currency 
which has been governed by the misguided efforts of some 
ltatesmen. 
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Sir John Quick warned the Government that it 

• . . is dangerous to confer on a national note issue the 
attributes of legal tender, because that is a stage towards 
making the notes an inconvertible currency. 

All the dangers of inconvertible paper money came in for vivid 
description during the debate on the Bill. Liberals also 
-objected to the note issue being under the supervision of the 
Treasurer instead of being controlled by a commission. Alfred 
Deakin felt that a gold reserve of 25 per cent on the first 
£7,000,000 was an inadequate security in gold, and the Opposi
tion also objected to the notes being convertible only in 
Melbourne. 

The Government defended the Australian Notes Bill by 
stressing the need for a uniform note throughout the Common
wealth. Dr. Maloney on August 23, 1910, remarked in the 
House of Representatives that 

There are in Australia to-day no fewer than 52 banks, 38 of 
which issue notes. Consequently the difficulty of detecting 
forgeries is increased 38 times. 

The Government reviewed the history of the crisis of 1893 
and emphasized the part played by the Treasury note in 
Queensland in meeting that disaster as a reason for establish
ing an Australian note issue. In the matter of convertibility 
the Prime Minister, Andrew Fisher, asserted that, although 
legally convertible only in Melbourne, notes actually would be 
convertible at many points. He reminded members that under 
the bank note system banks were obliged to convert their notes 
only at their head offices, but that in practice banks readily 
converted notes at many of their branches. Andrew Fisher 
claimed that the same would be true of the Australian notes; 
actually banks did convert Australian notes under the new 
systemi 
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As the Labour Party had advocated during the election of 
1910 restriction of borrowing, many people felt that the 
Australian note issue might be an ingenious way on the part 
of Labour of meeting its election pledge and also of raising 
money. The note issue actually was a loan at no interest by 
the people to the Government, callable at any time, provided 
the possessor of the note happened to be in Melbourne. On 
this matter Andrew Fisher replied 

• . • it is one thing to make it appear that we have brought 
forward this proposal, not to put the currency on a sound 
basis, but to raise a loan to help a needy Government, and 
another thing to say that incidentally to the putting of the 
currency on a sound basis the Government will be able, by 
the authority of Parliament, to obtain money which will 
augment the Consolidated Revenue Fund. 

One of the main reasons for the Australian note issue appeared 
in connection with the history at that time of the Common
wealth Bank. With the note issue in the Treasury, opponents 
of the Commonwealth Bank felt that they had killed that insti
tution for good. 

A few Labour men felt that paper money was as good as 
gold. On September 6, 1910, Senator McDougall claimed 

I have said that the stability of the currency is all a matter 
of confidence, and not of gold or of paper. 

On the same matter King O'Malley claimed that 

Paper money won the battle of Waterloo for England, and 
the battle of Gettysburg for Lincoln. 

Paper can now claim that financially it won-and lost-the 
World War. A Liberal from North Sydney, G. B. Edwards, 
joined the few Labour men in the praise of paper. He boldly 
asserted 

I am a paper man. I believe that paper is the money of 
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civilization, that the higher the civilization, the more paper 
it will use, and that the highest civilization will use nothing 
but paper. 

He quoted Gladstone to the effect that all the profits of the 
bank note issue belonged to the State,and, what is more im
portant than the profits, the responsibility. of the issue as well 
belonged to the State. He believed in nationalization of the 
currency but not of banking. Paper is " the money of civiliza
tion ", but normally civilization demands a security behind that 
paper. 

Some of the followers of the Labour Party saw in the note 
issue a chance to check the profits of the banks. Bank notes 
actually had been declining. Andrew Fisher, on August 9, 
1910, told the House df Representatives that bank notes had 
decreased from £4,642>454 at the end of 1885 to £3,630,517 at 
the end of '909, H. G. Turner in The First Decade of the 
Australian.Commonwealth discusses the relation of bank notes 
to profits: 

In the early goldfield days, when banks had not flooded 
the country with branches and agencies, the note circulation 
was relatively larger than in 1910, and was undoubtedly a 
source of considerable profit. In later years with facility of 
conversion at' ~ many branch offices, the circulation de
clined, and when the State Governments imposed a tax of 
2 per cent per annum on it the business ceased to produce 
any appreciable profit. The expense ,of issue, control, car
riage to different centres, and cancellation cost fully 1 per 
cent, and for 3 per cent the banks could obtain an abundant 
supply of money on fixed deposit, which was a more stable 
form of resource than was. derivable from a fluctuating 
amount of notes payable on demand. 

The Round Table of London in March, 1913, summarized 
the results of the Australian Notes Act of IQIO as follows: 
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(a) To deprive the banks of a certain amount of profit from 
the issue of notes (approximately £45,000 per annum). 

(") To deprive the States of a certain amount of revenue 
(approximately £70,000 per annum). 

( e) To place a large amount of trust funds at the disposal 
of the Commonwealth Government (approximately 
£7,000,0(0). 

(tI) To reduce the loanable capital of the banks by some
what less than £2,000,000. 

(e) To render the bank reserves less clastic than formerly, 
and consequendy to require larger holdings of coin or 
iu equivalent. 

In regard to the matter involved in (tI) of the above, Round 
Table asserted that 

The aggregate amount of bank notes in the hands of the 
public before the 1910 Act did not amount to £3,800,000 and 
against this the banks beld gold which may be estimated at 
about 50 per cent, say £1,900,000 so that the diminution in 
loanable capital brought about by the abolition could not 
amount to as much as £2,000,000. 

If the statements quoted from Turner and the Round Table 
are correct, then it would appear that the banks made a good 
oorgain when they agreed to the Commonwealth Government 
baving the note issue on the understanding that there would 
be no Commonwealth Bank. 

The Australian Notes Act deprived the banks of facilities for 
supplying their numerous branches with till money, and of 
coping by means of an increased note issue with seasonal fluctua
tions in the demand for currency due to the marketing of 
primary products. The Prime Minister admitted this dis
advantage, but be felt that control by the Commonwealth 
would result in an offsetting advantage, for the Government 
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would be able to prevent any excessive issue of notes, an 
advantage of doubtflll value, as post-war experience has shown. 

\..~ 
Bank. Notes Tax&of '910 of Commonwealth 
Government '"' 

As a complement of the Australian Notes Act the Common
wealth Parliament in the same year passed the Bank Notes Tax 
Act, which imposed a federal tax of 10 per cent per annum on 
all bank notes in circulation. The tax was to be assessed at 
the end of the year on the average amount issued or re-issued 
by the banks after the commencement of the Act and not re
deemed at the close of business on the several Mondays. The 
federal tax was in addition to the State tax. 

These two Acts made the issue of bank notes impracticable. 
At the time of the passage of these Acts, State notes to the extent 
of £755,635 existed in· Queensland, and the bank note circula
tion was £3,718,462. On June 30,1930, only £22,450 Queens
land notes remained in circulation, while during the June 
quarter of 1932 the average bank note circulation was £197,119. 
The ordinary citizen almost never sees these notes in circula
tion. He uses Australian notes of the Commonwealth Bank. 

The issue of notes grew from £3,389,476 in 1910 to 
£7,986,223 on June 30, 1911. Meanwhile the gold reserve in
creased from £1,14°,344 to £3,227,70, in other words from 
33.65 to 40.41 per cent. Evidently the Commonwealth 
Treasurer meant to hold an adequate gold reserve. 

Australian Notes Act of 1911 

In 1911 the Commonwealth Parliament passed an Act 
amending the Australian Notes Act of 1910, which removed 
the restriction placed upon the Treasurer requiring him to 
secure all notes above £7,000,000 with a 100 per cent gold 
reserve. Under the Act of 1911 the Treasurer was to maintain 
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a gold reserve of not less than 25 per cent of the total value of 
the issue. It was intended that this amendment should come 
into effect on July I, 1912, but the Treasurer announced that 
its operation would be deferred until after the Commonwealth 
elections of 1913- As these elections resulted in the overthrow 
of the Fisher Government by a majority of one, the new Liberal 
Treasurer announced his intention of staying with the original 
reserve requirements. The Act of 1911, however, paved the 
way for Australia's war finance. 

The note issue increased until on June 30, 1914, it had reached 
£9,5730738 with a gold reserve of 42.90 per cent. The total 
issue was a big increase on the combined bank and Queens
land issue. in 1910 of £4,474,og7. 

Note Issue During the WQr 

After the war began in August, 1914, gold no longer circu
lated among the people and Australian notes took' its place. 
Within the first few weeks of the war the Liberal Treasurer 
offered three notes for every sovereign held by the banks. Two 
out of every three pound notes so issued were treated as a loan 
at 4 per cent interest, a loan for not later than twelve months 
after the end of the war. Banks did not avail themselves largely 
of thi. offer, only £2,000,000 being offered, for they feared 
that gold lodged at the Treasury might be difficult to get back 
later. 

When the new Labour Government took office in 1914, 
Commonwealth authorities on October 2 of that year borrowed 
£10,000,000 in gold from the banks, who received the same 
lum in notes in return. At the end of the war banks were to 
get their notes redeemed in gold. Upon the basis of the 
£10,000,000 in gold the Government hoped to issue £18,000,000 
in notes for war purposes. The Government, however, also 
obtained £10.000,000 for war purposes from the British 
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Government. Consequently the Commonwealth Government 
handea the £18,000,000, raised by the expansion of the note 
issue with the assistance of the banks, to the various State 
governments for expenditure on public works, for which the 
British Government during the war would not provide money. 
After the banks had loaned the £10,000,000 in gold, they could 
get the benefit of the ,. three to one" provision that the Liberal 
Treasurer inaugurated. 

Dr. Earle Page in his speech on the Commonwealth Bank 
Bill in 1924 stated of the early days of the war: . 

For a short period the States were given the right to get 
advances of notes on depositing twenty-five sovereigns in . 
respect of every £100 of notes. On three-fourths of the 
amount of notes the States were charged interest at 4 per 
cent. The right was exercised to a comparatively small 
extent, the amount' on which the States paid interest not 
exceeding £486,7So at any time, and the whole am9unt was 
repaid in 1915 .. 
Minting of gold ceased early in the war. Thereafter the 

Mints paid for raw gold out of credits established by the issue 
of notes, and sovereigns, as soon as coined, were transferred to 
the Australian notes reserve. 

In 1915 banks parted with another £S,ooo,ooo of gold for 
purposes of export. This gold was shipped on behalf of the 
British Government to the Argentine. The banks received 
notes in exchange and also had the right to get loans in notes 
up to the amount of gold given, provided they deposited war 
bonds as security. Interest on these loans was 4}{ per cent per 
annum. The Treasury also allowed loans to banks at 4 per 
cent to the extent of the banks' advances on primary products. 
In the case of wool and wheat the rate of the Treasury for 
loans was from 4 to S Yz per cent up to the advances made by 
the banks. 
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When the war loans came before the community. the banks 
agreed to offer to the public overdrafts up to 90 per cent of the 
lubscription at a rate of 4 per cent. The Treasury on its part 
undertook to make a loan of notes to any bank up to the amount 
of overdrafts granted to customers and still outstanding at 
3 per cent. 

There was little legislation on the note issue during the war. 
An Act of minor importance in 1914 stipulated that Australian 
notes were not to bear the date of issue or re-issue. Another 
Act in 1915 allowed the Treasurer to borrow from the 
Australian Notes Account without making out or issuing 
Treasury bills, provided he had authority to make and issue 
Treasury bills. Such borrowings, however, were not to affect 
the reserve of the notes. 

During the war notes became inconvertible; the export of 
gold ceased, and the note issue increased to £59.&]6.000, the 
peak issue, on October 30, 1918. The gold reserve, however. 
never fell below 33 per cent. Consequently, it was always well 
above the legal minimum. 

Increased taxation, war loans, and the Australian note issue 
were the means whereby Australia financed her war demands. 
Meanwhile Australian prices rose to double their level of 1914, 
which fact show. that the war policy of Australia involved 
inflation. The note issue could be used to the extent it was 
legally because the framers of the Acts of 1910 and 19II saw 
that a legal minimum reserve of 25 per cent gold actually 
meant a reserve of a much higher percentage of gold. On 
December 19. 1911, Andrew Fisher stated in the House of 
Representatives that 

The margin of 25 per cent, which must not be encroached 
upon, means that the minimum working is one third, or 
33}) per cent. 
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Commonwealt\'Act of 1920 

After the war\.tb.e Hughes Government transferred the note 
issue from the Treasury to the Commonwealth Bank. By this 
time the bank had proved to be a going concern and it was 
generally reckoned that the national bank, if stable, should 
have the note issue. People felt that a Treasury note was too 
near political control. Australians felt, however, that the note 
issue was too vital to the community to be under the control of 
one man. Governor Miller, on the other hand, did not desire 
to have a board govern the general banking department. As 
a result it was decided to leave the general banking department 
in the hands of Governor Miller while placing the note issue 
under a separate board. Introducing the Bill, the Treasurer, 
Sir Joseph Cook, said that the transfer was being undertaken 
because 

. • • the Bank is in closer touch than the Treasury could 
be with the requirements of the community. It has better 
facilities for operating the note issue, for securing the notes, 
and seeing that they are placed against bills which are self~ 
liquidating in their character. The Bank also has many 
branches over the country while the Treasury has none. 
The Commonwealth Bank Act of 1920 repealed the Aus-

tralian Notes Act· of 1910-1914. It set up a board of four 
men to manage the note issue. The Governor of the bank 
under the Act was an ex officio member of the board. The 
Governor General appointed the three other members, who 
included a representative of the Treasury. The terms of office 
for the first appointed men were five, four, and three years. 
After the expiration of these terms the following appoint~ 
ments were all to be for five years. An officer was eligible 
for reappointment. 

Under the Act of 1920 notes were convertible on demand 
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at the head office of the Commonwealth Bank. Australia at 
that time. however, had left the gold standard. The moneys 
derived from the issue of Australian notes were invested in 
the lame way as previously, except that they could also be 
invested in trade bills with a currency of not more than one 
hundred and twenty days. This provision was an attempt to' 
establish elasticity in the note issue. When this provision 
was under discussion in the Upper House, Senator Lynch of 
Western Australia moved the following clause, which was to 
~ added after that allowing funds to be invested in trade 
bills: 

( tJ) in approved rural industries, particularly agriculture 
and mining. 

Parliament did not accept this amendment. 
Under the Act of 1920 profits of the note issue went for 

the payment of the working expenses of the note issue depart
ment, for the payment of a commission to the bank, with 
the balance going to the Treasury. A provision of the Act 
enabled the Governor-General in an emergency to transfer by 
proclamation the control of the notcs from the board of ,direc
tors to the Treasurer. As the Governor-General acts upon 
the advice of his Ministers, the Government still had final 
authority in the matter. The new law established a note issue 
department, which was separated from the general banking 
department of the bank. The notes were still Australian 
notes and did not become Commonwealth Bank notcs. 

While a Nationalist Government passed this legislation, the 
Labour Opposition did not seriously object to the measure. 
For a long time the Labour Party had proposed a Common
wealth Bank of issue. 

There were a few diJJerences in the Bill originally intro
duced and the legislation finally enacted. In the original Bill 
a provision allowed the note issue department to invest 
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moneys. of the note issue in the ordinary business of the bank, 
but the Treasurer, Sir Joseph Cook, withdrew this proposal, 
for he felt that it gave the Commonwealth Bank an unfair 
advantage over other banks. 

Another provision in the Bill not in the Act required every 
bank except the Commonwealth Bank to hold in the form 
of Australian notes an amount not less than 20 per cent of 
the deposits which it held repayable at call or at less than six 
months' notice and 10 per cent of deposits held by the banks 
repayable at six months' or longer notice. The Treasurer 
explained that this provision was for the purpose of protect
ing the Treasury from. the demand which might otherwise be 
made by the banks for the return of the £10,000,000 in gold 
that the banks had handed to the Treasury at the beginning 
of the war. The Treasurer, however, announced that 

We do not ~ant to deplete our present stock of gold standing 
against our notes. As the banks have come forwll!d, and 
have said that they will not make that demand, it is unne
cessary for us to protect ourselves in the way proposed in this 
clause. Weare already protected by the agreement with the 
banks, and that will do quite as well as the clause inserted 
in the bill. 

The first draft of the Australian Notes Bill in 1910 contained a 
similar provision requiring banks to hold a certain propor-' 
tion of notes as reserves for their deposits, but that clause, 
like the one in 1920, did not appear in the measure finally 
enacted. -

Although the Act of 1910 did not prohibit the Common
wealth Treasury from using its own notes for payments due 
by it or by the. Government, tpe Act of 1920 made the Note 
Issue Department of the Commonwealth Bank the only insti
tution in Australia unable to use Australian notes in respect 
of any payments due by it. It had to pay either by other 
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money or cheque, by Treasury bills, or by some other form 
of ac:c:urity, but not by Australian notes. 

The Act of 1920 allowed Australian notes to be issued in 
the denomination of 5/-. The lowest denomination allow
able under the Act of 1910 was 10/-. So far the bank has 
not issued any 5/- notes. 

During the two years ending December, 1922, the note issue 
shrank from £58,713,251 to £51,771,431. The gold reserve 
in the same time rose from 42.62 to 45.83 per cent. The 
number of notes held by the banks decreased . from 
£31,747>456 to £24,752,913, Notes in the hands of the 
public rose from £26,rfoj,795 to £27,018,518. The cash re
serves of the banks bore the brunt of the deflation in the 
monetary issue. 

During the period from January I, 1923, to March I, 1924, 
the note issue remained stable, neither increasing nor decreas
ing more than £200,000. From March I, 1924, to April 28 
of the same year the volume of notes increased from 
£52,132,621 to £56,940>412. During this time notes held by 
the ordinary bank. increased from £28,9540947 to £32,5iJ.972 
and notes in the hands of the public rose from £23,17'1,674 to 
£2,40426,440. The gold reserve fell from 47.09 to 43.02 per 
cent. 

The reason for this sudden rise appears in the action of the 
Notes Board in issuing notes for £4,).00,000 to the banks, 
which had the right to demand notes in settlement of the 
advances made to the Commonwealth Government for the 
purpose of cashing war gratuity bonds. Nominally th,e 
Government cashed the bonds in necessitous cases, but in 
reality banks cashed them on the understanding that they had 
the right to obtain notes in exchange for the bonds whenever 
the bank. required currency. Banks received 5~ per cent 
interest on the bonds and could treat them as legal tender for 
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all practical" purposes, for they could convert them at will 
into Australian notes. A similar situation has existed during 
the depression with Treasury bills. 

From April 28 to October 27, 1924, the note issue again 
remained practically constant, the issue being £56,890,226 at 
the later date. 

At the time of the passage of the Commonwealth Bank Act 
of 1920 the Commonwealth Treasurer, Sir Joseph Cook, felt 
that 

. . . in the hands of the Board, the amount of the note issue 
will automatically contract and expand according to business 
requirements. 
As time passed, however, a feeling. that the note issue 

board had not pedormed its duties satisfactorily gained cur
rency. The fact that the note issue department was free from 
bank control did not work as well as expected, for the board 
was out of touch with movements in banking and commerce. 
There was no satisfactory machinery for linking movements 
in currency with developments in banking and commerce. 
The Review of Sydney on June 30, 1924, remarked that 

Rightly or wrongly, the people find the Bank satisfactory, 
and the Note Department unsatisfactory. 

At the time there were two views in Australia on the policy 
of the notes board. One proposed stability of the Australian 
price level irrespective of its effect 6f London exchange. The 
other view maintained that the board should keep the English 
exchange stable and near par, even if this action involved in
flation. Dr. Earle Page, Commonwealth Treasurer, held the 
first view. He felt that 

. . • until definite steps can safely be taken towards resump
tion of gold payments, the proper policy is to aim at issuing 
just enough paper to maintain stability of the general price 
level. 
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On the other hand, Professor Copland of Melbourne in 
Currency (mJ Prices ill .Australia maintained that the 

• • . main function of the Commonwealth Bank as a central 
bank will be to k~ the exchange with London at par. For 
this purpose, a good distribution of funds in liquid securities 
between London and Australia is the essential factor. 

Professor Copland. however. realized that 
What is required is that the general level. the final ex
pression of all individual prices should remain as nearly 
stable as possible. 

The note issue board, from its actions. apparently had no 
definite policy. 

The CommotllllealtA Bank .Act 01 1924 

The Commonwealth Bank Act of 1924 was an attempt to 
make the Commonwealth Bank more of a bankers' bank; 
As far as the note issue was concerned, the Act of 1924 
placed its management under the board of the bank. This 
move assured better co-operation between the currency author
ities and the commercial and banking people. The Act of 
1924 also contained two other important features affecting the 
note issue. one allowing the issue of notes against bills re
discounted at the Commonwealth Bank in Australia, and the 
other permitting the issue of notes against adequate deposits 
with the Commonwealth Bank in London. 

The provision of the Act of 1920 that allowed the Governor
General in time of emergency to transfer the control of the 
note issue to the Treasurer was omitted in the Act of 1924. 
Also members of the board could without check apply to 
themselves as members of the note issue department for notes 
to be used in the general banking department. The Senate 
proposed an amendment that would have allowed the board 
to issue Dotes to the general banking department only wit..t,. 

N 
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the consent of the Treasurer, but this amendment failed to 
pass the House' of Representatives. 

The new board in October, 1924, agreed to issue additional 
curtency up to £15,000,000, if required, to meet seasonal 
demands of wheat and wool exports. Banks only used this 
provision to the extent of £2,800,000. This amount was 
only a small portion of the £15,000,000 promised, but the 
very fact that banks could obtain more if necessary relieved 
the tension at the time. Actually there was no need to set a 
definite limit ori the sum that would be advanced. An 
announcement of the board that it would advance notes 
necessary to finance the export trade would have been suffi
cient. 

In the period between the establishment of the new board 
and the return of the United Kingdom and Australia to 
the gold standard at the end of April, 1925, the note issue 
remained constant at £56,890,226. The amounts hel.d by the 
public and by the banks also remained constant except for 
the usual increase in the holdings of the public and the 
decrease in the quantity at the banks at the Christmas season. 
This situation continued after the return of Australia to gold 
until November 30, 1925, when the total issue dropped to 
£53,8go,226}{. Another drop occurred in July and August 
in 1926, the note issue touching £49,890,226}{ on August 30; 
during 1927 the note issue remained around £50,000,000. 
With minor variations the note issue shrank until it reached 
£41,608,226~ on July 29, 1929, with b4>472,561 in the hands 
of the public and b7,135,665}{ with the banks. The gold 
reserve at June 30, 1929, was 53 per cent. The continuance of 
deflation after the return of Great Britain and Australia to the 
gold standard caused this shrinkage of the note issue. 

When Australia departed from gold in November, 1929, 
the Australian pound soon showed a discount in terms of 
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sterling. Traveller. from Australia with Australian notes 
abroad circumvented the exchange problem by cashing Aus
tralian notes abroad at their face value, the Commonwealth 
Bank taking the loss. To stop this practice the Common
wealth Bank announced on March 8, 1930, that it would no 
longer cash Australian notes at face value outside Australia. 
Thi. policy i. still in effect in 1933. 

T/J~odore Fiduciary BiU 01 1910 
On April 2, 1930, E. G. Theodore, ~mmonwealth Trea

surer in the Scullin Labour Government, introduced a Bill 
in the House of Representatives to create a fiduciary issue of 
lI8,ooo,ooo. One-third of this sum was to be used to aid 
wheat growers and the rest was to be applied to relieving 
unemployment by creating work. After addition of the 
lI8,ooo,ooo the note issue was to remain fixed. The addition 
of this sum to the note issue at that time would have made a 
total issue of l60,ooo,ooo. The proposal of the Treasurer to 
extend the note issue without a reserve of gold caused oppo
nents of the Government to object to the measure as purely 
inflationary. Yet exactly the same thing had been done 
in 1914 when the Government gave the banks notes for 
llo,ooo,ooo· in gold and issued on that sum another 
lI8,ooo,ooo in notes, which were not used for war purposes 
but for developmental works in the States. In 1914 prices were 
rising. whereas in 1930 they were £a11ing rapidly. Govern
ments were already engaged in inflationary finance by the use 
of Treasury bill. to meet budgetary deficits. It would be 
better (or the banks to continue with Treasury bills, for these 
carried an interest rate of 5 per cent at the time and could 
be convened into cash at will at the Commonwealth Bank. 
Under this inflationary practice the public was paying a high 
rate of interest, while under the fiduciary issue there would 
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have been no interest charges for the Government. represent
ing the people collectively, to those holding the notes. 

The danger in the Bill lay in the possibility of further 
expansion of the note issue after once having made an addi
tion of this sort. On May I, 1931, Representative Cameron 
asked the Prime Minister in the House about this matter: 

A newspaper report states that while the Treasure~ (Mr. 
Theodore) was addressing a meeting at Ballarat an inter
jector asked, " What will happen when your £18,000,000 of 
fiduciary issue is exhausted?" And the Treasurer replied, 
"If the world's prices have not recovered we must go on 
with the process." Does the Prime Minister concur in the 
Statement? 

Mr. Scullin: A well-known rule of Parliament provides 
that an honourable member basing a question upon a news
paper report must vouch for the accuracy of the report. Does
the honourable member for Barker do so in this instance? 
It was the possibility that the £18,000,000 miglit be the 

entering wedge for further issues that was the danger point 
to the Opposition in their attack upon the Fiduciary Bill. 
After being before the country for a year the Senate by a vote 
of twenty-one to six rejected the measure. 

The Commonwealth Bank Act of 1931 
When the Australian Government in 1931 found that it 

had to meet on June 30 maturing Treasury bills in London, 
it faced depleted balances in London, no surplus gold in 
Australia, and little prospect of renewing the Treasury bills. 
The only exportable gold in Australia was behind the note 
issue. This reserve totalled £15,000,000, while the London 
commitments required £5,000,000. After much controversy 
the Commonwealth Government passed an Act to allow the 
exportation of £5,000,000 of the gold reserve behind the note 
issue. 
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The Commonwealth Bank Act of 1931 provided that the 
bank could on request of the Commonwealth Treasurer-ship 
£5,000,000 of the gold reserve behind the note issue to dis
charge indebtedness of the Commonwealth in London in 
respect of Treasury bills maturing on June 30, 1931. The 
Treasury for the gold 10 used issued to the bank Common
wealth securities to an equivalent amount. As shipping 
£5,000,000 of the gold reserve meant taking the amount of 
that metal in the reserve below the legal minimum of 25 per 
cent of the total issue, the Act of 1931 stipulated that the gold 
reserve behind the total issue had to be 15 per cent during 
the two year. ending June 30, 1933, 18 per cent during the 
year ending June 30, 1934, 21 ~ per cent for the year ending 
June 30, 1935, and 25 per cent thereafter. 

Sir Roben Gibso1l klore 'he Se1lll1e 
While the Bill was under discussion Sir Robert Gibson, 

Chairman of the Commonwealth Bank Board, appeared on 
May 6, 1931, before the Senate to testify on various phases 
of the proposal. Senators, however, did not confine their 
examination to the content of the Bill but questioned' Sir 
Robert Gibson on other phases of policy of the Common
wealth Bank. Some of these wider inquiries were important. 

Senator Pearce: Does your Board consult fully and fredy 
with the Board of the Bank of England on all matters affect
ing Australian credit overseas? 

Sir Robert Gibson: The Bank Board is in continuous 
communication with the Bank of England on all questions 
affecting finance in its broadest sense-world finance-and 
the reaction they may have on Australia. 

Senator Fall: Has there been any attempt on the part of 
the Bank of England to dictate the policy of the Common
wealth Bank? 
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Sir Robert Gibson: Absolutely on no occasion. Further, 
the Commonwealth Bank would not accept such dictation. 

On the Bill before the Senate Sit Robert Gibson stated that 
the Commonwealth Bank Board opposed departure from the 
gold standard, and he gave the following answers on other 
points : 

Senator Barnes : Would you regard the consequences of 
default overseas as likely to be very serious to Australia? 

Sir Robert Gibson: Default on the part of Governments 
of Au~tralia, wherever made, will be very serious for this 
country. From the point of view of our credit, I do not 
think it is material whether the default is made in London 
or in Australia. As an Australian citizen, if the decision 
were left to me, I would rather default to my own people 
than to people overseas, but from the national viewpoint, the 
effect of default is the same j.n either case. 

Senator Barnes: Sir Robert Gibson, would you regard the 
shipment of gold from Australia as a better alternative than 
default? 

Sir Robert Gibson: Undoubtedly. 
Senator Glasgow: The Leader of the Government (Sena

tor Barnes) asked whether you would regard the shipment of 
gold as being preferable to default. Are default and the ship
ment of gold under the provisions of this Bill the only alter
natives available? 

Sir Robert Gibson: There is another alternative. 

Sir Robert Gibson did not explain the other .. alternative ". 
The Financial News of London commented on April 29, 1931 : 

••• if, as Mr. Scullin affirms, default on the June 30 Trea
sury bills is the only alternative, the use of the gold would 
be the lesser evil. After all, a gold reserve is primarily accu
mulated for the purpose of use in emergency. At present 
the possibility of arranging for the funding or replacing of 
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the maturing Treasury bills seems remote, sO that it may 
well be that the Senate will pass the Bill, unless, of course, 
the Commonwealth Bank again undertakes to find the 
money. 

The Commonwealth Bank did not .. undertake to find the 
money" and so £5,000,000 of the gold reserve was shipped to 
London. 

The Commonwealt" Bank Aa 0/ '93:Z 
In 1913 another Act took Australian currency still further 

from a backing of gold. The Commonwealth Bank Act of 
that year provided that the gold reserve requirements of the 
DOte issue be changed to a reserve of gold or English sterling. 
According to the Act English sterling means 

currency which is legal tender in the United Kingdom, and 
includes: 
( " ) Balances standing to the credit of the Bank at the Bank 

of England or at any other of its bankers in London. 
(") Bills of Exchange, or advances secured by Bills of 

Exchange, which-
(i) are payable in the United Kingdom in currency 

which is legal tender in the United Kingdom; 
(ii) will mature in oot more than three months, and 

the security for th~t~ent of which Bills is, in 
the opinion of the satisfactory; and 

(c) Treasury Bills or other securities of the United King
dom which will mature in not more than three months. 

The Commonwealth Bank Act of 1933 further provided 
that 

in the event of the sale of any of the gold hdd, at the com
mencement of this sub-section, in the reserve, the difference 
between the value of the gold as shown in the books of the 
Bank and the amount realized on the sale of the gold shall 
not be deemed to be profits within the meaning of section 
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sixty J of this Act, but the amount of the difference shall be 
transferred to a special reserve account and shall be avail
able, from time to time, as the Board determines, for the 
purpose of stabilizing exchange or for the purpose of the 
Note Issue Department. 
The Act further stipulated that in future the monthly state

ments of notes issued would give" particulars of the reserve" 
and leaves to the discretion of the Board its interpretation of 
this- matter. Since the passage of the Act the Board has con
tinued to announce the amount of gold behind the issue. 
Another section of the Act did away with the clause of the 
Act of 1920 that prohibited the note issue department from 
using Australian notes in payment of debts due by it. Finally, 
the Act made Australian notes inconvertible ~ gold. In the 
Director's Report of the Commonwealth Bank for the half-year 
ending June 30, 1932, Sir Robert Gibson stated that the Board 
proposed this legislation because 

I. That subject to the maintenance of internal co~dence 
in our currency the retention of physical gold reserves 
was a luxury that Australia could not afford to indulge 
in under present conditions. 

2. That as our settlements for external debts required a 
sterling basis, the holding of Note Reserves in sterling 
should not be inimical to our external credit and would 
also provide more Aexibility in dealing with our external 
financial problems. 

. 3. That the conversion of our gold into sterling would 
convert a frozen asset into a working asset thereby 
increasing our national income. 

The Act of 1932 is a definite change from a pretence of a 
gold standard to an actual recognition that Australian currency 
is based on a sterling standard. -It makes the Australian pound 
more than ever tied to sterling. As Australia's external trade 
is financed through London, it is, perhaps, well that the London 



THE FIRST TEST 
(Having 101M doubt about thr utility or thr Starr Bank rrom thr workrrs' 
point of virw. thr latter may br rxprctrd to put it to the trst at thr 

earliest opportunity.) 

WoaKEu.-" Here we are, Mr. O'Malley, bright and 
early, eager to be your first customers." 

BANKEa O'MALLEY.-" Certainly, gentlemen; what do you 
want? " 

Woauas (unanimously).-" A nice big overdraft apiece, 
please." 
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situation should be the key to the· monetary policy· of the 
Commonwealth. Yet Australia should not be too dependentl 
upon London financially. If the trade in the Orient is to be 1 
promulgated, Australia should finance that trade directly, with
out going through London. Australia should prepare for 
financial as well as political self-government. 

With the departure of Australia from the gold standard at 
the end of 1929 the note issue expanded irregularly from 
November 25. 1929, to December 28,1931, from £42,848,226~ 
to £54,803'.¢i~. Notes in the hands of the public at the first 
date were £24,504,171 and they increased to £28,606,708. The 
holdings of the banks showed the effect of the expansion, grow
ing from b8,344,055~ to £26,196,718. During 1932 the 
note issue contracted and on November 21, 1932, stood at 
£49,053,426. By the end of 1932 it had slightly expanded to 
£50,053,526}{ with a gold reserve and sterling assets of 
£11,499,343 and debentures and other securities being 
£38,088,530. Most of these items are government bonds. 
The hope expressed by Sir Joseph Cook in 1920 that trade bills 
would form an increasing part of the security behind the note 
issue hal not yet been rewarded in actualities, although the Act 
of 1932 looks in that direction. 

All the profits of the note issue department before the 
Commonwealth Bank Act of 1925 went to the Treasury 
Department. The Act of that year stipulate<l that one-quarter 
of the profits of the note issue should go to the rural credits 
department until the amount 10 paid reached a total of 
£2.000,000. This figure was reached at the end of 1932. 
Portions of the profits of the note issue allotted to the rural 
credits department have built up a capital account in that 
department. By January I, 1933, the profits of the note issue 
department since its inception were £14,496,890. As all except 
£2,000,000 of the profits have gone to the Treasury, the note 
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issue department has been a source of ,considerable income to 
the Commonwealth Treasury. 

The profits of the note issue have arisen from the portion 
covered by investments .. At June 30, 1932, this portion was 
£4°,748,195. Under the lowered gold reserve requirements 
more of the note issue was secured by investments with the 
result that during the year ending June 30, 1932, profits from 
the note issue amounted. to £1,741,273, the largest in annual 
profits in the history of the department. Although profits of 
the Commonwealth Bank declined from £956,649 to £916,871, 
comparing the first half of 1932-33 with that of 1931-32, profits 
of the note issue department increased slightly from £718,837 
to £719>737. 

The lower the gold reserve behind the note issue the greater 
are the profits to the Government. In the meantime, although 
the gold reserve has fallen and Australia has definitely adopted 
a sterling standard for its monetary system, Australi~n notes 
are just as acceptable to the public as ever. 



CHAPTa. TaN 

EXCHANGE ON AUSTRALIA 

THE prosperity of Australia depends upon good weather 
and good markets. When the world prices of wheat and 

wool are high, the purchasing power of the people of Australia 
ri5Cs and customs receipts increase. During the last normal 
year, 1917-18, the value of exports from Australia was 
.£141,595,159, while the figure for imports was b48,u6,549. 
These sums were considerable for a country with a litde over 
six million people. In the following year a record wool crop 
produced nearly 3,000,000 bales in Australasia and sold for over 
£60,300,000. 

Financing Auslralia', External Trade 

In order to transact 10 great a business banks in Australia 
possess elaborate records of the standing of their clients' CUi

tomers OVeriCas. Banks keep these records up to date by 
revision every six months or so through their London offices 
and representatives. In a similar manner British and some 
American and Continental banks also keep in close touch 
with Australian bank. regarding the standing of individuals, 
firms, companies, and business connections of customers in 
Australia. 

For three months during the year, from October to January, 
shipping wool and grain to London is an important feature of 
Australian life. To finance this trade British and Continental 
bankers usually establish credits for buyers of Australian pro-
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ducts, who draw bills with these credits for purchasing through 
their agents in Australia that country's exports. This is 
especially true of the wool sales. Buyers of Australian exports 
use only in a minor degree pank drafts, London on Australia, 
for commodity purchases. Australlans pay for imports prin-' 
cipally by bills drawn abroad on credits established through 
London; importers only occasionally pay by direct remittance: 
Travellers from Australia use circular letters of credit, which 
enabl~ them to obtain foreign money in exchange for drafts 
on London. H. E. Teare in Australian Banking and Currency 
remarks that 

There is a great distinction in the Australian practice of 
buying bills and discounting bills. The bills which the 
banks buy are bills drawn on customers abroad, but the bills 
which they discount are bills drawn on Australia either 
abroad or locally, and which are payable in Australia. 
Therefore, the local discount rates of 5 ~ to 6 ~ per cent 
per annum, or whatever they may be, apply to the discount
ing of bills payable in Australia only. On the other hand, 
the price of bills and drafts on London are governed by 
British rates, for they must be finally negotiated in London. 

Trade with America 

Although trade between Australia and the United States had 
grown considerably in the years preceding the depression, 
direct exGhange operations between the two countries were 
infrequent. Most Australian banks now carry balances in 
New York and will sell dollar exchange to a limited extent. 
During the depression trade between the two countries de
creased. From 1926-27 to 1931-32 imports from America fdl 
from £37,234,257 to £7,016,073 and exports from £12,953,877 
to £1,793>333' Imports for the latter year are quoted in 
sterling. 
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During 1921 a number of large direct exchanges occurred 
through wool brokers who created credits in New York by 
selling wool in the United States. They transferred these 
credits directly to Australian importers who ~ished to pay for 
goods in the United States. In many instances these transac
tions materialized without the intervention of a bank. Because 
of the debacle in foreign exchange at the time many banks 
were unable to offer any form of remittance. The usual way 
of paying for imports from the United States is by putting up 
a credit under which the New York bank is authorized to draw 
on London. The applicant for the credit undertakes to pro
vide funds in Australia in time for them to be remitted, 
generally by cable, to London to meet the drawing from 
America under the credit. 

American export commission houses handle an important 
amount of the import business in Australia from the United 
States. Several of these houses have branches in Australia. 
These houses will take an order from an Australian customer, 
place it in Arne~ica, and attend to all the details of shipment 
and payment for in normal times a commission of 2}{ per cent 
on large business and 5 per cent on small business. The com
mission house does not assume responsibility for payment but 
acts as the customer'. purchasing agent. It has happened since 
the end of the war that these agents have had to carry goods 
which the customer refused or could not receive, and serious 
losses resulted to the agent. With stable exchange risk of loss 
in this way is small. 

Us~ 01 Leiter 01 C,~dil 
It i. contended that use of the letter of credit in Australian 

import trade is the most acceptable to all concerned-to the 
exporter, because he is taking no chances, to the banks, because 
they get a better commission, and to the importer, because he 
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can get nothing else. The letter of credit is usually sent with 
the order for goods for import, though in urgent instances the 
credit can be cabled. The letter of credit is frequently for a 
larger amount than is required for a specific shipment of goods, 
leaving a balance to be drawn against for future shipments. 
The letter of credit may be arranged for by the importer by 
putting up cash, collateral, or, if he is a strong man, against his 
credit with a bank. This instrument of exchange may be 
either general or very specific, becoming, if the latter, operative 
only if a number of requirements on the exporter are complied 
with to the satisfaction of the bank abroad that pays over the 
money. 

Exchange with London. 

Australia, externally, has for many years been actually on 
the exchange standard with London. As practically all over
seas financial transaction,s of Australia are conducted. through 
London, and as all Australian banks have branches or head 
offices in London, banks have for many years held considerable 
I;>alances there. Payments to and from Australians are added 
to or subtracted from these balances. The exchange rates of 
England on Australia and the reverse vary according to the 
condition of these balances. 

As Australia is a gold producing and gold exporting country, 
it is difficult to disentangle exports of gold for banking pur
poses from those purely for gold as a commodity. Banks have 
in the past increased their London balances by shipments of 
gold to England. The price in normal times for this procedure 
averaged from I}{ to I ~ per cent. It is not always necessary, 
however, to ship gold to London to replenish the balances of 
the Australian banks. London may request Australian cor
respondents to ship gold to India to offset an indebtedness that 
Londoners have with that country. If Australia's balance of 
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payments with South Africa is favourable, Australian bankers 
may increase their London balances by directing that South 
Africa send gold to London. In this way the cost of shipping 
gold is reduced. Gold shipments to Australia seldom occur, 
for Australia is a gold exporting country. At the end of 1924 
and early in 1925 gold did come into Australia as a means of 
payment, but this action was due to unusual circumstances to 
be described later. 

Before the war Australia had no central bank to regulate the 
.exchange rate. Large claims on sterling and shipment of gold 
kept the exchange rate between London and Australia stable. 
The smallest gradation in this exchange is rtr per cent. This 
gradation is not as fine as that used in the dollar sterling 
exchange, which is one-hundredth of a cent. Debts due in 
Australia have to be paid in Australian pounds and those in 
Britain in English pounds. The two units, although equal in 
metallic content are seldom identical in value. The same 
situation occurs in the New Zealand and South African 
exchanges with London and with each other. Between London 
and Australia bank. quote English and Australian pounds 
either at a discount or at a premium. 

Banks' Control of Exchange 

Free competition of commercial men and financiers for bills 
and drafts regulates the exchange rates between Great Britain 
and foreign countries, but until 1931 Australian banks regulated 
the exchange rate between Great Britain and the Common
wealth. On December 2, 1931, the Commonwealth Bank 
announced that it rather than the Associated Banks would in 
future set the exchange rate. Before that date private banks 
had complete control of exchange. In order to retain this 
control Australian banks for many years would not open an 
account for an English or foreign bank that proposed to do 
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exchange business with Australia. This situation was relieved 
by the decision of the Associated Banks in September, 1928, to 
open accounts for foreign banks. Previously nearly all attempts 
of foreign banks to open accounts in Australia failed. There 
were no legal restrictions preventing outsiders from opening 
in Australia, but when, as an example, the American Express 
Company in 1922 set up a branch in Sydney, it found that 
banks refused to give it credit in their books and also declined 
to accept its cheques on other banks. Consequently the 
American Express Company had to withdraw. Besides the' 
Bank of New Zealand two overseas banks operate in Australia. 
The Yokohama Specie Bank with liabilities at June 30,1932, of 
£571,780 and assets of £621,523, and the Comptoir National 
d'Escompte of Paris with liabilities at the same date of £65,914 
and assets of £65,082, are in business to this extent in the 
Commonwealth. These banks are not members of the Associ
ated Banks, but they help to stimulate the export ~ade with 
Japan and France. . 

There are a few {xporting firm~iD. Australia sufficiently 
wealthy to be able to trade with their own money. They send 
bills of lading to their London branches, which collect the pro
ceeds of the shipments and place them to the credit of shippers 
in London. This action creates a balance in London against 
which exchange dealers can sell. Branches in London become 
sellers of exchange in the open market and just as these firms 
have beaten banks by sending their free documents to London, 
so they can beat the banks by selling their telegraphic transfers 
on London at a better price than that of the banks. c.ii was this 
small amount of competition that kept rates of banks lower 
than they would have been if the monopoly had been complet~ 
It seems strange that the Commonwealth Bank stood by for 
years watching this exchange business and made no real effort 
until 1931 to rectify conditions. 



THE HONOUllABLE KING O'MALLEY 

Founder of the Commonwealth Bank 
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N ud o/a1l 1 nter1Jal;onal Clearing House 
King O'Malley in December, 19140 in the House of Repre. 

acntatives urged 

• • • the Prime Minister to get into communication with 
the Treasurers of the world, other than those of the coun· 
tries with which we are quarrelling just now, and to try to 
create a great international gold-clearing house. 

The Prime Minister promised to look into the matter, but the 
.war prevented Australia from acting on this important sug· 
gestion. King O'Malley always emphasized the principle of 
clearance in banking all through from the individual bank 
to international transactions. The ideal would be for central 
banks of the world to have an international bank clearing for 
the many nations. Central banks are a step in arranging 
facilities for clearing. An international bank set above central 
banks would make clearing facilities complete.! The Bank for 
International Settlements in Switzerland might subsequently 
develop in this direction. As yet it deals mostly with repara
tion payment. but could become a great international clearing 
house. This bank opened on May 31, 1930, with a balance
sheet of 300,000,000 Swiss francs and by the end of the first 
six month. in operation the balance-sheet .howed 1,800,000,000 

Swiss francs. The various central banks of the world are 
shareholders of the bank, except in the case of the United 
States; there private banks instead of Federal Reserve Banks 
have an interest in the international bank. 

Exdange during 'he Wa,. 
When gold disappeared from circulation at the beginning 

of the war, Australian notes and subsidiary coinage became 
the currency of the Commonwealth. A proclamation on July 
140 1915, prohibited exportation of gold specie or bullion from· 

o 
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Australia, except with the consent in writing of the Common
wealth Treasurer. On January 24, 1916, the Associated Banks 
of Victoria urged the Federal Treasurer to lift the embargo 
on gold, and the Treasurer finally decided to permit a limited 
export of gold. Under the arrangement any bank which 
lodged full-weight sovereigns with the Commonwealth Trea
surer or with the Commonwealth Bank as agent for the Trea
sury, was to receive telegraphic payment in London at the 
rate of £98 for every hundred full-weight sovereigns lodged. 
The 2 per cent was1:o be kept in hand, and after all expenses. 
had been paid, the balance was to be adjusted at the Trea
surer's discretion. The intention of the Government in estab
lishing this system was that any profit that might result 
should be placed to the credit of Commonwealth revenue. 
The Commonwealth Bank 'handled these transactions and re
ceived a commission of }{ per cent for its services. Only 
three banks took advantage ~f the provision, and ",-:hen they 
had shipped £800,000, the arrangement was suspended in
definitely. ' 

With the export of gold prohibited and with gold with
drawn from internal circulation the Australian note issue be
came the chief part of the currency of ,Australia. Before the 
war banks had ~ettled their clearance debts in gold, but in 

• September, 1914, they abandoned gold and settled in Aus
tralian notes. As a result gold was no longer a restraining 
influence on the credit situation in Australia. Power to 
restrict or expand credit fell squarely on the Treasury officials. 
The Australian note issue expanded from £9,5730738 in June, 
1914, to £56.949,030 in June, 1920. It is true that some of 
this expansion was due to the displacement of gold in circula
tion. Yet retail prices rose, according to an index of the 
Commonwealth Bureau of Census and Statistics, from 100 to 
181; meanwhile wholesale prices rose front 1149 to 2480. 



ISCHANCK ON AVSTL\LIA 2II, 

The increased amount of Dote issue expressed itself in 
increased prices. 

During the war sterling was .. pegged .. to the dollar and 
so appeared to be .. pegged" with gold. Actually the dollar 
wu not always at par with gold. for in 1917 the dollar was 
at a discount with the currencies of Holland and Switzerland. 
which at the time were on a gold basis. E. C. Dyason in 
the E~onom;c R~~ort1 of February. 1928. stated that 

••. Early in 1917 it was well known that in Hong Kong 
• five dollars in American paper could be obtained for four 

dollars in American gold coin. 
Yet for the most part the dollar could be taken as equivalent 
to gold. 

Posl-W~ Ex~"lInge 

When sterling was '" unpegged .. early in 1919. the distance 
between it and currencies on the gold standard began to wideQ. 
and, as the Australian pound has always followed the English 
pound, it went in the lame direction as sterling, even though' 
Australia had plenty of gold at its disposal. 

In February, 1919, the Gold Producers Association came 
into being in Melbourne. Although export of gold was in 
general .till prohibited. the Government allowed the associa
tion to export as much gold as its members produced. When 
the association began to export gold. the depreciation of the 
currency expressed itself in a premium on that metal. 

A provision in the War Precautions Act of 1920 allowed 
the Prime Minister on behalf of the Commonwealth and in 
conjunction with the representatives of the States, to enter into 
agreements with banking corporations carrying on business in 
Australia for providing for the financial requirements of the 
States to enable them to operate any scheme~or the tran, 
ponatioD and marketing of Australian primary product!J 
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The Act also provided that the Prime Minister might give 
to those banking corporations a guarantee that the State 
Governments would repay to the banks the advances made by 
the banks to them under the agreement. This Act cleared 
the way for the formation of theweat poolVwhich after the 
war marketed Australia's primary products. The Common
wealth Bank financed these pools. 

While the inflation of the first part of 1920 was in progress 
the rate of exchange on London remained at the pre-war 
price of a premium of 17/6 per £100 on tdegraphic transfers. 
on London. When deflation commented in the second half 
of the year, the premium on sterling increased until it reached 
50/- per £100 in January, 1921. This rate continued through
out 1921. 

In November, 1920, the London Chamber of Commerce 
cabled the Chambers of Commerce in Australia requesting 
them to urge the Commonwealth Government to ~mit the 
export of gold to relieve the exchange difficulty. The Federal 
Government, however, refused to act in the matter because 

.Australian authorities did not wish to act before the United 
Kingdom. Governor Miller fdt that 

. . . t; would be suicidal for us to allow. free shipment of 
our gi;'td unless Great Britain did the sam~ 

It is not clear why free export of gQld would have been 
.. suicidal". 

Sterling ResoUrces, 1914 to 1924 
From July, 1914> to July, 1921, financial transactions had 

left a net surplus of £700,000 in London. During the follow
ing year sterling resources in London rose to £50,000,000. 
Items included in the list of factors affecting sterling balances 

, were excess of imports or exports, increase in debt raised in 
London, dividends of the B.A. W .R.A., interest on debts, and 
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service. rendered abroad. During the first six months of 1922 

sterling telegraphic transfers declined from a premium of 50/-, 
per cent to one of 17/6 per cent. By June 30. 1923, sterling 
resources had fallen to /'20,000,000. During the first six 
months of the years 1922-23 the premium on sterling slum,ped 
to 5/- per boo, and this rate held until the end of 1923. (The 
London rate on Australia started that year at a discount of 
2 per cent and ended at a discount of I per cenD At June 30. 

1924, sterling resources reached £'29,600,000. It was during 
.~ that rates of London on Australia reached their highest 
ngure in the period before the restoration of the gold standard, 
telegraphic transfers selling at ~m of 7!l~ .I.~oo. ' 
In fact there was even doubt as to whethUthe export trade 
of Australia would be financed at all until the Commonwealth 
Batlk finally announced that no difficulty would be expe
rienced in future in financing exports. 

Just as before the war the vital factor in the exchange rate 
appeared in the condition of the balances of the banks in 
London. Prohibition of the export of gold had blocked one 
means of replenishing those funds. No figures, however, are 
available depicting the state of the balances, and so the actual 
exchange rates cannot be checked by the condition of the 
banks' balances. 

Complain, 01 Higla Rsks 01 Exchange 
The Imperial Conference of 1923 appointed a committee 

headed by Sir Charles Addis to investigate the difficulties of 
the Imperial exchange. Among other things the committee 
observed that in 

• • • some cases the bank charges for buying and selling 
sterling appear to be unduly high and should be capable of 
reduction. . 
A letter to the London Times Imperial and Foreign Com-



214' AUSTRALIA'S GOVERNMENT BANK 

mercial and Engineering Supplement of July 21, 1923, com
plained of, the high rates charged by th~ssociated Bank"U>f ' 
Australia, alleging that . 

If the buying of demand drafts and the selling of cable 
transfers in London are taken, the charge of £2 plus 25/
equals £3 5s. od. per cent, and in this case the bank would 
be out of its money for the time of transit (thirty days). 
This charge is 29% per annum. The cost of remitting 
money to-day by T.T. is 25/-% while the banks charge 
5/-% on remittances from those Dominions to London 
making a charge both ways of 30/-%. Stated broadly the 
bank charge for remittances to foreign countries does not 
exceed 1/8 of 1%, 2/6 both ways, yet the combine of banks' 
controlling remittances from Australia charges 30/-%. 

The letter further claimed that a group of merchants in Lon
don, including the writer, made arrangements with merchants 
in Australia and during 1922 paid 6/- per cent instead of the 
banks' 17/6 per cent on remittances to Australia. In 1923 this 
group paid 12/6 per cent 'on remittances to Australia instead 
of 25/- per cent as charged by the banks. The letter finally 
asserted that 

It is useless to camouflage the issue by pleading the incidence 
of exchange based on daily, weekly or monthly imports or 

• exports, when for the past eight months exports and imports 
have had no bearing whatever on the charge made. 
Later, on October 15. 1923. this correspondent of the paper 

wrote that 
. • • the associated banks made the highest profits ever 
made in 1921 (£5,732,000). 
In answer to the charge of making undue profits banks 

maintained that during 1922-24 there had been a large surplus 
of exports over imports for Australia and that large balances 
had accumulated in London which could not be moved to 
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Australia without considerable premiums being charged. This 
reply did not an~ the question raised by the correspondent 
of The Times. UE did not deny that a large gap existed be
tween the buying and selli~ rates' of the banks for the same 
instrument of exchange) ~ctually banks were charging a 
high commission for business upon which they had a mono--
poly) 

Note Issue Department and Exchange 

During the existence of the Australian Notes Board from 
1920 to 1924 authorities did little to rdieve the exchange situa
tion. Apparently the board opposed extending the issue and 
lOme supporter. of the board praised it for its stand against 
inflation. but a. the board existed for the most part in a time 
of general deflation. it took no courage to stand against 
inflation. The board did give banks the right during 1922-23 

to get additional notes up to £3,000,000 and in the following 
year up to £5,000,000 to assist in financing exports. The notes 
were to be returned within a year. Banks in the meantime 
were to pay 6 per cent interest for the loan. 

When the Act of 1924 abolished the board of 1920. the new 
board created on October 10. 1924, agreed to allow advances 
up to b5,000,000 in notes. Baou agreed to lodge securities 
in Australia or in London against any notes issued to them 
and also to pay interest at the Bank of England discount rate, 
which was then 4 per cent; banks agreed to repay the notes 
before the end of August, 1925. Actually during the season 
1924-25 bank. asked for only £2,800,000. 

The Commonwealth Bank Act of 1924 contained important 
provisions affecting exchange. By giving the bank power to 
rediscount, the Act enables the bank to rediscount Australian 
bills to be paid in London and so provides a means whereby 
balance. of banks can be replenished. The Act of 1924 also 



216 AUSTRALIA'S GOVERNMENT BANK 

permitted Australian notes to be issued against adequate de
posits with the Commonwealth Bank in London. These two 
provisions are ample for taking care of Australia's external 
clearing. One permits replenishment of funds in London 
and the other does the same thing in Australia. Finally, on 
December 2, 1931, the. Commonwealth Bank announced that 
it would in future set the rate of exchange on London. 
ResponsiblIity in this matter now rests squarely with the Com
monwealth Bank. 

Exchange Pools-for Wheat and Wool Exports 

In October, 1924, the Chairman of the Associated Banks 
announced that the Commonwealth Bank and the Associated 
Banks had agreed for a partial pooling of the wheat and wool 
exchange. The basis of the pool was that each bank, includ
ing the Commonwealth Bank, would be permitted a quota 
that allowed for the varying incidence of the busines.s of the 
several banks. The pool operated through the medium of the 
Commonwealth Bank, which might buy London securities 
from any bank that had bought wool or wheat bills in excess 
of its quota and sell London securities to a bank that did 
not reach its quota, adjustments being made fortnightly. The 
pool was originally formed to meet difficulties with ,the ex
change. It continued after the return of Australia to the 
gold standard, although three banks withdrew after the rust 
year. In the years beginning with October the pool tran
sacted in 1924-25 £88,961,000 in exchange, while the corre
sponding business in 1926-27 was £52,465,000. Each bank in 
the pool dealt directly with its own customers in discounting 
their export bills for wheat and wool. All bills went into 
the pool, and the distribution to each bank for realization in 
London was in proportion to its resources. At present a pool 
exists for wheat in each of the States. There are five banks 
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in this arrangement, including the Commonwealth Bank. 
Adjustments are made weekly on a basis similar to those 
of the pool that was in force throughout the Common
wealth. 

During 1914-1924 Australia borrowed £130,000,000 in 
London. Borrowing was an important factor in enhancing the 
exchange difficulties previous to England's return to gold in 
1925. The Commonwealth and State Governments agreed 
late in 1924 to limit their borrowing in London. The Com

'monwealth and States other than Victoria and South Australia 
agreed not to issue loans overseas in 1924-25, except for con
version purposes, for amounts exceeding the payments to be 
made by them overseas. Victoria agreed not to raise overseas 
more than £2,175,000 in excess of its payments abroad. South 
Australia proposed to raise overseas not more than £600,000 
in excess of its payments abroad. 

Gold Imports 01 Australia. 1924-25 
While rates of exchange of Australia on London during 

the Australian summer of 1924-25 remained at their high level, 
sterling was rapidly returning to par in dollar exchange. Aus
tralian banks, however, did not adjust their sterling rates 
accordingly. ~ a result, during that summer the Australian 
pound was far above the gold import pointl It became feasible 
to purchase dollars and ship gold ~m ~ United States to 
Australia as a means of payment. (."In Australia under Mint 
Regulations payment for gold was made by cheque upon 
assay of the gold) Hence Australian bankers and arbitra
geur. arranged st7pments of gold to Australia. The large 
deposits of gold taxed the capacity of the branches of the 
Mint and shipper. found that they could no longer rely upon 
obtaining prompt payment despite the regulation. In re
sponiC, however, to representations of shippers who had gold 
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assignments actually afloat or arranged for the Mint paid out 
sovereigns without delay in respect to all gold ship~ents 
dispatched by March 23, 1925. 901d ,arriving by subsequent 
shipment was paid'. for in sovereigns that were issued as it 
was possible to coin them, but as the delay, which was an 
indefinite one, might have involved serious loss of interest the 
gold movement to Australia ceased. Between December, 
1924, and the return of Australia to the gold standard in 1925 
Australian banks had imported from the United States and 
South Africa £10,500,000 of gold. With this influx of gold' 
the Commonwealth Treasurer, Dr. Earle Page, authorized in 
February, 1925, the banks to export gold up to the amOlJnt 
i~rted from January J, 1925. 

Shipments of gold froni New York and South Africa 
aSSlS 'ed the return of Australia to the gold standard) At the 
same time the decline in the price of wool and the tendency 
of Australians to hold their commodities in the Common
wealth in anticipation of higher prices later helped to diminish 
the funds in London. When the prohibition of the free export 
of gold was abolished in ~ril, !2!51 gold once more could 
be used to replenish the barances of the banks in London. 
With free export of gold restored there was no longer any 
need for the Gold Producers Association and the organization 
almost immediately went into liqUidation. 

Banks Agree to ~llow Foreign Banks 
to Open Accounts in Commonwealth 

In September, 1928, a new development occurred in Aus
tralian banking circles. Australian banks, including the Com
monwealth Bank, agreed to ~yow overseas banks to operate 
within the Commonwealth Ml--open accounts from Septem
ber 29, 1928. Apparently the Commonwealth Bank had ~e 
final decision in the matter, for several banks opposed thiS . 
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action. Referring to this decision of the banks the Sydney 
Morning HmuJ on October 6,1928, remarked that 

Eighteen years ago Australian banks closed accounts of 
foreign banks in their books. To-day accounts for foreign 
banks are being reopened. The process which led to .the 
reopening of these accounts is so far obscure. It is known 
that of recent years emissaries of the United States banks, 
and of Canadian banks have on various occasions visited 
Australia for the purpose of ascertaining whether branches 
could be opened. It is a fair inference that the opening of 
accounts is the first step on the way to the opening of 
branches of foreign bankS in Australia. 
/kates of exchange between London and Australia and 
~rate of interest on fixed d~sits are arranged by agree
ment of the Australian banky United States banks which 
would open here would make a strong bid not only to con
trol the exchange business with the United States, but also 
would seck a large portion of the exchange with London 
and probably with the East. ••• In the case of the United 
States it will be seen that the value of imports from that 
country exceeded the value of exports by £22,815,183 in 
19l7-l8. By means of exports the United States banks could 
transfc;r payment for an equal amount of imports into Aus
tralia. Payment for the excess £22,815,183 of imports above 
exports would be transferred by those banks by way of 
London. They would buy export bills on London for the 
purpose and would make a rate to undercut the Australian 
banks. United States banks have now a strong footing in 
the Far East. They could compete with the Australian 
banks for the financing of the Australian trade with the 
East. Settlement for the payment of excess of imports over 
exports would again be made by buying export bills on 
London. 
Before the decision of the banks to allow foreign banks to 

open accounts could bear fruit, the depression overtook the 



220 AUSTRALIA'S GOVEllNMENT BANK 

world. Banks abroad had enough troubles at home to keep 
them occupied and could not devote time to establishing 
branches in Australia. 

Exchange Problems of the Depression 

With the appearance of the depression throughout the 
world in 1929 exchange once more became a problem for 
Australian banking. The fall in ,Australian export prices 
since 1928 had by October, 1930, been particularly severe, for 
although general prices in all countries had fallen in this 
period from 12 to 20 per cent, the prices of wheat, wool, and 

, the base metals had declined over 50 per cent. As these com
modities make up over 70 per cent of Australian exports, the 
decrease in the monetary value of goods shipped from Aus
tralia became serious for the Commonwealth. During 1929-30 
exports totalled only £97>378,299 compared with £140,923,932 
in the previous year. Exports in 1924-25 had reached 
£159,9B7,124. The exchange in 1929-30 was under a strain. 
The balance of payments required £70,000,000 from Aus
tralia. During the year the Commonwealth shipped 
£28,000,000 of gold to London, covered the rest by short 
term loans in London, while as the exchange was unfavour
able funds were kept in Australia and this fact helped to 
decrease demands for sterling. 

In order that the gold holdings of Australia might be 
mobilized, Sir Robert Gibson, Chairman of the Common
wealth Bank Board, wrote in October, 1929, to the Common
wealth Treasurer, E. G. Theodore, asking for the passage of 
a Bill that would give the Commonwealth Bank power to 
control all gold in Australia by whomsoever held. Sir Robert 
Gibson stated that such action would not prevent export of 
gold. The Commonwealth Government passed a Bill adopt
ing the proposal 
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In the note to the Commonwealth Treasurer the Chairman 
of the Commonwealth Bank Board stated that 

My Board is of the opinion that the last resource which 
should be adopted would be any course which meant even 
temporary departure from the operation of the gold standard 
on tbe part of Australia. 

Like many public utterances declaring that a certain action 
should be the last thing done the statement of Sir Robert 
Gibson was shordy followed by Australia's departure from the 

• gold standard. The Australian pound began to sell at a dis
count with sterling. Sdling rates on tdegraphic tr~s£ers 
increased on London from a premium of 35/- per cent on 
October 10 to 42/6 per cent on December 18, 1929. The rate 
increased on January 27, 1930, to 52/6 and on February 17 
to 62/6. Finally on March 14 it reached 130/- per cent. 

After June 30, 1930, the exchange problem was further 
aggravated by the refusal of English investment interests to 
grant further loans to Australia unless that country placed its 
financial house in order. Since 1922 Australia had borrowed 
about £35.000,000 annually, and this sum was about sufficient 

\ to offset interest payments overseas. With loans cut off, how
ever, the payment of interest overseas had to be provided 
in some other way. The Scullin Government passed a pro
hibitive tariff during 1929"30 that provided for a favourable 
balance of payments by drastically cutting imports, and so 
making a surplus of exports over imports to meet interest 
requirements abroad. 

On July 21, 1930, the Loan Council and the banks, includ
ing the Commonwealth Bank, agreed to find exchange for 
governmental interest requirements overseas before taking care 
of other exchange business. The exchange pool between the 
Government and the banks provided that the Government 
was to have a first claim on credits in London to the amount 
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of £3,000,000 per month at the current rate of exchange; the 
balance would then be available for imports. This measure 
was a temporary means of meeting the crisis. Such an 
arrangement for its success depends upon the banks having 
complete control. of exports, and the· rationing of overseas 
credits for importers. The Minister of Trade could achieve 
control of exports, but in this case he did not attempt such 
action. This effort to meet exchange difficulties did not halt 
the decline in the incomes of the people. With national 
income still falling Government revenues continued to decline. ' 
Concerning the pool Commonwealth Treasurer Theodore on 
April 15, 1931, .«:xplained in the House that 

Under the exchange pool arrangements the Commonwealth 
pays to the pool the actual cost of purchasing London cover 
plus 7/6 per cent for bank .. charge. In March, the total 
remittances by the Commonwealth were £3,274,405, and 
the cost of exchange was £30 7s. 6d. per cent, or a. total of 
£994,601. Of this ~ount, 7/6 per cent, or £12,279, repre
sented the bank charges and the balance of £982,322 would 
go to the benefit of exporters. There was a refund from the 
pool of £67,375 in respect of transactions prior to March, 
and the net cost _of exchange. to the Commonwealth in 
March was £927,226. 

The exchange rate remained at the rate of March 14, 1930, 
until October 9, 1930, when it rose to £9 per cent. The 
Australian pound during this time was overvalued and there 
grew up a large market in exchange outside the banks. The 
rate in this market was generally higher than that offered by 
the banks, but at times it ·was almost impossible to obtain 
exchange from the banks. The demand for English pounds 
became so great that under pressure from the Bank of New 
South Wales banks increased the rate on London on January 
17 to £1l5 lOS. od. and on January 29, 1931, to £130 lOS. od. 
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The Australasian Insurance and Banking Record of February, 
1931, commented on the rate of January 29 that 

Thil was followed by a movement in the outside market to 
.till higher rates, as high as £139 being touched, but a reac-. 
tion has since taken place, and outside rates have come down 
to approximately the same level as those of the banks, which 
lately have been obtaining export bills more freely. 
Since the early part of 1931 the business of the outside 

market in exchange has decreased. 
The decreased national income and the tariff reduced im

ports in 1930031 to £60,959,633 while exports were £75,857,000. 
Bullion to the extent of £13,047,000 was shipped during the 
year. These figures together with a moratorium on the Aus
tralian war debt to Britain practically balanced Australia's 
accounts for the year. The exchange on London remained at 
the 130 mark until the end of 1931. 

During the first half of 1931-32 the surplus of exports over 
import. continued and the exchange situation was further in
volved by the departure on September 21, 1931, of Great 
Britain from the gold standard. As the English pound fell, 
the margin between the Australian pound and sterling con
tinued to be the same as before. The problem arose as to 
whether the Australian pound should not appreciate in terms 
of sterling. Banks, however, decided to adjust the Australian 
pound according to the condition of their London balances 
rather than according to its purchasing power in gold. It 
was felt that as Australian exchange was mostly sterling ex
change the position in London was the index to Australian 
exchange. With the surplus of exports over imports mounting 
the demand for Australian pounds became so great that a fall 
in the premium on sterling was imminent. Banks, however, 
did not want to take any loss that might accrue from any fall 
in the rate. They wanted the Commonwealth Bank to bear 
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any loss involved. It might be mentioned in this connection 
that while exchange had risen banks made no suggestion that 
the Commonwealth Bank should bear any profit from these 
transactions. 

Commonwealth Bank Takes Control 
of Exchange Rate 

After prolonged discussion the Commonwealth Bank on 
I December 2, 1931, announced that in future it would accept 
the responsibility of fixing the rate of exchange on sterling •• 
The Commonwealth Bank agreed to p~chase the surplus 
funds of the trading banks in London. ~very Friday' even
ing after all the banks in Australia have closed the Common
wealth Bank announces its rate on sterling) If necessary the 
bank will state rates at any time that it sees fit to do so. On 
December 2, 1931, the Commonwealth Bank set the rate on 
London at £125 for buying and £125 lOS. od. for selling 
telegraphic transfers. . 

Owing to inability to reach an agreement with banks and 
between banks, the Commonwealth Bank was forced to take 
charge of the exchange rate. Having moved in this direction 
the federal bank went a step further on January 7, 1932, by 
stating that with the usual announcements on exchange a price 
on forward exchange would appear. On that date forward 
exchange for fourteen days was at current rates and that for 
fifteen to twenty-eight days would be 5/- per cent less than 
current rates. The Commonwealth Bank Board explained 
that the object of providing forward exchange was to meet the 
convenience of buyers of Australian exports, principally wool 
and wheat buyers. Being forced into controlling exchange 
with London the Commonwealth Bank naturally took the 
next step and offered forward exch¥fge. There is little forward 
exchange business in Australia. ~rward exchange exists in 
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sterling quotations on the d~llar to the extent of three month~ 
The most important use of this monetary practice occurs in the 
silver trade of the OrienL 

In 1931-,P the balance of bullion, commodity, and specie 
shipments amounted in Australia's favour to £40,193,000. 
With imports for two years reduced to an absolute minimum 
stocks were 10 low that during the first half of 1932-33 imports 
began to rise. The exchange rate of December 2, 1931, in spite 
of efforts to obtain a higher rate, remained in force. 

With the exchange in the hands of the Commonwealth Bank 
the question of political interference arose. Certain sectional 
interests began to work for rates that would in their opinion be 
valuable to them rather than to the community as a whole. In 
a reassuring statement at the Premiers' Conference at Can
berra in April, 19320 the Prime Minister, Joseph Lyons, said 

The Government very strongly holds the view that the rate 
of exchange should not be a matter controlled by Govern
ments, nor should Governments be entided to dictate to 
those who are controlling exchange what the rate should be. 
Were such a position allowed to grow up, the exchange 
would be governed by political and not by economic consi
derations, and the result would inevitably be disaster to the 
country. 

Effects 01 Changing Exchange 'RIlles 
In general exporters favour a high and importers a low rate 

of exchange. Some of the banks have in the past lent ~oney 
freely to primary producers and in certain cases find that they 
can make bad debts good, if farmers receive a high value in 
Australian pounds for their products. The gain in this case 
finally goes to the banks. Some people claim that as Australia's 
prosperity depends on high prices for her exports a high rate of 
exchange is a national asset to the Commonwealth. This view 
points out that with exporters receiving higher incomes the 

• 
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Government collects greater tax receipts from them and their 
customers. It is further maintained that even customers of 
importers have in many cases higher incomes. 

High rates of exchange increase the cost of transmitting 
interest overseas. The 130 rate of exchange increased the 
interest burden of Australia by about £10,000,000 annually. 
On September 16, 1932, the Melbourne Herald reported the 
Prime Minister, Joseph Lyons, as stating that the gold interest 
paid by Australian Governments to the United States during 
1931-32 was £2,373,242, whil~ the cost in Australian money 
Was '£3,758,864. ,The principal of the overseas debt likewise 
becomes a heavier burden under the higher rate of exch'ange. 

If the monetary unit of a country is overvalued, then a high 
rate of exchange will give permanent benefit to the people, but 
if the monetary unit is not overval\led any advantage obtained 
from a high rate of exchange is temporary, for forces of infla
tion immediately set about to restore the discrepancy of the 
internal with the external price level. Before the adjustment 
is completed, the high rate of exchange/will give exporters a 
higher purchasing power internally, if the effective demand for 
the commodities exported is elastic. A high rate of exchange 
will keep the extra-marginal producer of the lower rate of 
exchange in business. If the demand for the export is elastic, 
then the product of the former extra-marginal producer will 
not affect materially the world price of the commodity. On the 
other hand, if the effective demand for the product is inelastic, 
then the commodity of this former extra-marginal producer will 
add to the surplus already on the market and the gold price of 
the commodity will fall, for it is the marginal producer on no 
rent land who sets the price of commodities. 

As Australia.n exports are products in many cases in which 
the effective demand is to a large extent inelastic, the high rate 
of exchange. causes additions to the world surplus of these 
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commodities and so must necessarily lower the gold prices of 
these utilities. Wheat in the latter part of 1932 hit the lowest 
gold price for many years in the world's markets. If the descent 
of the price of a commodity is sharp, then it may well happen 
that the increase in local price through a higher rate of exchange 
is more than counterbalanced by the subsequent fall in the 
world price of the commodity. 

A bounty in this matter has the same effect as an abnormally 
high rate of exchange. Bounties also tend to aid uneconomic 

• production. With commodities that have an inelastic effective 
demand bounties produce low gold prices. Any action that 
lowed gold or world prices merely retards the return to more 
normal economic conditions. 

As there is no free market in gold in Australia, the price of 
that metal does not actually measure the exact depreciation of 
Australian currency in terms of the former position with gold. 
The price of gold, however, has risen in Australia during the 
depression and does show approximately the depreciation of 
the Australian pound. The price of gold showed a premium 
of 78 per cent in January, 1932. At th~:mddle of October, 
1932, the premium was 73.68 per cent. ~nlike the period of 
the war and post-war the depression has not c~sed authorities 
in Australia to prohibit the exportation of gol'!:J~old can still 
be exported from Australia with the permiSSion of the Com-
monwealth TreasureD 

The future of the exchange rate should be governed by the 
condition of the London balances of the banks. Banks should 
make known the exact position of these balances from time to 
time so that the exchange rates may be adjusted intelligently. 
The correctness of the rate can be checked by observing develop
ments in the informal market for exchange that exists outside of 
the banks. 

As the Australian monetary unit is tied to lterlin: throu,b 
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the balances in London,(i'ny marked fluctuations in sterling 
prices must affect Australia') Consequendy it is important to 
Australia for price levds in ~gland to be stable. As there has 
been a tendency to tie other currencies to sterling, the signifi
cance of a stable price levd in Great Britain is becoming much 
greater. 

The question of establishing the Australian pound in terms 
of gold will have to wait for its solution until world prices of 
international goods show some sign of stability, which can be 
hastened by the scientific use of the exchange rates by various. 
nations. Australia can do its part in this matter by taking the 
above steps. 



CHAPTER ELEVEN 

THE BANK AND THE DEPRESSION 

A USTRALIA was one of the first countries to suffer from. 
the depression. For two years before the great decline in 

• price. on Wall Street parts of Australia had suffered froni 
drought. When to the effects of the drought the world depre~ 
sion in 1929 added the burden of low prices for Australia's 
exports, the lJ.>~ition of the Commonwealth became most critical 
financially. LWool declined in price from an index of 100 in 
January, 1926, to 55 in June, 1930, while during the same time~ 
wheat feU from 100 to 79> 

The result of the decline in world prices found expression in 
a marked decrease in the monetary value of Australia's exports, 
which fell from ,lI62,030,159 in 1924-25 to ,lI25,127,ooo in 
1929-3°. Imports during the same period decreased from 
£157,143,000 to ,lI29,546,000. Wholesale prices with an index 
of 1,000 in 1911 were 1,822 in 1929 and in the last quarter of 
1930 declined to 1,582. The net profits of five leading pastoral 
companies feU from ,lI.121>517 in 1927-28 to £453,099 in 
1929-3°. The value of the output of manufactures in Australia 
declined from £420,445,288 in 1928-29 to £29°,798,564 in 
1930-31. Unemployed among 392 unions in the Common
wealth was 39,159 in the first quarter of 1929 and 122,34° in the 
third quarter of 1932. State and Federal Governments showed 
deficits totalling ,lIO,OSM8S in 1929-30 and £25,389.~ in 
1930-31• 

External CQuses 01 AustraliA's Difficulties 

Causes of Australia', depression were partly external and 

229 



230 AUSTllALIA'S GOVERNMENT BANK 

partly internal. The external causes expressed themselves in 
the lowered world prices of commodities, in which Australia's 
exports particularly suffered. Tariffs have blocked trade 
throughout the world. The burden of war debts and the 
difficulty of finding means of payment tended to create 
economic instability. Yet it must be remembered that war 
debts are only one factor among many causing the depression. 
The fact that the Hoover Moratorium made no appreciable 
improvement in world conditions showed that the trouble was 
only in part due to war debts. • 

The continued deflation in Britain after that country's 
return to the gold standard in 1925 aggravated the situation in 
Australia on account of tbe latter country's close connection 
with British price levels. A stable price level in Britain is 
essential to Australia, for the Australian pound is on the 
excpange standard with sterling and reflects fluctuations in the 
purchasing power in the latter currency. 

The unsatisfactory condition of the monetary system is the 
most important cause of the depression. Money was first 
introduced to facilitate exchange of goods. As soon as it does 
not perform this service, the monetary system needs to be 
overhauled. Current troubles 9f money arise directly from 
banking policy. 

R. G. Hawtrey in Trade Depression and the Way Out 
observes that the most characteristic symptom of a trade 
depression is a shortage of demand. As Hawtrey states, 
"demand comes from people's incomes and incomes are de
rived from production". If production is enhanced, people's 
incomes are increased. Banks largely finance production by 
making advances to producers, but banks, as Hawtrey states, 
have the power to " create money out of nothing ", and so the 
amount of credit in the community depends upon banking 
policy. A programme of restriction by banks must result in 
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coniumers' incomes being depleted. On the other hand, if 
banks are expanding eredit operations, consumers benefit· by 
receiving larger monetary incomes. The larger income of the 
consumer expresses itself in a greater demand for goods. The 
producer seeing this condition will plan greater output, but in 
most eases this increase can only be obtained with the co
operation of banks granting producers further credits. If 
banks will not grant further sums for fear of endangering 
their reserves, then the wheels of production receive a brake. 
It is through the release and pressure of the brake of credit 
on production that banks control production. A national 
banking policy aiming at price stabilization and human wel
fare rather than a private banking system working largely on 
the profit motive would result in a more constant flow of 
incomes to consumers, leading to more stable demand. 

During the war men left productive pursuits to take up 
arms. Women and machinery took their places. At the con
clusion of the war the world found itself with a surplus of 
labour in the productive fields of the time. The solution of 
this difficulty docs not lie in the abolition of machine work 
and in displacing women from industry but rather in diver
sified industries and shorter hours. 

Selfishness and greed arc another cause of the depression. 
The war has left the world with a feeling of distrust of our 
neighbours. The idea has gained currency that a nation's 
welfare can best be provided by doing something at the 
expense of other nations. Hence the increase in tarills 
throughout the world. The same spirit has found itself in 
business within nations. Individual as well as national greed 
has been prevalent since the war. Lack of social education 
and economic knowledge has led many people to embark on 
unwise projects. Production should be fundamentally for 
consumption rather than merely for private profit. 
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High rates of interest were another cause of the depression. 
These charges made in many cases a burden that was too 
heavy for individuals and groups to bear and were too great 
an item in costs of production. 

Internal Causes of Australia's Difficulties 

In Australia these world wide forces were working, but 
they were supplemented by other unsound economic and 
social tendencies locally. For eight years ending June 30, 
1930, Australia had been borrowing about £3,000,000 annu
ally abroad. This borrowed money just about met interest 
requirements on the overseas debt and kept about 5 per cent 
of the population of Australia. in employment. By June 30, 
1930, the public debt of Australia had passed the billion pound 
mark. The great amount of borrowing found expression in 
reckless expenditures on the part of governments. Public 
bodies have spent large sums on railways that show -no sign 
of returning even costs of operation for many years to come. 
The Federal capital was an unwarranted expense. Further
more, war and other pensions are a large item in Common
wealth expenditure. These factors and others make expenses 
of government in Australia too high. There are too many 
governments in Australia. It would be better if the w~ole 
system of government was unified with one Commonwealth 
government together with local bodies. for purely local mat
ters. There should be only one Governor for the whole of 
Australia as is true of Canada to-day. Economy forced West
ern Australia and Victoria to do without State Governors 
during the depression and this item of expense might well be 
removed in the future. The result of the reckless expenditure 
on the part of Australian governments was that nearly all 
governments experienced deficits during the three years end
ing June 30 , 1930. 
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Sir Otto Niemeyer in 1930 listed labour and industry as less 
productive in Australia than in England and America, but 
distance from world markets i. a more important factor in 
Australia', trade. Furthermore, the marketing of Australia's 
produce has not been efficient. Overseas buyers have made 
many complaints about the packing and shipments of Aus.
tralia'. products. Australians would do well to study the 
method. of Californians in packing, shipping, and advertising 
their fruits. 

Australia has been far too dependent upon wheat and wool 
for h,r prosperity. If these commodities sell at reduced prices, 
the Commonwealth has little else upon which to rely. 

A. about 5 per cent of the population of the Commonwealth 
had lived on borrowed money, the abrupt cessation of overseas 
loans on June 30, 1930, brought unemployment to many 
worker. at the worst possible moment and so removed them 
to a large atent from being buyers in markets that were 
already depressed. 

Another cause of Australia'. difficulties lay in the lack of 
any well-defined monetary policy on the part of the Common
wealth Bank Board. The Commonwealth Bank is not yet 
the agency for Australia', welfare that it might be. <!! has no 
research department and did not employ an economist before 
the appointment of Professor Melville in 1930~ The result of 
thi, lack of interest in research has shown itself in the absence 
of any clear monetary policy by the Commonwealth Bank 
Board. Up to date the bank has insisted on governments 
balancing their budgets but has not approached the problem 
of a wider distribution of purchasing power among the public, 
other than working for lower rates of interest on all forms of 
loans. 

Under the leadership of A. C. Davidson, the Bank of New 
South Wales has set up an active research department. ~rQo 
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fessorEdward Shann of the University of Western Australia 
established the d~artment in 1931 and has collected valuable 
data for the bank. He also laid the foundation for a valuable 
bank library wi well sdected volumes. The department 
studies prices of many commodities and watches trends of 
various banking items. The Bank of New South Wales is 
acting wisdy in encouraging its staff to study econoInics. A 
research department is of paramount importance in a national 
bank. The day has passed when banking could be success
fully operated simply along the lines of accounting. A bank 
to-day must follow closely econoInic trends with their rffect 
on human welfare. 

In Australia it is particulary true that the best men and 
women are too modest and allow themsdves to be thrust aside 
in the march of business advancement by more blatant but less 
able competitors. The best Australians do not assert them
sdves enough. By this excessive modesty they not only deprive 
themsdves of their deserts but also rob the nation of their best 
services. 

Labour Returned to Power in I929 

When, as a result of the dection of October, 1929, the 
Scullin Labour Government assumed office in the Common
wealth, it became heir to all the extravagances of previous 
governments and as well faced a world wide depression. ~. 
a first step, the new government enacted legislation giving the 
Commonwealth Bank power to control the gold of the 
country) The Labour Government further econoInizcd by 
suspc;n~ng co~pulsory military training in Australia. 

Visit of Sir Otto Niemeyer to "Australia 

The presence of Sir Otto Niemeyer in Australia in 1930 
arose out of discussions between the Commonwealth's advisers 



Mil. A. C. DAVIDSON 

General Manager Bank of New South Wales 



nIE lANK AND niB DEPlU!SSION 235 
in London and authorities of the Bank of England on Au. 
tralia'. overseas financial obligations. 

The Bank of England wanted to ~nd someone to Australia 
to investigate and the Australian Government said that it 
would wekome the visit of a representative of the Bank of 
England. The Commonwealth Government further expressed 
the desire to confer with the representative of the Bank of 
England on the whole financial situation of the Common
wealth. Consequently, Sir Otto Niemeyer came to Australia. 

While in Melbourne in August, 1930, Sir Otto Niemeyer 
reviewed economic conditions in Australia. He referred to 
the increasing governmental deficits and the maturing loans 
that had to be met internally in the next two years. He spoke 
of .hrinking lavings deposits, declining exports, and the fall
ing yield of ~xation. He reminded Australians that their 
public credit had reached a low ebb, that it was even lower 
than that of some protectorates. Sir Otto Niemeyer referred 
to the increasing gap between Australian wholesale prices and 
those of the rest of the world. Furthermore, Sir Otto 
Niemeyer saw no immediate improvement in the price of 
wheat and claimed that 

Increasing tariffs prejudice the primary producer; rising 
exchange rates prejudice the whole fabric of national finance. 

Then he spoke of another factor in Australia'. position: 

There is also evidence to show that the standard of living 
in Australia has reached a point which is economically 
beyond the ca~acity of the' country to bear without consi
derable reducuon of costs resulting in increased per capita 
output. 

Finally in a warning to Australians Sir Otto Niemeyer told 
them that 

By a series of accidents, chiefly the liberality of lenders and 
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accidental high prices for Australian exports, Australia has 
so far been able to remain aside from the general trend of 
world conditions, and so maintain a standard of costs which 
the rest of the world has long since found to be impossible. 

On the favourable side Sir Otto Niemeyer said that with 
no external maturing securities in 1930 and 1931 Australia had 
two years to put her house in order. He also called attention 
to the fact that Australian stocks had had for years under 
the Colonial Stock Act a privileged position in London as 
trustee securities. Sir Otto Niemeyer also stated that a 
general desire existed in England to assist a Dominion.and 
he spoke of the co-operation between the Bank of England and 
the Commonwealth Bank as a favourable factor in Australia's 
position. 

Sir Otto Niemeyer advised Australians to reduce costs of 
governments, balance governmental budgets, and cut costs of 
private industry. He felt that it might be necessary to cut 
wages as an item in costs. 

Australian governments did nothing definite after the con
ference with Sir Otto Niemeyer in Melbourne in August, 
1930. Labour Governments looked with disfavour on any 
plan that called for lower wages and curtailed government 
expenditures, many of which involved social welfare measures. 
The election of J. T. Lang to the Premiership of New South 
Wales in November, 1930, on a platform that opposed the 
suggestions of Sir Otto Niemeyer added to the difficulties in 
the way of government retrenchment. And so the govern
ments of the Commonwealth merely drifted financially. 

Banks Wam Governments to Economize 
On December 19, 1930, banks warned governments that 

they should cut costs and balance their budgets if they desired 
further aid from banks. In the eighteen months from June 30 , 
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1929, to December 31, 1930, advances by banks to Australian 
governments plus Treasury bills rose from £5,500,000 to 
£53,000,000. 

F~deral Arbitratio" Cou,' Orders Reductio" in Wages 
In January, 1931, the Federal Arbitration Court ordered a 

wage reduction of 10 per cent in twenty-eight industries 
governed by Federal awards. This act was the first major 
move on the part of arbitration authorities in Australia towards 
lower wages. Financial conditions, however, continued to 

• drift and on January 27, 1931, Commonwealth 5 per cent bonds 
in LQndon were selling for just under £75, while simil,ar bonds 
of South Africa and New Zealand sold for £101 and £99 re
spectively. At the end of January the rate of exchange on 
London increased to £130 Australian for £100 English. 

(file La"g PIII~ 
In February, 1931, at a Premiers' Conference at Canberra, 

Premier Jack Lang of New South Wales brought forward a 
plan that became the storm centre of Australian politics. He 
proposed: 

I. That the Governments of Australia decide not to pay any 
further interest to British bondholders until Britain has 
dealt with the Australian overseas debts in the same 
manner as she settled her own foreign debt with America. 

2. That in Australia on all Government borrowings interest 
be reduced to 3 per cent. 

3. That immediate steps be taken by the Commonwealth 
Government to abandon the gold standard of currency 
and set up in its place a currency based upon the wealth. 
of Australia, to be termed the goods standard. 

Supporters of the Lang Plan were rather vague on the details 
of the .. goods standard" that was to displace the gold 
standard. 
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The Lang Plan confused Australia's external debt with the 
British war debt to America. Australia's war debt to Britain 
was at the time that Premier Lang produced his plan only 
£82,000,000. At June 30, 1931, Australia's external debt was 
£600,000,000. Most of the external debt of Australia is money 
borrowed for developmental works in the Commonwealth. 
By far the greater portion of Australia's external debt corre
sponds to the British debts in America for productive purposes 
and this debt was floated on the New York market at 5}{ per 
cent, not the 3}{ per cent of the British war debt to America. • 

Premier Lang did not wait for the Commonwealth Govern
ment to accept his plan. He announced that the Sta"e of 
New South Wales would not pay interest due on State bonds 
in London on April I, 1931. At that time he stated that he 
wo1,lld coiltinue to pay interest on the State's bonds in New 
York, for he said that default in America would bring about 

-international complications. Referring to the situation in 
New South Wales, James Scullin, Prime Minister, stated in 
the House of Representatives on April 15, 1931, that 

The State (New South Wales) declined to pay interest 
due on the 1St of April, 1931, to bondholders in Great 
Britain on a loan of 3 per cent of £I2,.po,II3 8s. 6d., and 
a 5 per cent loan of £21,715,000, the total of which was 
£729,159 lIS. :'ld. The Commonwealth arranged for the 
payment of this interest on the due date and is taking action 
to recover the moneys from New South Wales. The State 
arranged payment of interest due on April 1st, 1931, to 
bondholders in New Yark of a 5 per cent loan of £4,990,034, 
It failed to pay interest amounting to £435,756 18s. 5d. due 
on March 15th and April 1St to the Commonwealth on loans 
made by the Commonwealth. to it. It is understood tha.t 
since the IStof April, 1931, the State has paid interest amount
ing to approximately £29,000 on loans raised by it in Aus
tralia and taken over by the Commonwealth. As regards 
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interest falling due in the future, the State has not advised 
the Commonwealth of its intentions, but a bill has been 
introduced into the New SOuth Wales Parliament, i"ter 
tdia, that interest payable by the State in Australia be reduced 
to 3 per cent. 

The interest reduction Bill did not pass the Legislative Coun
cil One of the loans on which Premier Lang defaulted bore 
the same rate, namely, 3 per cent, as that arranged for in the 
British war debt agreement with America. 

• Premier Lang continued to default on overseas interest pay
ments throughout his term of office. In January, 1932, he 
annoenced hi. inability to meet State interest payments in 
New York. The 1957 loan of 5 per cent raised in New York 
actually bore Premier Lang's signature as Treasurer of New 
South Wales. Under the Financial Agreement Act of 1928, 
however, the Commonwealth Government became financially 
responsible for these overseas loans and the Federal Govern
ment paid the interest due from New South Wales. The 
Commonwealth Government then instituted legal proceedings 
to recover the money from the State. 

Sir Rober, Gibson Wtl'~S Governments 

On April 2, 1931, Sir Robert Gibson, Chairman of the 
Commonwealth Bank Board, warned Commonwealth Trea
suru Theodore that the bank was about at its limit in giving 
financial assistance to governments. ~ir Robert Gibson gave 
the total finance under all heads provided by the Common
wealth Bank for governments and public bodies at April 2~ 
1931, as /'130,295,000, including /'16,215,000 Treasury bills in
Australia and /'25,125,000 in London upon Treasury bills and 
debenture~ On April 17, 1931, Commonwealth Treasurer 
Theodore1'nnounced to the House of Representatives that the 
Commonwealth Bank would advance no more funds to the 
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Labour Government. The Government already had an over- \ 
draft of £25,000,000 in Australia and £25,125,000 in London. 
In the same month, however, Great Britain granted Australia 
a two-year moratorium on Australia's war debt sinking fund, 
giving Australia a reduction of £1,600,000 annually in overseas 
payments. At that time the debt outstanding was £82,000,000. 
Furthermore, the price of wool in Australia per average bale 
rose from £9 5s. 3d. in January, 1931, to £15 in May of the 
same year. 

Premiers' Plan of I93I 

In June, 1931, the Premiers' Conference formulated c pro
gramme to meet the financial situation. The Premiers' Plan 
of 1931 proposed: ~ 

(0) A reduction of 20 per cent in all adjustable govern
mental expenditure, as compared with the year ending 
June 30, 1930, including all emoluments, wages, salaries, 
and pensions paid by governments, whethet fixed by 
statue or otherwise, such reduction to be equitably 
effected. 

(b) Conversion of the internal debts of the governments 
on the basis of a 22 ~ per cent reduction of interest. 

( c) Securing of additional revenue by taxation, both Com
monwealth and State. 

( d) Reduction of bank and savings bank rates of interest 
on deposits and advances. 

( e) Relief in respect of private mortgages. 

Under the Premiers' Plan deficits of various governments in 
Australia for 1931-32 were to be limited to a total of 
£14,650,000; under the Hoover Moratorium this figure was 
revised to £12,220,000. The Premiers' Plan arranged for 
Australian governments to balance their budgets by 1933-34. 

The Hoover Moratorium saved Australia £4,028,000 for the 
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year. On August 16. 1931. Sir Robert Gibson supported the 
Premiers' Plan on the radio and in the same month Australia 
converted its internal governmental debt to 4 per cent interest. 

The banks announced on September 17. 1931, that they had 
reduced interest ratCI for advances, representing an average 
of I per cent and that they were taking up Treasury bills at ' 
a discount reduction from 6 to 4 per cent, but they stated 
that they could not $Ce their way clear to grant £16,000,000 
requested by the Premiers for governmental expenditures . 

• Bank. offered to provide £3,000,000 for the wheat bounty. 
They claimed that £2,250,000, or a smaller amount, together 
with-the money already provided by the Commonwealth Bank 
would enable governments to finance until December 31 such 
public work. then in progress as were considered necessary and 
productive. Bank. further announced that 

The States are to ascertain the amounts actually required 
by them up to a combined total approximately £4,250,000 
for the six months, and to submit schedules setting out their 
monthly requirements. 

The departure of Great Britain from the gold standard on 
September 21,1931. unsettled conditions in Australia. ~nds 
of the Commonwealth feU to less than one-half of their face 
value in New Yor~ 

After strugglingalong for two more months against opposi~ 
tion both inside and outside the party. the Scullin Government 
was defeated in the House of Representatives by the votes of the 
Lang followers with the Opposition. 

The election of December. 1931. resulted in the overwhe~ 
ing defeat of the Scullin Labour Government. The new 
Ministry under Joseph Lyons proposed to comply fully, with 
the Premiers' Plan while Federal Labour was uncertain in its 
attitude towards the Plan. 

Q 
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Conflict between Lyons and Lang Governments 

The first move made by the Lyons Government was directed 
against the Lang Government. The Commonwealth Govern
ment took steps to force the State Ministry in New South Wales 
to pay interest on overseas bonds. In the course of the conflict 
the Federal Government passed a law enabling Commonwealth 
authorities to seize the revenues of the State. The Lang 
Government meanwhile continued to default on overseas 
bonds, in ,February, 1932, announcing its inability to pay, 
interest orr American loans. At this Iinle the Lyons Govern
ment indicated that the Commonwealth did not intend tG pay 
the interest for New South Wales. Australian bonds in New 
York quickly showed a marked decline, New South Wale~ 
bonds falling to 30. A statement later that the Common
wealth would pay the interest caused a recovery to 40. Yet 
the' uncertainty caused by the first indication of the Lyons 
Government resulted in many individual holders 'of Aus
tralian bonds in America sacrificing these securities at great 
loss. 

After .a series of spectacular crises in the fight between Lyons 
and the Lang Governments, Sir Phillip Game, Governor of 
New South Wales, dismissed the Lang Administration from 
C?ffice on the count of violating the Constitution, and the 
.Stevens Government took office in New South Wales. The 
battle between the Commonwealth and State Governments 
ceased with the Commonwealth victorious. 

The Lang Plan has been put into effect in certain respects in 
a modified form. The Conversion Loan of August, 1931, cut 
interest on the internal debt to 4 per cent rather than the pro
posed 3 per cent of the Lang Plan .. Furthermore, various 
governmental agencies are striving to convert Australia's 
external debt at a lower rate of interest. Finally, Australia 
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Jw definitely departed from the gold standard and many 
economists favour a standard based on the business and wealth 
requirements of the community. 

Treasury Bins Controversy in Australia 
Governments in Australia have met their deficits during the 

depression largely by the issue of Treasury bills, which the 
bank. accept on the understanding that they may rediscount 
these bill. at the Commonwealth Bank. Treasury bills have 

, carried varying rates of interest but as the depression has con
tinued the rate of interest has become lower. At the end of 
19,31 Treasury bill. were carrying an interest rate of 3~ per 
cent. Treasury bills are usually of three months' duration and 
have been renewed during the depression at the time of their 
maturity. 

This method of financing governments is not new. It is 
customary for governments to issue Treasury bills during times 
of greater expenditure in anticipation of retiring them at other 
period. of the year when revenue exceeds expenditure. This 
procedure meets the inconvenient fact that revenues often do 
not accrue at times of greatest expenditure. In Australia this 
method of financing governments existed long before the 
depression, although formerly banks usually extended over
drafts to governments requiring temporary assistance. 

The issue of Treasury bills increased during the depression, 
amounting on June 30,1932, to £82,315,000. an increase from 
£58,&)5,000 of the previous year. By June 30. 1933, largely 
on account of the efforts of Sir Robert Gibson. the rapid 
increase in the short term debt was halted. and the figure at 
that date was £83,000,000. 

There have been three sources from which Treasury bills 
have been raised,. First, governments used the gold reserves of 
the ordinary banks and the Commonwealth Bank to meet their 
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overseas obligations. Governments issued Treasury bills for 
the gold so received. Second, the Commonwealth Bank in
creased its advances to the Government by creating central bank 
credit. Third, ordinary banks out of their deposits have taken 
up Treasury bills. At Jurie 30, 1932, the first source accounted 
for about £40,000,000 of the floating debt. It is not easy to 
disentangle . the second from the third, because increase in 
central bank credit increases deposits at both the Common
wealth Bank and at ordinary banks. At June 30, 1932, 
Treasury bills to the extent of £45,500,000 existed in Australia 
and £37,500,000 in London. 

On May 6, 1931, before the Senate, Sir Robert Gil)son 
stated: 

The total of unfunded debts owed by Australian govern
ments in London to-day is £38,075,000. The sum of 
£5,000,000 is due to the Westminster Bank; £5,000,000 is 
due to the bill market; £2,950,000 is due to Australian 
banks other than the Commonwealth Bank; and £25,150,000 
is due to the Commonwealth Bank. 
The Prime Minister, James Scullin, announced in the House 

of Representatives on May 14, 1931, that the total Treasury 
bills for the States in London at that time were £27,854,840 in 
London, including £13,117,134 for New South Wales and that 
in Australia the total Treasury bills of the States amounted to 
£11,670,000, including £5,920,000 for New South Wales. 

In a letter to Joseph Lyons, newly elected Prime Minister of 
Australia, Sir Robert Gibson, Chairman of the Board of the 
Commonwealth Bank, stated to the Premiers' Conference and 
Loan Council meeting, which opened at Melbourne on Janu-
ary 28, 1932 : . 

I!l September, 1931, the Westminster Bank agreed to 
accept Treasury bills due on 31st December for the sum of 
£5,000,000 still owing to the bank, on the understanding 
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that a reduction of the amount would be made when these 
bills became due. For the purpose of carrying into effect 
this arrangement the Commonwealth Bank undertook to 
provide London funds to the extent of £250,000, plus ex
change, against Treasury bills for the amount in Australia, 
and the balance was renewed by the Westminster Bank till 
the end of March, on the understanding that a further 
reduction would be made by the additional payment at that 
date; the Commonwealth Bank has tentatively agreed to 
provide another £250,000 in M~cb for this purpose on 
similar terMS. The Westminster Bank, it is understood, 
",as promised participation in the proceeds of any loan 
raised in London for the purpose of reducing the floating 
debt due by Australian Governments in London. 
On June 30, 19320 the Commonwealth Government an· 

nounced that of £4,500,000 worth of Treasury bills maturing 
with the Westminster Bank on that date, £4,250,000 had been 
renewed for a period of three· months at 4 Ya per cent, the 
existing rate of interest. The sum of £25°,000 was paid off at 
that time, making a total of £750,000 paid off during the eight 
mo~ths ending at that date. 
~uring the depression expenditures have always exceeded 

revenues with the result that most of the Treasury bills have 
been renewed and have remained unfunde9 It is generally 
agreed that at lOme time this floating deot will have to be 
funded. The presence of Treasury bills places a burden upon 
the Commonwealth Bank. Under the arrangement with the 
banks these institutions may rediscount Treasury bills at any" 
time at the Commonwealth Bank. This understanding means 
that banks can at any time go to the Commonwealth Bank and 
cash these bills. Authorities of the Commonwealth Bank fear 
this possible drain on the reserves of that bank with its in. 
flationary possibilities. The banks, however, are not at all 
anxious to inaugurate any move in the direction ,of inflation 
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and this fact militates against their making unreasonable de
mands upon the Commonwealth Bank. 

For the ordinary banks Treasury bills provide a secure form 
of investment. The fact the banks can rediscount Treasury 
bills makes this investment of the banks as good as cash and at 
the same time gives a good rate of interest. It is not surprising 
that the leading private bank in .Australia, the Bank of New 
South Wales, has opposed moves to reduce the amount of 
Treasury bills outstanding. Leaders of the Bank of New South 
Wales havo frequently claimed that as long as Australian 
governments are moving in the direction of balancing their 
budgets it is not necessary yet to fund the floating debt. 
According to this view it will be time enough to fund these 
bills when governments have finally balanced their accounts at 
the expected date of June 30, 1934. Funding these bills before 
that time would mean that a liquid form of security would 
leave the market and so would curtail the power of the banks 
to provide their clients with credit for industrial purposes. 

Anxious to reduce the amount of Treasury bills outstand
ing, Sir Robert Gibson in October, 1932, at the meeting of 
the Loan Council advocated a loan of £20,000,000 for funding 
£12,000,000 of .Treasury bills and for unemployment relief 
and other public expenditures. He suggested an interest rate 
of 4 per cent. Premier B. S. B. Stevens of New South Wales 
opposed the proposal of Sir Robert Gibson on the ground that 
as interest rates were falling it would be more advisable to wait 
until these rates had reached a lower level before commencing 
to fund part of the floating debt. He suggested a smaller loan 
for the time being to meet government expenses alone. He 
felt that a loan of £20,000,000 would take from the money 
market liquid funds and tie them up in bonds at a time when 
the money market was beginning to show signs of liquidity. 
The Premier of New South Wales also felt that 4 per cent 
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interest was too high. The time of the year was not ripe for a 
large loan. It would be better to float the loan when Australian 
exporters had obtained receipts from overseas buyers. These 
funds collect in the Commonwealth during the first six months 
of the year. As a result of this difference of opinion in the 
Loan Council a compromise measure arranged for a loan for 
ten year. of 1.8,000,000 at 3~ per cent. Of this amount 
1.4,000,000 was to fund Treasury bills and the remainder was 
to go to various governmental expenditures. The loan closed 

• early in December and the public took up almost 1.3,000,000, 
leaving the banks to take up the remainder, The loan was not 
I su~ss. The interest rate of the loan was too low. At the 
time the interest rate for this type of security was.from 4 to 
4 ~ per cent. Interest rates were falling but loans in December 
must be floated on prevailing interest rates and not on those of 
the following June, if the loan is to be a success. Probably the 
larger loan suggested by Sir Robert Gibson would not have 
been advisable, for it is likely that banks would have been 
called upon to take up a good quantity of the proposed 
1.20,000,000 loan. 

The danger of Treasury bills depends to a large extent on 
the possibility of Australian governments being unable to 
balance their budgets within a reasonable time and the threat 
that Treasury bills involve to the Commonwealth Bank in 
possible demands on the part of banks for cash. Issuing 
Treasury bills also increases the national debt. These bills are 
an inflationary influence and so act as a brake on the dominant 
deflationary trend of the last few years. It might also be men
tioned that former Commonwealth Treasurer Theodore's 
fiduciary issue was also an inflationary measure that would 
have in effect placed a brake on deflation in Australia. 

The threat that the presence of Treasury bills places upon 
the Commonwealth Bank depends on the extent to which 
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private banks hold these bills. Of the £82,5°0,000 outstanding 
at June 30, 1932, governments of Australia owed £37,300,000 
in LOndon and £45,200,000 in Australia. Of the LOndon debt 
governments owed all but £4,250,000 to the Commonwealth 
Bank. Consequently the LOndon floating debt does not involve 
milch of a threat to the Commonwealth Bank. In Australia 
the situation is different. About two-thirds of the Treasury bills 
in the Commonwealth are in the hands of the private banks. 
Banks in Australia could place a serious strain on the resources 
of the Commonwealth Bank. Yet even if banks decided to re- . 
discount these bills to the full extent, an event not at all likely, 
it is highly improbable that they would demand Austrilian 
notes for the entire sum. It is more likely that the rediscounts 
would take the form of deposits of banks with the Common
wealth Bank. The only case in which Australian notes would 
be issued would be in the event that the Commonwealth Bank 
found at the end of any day that its debits and credits left a 
clearance that exhausted its holdings of cash to an extent that 
endangered calls for petty cash during banking hours. It is 
unlikely that this situation would call for an issue of notes up 
to the two-thirds of the amount of Treasury bills outstanding 
in Australia that private banks hold. A large issue of notes 
might well. cause inflation, which banks do not favour 
except as a last resort. Treasury bills are also a good invest~ 
ment for private banks in a time when attractive offerings 
are scarce. 

On February 4, 1933, 'the LOan Council and the Common
wealth Bank agreed that the bank should advance £4,000,000 
to governments to complete their loan works programme for 
1932-33. The LOan Council in turn agreed that beginning 
with 1933-34 governments would not finance public works with 
Treasury bills. The LOan Council will approach the open 
market whenever it requires funds for this purpose. If these 
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loaDI are oversubscribed, the surplus will be devoted to fund
ing Treasury bills, which will still be used to finance govern
ment deficits. 

It would seem best to leave most of the Treasury bills out· 
standing until governments have balanced their budgets, which 
will not be before June 30, 1934> at the very earliest. As 
governments are moving towards balanced budgets, ultimate 
funding of Treasury bills seems assured. It is certain that by 
the time that governmental budgets are balanced in Australia 

... economic conditions of the world will have undergone further 
changes and the case of the Treasury bill will have to be ad· 
just~d to the situation at that time. Funding Treasury bills 
by public loans would have the merit of transfering this item 
of the national debt from the hands of private banks to those 
of the public. 

Improvement i" Australia', Financial Positio" 
During 1931-32 Australia's position improved. The nation 

had an excess balance of payments of [,40,000,000. The Com
monwealth Government turned a deficit of [,10,057,485 of the 
previous year to a surplus of l,r,321,000 for 1931-32. The total 
deficits for the Commonwealth and the States during 1931-32 
was reduced from [,250389,609 to l,r8,826,120, of which New 
South Wales under Premier Lang provided [,13,570,000. The 
improvement in government finance created better prices for 
Australian securities abroad, Australian bonds in London 
touching par and Commonwealth securities in New York 
climbing from 35 to 70. The financial improvement of the 
Commonwealth Government continued during 1932-33 and 
Australian governments seem likely to obtain budgetary 
equilibrium soon after June 30, 1934. Registered unemploy. 
ment showed a fractional decrease during 1932 in Australia. 
Mainly on account of Treasury bills deposits in Australian 
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banks increased during 1931-32 from £283,<>76,000 to 
£312,267,000 and savings deposits from £193,407,000 to 
£197,926,000. Advances exclusive of government securities, 
however, declined during 1931-32 from £2590364,000 to 
£244,136,000. 

Interest rates have declined in Australia both on savings and 
fixed, deposits, rates on fixed deposits for three months at the 
end of 1932 being 2~ per cent. Interest rate on fixed deposits 
for twenty-four months at the same date was 3~ per cent. 
The Bank of New South Wales has been in the forefront of 
the movement for lower rates on deposits, while the Common
wealth Bank has led the way in extending lower rate: on 
advances to customers. At the beginning of 1933 the Com
monwealth Bank charged 4~ per cent on advanc~s. Ordinary 
banks have also reduced their rates on advances, although they 
do not announce publicly any set rate on advances. Mort-

,gages have been the stumbling block in Australia's.plan of 
rehabilitation. During recent years the problem of mortgages 
has caused many political crises, particularly in Victoria. The 
rate on mortgages should be cut to four per cent and allowed 
to remain so for several years. During 1932 the rate of ex
change continued at a premium of 25 per cent for sterling bills 
of exchange in Australian currency. The longer the rate re
mains at the present rate, the more difficult it will be to adjust 
it to a different figure and the less justification for making a 
change, for every day more contracts are being taken out under 
the present rate and that fact daily gives more justification for 
retaining the existing rate. A stable rate even if a little high 
is to be preferred to a constantly fluctuating exchange. 

During 1932-33 imports in Australia began to increase,. 
Australia commenced restocking her depleted holdings of im
ported goods in the belief that it was a good time to buy. 
Increased imports brought increased governmental revenues 
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and contradicted to lOme extent the claim .that the high rate 
of exchange created higher internal revenue that more than 
offset any decline in governmental revenues from falling im
ports. Already talk of less taxation is taking a more realistic 
tone. Though the price of wheat was low, Australia in 1931-33 
had bountiful harvests. 

Feeling divides in Australia over the results of the Ottawa 
Conference. Protectionists sec in the agreement a danger to 
local industries. As Ottawa extends the area of trade, it would 

"appear that this fact should be an advantage to Australia. It 
is easy to over-cmphasize the effect of the Ottawa Conference. 

the British Government has extended the provisions of the 
Hoover Moratorium that affected Australia and so has relieved 
the Commonwealth for the time being of the burden of war 
debts. There is little doubt that the world would gain by 
cancellation of war debts. 

Trade wi,,, 'he Orie", 
As international goodwill is of paramount importance in 

the present economic situation, it is gratifying to see in the 
Melbourne Age of December 16, 1932, an article on the wool 
position of Australia stating that 

The influence for good of Japan in the market this season. 
has been incalculable. It cannot be measured by purchases 
alone. Lots bid for but which eventually fell to other buyers 
must also be taken into consideration. 

Likewise the shipment of wheat to China during recent years, 
has been of inestimable value to Australia. 

There is little question that Australia should cultivate still 
further trade with the Orient. A large market for Australian 
products exists in Asia. There are signs that Australians are'" 
beginning to realize this fact. The trip of the chartered ship 
to the Orient for the purpose of advertising Australian pro-
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ducts indicates that Australians are awakening to the trade 
possibilities of the East. For trade in Asia careful considera
tion of methods of advertising is essential. Products must be 

~
tractiVelY and enticingly presented to the prospective buyers. 

In order' to facilitate this trade the Commonwealth Bank 
s ould establish branches throughout the Orien~ 

Need'for an Economic Survey of Australia 
The Commonwealth Government should conduct an econo

mic survey of the possibilities of Australia. With the aptitude .. 
of the country to variouS' industries known, the Common
wealth Government could encourage suitable industrie!'or 
perhaps develop them itself. There should be one general 
system of transportation for the Commonwealth. Railroads 
should not be continued indefinitely at a loss, if some other 
means of transportation, such as buses, is found to be more 
economical. 

In the matter of wool the Melbourne Age on December 16, 
1932, reported that 

It has been noticeable that the wool market has not been so 
susceptible to sterling fluctuations as other commodity 
markets. It has been observed also that the revival of the 
vexed war debts question has not to any perceptible extent 
affected wool rates, whereas for other commodities markets 
weakened. Probably the generally-recognized low price of 
wool, and low stoch in second hands, furnish the explana
tion. Considering the world-wide anxiety concerning grave 
international monetary and trade issues, the sustained de
mand for wool, even though the price be low, gives force to 
the conviction that the industry is as well placed as any in 
the world to respond immediately to any indication of per
manence in a movement towards improved general condi
tions. 
Australia has done much to meet internally the economic 
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difficultiea of the depression. In this connection it is well to 
bear in mind that the Scullin Labour Government under great 
handicap commenced the long march back to better condi
tions. The future of Australia's position now depends largely 
on conditions abroad over which she has little control. In
ternally, there is still the question of the enormous debt. It 
may be necessary to write down the capital value of the 
national debt so that it may be expressed in terms of the pur
chasing power of the portions at the time of their flotation. 

,.There is also the more important problem of finding work for 
the unemployed. It is encouraging that the upward trend of 
uneftlployment seems to be halted. The downward move
ment hal been apparent during 1932-33, but as yet no great 
return of unemployed to work has occurred. 

Effect 01 Depressio1l 011 Commonwealth Bank 
A. the Commonwealth Bank is banker of the Common

wealth Government and of !!!f>~Ub~te!o the bank has 
been greatly concerned with the depressed state of govern
mental incomes. During the past three years the Common
wealth Bank has become the foundation of Australia's 
financial .ystem. <Slnce 1929 the Commonwealth Bank has 
controlled the gold reserves of Australi,) The bank now sets· 
the rate of exchange on London. It arso announces rates on 
forward exchange up to twenty-eight days. Amalgamation of 
the Commonwealth Savings Bank with the Government 
Savings Bank of New South Wales gave the Commonwealth 
Bank more than two hundred and fifty instead of the previous 
eighty branches of the general banking department. "mal
gamations with savings. banks in Western Australia and in. 
New South Wal~ have emphasized the need of the return 
of the Commonwealth Savings Bank to the Commonwealth 
Bank, for with the savings bank business a department of 
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the Commonwealth Bank there would be less hindrance to 
obtaining aid in times of stress. The lending functions of 
savings bank business require contact with the general bank
ing and rural credits departments of the Commonwealth Bank. 
The requisites are now~ent for an expansion of the general 
banking department. e depression, in spite of the policy 
of the authorities of the ank, has forced the Commonwealth 
Bank to extend its operations in fields other than those usually 
associated with central banking:'\ This movement is the most 
significant development of the ~mmonwealth Bank during. 
the depression. 
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CONCLUSION 

A s late a. the middle of August, 1910, Sir John Quick 
maintained in the House of Representatives that 

• e. • a Commonwealth Bank of deposit and issue is a mere 
dream on the part of lOme enthusiastic politician. 

Yet less than two year. after this statement the Common
wealth Bank was receiving deposits, and ten years later the 
Leader of the Opposition, Frank Tudor, was able to say with
out contradiction that 

• • • to-day there is not one man who was opposed to the 
establishment of the Commonwealth Bank in 1911 who 
would advocate wiping it out. 

Frank Tudor made this remark when Sir Joseph Cook was 
introducing a Bill as Commonwealth Treasurer in the Hughes 
Government to transfer the control of the Australian note 
issue to the Commonwealth Bank. Sir Joseph Cook was the 
very man who, when Andrew Fisher moved the second read
ing of the Commonwealth Bank Bill in 1911, interjected 
.. Sovereigns for all." 

Although the Commonwealth Bank commenced operations 
with merely a loan of £10,000 from the Commonwealth Trea
IUry. by June 30, 1915. three years after the commencement of 
the Commonwealth Bank, the initial deficit of the bank was 
entirely extinguished. Since that time profits of the bank, 

255 
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excluding those of the note issue department, have grown 
until the net amount at June 30, 1933, was £7,354,746. 
The net profits of the note issue department at this date were 
£14,992,226. Profits of this department, with the excep
tion of £2,000,000 set aside for the capital account of the rural 
credits department, have gone to the Treasury. Of the profits 
made by the other departments £4,000,000 was placed in 
1924 to the capital account of the bank and £1,075,298 was 
handed over in 1928 to the Commonwealth Savings Bank. 
£1,593,822 has been allotted to the reserve fund of the 
bank, and £370,962 has been placed at the disposal of the' 
rural credits department. Between 1923 and January, 1933, 
the Commonwealth Bank and the Commonwealth Savings 
Bank contributed £2,712,818 to the National Debt Sinking 
Fund. Total profits of the Commonwealth Savings Bank on 
January I, 1933, were £1,291,167. 

When the Commonwealth Bank began operating in 1912, 
Governor Miller wished first of all to establish the bank in the 
community by making it a financial success. In this attempt 
he had the support of the Fisher Government. If Governor 
Miller had been hampered at the beginning by a Government 
demanding" sovereigns for all .. , there is litde doubt that the 
bank would have collapsed at the latest during the uncer
tainty of the first few weeks of the war. Under the Fisher 
Labour Government Governor Miller was able to start the 
hank along lines that soon led to sound balance-sheets. 

Absence of share capital has made the road to profits less 
difficult. 0lthough the Commonwealth Parliament has four 
times provided means for issuing share capital, the policy of 
Governor Miller in refusing to take advantage of these pro
visions has continued to the present timD There is absolutely 
no need for an issue of debentures. The bank has the security 
of the whole Commonwealth behind it and has for many 
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yean shown satisfactory balanCMheets. These two factors are 
sufficient to create confidence in the bank. 

The exemption of the bank as a .government institution 
from paying taxes has made the road to profits less difficult. 
As the bank also is banker of the Commonwealth Govern
ment, it always has a large account upon which it does not 
pay interest, for the bank under the law pays no interest on 
government accounts. This factor was particularly important 
during the war. At one stage of the war the current account 
of the Commonwealth Government was £40,000,000. 

Political Independence of 'he Bank 
(freedom from political interference has been most im~r

tant in the financial success of the Commonwealth Ban'§) 
Federal Treasurers have dcfinitdy refrained from intervening 
in the internal administration of the bank. On October 8, 
191'" Austin Chapman asked the Federal Treasurer, Andrew 
Fish~in the House of Representatives: 

Is the Prime Minister aware that small settlcr:s are charged 
by e Commonwealth Bank 2 per cent more in the way of 
interest than is charged to big corporations? If so will he 
endeavour to arrange with the governor of the bank that the 
same interest shall be charged to small settlers as is charged 
to big corporations? 

Andrew Fisher replied : 
I do not propose to make any' investigation into the con-. 

duct of the Commonwealth B~ 
During the same year the Liberal Treasurer, Sir John 

Forrest, intimated that Governor Miller had sole control of 
the bank. Again in 1918 Dr. Maloney asked the Nationalist 
Treasurer, William Watt: 

Will he request the Commonwealth Bank to pay all 
women clerks, some of whom, it is stated, are filling the 

II. 
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positions vacated by enlisted soldiers, the same salary as it 
pays to men clerks? 

The Treasurer answered: 

1N0! This subject relates to the administration of the 
b~, for which the governor of the bank is responsi~ 
On October 9, 1924, Dr. Earle Page,Commonwealth Trea

surer at that time, reaffirmed the policy of political indepen
dence of the bank. Finally, on July 4, 1932, Joseph Lyons, 
Conu:nonwealth Treasurer, stated: 

As the Constitution places upon the Commonwealth sole' 
responsibility for currency and general banking, the Govern
ment considers it desirable to restate its position on those 
matters in order to allay fear that political dictation is likely 
to be imposed upon the Commonwealth Bank. • • . While 
the Commonwealth Government realizes that in the exercise 
of its own responsibility it is desirable that there should be 
the closest consultation between the Commonwealth.Govern-

I ment and the Commonwealth Bank as to the economic 
position of Australia, both internally and externally, yet the 
Commonwealth Government considers it desirable to re
affirm its belief that the Commonwealth Bank must be left 
to exercise its own peculiar functions absolutely free from 

~ the fact or fear of inexpert political control. 
All parties have insisted upon the bank being exempt from 

political interference. It is of utmost importance that this 
policy be continued. The connection of political independence 
with profits is obvious. During the depression the Govern
ment has been dependent upon the bank rather than the bank 
on the Government. 

The Stan and Un;on;s,?, 
At a meeting of the Clerks Union in Melbourne on July 5, 

1916, members passed the following motion: 
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That this meeting protests against non-unionists being 
employed in the Commonwealth Bank and against the 
influence brought to bear on employees. which makes it 
almost impossible for any of them to belong to a union. 

So far there has been no preference for unionists in the Com
monwealth Bank. Although the principles for which union
ism stand. are for the most part just, it is a fact that .. closed 
shop ., establishments have a tendency to object to innovations, 
The absence of a highly unionized statl has undoubtedly been 

.• factor in the profits of the bank. 

Pro";sion, for Welfare of 'he SIIJO 
Although the Commonwealth Bank has followed an .. open 

shop" policy, the management of the bank has always been 
liberal to employees. Section 8 of the Commonwealth Bank 
Act of 1924, allowing for an Appeal Board to be set up for 
disputes in the bank, has seldom been used. The Officers' 
Superannuation Fund makes provision for the staff in a 
liberal manner. It also makes allowances for widows and 
dependents of the male statl. The fund was brought into 
operation on January I, 1916. The staff contributes 2 per 
cent of the salaries to the fund, while the bank subsidizes it 
to the extent of 3 per cent of the total salaries paid. 

The Officers' Fidelity Guarantee Fund was established on 
January I, 1916. Every officer contributes to the fund at the 
rate of }{ per cent upon the amount of his salary; the amount 
of security provided to the bank by the fund depends upon 
the rate of salary according to the following scale: 

Salaries under boo a year Security £500 
over £100 and under £200 a year " £1.000. 

.. £200" £400 a year " b.5°O 

.. £400.. £600 a year .. £2.500 

.. £600 and upward £3,000 
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Although the bank is "not a .. closed shop" institution, mem
bersof the staff are in no way" oppressed ". They actually 
receive very favourable attention from bank authorities. 
Adoption of a .. closed shop" policy in the bank would 
give the staff little" in the way of added benefits to 
those already existing but might well lead to interference 
from the outside in the administration of the affairs of the 
bank. 

If the Commonwealth Bank is to continue as a success, 
every member of the institution should believe in the progreslio' 
and expansion of the bank. Belief in the bank should be 
the first condition for employment in the institution. ~m
ployees should be encouraged to study finance and economics, 
especially in their relation to human welfare. ~stablishment 
"of a research department in the bank would do much to 
encourage study among the staO Working in the Common
wealth Bank should be something more than mer~ly a way 
of obtaining an existence. Members of the staff are taking 
part in an important social development. Only by making 
the staff conscious of the significance of their work will the 
Commonwealth Bank give to the world the full fruits of its 
possibilities. 

In order to ~evelop the potentialities of members of the 
staff, authorities of the Commonwealth Bank should get in 
touch with leading "bankers of Europe and America for the 
purpose of interchanging for a year competent young mem
bers of the staff with similar officers of banks abroad. This 
incentive to members of the staff would encourage them to 
do their best and would give to the bank men and women 
with the vision of a world-wide outlook that will be necessary 

~
. the coming years to solve the difficulties facing humanity. 

e action of the Bank of England in employing Professor " 
prague of Harvard University as economic adviser to the 



CONCLUSION 

bank show. that leader. in world finance are beRnning to 
appreciate the value of men with experience abroa~ 

A Bank for the People or II Central Bank Only? 
Although the Commonwealth Bank has been a success 

financially, it has continued to be a matter of controversy. 
On March 15, 1927, Matthew Charlton, Leader of the Labour 
Party, .tated in the House of Representatives: 

I am not satisfied with the condition of affairs at the 
Commonwealth Bank. 

There is a fundamental difference in the attitude of the 
two sides of the Federal Parliamentary forces on the question 
of the Commonwealth Bank. The anti-Labour group favours 
converting the Commonwealth Bank into a bankers' bank, 
while Labour advocates making the bank a strong competitor 
in commercial banking. Labour sees the advantages of cen
tral banking, but the demand that Jlltimately the banking 
system of Australia should be nationalized colours the view 
of Labour. 

It i. clear that both sides have their advantages. The effect 
of an active competitor among the combine of banks could 
only result in better accommodation to the public. On the 
other hand, the desirability of sound central banking is appa
rent more than ever since the depression has overtaken the 
world. 

Nationalizatio" of Ba"king 
The proposal in the general pladorm of the Labour Party 

advocating nationalization of the banking system has not been 
advanced to the fighting pladorm even though it has been 
one of the objectives of Labour for many years. Yet recendy 
signs suggest that a definite attempt will soon occur to place 
nationalization of banking on the fighting platform of the 
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party. During 1932-33 James Scullin, Leader of the Labour 
Opposition. in the Commonwealth Parliament, made several 
public addresses in favour of nationalization of banking. He 
restated his belief in this policy on January 5, 1933, at Rich
mond, Melbourne. He is the first Leader of the Labour Party 
in the Commonwealth Parliament to advocate publicly this 
proposal. His followers in Parliament are also taking keen 
interest in the question. Senator Kneebone on April 22, 1931, 
speaking in the Senate on the Central Reserve Bank Bill, 
remarked that he trusted that 

this is a step towards the nationalization of banking. • . • 
Credit should, generally speaking, be 100 per cent nationally 
controlled. 
It is highy probable that when Labour returns to power in 

the Commonwealth nationalization of banking will become 
an issue in Australia. ~ationalization of commercial banking 
would only be another step in a direction Australians have 
already taken, for governments perform over 98 per cent of 
the savings bank business of the Commonwealth and own all 
the agricultural banks of the countrD Taking over the entire 
commercial banking of the nation, although a great stride, is 
only another move in the same direction. 

One of the difficulties that would likely arise in nationalized 
banking is that I debts to the national bank would be debts to 
the Government. This situation would not produce as much 
trouble internally as externally, for overseas bank debts would 
be obligations between governments that might well cause 
international friction. Experience since the war with inter
governmental debts demonstrates the danger involved. Default 
of foreign governments on their bonds during the depression 
has also tended to cause ill-feeling between nations. If money 
is not paid to a government by a foreign power, the creditor 
nation often regards this action as a national affront. It is 
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easier for international friction to arise from difficulties of 
inter-governmental debts than from troubles between indi
vidual debtors and creditors. 

In the case of Australia nationalization of banking there in 
advance of other nations would not cause serious external 
problems. Nationalization of banking in the Commonwealth 
would be almost entirely an internal matter. Australians 
trading abroad could continue to finance these transactions as 
at present through private concerns in London or through the 

• branch of the national bank there. 
Australia will probably face the issue .. f nationalized bank

ing before most other nations. Yet the whole world seems 
likely to face this issue in the not too distant future. Banking 
is certainly a public utility. According to the policy of banks 
activities of the entire community can be expanded or con
tracted. It is essential, therefore, that the primary motive of 
banking be public welfare rather than profit-making for share
holders. 

The Australasian I nsurllnee lind Bllnk;n g Reeord of October. 
1931, reported: 

Excluding the Commonwealth Bank, there are 71,000 
shareholders in the nine large banks in Australia, there 
being an average of 7,900 shareholders in each bank. The 
average amount of capital paid up by each shareholder is 
£528, and a 5 per cent return on this sum would represent 
[.26 8s. od. 

~very one of the more than six and one-half million inhabitants 
o~ustralia is a shareholder of the Commonwealth Bank D 
,"-Under national banking all competent members of the 

present private banks would be retained. They would work, 
however, for public welfare rather than for the promotion of 
dividends for the above 71,000 shareholders, who at the time 
of nationalization should receive compensation) 
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rone bank with many brancheg throughout the country 
w~d mean better control of credit than under the present 
system of ne~y a dozen banks acting more or less on their 
own opinionv Monopoly is injurious to the community when 
the chief motive of its sponsors is profit. If the idea behind 
monopoly is service and public welfare, monopoly is not a 
danger to the happiness of the people. 

Since the war central banking theory and practice has shown 
great development. Most authorities regard central banking 
as a buttress to private banking. Yet in all cases of bankers' 
banking governments have some control over the activities of 
the central bank. Bankers' banking may prove to be the ~st 
step towards national banking. 

The Bank of France 

As the Commonwealth Bank has to face the problem of 
being at the same time both a competing and a central bank, 
Australian authorities should study the Bank of France. King 
O'Malley expressed the opinion in 1914 that the Common
wealth Bank should be " like the Bank of France ". 

The Bank of France commenced operations in 1800. In 
1848 it became the sole bank of issue in France. The bank, 
unlike the Commonwealth Bank, started as a central bank but 
has become increasingly a bank of the people. In Document 
405 of the United States Monetary Commission evidence 
states: 

The Bank of France remained for a long time, indeed, 
the bank for banks, but since it has covered so much territory 
with its numerous branches; since the minimum amount 
of all its operations has been lowered; since it has opened 
deposit accounts to all; since it has tried to simplify and 
minimize the formalities required by its special charter, the 
industrial and commercial world has come to use the Bank 
directly to a much larger degree. At the same time its 
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credit has come out stronger, firmer, more popular from all 
the political and financial crises, so much so that to-day one 
can reply without hesitation that it is already and it tends 
to become more and more-as you ask-the bank of all the 
French public. 

The Bank of France has carried on a greater discount policy 
'ith other banks than with the public. The amount of dis
Junu has always been small in Australia.fTaxes on bill of 

",change have been a hindrance to the dev~opment of large 
~scount business in the O>mmonwealt9 Under the overdraft 
~Iy.tem credit to the full amount of the overdraft is ear-marked, 
,:"'en if not used. The debtor only pays interest on the amount 
i~ overdraft used. 

! e O>mmonwealth Bank, following the ~ample of the 
~an of France, should extend its activities over the entire 
bntinent of Austrah?' It should have a branch or agency in 
wery town and shoUI(f actively court business instead of turn-e 
ilg it away as it frequently does at present. To save expense, 
',x~st officei'fn outlying districts might well take care of
,-anklDg businesf, as King O'Malley originally suggested. 
" If the O>mmonwealth Bank were an active competitor in 
'ommercial banking, its powerful position with the O>mmon
... ealth behind it would place it in the position of setting rates 
nd policies in banking. If the O>mmonwealth Bank were to 
>eeome entirely a central bank, then one office with a staff not 
xcccding one-twentieth of the present force would be sufficient 
Dr all requirements of the bank. A bank actively competing 
or general banking business, on the other hand, would require 
; staff ten times the present number of officers in the bank. 

rhe Lo"do" Brim," 
: The London branch of the O>mmonwealth Bank should 
ngage vigQrously in exchange operations, for Australia would" 
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gain if the Commonwealth Bank actively competed in exchange 
business. The entrance of-foreign banks in~ese transactions 
would likely be of advantage to Australia. If the Associated 
Banks, foreign banks, and the Commonweal Bank were all 
vigorously compe~.4. f0r exchC\nge business, the Australian 
public would benefisJ . 

Trade with the Orient 

To promote trade with the Orient the Commonwealth Bank 
should establish branches and agencies in the principal cities, 
of the East. 

The New York Agency 

The New York Agency of the Commonwealth Bank should 
reopen and stay open. The liking of Americans for Australians 
makes the road to succeSs in New York less difficult. The 
agency of the bank should be a publicity house for Australia. 
The representative of the Commonwealth Bank upon reopen
ing in New York should devote all his 'time to developing 
personal contacts with Americans so that he would be a force 
in developing trade between the two countries. The New York 
Agency should transact a growing exchange business. 

The fact that the law of New York State requires the bank 
to pay a tax on the profits of the entire business of the Common
wealth Bank would be of sales value in obtaining business from 
Americans. The agency could be a useful information centre 
on Australian loans raised in New York. An alert agent could 
have done much to allay fears of American investors during 
the period of default in New South Wales. An authori
tative statement by an agent on the situation in Australia in 
February, 1932, would have saved many a poor investor in 
Australian bonds from loss, for at that time individual bond
holders in America who had paid at least ninety dollars for 
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Australian bonds sold them in too many cases for approxi
mately thirty dollars because of inadequate data on Australian 
aiJairs. 

The agent in New York should be in constant touch with 
the Federal Reserve authorities of America. He should re
port regularly the latest developments in central banking in 
America. An economist from the proposed research depart
ment of the Commonwealth Bank should be at work in the 
agency studying financial methods and economic developments 
in the United States. 

Cfearing Reserves of Private Banks 

The Commonwealth Bank Act of 1924 gave the bank the 
fundamental attribute of central banking when it established 
it as the clearing centre of private banks, which keep reserves 
with the national bank for this purpose. Bankers from time 
to time express the opinion that the Commonwealth Bank has 
an unfair advantage over private banks through holding these 
reserves, which it is contended, can be used by the national 
bank for granting advances to the public in competition with 
private banks. The feeling that the Commonwealth Bank 
might therefore have an unfair advantage over private banks 
caused the Scullin Government to introduce the Central Reserve 
Bank Bill in 1930 to divorce..Jhe central banking features from 
the Commonwealth Bank. \With bankers' banking placed in 
the proposed Central Reserve Bank, the Commonwealth Bank 
was to be given power to expand its general banking depart
ment in active competition with private banks without the 
alleged advantage of holding the clearing reserves of private 
bank\ The Lyons Government has also considered doing the 
saJ. 

Holding the clearing reserves of private banks does not give 
the Commonwealth Bank any important advantage, for a 
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national bank is the lender of last resort, which means that the 
bank has to be very careful in the investment of its funds. 

cJGthough private banks can borrow from the Commonwealth 
Bank, the national bank cannot borrow from any bank above 
it, except perhaps from central banks overseas that are too far 
away to be important in an emergen2) The responsibility of 
holding the reseryes of the nation more than offsets any 
advantage that the bank may have in keeping. the clearing 
reserves of private banks. Then again banks have an advantage 
over the Commonwealth Bank through their large holdings of 
Treasury bills that may be turned into cash at any time lzy 
rediscounting them at the national bank, which always has to 
be prepared for this contingency. The important competition 
between banks is not in advances but in deposits. In this 
matter the Commonwealth Bank and private banks allow the 
same rate of interest. . In advances the Commonwealth Bank 
is the only institution that announces a set rate. Other banks 
adjust the rat~cording to the circumstances of every indi
vidual loan. ~ere is no reason why the Commonwealth 
Bank should not continue to carry 'on central banking as well 
as commercial banking busines!:) Central banking should be 
placed in a department of the Dank; its place is with the note 
issue in a central banking department. 

Exchange on London and the Gold Standard 

As the prosperity of Australia depends largely on the State 
of the overseas trade, central banking activities of the Common
wealth Bank should in part be directed towards maintaining 
London balances of banks in a position to meet any emergency. 
In this respect the Commonwealth Bank Act of 1924 by 
allowing· the national bank to rediscount bills in London is 
important. , The Commonwealth Parliament should enact 
legislation calling for weekly statements of London funds of 
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private banks. The rate of exchange should be fixed accord
ing to the condition of these resources. 

It is unlikely that authorities in Australia will attempt to 
.tabilize the Australian pouJJ4 in terms of gold before Great 
Britain acu in this matter. Wxcept for tradi~n there is little 
to support a return to a gold basis for currencJl The amount 
of gold in the community in no way corresponds to the trade 
requiremenu of the public. As King O'Malley 6aid on 
August 8,1906, in the House of Representatives, .. You always 
have gold when you do not want it, and you never have it when 
you want it." He further added that" honest paper money, 
hAnestly managed by an honest comptroller of finance, based 
upon the property and products and revenues of the country. 
would make it the best medium of exchange. because it could 
be made available to the people at a low rate of interest." CA 
well managed currency with constant reference to selected price 
indexes would lead to far.,$reater stability in the purchasing 1 

power of debits and credi~ To make up the balance of pay
menU with nations it woUld be better to ship commodities 
from the debtor nation that the creditor country required than 
send gold which is already redundant in the creditor nation and 
scarce in the debtor country. During the depression Australia 
has shipped wool and butter as means of payment for debts 
abroad. 

Nud of II" 1"ler"III;0,,1I1 Currency 
Se ideal solution of the currency problem would be an 

international currency issued by an international bank based 
upon the productive and commercial services of the world. 
There are enough trained financiers in the world to conduct' 
one great issuing bank intelligently. It is doubtful if there are 
enough men of this type for over fifty issuing banks of the 
various natioif] 
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In order to obtain a world currency international goodwill 
is fundamental. Peace is the core of any promising plan look
ing towards economic reconstruction. The best way to inter
national peace lies in disarmament. King O'Malley correctly 
remarked in 1906 that 

Militarism paralyses industry, wastes property, and mildews 
economic progress. 

The SeCond British Note to the United States in December, 
1932, requesting a suspension of war debt payments, sum
marized acutely the economic side of war with the comment: 

The shells on which were largely spent these war loah.s 
were blown to pieces, and have produced nothing to repay 
them. 
Wiping out war debts would undoubtedly aid international 

goodwill and so would help economic reconstruction. Tariffs 
and bounties on uneconomic processes should be abolished. 

Further Economic Reconstruction 

, It is desirable that prices of commodities rise to their level of 
1928, unless the world is to have a devastating readjustment of 
all items in production so that costs can be brought into line 
with present prices. The cost of the latter course would be far 
greater than, that required through monetary action to return 
to prices of 1928. 

To ensure better balance between various industries, every 
nation should set up an economic council at the side of the 
government. This council should consist of business men, 
financiers, industrialists, agriculturalists, representatives of 
labour, and economists. The council should issue authoritative 
statements on the situation of various industries and in particu
lar should advise young men and women on the opportunities • 
of employment in these industries. It is high time that young 
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people were able to choose with assurance their lines of employ
ment. 

There is little doubt that the time for economic reorganiza
tion hal arrived. The" bank holiday~' in the United States 
in March. 1933. was a dramatic conclusion to the failure of 
over five thousand banks in that country during the preceding 
two years. Furthermore, something is wrong when joy reigns 
in the Chicago" pit" at the news of drought in some important 
wheat growing district. The prosperity of one group in the 
,community should not be at the expense of another section. 
The disturbing news from America indicates that there is need 
for-revision of the economic order. America is to be con
gratulated on giving Professor Einstein a free hand in research 
in New Jersey. Yet to-day social sciences lag far behind physical 
and mechanical studies. It is in the former that the great need 
for research appears. There is little gain to humanity if the 
results of physics are to be applied to destructive rather than 
constructive purposes. 

T; Commonwealt" Savings Bank 
one Commonwealth Savings Bank should again be a depart

ment of the Commonwealth Ban,Dthe remaining two State 
lavin~ banks should amalgamate with the Commonwealth 
Banl~JlDd form the national bank proposed in the Agreement 
between the State savings bank in New South Wales and the 
Commonwealth Savings Bank. With the savings bank busi
ness a department of the central bank the public would receive 
help immediately any run commenced on the savings bank 
department. It is highly improbable, however, that a run 
would start on the savings bank if it was a department of the 
central bank. 

T~ Rural Credits Department 
--\!he Commonwealth Bank should expand its rural credits 
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department to take over all State agricu~tural bankS} Parlia· 
ment should enact an amendment to the Commonw~th Bank 
Act of 1925 to allow individuals as well as groups to receive aid 
from the department. The rural credits department should 
keep the farmer on the land in times of trouble. The depart
ment should continue its interest in agricultural research. 

DCJ..artments of the Commonwealth Bank 

(!here should be six departments in the Commonwealth 
Bank, general banking, savings bank, rural credits, foreign 
exchange, central banking, and research departments) crh~ 
research department should be the most important andsh6uld 
not be controlled by any other department of the ban~ It 
should issue a service bulletin on economic and financial con
ditions in Australia' and abroad. Labour has at times sug
gested that the Commonwealth Bank should establish an 
insurance department. It would be better, if government 
insurance is required, to set up a separate government depart
ment for this work as Queensland has done for its insurance 
scheme.(1nclusion of insurance in the work of the Common
~ealth Bank would make that institution's activities too 
broa9 

Management ,of the Bank 
Probably the task of governing the Commonwealth Bank 

is too great for one man, although the record of Governor 
Miller stands strongly in favour of one man control. Yet 
recently management of the bank has become so important 
that it seems inadvisable to place so great a responsibility in 
the hands of one man. There should be no industrial require-, 
ments for membership on the Board of Directors. Industrial 
interests should be represented on the Economic Council ~, 
Australia rather than on the Board of Directors of the 



CONCLUSION 273 
Commonwealth Bank. If a person is well versed in finance, 
be or abe should be appointed to the board of directors of the 
bank. The board should be a group interested in promoting 
the welfare of Australia through financial measures. The 
welfare of Australians should be the foundation of the policy 
of the board of directors. There is no gain in balancing 
governmental budgets and in making the Australian pound at 
par with sterling if these attainments are accompanied by want 
and unemployment. 

• WAeli W ill,"e Period of EXpdllsio" of tAe 
Ba"t O~~ur? 

Naturally the question arises as to when these reforms in 
the Commonwealth Bank are likely to take place. The bank 
is a product of King O'Malley'. efforts in the Labour Party. 
It is interesting to note, therefore, that very few of the members 
of the Labour Government of 1910 that ~islated for the bank 
have remained in the Labour Party. V:fany men join the 
Labour Party merely as a stepping stone to the Conservative 
Party. 1 Conservatives are conscious of this fact and are con
stant1~ on the alert to attract promising Labour men to their 
party) Other. join the Labour Party believing that through 
LabOur they will be able to further their ideals. As, the years 
roll by, many of these idealists see that it will be a long time 
before their ideals are realized. They desire to see the goal 
obtained during their lifetime. When this seems impossible, 
they become cynical Australia has many ex-Labour cynics. 
Yet ideals live long after the individual has passed away. It 
may be many years before the Commonwealth Bank becomes 
really a people'. bank. 

The Commonwealth Bank from its very inception has gone 
..forward in spite of the efforts of the authorities. In the days 

of the fight for the bank if King O'Malley had been allowed 

• 
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by the leaders of the Labour Government to advocate thrcmgh
out Australia a national bank after the election of 1910, then 
there is little doubt that private banks would have organized 
and effectively blocked the introduction of the Commonwealth 
Bank Bill. Leaders of the Labour Government forced King 
O'Malley to keep silent on the bank and so against his will 
opened to him the only possible way that a successful move
ment for a national bank could have been organized, that is, 
secretly. Then the war came and established the Commo.n~ 
wealth Bank in the community. Later, when it appeared. 
that the Commonwealth Bank would be turned solely into a 
central bank, the depression intervened and forced the auth~ri
ties to extend the operations of the bank by taking over control 
of the exchange on London. The debacle of the savings bank 
in New South Wales ended· in· the Commonwealth Bank 
having 250 branches in the general banking department. 
There is now a suggestion on the part of the Lyons Govern
ment that central banking be divorced from the 'Common
wealth Bank. It may happen that this action would lead to a 
vigorously trading Commonwealth Bank. James Scullin, 
Labour leader in the Commonwealth Parliament, is actively 
proposing nationalization of banking. It seems likely that the 
CommoIWealth Bank will expand its operations throughout 
Australia in the near future. Yet it may be many years 
before Australians really gain the £ull benefit from their bank. 
Those hoping for these developments should be patient. Too 
many idealists expect results too soon. 

Outsta~ding Personalities in the History 01 the Bank 
Four men stand out in the history of the Commonwealth 

Bank, King O'Malley, Governor Miller, Dr. Earle Page, and 
Sir Robert Gibson. 

King O'Malley played the major part in getting the bank 



CONCLUSION 

started. All through the rust ten years of the Commonwealth 
Parliament King O'Malley was the only member of the 
Federal Parliament that spoke in the House of Representatives 
in favour of a national bank. Like many moving forces in 
great achievements King O'Malley has always favoured sim
plicity. A standard of living is not only a matter of physical 
commodities but is a question of mental development as well. 
The community must go forward to a simple mode of life, 
taking its eyes from greed of material wealth to. a desire for 

• comfort amidst intellectual development. King O'Malley has 
al\Vays emphasized the intellectual side of a standard of living. 

Governor Miller embodied the rare combination of a 
humanitarian and a financier. No greater evidence of the 
human side of Governor Miller appearc;sl than in his dealing 
in 1921 with the unemployed. On July 7 of that year a depu
tation of unemployed workers asked Governor Miller if he 
would make financial arrangements to provide work for the 
unemployed : 

Mr. Scott (member of the deputation): In your address in 
London, Sir Denison, you stated that to meet the neces
sities of war certain things had been done by you, which 
before the war would not have been dreamed of. You 
financed Australia for £350,000,000 for war purposes, and 
had the war continued, you could have financed another 
[350,000,000. Are you now prepared to finance Australia 
£350,000,000 lor productive purposes? 

Sir Denison Miller : Yes, I shall do my best. 
Mr. Scott: Ah, that is the point I Thanks, Sir Denison I 

The reply of Governor Miller that he was willing to finance 
the purposes of peace as fully as those of war showed the 
human side of the rust Governor of the Commonwealth Bank. 
l1nfonunately Governor Miller died before he could make 
good his promise. Governor Miller was· always a strong 
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believer in the bank. In June, 1920, he was knighted 
(K.C.M.G.) in recognition of his services to the British Empire 

. during the war. 
Dr. Earle Page had an important role)n the efforts to 

make the Commonwealth Bank a central bank. As Federal 
Treasurer he introduced the Commonwealth Bank Bill of 
1924, which gave to the bank the main features of central 
banking. Acting on the advice of Sir Ernest Harvey, Dr. 
Page separated the savings bank business from the Common
wealth Bank. @r. Page was also instrumental in getting legis
lation passed to establish a rural credits department to t}1e 
Commonwealth Bank, and although this department does not 
yet deal with individual farmers, the Act of 1925 laid the 
foundation for a more extensive rural credits department in 
the £Utur~ Further than this, Dr. Page, as Commonwealth 
Treasurer, introduced legislation for the establishment of the 
Loan Council and sinking fund provisions for th!=. national 
debt. 

Finally, Sir Robert Gibson, as Chairman of the Board of 
Directors of the bank, has played an important part in the 
finances of Australia during the depression. Acting conserva
tively,_ he has always had the welfare of Australia at heart. 
He has kept the bank in sound financial condition. Believing 
central banking to be the main purpose of the Commonwealth 
Bank, Sir Robert Gibson has kept iIi close t()uch with leaders 
of the Bank of England. He has shown courage at times in 
defying banking interests of Australia. 

Lessons from the Experience of the 
Commonwealth Bank 

(!:pe Commonwealth Bank is almost unique in being an 
attempt at national banking, although the former State Ban~ 
of Russia and the Riksbank of Sweden at one stage were 
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also owned by the nation.~ The Commonwealth Bank has 
many lessons to offer th~orld. It is definitely a case of 
a government commercial bank being a financial success.· 
Thi. fact i. not panicularly surprising, for if government 
banking is doomed to failure then private banks woujd not 
choose names of States and nations for their tides. Q.1any 
people to-<Iay believe that the British Government owns the 
Bank of England.\ The success of the Commonwealth Bank 
has been achieved'in spite of the fact that abnormal economic 
conditions have existed almost continually since the bank 
o~ned. 

To make a government bank a success it should be launched 
in a conservative fashion. Any unorthodox methods during 
the fust few years of the bank's existence would be fatal to 
the institution. Experiments along financial lines should be 
conducted in a minor way after the public has' confidence in 
the bank. 

A government bank should be divorced from politics. In 
Awtralia to-<Iay governments go to the bank rather than the 
bank to governments. The Commonwealth Bank has also 
proved that a national bank does DOt need privatdy sub-
scribed capital for its success. . 

As many government concerns in Australia have failed 
financially, it i. sig'!ilicant that the Commonwealth Bank has 
been so profitable. <-The bank has been more profitable to the 
government than any other publicly owned utility in AU5-
trali;) nair amount of discipline must accompany a government 
institution if it is to be a success. The individual must give 
up some of hi. supposed liberty and submit to the decision of 

1 
• The Slate Bank of Soviet Russia it owned by the nation but under the 

• uaian Iystem the nation hal caken over banking al • part of a great IOCiaI 
ochcme nther than II • aeparate act. 
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those ·in authority in the institution. He has to take the 
de~isions of private bankers and he should accept the verdict 
of the government banker. It is in this connec~ partly that 
the danger of political interference appears. Q he decisions 
of the national bank should receive the same response as those 
of the Supr~me Court in the United State£) 

The Commonwealth Bank has developed at times in spite 
of its -leaders. Circumstances have forced authorities of the 
bank to act at times against their desires. The history 9f the 
Commonwealth Bank shows that there is in this world an 
impelling force tha~ often works in spite of -the desIres of 
mankind. -: ", C 

. It is true that one of the accidents that favoured the Com
monwealth Bank was that it commenced operations during 
the prosperous months in Australia just before the war. A 
new venture should begin during a period o£.;b'usiness revival 
so that it might enjoy favourable surroundings until it is able 
to stand on its own feet. Private businesses: commence when 
promoters feel that conditions favour their projects. The same 
should be true of government enterprises. With governments 
now making plans for- business revival the time is ripe for 
considering national banking as part of the scheme for im
pr~ed conditi~ns~ 

The most tonvenient way for nations to move towards 
na onal banking is through granting depositors 'in, national 
postal savings banks the right to open chequeing accounts in 
those institution;:' Savings banks are the right hand of national 
banks and it ~ould be through these concerns that the 
approach to national commercial banking be made. In the 
United States early in· 1933 Senator Dill of the State of 
_Washing~on· introduced a Bill in Congress that proposed to 
1>ermit chequeing accounts up to $5,000 in that country's postil, 
-savings bank. No interest was to be paid on such accounts 



UNITED STATES SENATOR, C. C. DILL 



CONCLUSION ?79 

and a charge of two cents a cheque was to be made to cover 
the cost of service rendered.· The Government would gua
rantee these deposits and so there would be no need for 
privately subscribed capital. 

With conditions in Australia improving, the Common
wealth Bank will continue its progress towards becoming a 
people'l bank. Australia should cease borrowing abroad and 
ought to live within its income. The Commonwealth Bank 
can provide the finance for all legitimate requirements of 
governments a. well as those of individuals. Australians 
should always remember that every time they transact business 
~ith their national bank they are helping to wipe out the 
national debt and so reduce taxation. The continued success 
of the Commonwealth Bank will lead to the extension of the 
benefits of national banking throughout the world. 
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