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Introduction 

Owned Banking Association (COBA) appreciates the opportunity to contribute to the 
Competition Policy Review. 

The performance of the financial system is critical to the performance of the wider 
economy and the core of the financial system is banking. 

As we have argued in our submission to the Financial System Inquiry, the strong 
stem during and after the Global Financial Crisis 

(GFC) is masking an unhealthy and worsening trend: the increasing dominance of four 
systemically important banks and the medium to long-term risks that this poses to 
competition. 

The state of the banking market raises a number of the concerns addressed in the 
 

 market concentration; 
 competitive neutrality; 
 market power; and  
 vertical integration. 

Our focus in this submission is on measures to promote sustainable competition and 
genuine consumer choice in retail banking and in the wider financial services market. 

-owned banks 
and building societies provide competition and choice in the consumer banking market. 

household deposits and resident assets.  

Customer-owned banking is distinguished by: 

 prioritising customer benefit over profit maximisation; 
 conservative business models and prudent risk management; and 
 deep community engagement and strong customer loyalty. 

Our sector has been steadily evolving via mergers over a long period of time and this 
trend is continuing, with fewer but larger individual institutions in a growing sector. More 
recently, some larger credit unions and building societies have opted to re-brand as banks 
while retaining the customer-  

Customer-owned banking offers a genuine alternative for Australian consumers, with 
potential to increase competitive pressure in other retail banking markets such as small 
business (SME) lending. COBA looks forward to engaging with the Competition Policy 
Review on these issues. 

Who is COBA? 

The Customer Owned Banking Association brand has replaced Abacus - Australian Mutuals 
-owned banking sector.  It is owned by its 

99 member institutions: 81 credit unions, 7 building societies, 10 mutual banks and 1 
other; and represents 13 friendly societies though the Friendly Societies of Australia and a 
number of affiliate members. 
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COBA provides representation and advocacy on behalf of its members, along with expert 
advisory and support services, such as compliance, research and fraud prevention 
services. 

If you have any queries regarding this submission, please contact Mark Degotardi, Head of 
Public Affairs, on 02 8035 8441 or mdegotardi@coba.asn.au.   

mailto:mdegotardi@coba.asn.au
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Executive Summary 

The retail banking market is currently dominated by four major banks across Australia. 
Sustainable competition, diversity and plurality are under threat  a threat that poses risks 
to the stability of the banking market, the Australian economy in general and to 
consumers. 

The Australian banking market has shown itself to be resilient through the GFC.  Despite 
this resilience, the GFC had profound impacts on competition, as efforts of Government 
and regulators to stabilise the financial system during the GFC favoured the major banks 
over smaller lending institutions. 

It is time to get the balance right between competition and stability. Measures to address 
distortions in funding costs and to deliver competitive neutrality for different business 
models are needed to restore sustainable competition and to ensure consumers have 
sufficient choice in banking providers and products. 

These measures have some urgency because Australia has the most concentrated banking 
sector of any G20 country and is home to four of the eight most profitable banks in the 
world. The Australian economy is the third most reliant in the world on the performance of 
its top three banks, surpassed only by the UK and France. At 10.8 per cent of the 
economy, the financial services sector is approximately the size of the mining and 
media/telecommunications sectors combined.   

Previous Governments have not acted strongly enough to address the competition problem 
despite irrefutable evidence that the banking market is too concentrated. A string of 
Parliamentary inquiries since 2008 have expressed concern about the conduct and growing 
domination of the major banks. The IMF found in 2012 that the four major banks have 
grown faster than the banking sector as a whole since the GFC, have pricing power and 
enjoy a funding cost advantage partly derived from implicit government support. 

Independent research attached to this submission shows the major banks are tightening 
their grip on parts of the financial system outside banking, particularly funds management 
and financial advice. 

The research report warns that this concentration should be of concern to competition 
regulators and that the emerging market power of major players would be expected to 
reduce product choice and innovation. 

The four major banks already hold almost 80 per cent of total assets in the banking 
market and this research shows they are rapidly expanding their share of other markets. 

The report by economic modelling firm Macroeconomics finds that since the mid-2000s 
there has been a material increase in the market share held by the four major banks in: 

 Funds Management; 
 Financial Planning and Advice; 
 Mortgage Broking; and, 
 Life Insurance. 

 of other major players in some sectors 
(including the role of controlled dealer groups or networks of advisers which is difficult to 
quantify) suggests the potential for major player control at 70 to 80 per cent in at least 
two of these sectors (Funds Management and Financial Planning and Advice). This 
concentration of activity should be a concern for competition regulators in Australia. A 
comparable analysis in the mid-2000s and before the GFC would have found each of these 
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industries was more competitive, with only around half the market accounted for by the 
 

A strong, well-regulated and competitive banking and financial services market is critical to 
competition and efficiency in the wider economy. 

COBA recommends that the Competition Policy Review should support the following 
measures to promote sustainable competition in banking and financial services: 

 remove structural impediments to competition, such as the implicit taxpayer 
subsidy enjoyed by the major banks; 

 empower consumers to exercise real choice through strong and effective disclosure 
regimes;  

 provide a competitively neutral framework to accommodate different business 
models; 

 increase vigilance about risks posed by large, vertically integrated players; and 
 increase the emphasis on promoting competition in the objectives of regulators 

such as APRA and ASIC. 
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Structural impediments to competition   

Major banks gain an unfair cost of funding advantage that flows from ratings agencies and 
investors factoring in an implicit Government guarantee. This amounts to a subsidy by 
taxpayers allowing major banks to raise funds more cheaply than their smaller 
competitors. 

Prior to the GFC, most consumers believed that the major banks were guaranteed by the 

big to fail  status, the Australian Government would bail out the largest four banks in the 
event of failure.  This is the implicit guarantee that has underpinned the major banks for 
some time. 

However, during the GFC, this implicit guarantee became an explicit one with the 
Australian Government and key regulators making it publicly clear that they would not 
allow our largest banking institutions to fail. This was sound policy at the time of 
significant disruption to global markets, but it came at a significant cost to competition. 

The IMF estimates this funding cost advantage for the major banks rose from 80 basis 
points to 120 points during the GFC when Government support for the banking system 
was made more explicit.  This is a significant advantage and one provided without cost to 
our largest four banks. 

ancial System Inquiry outlined the two major 
consequences for the efficiency and stability of the financial system flowing from the 
perception that the major banks are too big to fail: 

1. moral hazard: the behaviour of the major banks and their investors, particularly 
their attitude to risk and its management, may be affected as some downside risk 
is perceived to be shifted to the government. 

2. allocative inefficiency: mispricing of risk will reduce the efficiency of the financial 
system as the price signals for the allocation of capital are distorted. All else being 

institutions, such as smaller banks or corporate bonds.  

The option favoured by COBA for addressing these problems is a levy on the major banks, 
to reduce their unfair funding cost advantage. 

 

require careful pricing to achieve the desired behavioural response from investors. 
If the tax were set at an incorrect level, it risks creating new distortions. For 
instance, it may over-correct and disadvantage the banking system relative to the 
outcome where no implicit guarantee exists.  

ld have the benefit of providing the Government with additional funds in 
 

The levy need only apply while major banks enjoy a credit rating uplift due to an implicit 
guarantee. Global regulatory authorities are discussing ways to ensure that systemically 
important banks can be allowed to fail. Once a credible resolution framework is in place 

uplift will be removed and the levy will not be needed. 
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The magnitude of the levy could be determined on an ongoing basis by reference to an 
analysis of the capital markets and the funding cost advantage major banks obtain 
because of their rating uplift. This funding cost advantage has been estimated to be worth 
$2.5 billion1 or between $5.9-$7.9 billion.2 

government guarantee and the associated reduction in funding costs. As such, it will be 
difficult for the majors to simply pass it on to customers in the form of higher pricing. 
Indeed, the suggestion that such a levy would be automatically passed through in 
increased costs to major bank customers implies that the major banks are already entirely 
immune from competitive pressure from all the other banking institutions. 

Banks to reduce their unfair funding cost advantage. 

 

  

                                           
1 Review of the Hidden Costs and Unintended Side Effects of Explicit and Implicit Government Guarantees of the 
Australian Financial System, Morgij Analytics, Feb 2014 
2  
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Empowering consumers 

In a genuinely competitive market with real choice, consumers need to be able to easily 
 

This does not always apply in the financial services market because: 

 major banks hide behind sub-brands that look like regional banks or non-banks; 
 non-ADIs pose as regulated banking institutions; and 
  

Major bank multi-brand strategies are intended to 
with a major bank and/or to compete on price against genuinely independent competitors 

 

-brands include St George, BankSA, Bank of Melbourne and RAMS. NAB has 
UBank 
means that one of the leading mortgage brokers in the market is subject to the interests 
of the largest lender in the market. Consolidation of the mortgage distribution services 
marke PLAN, Choice and FAST 
brokerages, trading under the Advantage brand name. Westpac owns the RAMS Home 
Loans network. CBA, in addition to its major stake in AHL, has a significant stake in 
Mortgage Choice through its ownership of Count Financial. 

In a submission to the Financial System Inquiry, regional banks (BoQ, Bendigo, ME Bank 
and Suncorp) warn about the risks to borrowers of major bank ownership of mortgage 
brokers. 

brokers bring, there is the potential for the 
exploitation of borrowers. Bank ownership of mortgage broking platforms is 
potentially a competitive distortion and has consumer protection implications. One 
reason prospective borrowers seek a loan from brokers is to receive an impartial 
offering of housing loan products, yet this is potentially compromised if the broker 
owner is also a housing loan issuer. Ownership may exert pressure on brokers to 
allocate high credit quality customers to the owner, while sending lower quality 
customers to competitors. Even if pressure is not applied, the relationship between 
owner and broker may give the owner greater opportunity to tailor products to 

3 

Consumers need more effective disclosure about the true identity of major bank sub-
brands and subsidiaries. 

ASIC has taken the view that while it is good practice for entities to disclose in their 
advertising the relationship between parent entities and their subsidiaries or divisions 
where appropriate, there is no positive obligation on entities to disclose this information. 

ASIC, rather than the ACCC, is responsible for ensuring that consumers are confident and 
informed in financial services. 

ervices appears to be more 
robust than the approach taken by ASIC. 

                                           
3 Levelling the Playing Field, March 2014 
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including marketing and labeling, that portray large manufacturers as small, niche 
business. 

The ACCC says this type of behaviour has the potential to mislead consumers, particularly 

heart of market efficiency. 

- businesses should be able 
to compete on their merits. Misleading credence claims tilt the playing field away 
from suppliers who are doing the right thing. In other words, a supplier may lose its 
competitive advantage or unique selling point if others are making misleading 

4 

-
brands. 

Competitive neutrality in retail banking depends on consumers understanding that major 
bank sub-brands are not separate institutions and that so-
regulated banking institutions. 

Consumer research strongly suggests that major banks are getting away with portraying 
their sub-brands as independent competitors. The current legislative framework does not 
ensure that retail banking consumers who want to deal with a regional bank or a non-bank 
have the opportunity to make a fully-informed choice. 

This can be corrected by requiring that major bank sub-brands and subsidiaries clearly and 
prominently disclose in all advertising and all customer-facing material that they are 
owned by a major bank. 

Shadow banking institutions, such as debenture issuers, have marketed themselves as 
offering deposits, savings products and at-call accounts. The occasional high-profile 
collapse of one of these entities prompts calls for a regulatory crackdown on non-ADIs 
presenting themselves as regulated banking institutions. However, proposals to ban these 

at-call investment products have been repeatedly delayed. 

In the interests of competitive neutrality, and consumer protection, a better informed 
market is needed about the real identity of various entities in the banking market. The 
regulatory system needs to ensure that consumers understand that there is a bright line 
between regulated banking institutions and shadow banking institutions, (which are not 
subject to prudential regulation and inherently less safe). 

In this context, APRA should withdraw its current proposal to restrict credit unions and 

or trading name, or as part of an internet domain name. 

 entirely appropriate - stance of 

branding material. Banking is the business of credit unions and building societies. 

COBA has strongly objected to the draft proposal but at this stage APRA has not indicated 
any willingness to withdraw the proposal. In our view, the proposal represents a significant 
policy shift by APRA, and the change will impact on a large number of our members. 

                                           
4 http://www.accc.gov.au/speech/enforcement-priorities-at-the-accc 

 

http://www.accc.gov.au/speech/enforcement-priorities-at-the-accc
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COBA recommends an effective disclosure regime and action by regulators to 
ensure consumers can easily tell the difference between an independent 
competitor and a major bank sub-brand and between an ADI and non-ADI. 
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Competitively neutral framework & taxation 

Customer-owned ADIs generally do not pay dividends because they are not companies run 
for the purpose of yielding a return to shareholders (as set out in Part 5, Schedule 4 of the 
Corporations Act 20015). Customer-owned ADIs rely on retained earnings as their main 
source of regulatory capital to meet prudential standards and support growth.  

Although customer-owned ADIs are not motivated to maximise profits, it is important that 
they are profitable. This means that customer-owned ADIs pay company tax and 
accumulate franking credits. 

Where a customer-owned ADI does issue share-like securities to diversify its capital base 
and to pay dividends, it is restricted (under the principles of mutuality expressed in ASIC 
Regulatory Guide 147) to distributing no more than 50 per cent of its annual profit in 
dividends.  

An important principle of competitive neutrality is that competitors should be subject to 
the same effective tax burden. This is not the case for customer-owned banking 
institutions compared to their listed competitors.  

Customer-owned ADIs pay company tax at the standard 30 per cent rate but their reliance 
on retained earnings as their main source of regulatory capital makes it difficult for them 
to release franking credits.  

Under the franking credits system, company tax is essentially a withholding tax with the 

of the underlying shareholders. The total tax paid on company earnings can be lower than 

below the corporate tax rate. 

Where an organisation is unable to pay out earnings and franking credits to its owners, the 
average tax rate is the company tax rate. This is the case for customer-owned banking 
institutions. The average tax rate for listed banking institutions is lower because the 
average marginal tax rate of their shareholders is below 30 per cent.  

The franking credits regime does not contemplate companies that pay tax but then retain, 
rather than distribute, after-tax profits as a core feature of their business model.  

Customer-owned ADIs should be able to pass on to their owners the benefit of having paid 
company tax, just as non-mutual companies can choose to do. As noted above, dividend 
imputation means company tax is a pre-
owners. Owners of companies that pay dividends are able to benefit from the tax paid by 
the company through a reduction in their personal taxation liabilities. Owners of 

-owned ADIs, are not able to benefit 
in this way. For customer-owned ADIs, franking credits remain locked up, increasing year 
after year as the company continues to make profits, pay tax and prudently retain those 
profits as its main source of regulatory capital.  

Customer-owned banking institutions collectively have accumulated franking credits of 
more than $1.5 billion and are adding $150-200 million per year. In the year ending June 
2013, customer-owned banking institutions collectively made a pre-tax profit of $629 
million, paying company tax of $185 million.  

Solutions to the unfair company tax burden on customer-owned ADIs include:  
                                           
5 http://www.austlii.edu.au/au/legis/cth/consol_act/ca2001172/sch4.html 
 

http://www.austlii.edu.au/au/legis/cth/consol_act/ca2001172/sch4.html
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 allow customer-owned ADIs to issue a frankable debt deposit product; or  
 apply company tax on customer-owned ADIs at a rate that is comparable to the 

effective tax rate of their listed competitors.  

The option of a frankable debt deposit product involves an otherwise ordinary deposit 
product but the interest paid would include a distribution of franking credits that could be 
used by the depositor to credit against tax payable on the interest. To give effect to this 
option, tax law would need to be amended to allow customer-owned ADIs to pass on 
franking credits to their members. 

Generally speaking, distributions on an instrument are frankable or deductible, but not 
both. Legislative change would be needed to allow customer-owned ADIs to issue a 
frankable debt deposit product. This would involve amending the definition of a non-share 
equity interest in the income tax law. A non-share equity interest is typically legal form 
debt which has equity characteristics and is frankable. The definition would be amended to 
include a debt interest that is a deposit in a customer-owned ADI with a minimum term of 
not less than, say, 12 months. This would mean that interest payments on an eligible 
deposit would be frankable. For a customer-owned ADI to be able to deduct these interest 
payments, a further amendment to the tax law would be required. Currently, non-share 
distributions are non-deductible. 

Some financial institutions have found ways to issue instruments with distributions that 
are deductible and frankable, by issuing the instrument through an overseas branch as 
debt but marketing the instrument domestically as equity. Such a structure is not available 
to customer-owned ADIs.  

The alternative option to creating a new frankable debt instrument is to give customer-
owned ADIs a company tax rate that is comparable to the effective tax rate of listed 
banks.  

COBA commissioned the Australian Centre for Financial Studies (ACFS) to produce an 
independent report on the tax treatment of customer-owned ADIs compared to their listed 
competitors. The report, Equitable Taxation of Customer Owned Banking , found:  

way of dividends on risk capital, except in some limited circumstances subject to an 

Regulatory Guide 147 Mutuality  Financial institutions. Earnings are retained as 
inter-temporal equity to meet capital requirements and serve the needs of their 
current and future owner-members. Consequently, the franking credits applying to 
company taxes paid are accumulated rather than distributed. Hence, as at February 
2013, mutual ADIs had accumulated approximately $1.5 billion in franking credits 
which, due to the general absenc
owners.  

marginal tax rate of the underlying shareholders. Prior to the introduction of 
rebates in July 2000, franking credits received by investors that could not offset a 
tax liability remained unused, meaning the company tax rate acted as a lower 
bound for the effective tax rate on company earnings. With the introduction of cash 
rebates on unused franking credits, the total tax paid on company earnings can be 

shareholders is below the corporate tax rate. Of course, when an organisation is 

                                           
6 COBA submission to FSI, Attachment B http://www.customerownedbanking.asn.au/policy/submissions 

http://www.customerownedbanking.asn.au/policy/submissions
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unable to pay out earnings and franking credits to investors, the average tax rate 
 

According to the ACFS report, the average effective tax rate on the earnings of the major 
Australian banks is well below the 30 per cent rate paid by customer-owned ADIs. The 
report calculates the average effective tax rate on the earnings of Australian major banks 
is between 22.15 per cent and 25.5 per cent.  

 ADIs that are unable to 
distribute franking credits. This discrepancy in effective tax rates creates an uneven 

 

While a change to the company tax rate would be one way to address the disparity around 
franking credits going forward, it would not address the significant build-up of franking 
credits which already exist within the customer-owned banking sector. For this reason, we 
believe the stronger policy response remains the introduction of a frankable debt deposit 
product, given that this will provide a solution around both existing and prospective 
franking credits.  

COBA recommends equitable tax treatment of franking credits for the customer-
owned model by allowing institutions to issue a frankable debt deposit product. 
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Vertical integration risks 

Independent research commissioned by COBA shows the major banks are tightening their 
grip on parts of the financial system outside banking, particularly funds management and 
financial advice. 

The research report (see Attachment) warns that this concentration should be of concern 
to competition regulators and that the emerging market power of major players would be 
expected to reduce product choice and innovation. 

The report by economics modelling firm Macroeconomics finds that since the mid-2000s 
there has been a material increase in the market share held by the four major banks in: 

 Funds Management; 
 Financial Planning and Advice; 
 Mortgage Broking; and  
 Life Insurance. 

The report says: 

role of controlled dealer groups or networks of advisers which is difficult to quantify) 
suggests the potential for major player control at 70 to 80 per cent in at least two of 
these sectors (Funds Management and Financial Planning and Advice). This 
concentration of activity should be a concern for competition regulators in Australia. A 
comparable analysis in the mid-2000s and before the GFC would have found each of 
these industries was more competitive, with only around half the market accounted for 
by the top five firms and the remaining half occupied by small and medium firms. 

ry 
in particular is of critical importance to the national economy. This is because financial 
services currently employ over 400,000 people and is the largest industry in Australia 
when measured by gross value added (a measure of the economic worth of the goods 
and services produced). 

ageing population and the aggressive increase in the pool of superannuation funds 
inflows.  

or is likely to lead, at the margin, to 
a misallocation of private savings and contribute to inefficient investment decisions 
both now and in the future. It would also be expected to reduce employment prospects 
in the sector and beyond. This situation would have a measureable impact in terms of 
growth in living standards for Australians over time, especially as they seek to retire. 

services market would be to charge ASIC with responsibility for production of a 
consistent set of annual market share indicators for the six activity areas examined in 
this report. These indicators should extend to quantifying the impact of controlled or 
connected dealer groups or advisory networks on relevant market shares. 

to the market, that prohibit or prevent any major player taking a further significant 
stake in any of the activity areas of concern unless they divest their control in some 

share) in that same or substantially similar activity area. 
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erhaps 
prohibit the deep vertical integration that has evolved over the last decade in the 
financial services market beginning with product origination and provision (wholesale 
and retail funds management) to distribution (retail financial advisory) underpinned by 
the overwhelming control of the financial services delivery and management 
infrastructure (fund platforms). This would require a set of policies that broadly adopts 
the kind of approach taken in the enactment of the 1930s United States Glass-Steagall 
legislation. This approach would limit or prohibit the major players owning or 
controlling both the product origination/provision (funds management) and distribution 
(retail financial advisory). For example, this would still enable the major banks to enjoy 
their market share in one of these markets but provide a mechanism for competition to 

 

Macroeconomics found that in the Financial Planning and Advice sector, the big four banks 
account for 36 per cent of total industry revenue while AMP Limited accounts for 13 per 
cent. 

consolidation is being driven by the economies of scale achieved by having a large 
number of advisers within the same group. This includes the opportunity to distribute 
financial products through a greater number of aligned advisers. ASIC has expressed 
concerns about vertically integrated large dealer groups being owned by product 
issuers, which may give rise to perceived or  

In a submission to the Financial System Inquiry, a financial planning business accredited 
by AMP Financial Planning warns that the most pressing issue within the advice industry is 
the existence of bias within the advice process. 

Elite Wealth Solutions says many financial advice firms owned and operated by institutions 
that supply the financial products recommended to retail advice clients exclude products 
provided by competitors to their parent company. 

stemic bias within the AFSL holder organisations, clients are not 
recommended to use alternative financial products provided by a competitor of the 

needs. In addition to this, clients may also unknowingly pay more than is necessary for 
a financial product given that the only products that the advisers are authorized to 
recommend, as part of the standards set by the AFSL holder and their Professional 
Indemnity insurance, are  

These anti-competitive structural problems in the advice industry are coming to light at a 
time when ASIC has imposed licence conditions on two financial planning businesses 
owned by a major bank (CBA) in relation to the treatment of customers.7 

As noted in the earlier section on Empowering Consumers, major banks have also taken 
significant ownership positions in the mortgage broking market, giving rise to anti-
competitive concerns. 

According to Macroeconomics:  

In Mortgage Brokers, the major banks accounted for around 18 per cent of market 
revenues in 2012-13. Only CBA is a major player in the industry after the recent 
ACCC decision allowing it to gain 80 per cent control of Aussie Home Loans (AHL). 
It is likely the remaining three banks will respond to CBA gaining control of AHL and 

 

                                           
7 The Australian, 29 May 2014 
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COBA recommends ASIC be required to produce a consistent set of annual 
market share indicators for funds management, financial advice and mortgage 
broking. These indicators should extend to quantifying the impact of controlled 
or connected dealer groups or advisory networks on relevant market shares. 
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Regulato  

In the financial sector, APRA is responsible for prudential regulation and ASIC is 
responsible for market conduct and consumer protection. However, in carrying out their 
primary responsibilities both regulators have a significant impact on competition. 
 

submission in the section on Empowering Consumers. 
 
In relation to APRA, we believe there is merit in considering the appropriateness of the 

 

 

objectives of financial safety and efficiency, competition, contestability and 
competitive neutrality and, in balancing these objectives, is to promote financial 

 

In the interpretation of its operational mandate, APRA has typically promoted financial 
system stability first, with all other considerations seen as secondary. Whilst this approach 
was undoubtedly correct at the height of the GFC, the pendulum has swung too far 
towards stability and away from competition.  

A more balanced focus for the prudential regulator was the initial recommendation of the 
 

balances the objectives of promoting financial safety with the need to minimise the 
adverse ef 8 

Under this framework, the regulator would need to more effectively balance financial 
stability against other objectives, and importantly, seek to minimise the adverse impacts 
on competition and competitive neutrality. 

banking are: 

 risk weighting of home loans; and 
 a restrictive approach to customer-owned banking institutions entering the small 

business lending market. 

Risk weighting of home loans 

Major banks are permitted to use a method of calculating their regulatory capital that 
gives them a significant advantage in the amount of the regulatory capital they are 
required to hold against residential lending portfolios. 

While all other ADIs use the Standardised approach, major banks using the Internal 
Ratings-based (IRB) approach can hold less than half the capital of their smaller 
competitors per home loan. ADIs using the Standardised approach must apply a risk 
weighting of 35 per cent or more on home loans while the major banks can apply a risk 
weighting as low as 16 per cent. 

                                           
8 Wallis, Financial System Inquiry Final Report, March 1997, p. 321. 
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explained by its status as accredited to use the IRB approach. 

This competitive disadvantage imposed on all smaller ADIs in the context of credit risk is 
particularly anomalous for customer-owned banking institutions because of their strong 
and sustained track record of prudent lending. Customer-owned banking institutions have 
consistently delivered lower levels of non-performing loans than the major banks. 

prudential capital ratio, so the much higher risk weighting for home loans for 

submissions to the Financial System Inquiry by COBA and by the Regional Banks). 

SME lending 

Generally speaking, customer-owned banking institutions are focused on consumer 
banking. However, many customer-owned banking institutions, particularly those based in 
regional areas, also compete or intend to compete in the small business market. 

Customer-owned banking institutions operating in this market must invest in the 
necessary expertise and product range to compete prudently. They see an opportunity to 
provide a personalised level of service for small businesses, and particularly micro 
businesses, in various regional markets where other lenders are not providing that 
personalised service. 

Small businesses rely more on debt funding than large companies and rely more on the 
banking sector for that debt financing than large companies, so a competitive banking 
sector is critical to small businesses. 

APRA strongly advises boards of customer-owned ADIs not to move into commercial 
lending without ensuring they have the personnel, expertise and systems to do so 
prudently. Customer-owned banking institutions understand this position and are 
appropriately cautious around the decision to become involved in small business lending, 
recognising that it requires significant investment and an appreciation of new and different 
risks. 

Where a customer-owned ADI makes an assessment that small business lending is an 

met. It is not the role of the prudential supervisor to actively discourage small ADIs from 
operating in this space. Such an approach would be overly risk averse and inevitably result 
in lower levels of competition in the sector and poorer outcomes for SMEs.  

Customer-owned ADIs are well placed to play a more active role in small business lending, 
and it is important that APRA does not act as an unnecessary constraint on their capacity 
to enter the sector and offer a competitive alternative to the listed banks. Many of these 
institutions have a close relationship with their local community and are staffed by locals. 
The long-term relationships developed give these ADIs a very good understanding of both 
their customers and local business conditions. 

COBA recommends that the objectives of regulators be revised to increase the 
weighting given to promoting competition and competitive neutrality. 
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For more information about any of the issues raised in this submission, contact: 

Mark Degotardi, Head of Public Affairs, 02 8035 8441 mdegotardi@coba.asn.au  

Luke Lawler, Senior Manager, 02 8035 8448 llawler@coba.asn.au  

Micah Green, Senior Policy Adviser, 02 8035 8447 mgreen@coba.asn.au  
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