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The mutual sector had a tough 
year amid challenging conditions. 
Margin and profitability are down in 

the financial year to June 2012, reflected 
in lower asset growth. The outlook for 
the banking sector generally will be very 
challenging in the year ahead.

STRONGER ASSET BASE
Mutual ADI sector assets grew by 4.1 per 
cent in June 2012 to reach $84.1bn, slightly 
below system growth at 6.7 per cent in 
2011/12.

The pace of growth drifted below 4 per 
cent in the year to December 2012. This 
matches growth from CBA’s retail banking 
division of 4 per cent as at December, the 
only of the major banks to have announced 
interim results at the time of printing.

Source: APRA, Abacus estimates

Notes on financial data sources:
1. Includes $3.2bn in securitised assets brought on  
 balance sheet
2. Mutuals include credit unions, mutual building  
 societies and mutual banks

INDUSTRY 
PERFORMANCE TRENDS
STRONG CAPITAL AND 
LIQUIDITY, AND LOW  
BAD DEBTS…
Despite challenging conditions, the sector 
continues to be characterised by strong 
levels of liquidity and capital adequacy.

As at June 2012, mutuals reported 
average capital adequacy ratio of 17.48 
per cent, down slightly from 17.54 per 
cent from a year ago. As at December 
2012, credit unions that are part of CUFSS 
reported an average capital adequacy ratio 
of 16.63 per cent.

Mutuals’ capital adequacy ratio remains far  
stronger than the 11-12 per cent posted 
by major banks.

Bad debt costs continue to be low for 
mutuals at 0.05 per cent of average gross 
receivables. Total bad debt expense for 
mutuals was $37.7m in June 2012, down 
1.4 per cent from a year ago.

…HOWEVER, MARGIN 
SQUEEZE AND RISING 
OPERATING COSTS ARE 
DAMAGING PROFITABILITY
Mutual ADI net interest margin fell 
from 2.61 per cent in June 2011 to 2.38 
per cent in June 2012 as net interest 
income slowed down. There was some 

stabilisation in margin over the past 6 
months, with margin sitting at 2.37 per 
cent as at December 2012.

The fall in interest margin ratio reflects a 
lower interest rate environment, continued 
pressure on product pricing and lower 
consumer demand for credit.

These conditions are expected to 
characterise the market in 2013. Margin 
pressures will continue in the short-
medium term, introducing risks on asset 
quality should credit criteria be relaxed to 
stimulate business in a low credit growth, 
low interest rate environment.

With some expectation of further easing 
of the official cash rate this year should 
sustained economic improvement fail 
to materialise, mutuals will be planning 
for some uplift in credit demand while 
managing margin impacts.

Cost management must remain a major 
focus for mutuals. Across the industry, 
average cost to income ratio increased 
from 71.06 per cent in June 2011 to 74.06 
per cent in June 2012.

As at December 2012, the cost to income 
ratio reported by APRA rose further to 
74.50 per cent – the highest since June 
2009 when the ratio peaked at 80.27 per 
cent at the height of the GFC.

CUFSS December 2012 data also reveals 
that the majority of participating mutuals 
in the scheme reported a cost to income 

KEYSTRATEGIC
ISSUES 2013
Tony Schesser, Senior Manager, Research & Advisory; Rebecca Lo, Senior Industry Analyst, Research & Advisory

Total 
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2012

Annual 
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Mutuals $84.1bn 13.7% 4.1%

Major 
Banks

$2,054bn 9.3% 5.3%

Market $2,748bn 4.2% 6.7%
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ratio of over 80 per cent, with almost one 
in three above 90 per cent. Managing 
costs while revenues are under pressure 
will be a key strategic challenge for 
mutuals through 2013. Major banks are 
reducing the expense to income ratio of 
their retail banking business to 35-40 per 
cent via a combination of cost shedding 
and revenue growth.

Margin pressures, weak credit growth 
and rising operating costs are damaging 
underlying profitability. The sector made 
a combined net profit after tax of $481.9m 
in the financial year 2011/12, a decrease 
of 9.9 per cent from the previous year.

This fall in profitability is at odds with the 4 
per cent growth in combined profits of the 
4 majors over 2011/12, with CBA recently 
announcing a 13 per cent increase in after 
tax profit for its retail banking arm in the 
year ended December 2012.

This disparity underlies the two speed 
nature of retail banking in Australia  
and a need to rebalance the  
competitive landscape.

INDUSTRY OUTLOOK
The high business impact of regulation 
continues to be a sore spot for mutuals, 
with 74 per cent of mutuals believing that 
government and industry barriers are 
affecting their ability to compete,  
according to KPMG’s 2012 survey of  
the mutual industry.

In considering the impact of a range of 
regulatory changes (including APRA’s 
supervisory approach, Basel III, Positive 
Credit Reporting, and FCS), respondents 
to the 2013 Abacus CEO survey similarly 
identified limited member benefit for the 
general compliance costs imposed on  
the business.

Subdued conditions are expected to drive 
continued consolidation trends.

FUTURE MARKET 
CONDITIONS
GLOBAL AND  
DOMESTIC ECONOMY
The global economy is still on a very 
fragile road to recovery. In September 
2012 the Eurozone entered a double dip 
recession, with many of its debt ridden 
member states crippled by sluggish 
growth, worryingly high unemployment, 
harsh austerity measures, civil unrest, and 
falling living standards. A more intensified 
downturn in Europe could seriously 
hamper a mild recovery in the US, which 
recently passed its so-called fiscal cliff 

measures however faces yet another debt 
ceiling issue.

Australia’s fundamentals remain strong 
compared to other advanced economies, 
but it is by no means immune to the global 
outlook. GDP growth projections have 
been revised down due to increased global 
downside risks, a more moderate rate of 
growth projected for China, and a pullback 
in mining investment.

Ongoing uncertainty in the global 
economy is having an effect on Australian 
consumers. Although Australia has 
very little direct exposure to recent 
overseas troubles, business and 
consumer sentiment remains shaky, with 
expectations this is likely to continue  
into 2013.

With this year being an election year, the 
budget and the economy are likely to 
dominate policy agenda. A recent Galaxy 
poll suggests that a stable economy is  
the top policy demand from voters 
especially in light of economic and  
political uncertainty.

While arguably the incumbent administration 
is delivering to this, the prospect of a 
change of government will in itself introduce 
transition risks for the economy.

LENDING MARKET
Credit conditions in Australia continue 
to be difficult as consumer appetite for 
credit wanes and households focus on 
deleveraging. Official data shows a marked 
slowdown in credit card and personal 
lending over 2012, although auto financing 
has been strong as the motor industry 
posts a record year in new car sales.

The housing market continues to show 
signs of weakness. Construction and 
dwelling approval figures have been 
subdued, and the latest RP Data-Rismark 

report shows home values have fallen 
for the second year in a row. Despite a 
number of interest rate cuts in the past 
year, the housing market is blunted by 
weak consumer sentiment and affordability 
concerns, especially as labour market 
conditions weaken.

In a slow growth market, there will 
continue to be fierce competition centred 
on pricing and channel innovation.

To combat weak lending demand, 
mutuals will need to be innovative in 
seeking opportunities to attract new 
customers and business for growth to 
sustain profitability. Over the past year, 
some mutuals have been innovative on 
the product design front; for example, 
Community First Credit Union and SGE 
Credit Union launched new home loan 
products designed to attract First Home 
Buyers by making property ownership 
more affordable (see article ‘Australian 
Mortgage Market in 2013’ in Market Scan 
2013 for further details).

Mutuals will also need to continue to 
identify cross-sell or upgrade opportunities 
to grow from their existing portfolio, and 
tightly manage processing efficiency in  
the context of current risk appetite.

DEPOSIT MARKET
Competition for deposits remains fierce 
as the major banks continue to build retail 
deposit books, driven by commercial and 
regulatory factors.

APRA data shows over the years banks 
have increased their deposits as a 
proportion of their total funding. As at June 
2006 deposits accounted for 45.3 per cent 
of total bank funding and this increased to 
55.6 per cent as at September 2012.

However, recent improvements in the 
wholesale markets and achievement of 
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internal hurdles for balancing funding 
books have prompted some, including 
CBA and Bendigo and Adelaide Bank, to 
predict that competition for deposits will 
ease over the next few months.

CBA’s CEO Ian Narev also recently 
conceded that the bank may cut home loan 
rates outside any move by the RBA or pass 
on cuts in full to boost its lending portfolio.

Not only are ADIs competing heavily on 
price, but they are branching out into other 
value add features such as rewards, loyalty 
and channel innovations i.e. mobile banking.

The transaction account remains an 
important battleground, as listed banks 
fight for main financial institution status and 
greater share of wallet. 

With the recent focus on new payment 
technology, the transaction account 
has become even more important as 
ADIs realise the potential in capturing 
transactional dynamics, and to better build 
customer relationships and understanding. 
This strategy is not without risk in terms 
of potential for fraud activity (see article 
‘Mobile Banking in the Mutual Sector 
Today’ in Market Scan 2013 for analysis of 
mobile banking risks).

Ongoing global economic uncertainty 
is prompting many Australians to be 
financially conservative, which continues 
to be reflected in solid deposit growth and 
an increase in the national saving rate. The 
average household is now saving almost 
10 per cent of its disposable income – well 
above the ten-year average of 1.7 per cent 
prior to the GFC.

10 Key Focus Areas
01 Leverage from economies of scale, 

innovation and operating efficiencies to 
convert fixed costs to variable with a 
view to drive down costs and increasing 
value passed on to members.

02 Competitive differentiation in 
a crowded market where - 
notwithstanding high levels of 
member satisfaction - mutuals 
compete with an increasingly diverse 
range of financial service providers 

(e.g. challenger online-only brands, 
car dealership finance, etc).

03 Increased product take up via 
niche marketing initiatives targeting 
specific member segments - e.g. 
package home loan deals, innovative 
transaction and saving accounts 
targeting younger professionals, etc.

04 Member support for the Balance 
Banking campaign, focusing on 
competition and consumer choice 
issues such as major banks’ multi 
brand strategies; fairer taxation of 
interest on ADI deposits; and, fairer 
taxation of customer-owned banking 
institutions.

05 Branch transformation programs 
such as the integration of leading 
edge technology and multi-channel 
options continue to be rolled out 
with a view to improving both the 
customer experience and profitability. 
Given the national prominence 
of mutual branch networks, this 
continues to be relevant to the mutual 
sector. ‘Branch sharing’ also offers 
potential to increase distribution 
networks for minimal cost, providing 
questions on technology compatibility 
and relationship management can be 
addressed.

06 Aligning maturing deposit and loan 

portfolios in an ongoing high funding 
cost low margin environment.

07 While financial service providers 
continue to build and develop 
online banking as a means of selling 
additional products from a lower cost 
base, customer focused innovation 
such as mobile banking applications; 
Near Field Communication (NFC) 
contactless devices, etc. are 
increasing in both their prominence 
and accessibility for financial services 
customers - aided by increased 
penetration of smartphones and 
tablets.

08 Use of social media in financial 
services is growing, and mutuals 
have a real opportunity to compete 
in this space with larger service 
providers on a more “level playing 
field”.

09 Ongoing diligence with regard to 
prevention measures safeguarding 
mutuals from online and other forms 
of fraud and financial crime.

10 Consideration of possible revenue 
implications arising from changes 
introduced by Basel III such as 
potential for intensified competition 
for retail term deposits as larger 
banks move to the Liquidity  
Coverage Ratio.
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ECONOMICOUTLOOK
FOR AUSTRALIA 2013
In the past few years Australia’s 

growth has been solid, underpinned 
by an unprecedented resources 

boom triggered by strong demand 
from Asia. As a result, Australia has 
been able to weather the worst of the 
GFC and remains the envy of other 
advanced economies, with strong 
economic fundamentals, low levels 
of public debt and historically low 
unemployment compared to the rest of 
the developed world.

However, the Australian economy’s recent 
‘immunity’ to major international events 
is by no means guaranteed as global 
economic conditions continue to remain 
uncertain. Indeed, ongoing uncertainty in 
the global economy combined with more 
moderate growth projections for China 
may well see Australia experiencing slower 
growth than in previous years.

In the year to September 2012, Australia’s 
GDP slowed to 3.1 per cent and growth 
projection for 2013 has been downgraded.  
The IMF now expects the Australian 
economy to grow by 3.0 per cent this year, 
a downgrade from its previous April 2012 
forecast of 3.5 per cent.

Part of the reason 
for the revised 
forecast is that the 
mining investment 
boom looks to 
be nearing its 
peak. Total capital 
expenditure is 
expected to grow 
by around 11 per 
cent in 2012/13, 
down from actual 
growth of 30 per 
cent in 2011/12. 
Latest ABS data from September 2012 
shows private capital expenditure is now 
expected to come in at $173.3bn in June 
2013, revised down by 3.3 per cent from 
three months ago. This was the biggest 
downward revision in the ABS survey’s 
history, driven again by the projected 
spending cut in mining. Softer commodity 
prices, a high Australian dollar, rising 
capital and production costs, and the 
introduction of the carbon and mining 
taxes have also contributed to revised 
estimates, leading many companies to 
shelve expansion plans in Australia.

Lower profitability has also reduced 

company tax revenues for the Federal 
Government, as Australian businesses 
slip into ‘cash preservation mode’. In 
December 2012 Treasurer Wayne Swan 
also conceded that it is now unlikely that 
the Federal Labor Government will be able 
to achieve the originally promised budget 
surplus in 2012/13, this after company tax 
payments came in at almost $4bn below 
earlier expectations. Instead of focusing on 
achieving a surplus however, the minority 
Labor Government has said it now looks 
to protect jobs and boost employment in a 
step that has been widely approved  
by economists.
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INFLATION AND  
INTEREST RATES
Australia’s inflation is well within the RBA’s 
target 2-3 per cent band and looks to be 
contained for the time being. That said 
the introduction of the carbon tax led to a 
one-off spike in electricity and gas prices 
in September 2012, while the cost of fruit 
and vegetables also rose significantly for 
the quarter.

For much of 2012 the RBA maintained 
a cautious stimulatory monetary setting. 
A worsening global outlook and ongoing 
weakness in domestic non-mining  
sectors however prompted the RBA to  
cut the official cash rate on four occasions 
in 2012.

It is widely believed that the RBA will cut 
the cash rate further in 2013 due to a 
worsening economic outlook. ANZ and 
Macquarie Bank for example both predict 
that the cash rate will fall to 2.00 per cent 
by the end of 2013. Further cuts to interest 
rates in an ongoing low credit growth 
environment will also likely put more 
pressure on margins and profitability.

Conditions in the housing and retail sectors 
also continue to be difficult, although 
there are some early signs of a rebalance. 
Trade-exposed sectors such as tourism 
and education are languishing as the 
Australian dollar remains above parity with 
the US dollar. Although unemployment is 
still low by historical standards, it is likely 
that weaker labour conditions, especially 
in non-mining sectors, will result in higher 
rates of unemployment over 2013. This 
would certainly further reduce economic 
growth and again prompt the RBA to 
consider further cuts to interest rates.

FINANCIAL CONSERVATISM 
REIGNS
Consumers continue to take a 
conservative approach to their finances, 
preferring to save or pay off debt rather 
than to borrow or invest. For most of 2012, 
consumers were cautiously pessimistic 
despite several rate cuts delivering 
significant savings on their home loans.

According to the Melbourne Institute, 
consumers remain eager to invest new 
savings in deposit taking institutions. As 
stock markets continue to be volatile, the 
proportion of respondents who would 
invest in shares or funds fell to just 10 per 
cent in September 2012, from 16 per cent 
two years ago.

In its latest Household Saving and 
Investment Report, the Melbourne Institute 
also found that the financial situation of 
Australian households is now worse than 
that of a year ago due to an increase in the 
proportion of households that are running 

in debt or drawing on their savings. In 
aggregate, the financial condition of 
metropolitan households was worse than 
that of rural households. This is of some 
concern as global economic conditions 
remain uncertain and confidence continues 
to remain subdued.

Consumer and business confidence is 
likely to remain shaky as a global recovery 
is threatened by a number of downside 
risks. There was a surge in consumer 
sentiment in February 2013 thanks to 
some improved overseas data. It is also 
a sign that lower rates are finally gaining 
traction among consumers. However, it 
remains to be seen whether improvement 
in confidence can be sustained despite 
the uncertain economic outlook. Australia 
will experience softer growth over 2013 
as mining investment and export demand 
weakens. Business conditions will also 
remain tough as companies turn to cost 
cutting measures and operate in a strictly  
cash preservation mode.
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INTERNATIONAL 
ECONOMICOUTLOOK 
IMPACTS FOR AUSTRALIA

Five years since the onset of 
the GFC and the world is still 
recovering from one of the biggest 

financial fallouts in history. Global 
economic conditions and sentiment 
continue to be weak, as many 
advanced economies struggle with 
sluggish growth, enormous public debt, 
unsustainably high unemployment, 
harsh austerity measures, and ongoing 
civil unrest.

According to the International Monetary 
Fund (IMF), world GDP growth has fallen 
from 5.1 per cent in 2010 to 3.2 per 
cent in 2012. This downward trend is 
driven largely by global trade slumps and 
economic weakness among the advanced 
economies, in particular in the US and 
the Eurozone. In fact, the IMF expects 
emerging economies such as China, India, 
Brazil and Russia to grow at four times the 
rate of advanced economies over this year! 

In its World Economic Outlook update in 
January 2013, the IMF downgraded global 
growth projections to 3.5 per cent for 
2013, which is 0.1 percentage point down 
from its October 2012 estimate.

The IMF concluded that global downside 
risks remain significant, citing prolonged 

stagnation in the Euro area and  
excessive short-term fiscal tightening in 
the United States.

US
Over the past few years recovery in the 
US has been slow and steady, with a 
particular focus on infrastructure spending 
and jobs growth to keep the economy 
ticking over. Federal stimulus passed to 
boost economic activity has helped reduce 
the US unemployment rate, from a peak 
of 10.0 per cent in October 2009 down to 
7.7 per cent in November 2012. Official 
interest rates have been at near-zero since 

September 2008, and the Federal Reserve 
vows it won’t lift rates until unemployment 
falls to 6.5 per cent, provided that inflation 
is kept in check. There are also early 
signs of a housing market recovery, with 
stronger residential construction numbers 
and six consecutive quarters of growth in 
residential fixed investment.

The IMF is expecting the US economy to 
grow by 2.1 per cent in 2013 – well above 
the average of 1.5 per cent for advanced 
economies. However, the moderate pace 
of US recovery is still fragile and, more 
recently, consumer sentiment has been 
shaken by the so-called ‘fiscal cliff’ 

Rebecca Lo, Senior Industry Analyst, Research & Advisory
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and debt ceiling worries. The fiscal cliff 
problem has been particularly damaging to 
confidence as the debate about possible 
solutions to avert the crisis dragged on 
for months, with a last minute resolution 
passed and signed into law in early 2013. 
Investor confidence rebounded as share 
markets around the world rallied when the 
final revised bill passed through Congress 
on 2 January 2013.

AVERTING THE FISCAL CLIFF
The term ‘fiscal cliff’ came to be used 
to describe a bundle of US federal tax 
increases and spending cuts that were 
due to expire on 31 December 2012, or 
take effect on 1 January 2013. The term 
was first used by chairman of the Federal 
Reserve Ben Bernanke.

A paper by the Congressional Budget 
Office (CBO) warned that if no deal 
were struck to avert the fiscal cliff of tax 
hikes and massive spending cuts, the 

US economy would then likely fall back 
into recession. The analysis projected 
that while the package of tax rises and 
spending cuts would cut the US federal 
deficit by US$503bn by September 2013, 
it would also shrink the economy by 0.5 
per cent and cost millions of jobs. The 
CBO predicted that legislative inaction 
would cause unemployment to skyrocket 
to 9.1 per cent by Q4 2013.

FISCAL CLIFF  
CRISIS 2012-2013

REVENUE INCREASES

•	 Expiration of ‘Bush tax cuts’ – all 
income tax rates to increase, with the 
top tier rising from 35.0 per cent to 39 
per cent, as well as rates on estate and 
capital gains taxes

•	 Expiration of Social Security payroll 
tax holiday, raising the rate from 4.2 per 
cent to 6.2 per cent

•	 Expiration of other tax concessions 
e.g. child and tuition tax credits; and

•	 Increased tax rates as part of  
‘Obama-care’

SPENDING CUTS

•	 Across-the-board spending cuts 
“sequestration” under Budget Control 
Act of 2010. Cuts to both discretionary 
and mandatory spending e.g. defence

•	 Expiration of emergency 
unemployment benefits which aimed 
to reduce long term unemployment

•	 ‘Doc fix’ – Reduction in Medicare 
payment rates for doctors by nearly 30 
per cent

It became clear, then, that such an abrupt 
onset of budget austerity would have a 
detrimental effect on the still-fragile US 
recovery. After much political feuding over 
the Christmas and New Year holidays, 
President Barack Obama successfully 
passed a deal through the Republican-led 
House of Representatives which raises 
taxes for the wealthiest Americans and, 
importantly, delayed spending cuts for a 
further two months.

THE FISCAL CLIFF PACKAGE:
•	 Delay	first	round	of	spending	cuts	worth	

US$109bn in military and domestic 
programs for two months

•	 Increase	taxes	for	the	wealthiest	2	per	
cent of Americans – income tax rates 
to rise from 35 per cent to 39.6 per 
cent on incomes over US$400,000 for 
individuals and US$450,000 for couples

•	 Permanently	extend	tax	cuts	for	income	
below US$400,000 per person and 
US$450,000 per family

•	 Extend	unemployment	insurance	
benefits for one year for 2m jobless 
Americans

•	 Extend	child	tax	credit,	earned	income	
tax credit and tuition tax credit for  
five years

•	 Increase	in	inheritance	taxes	from	 
35 per cent to 40 per cent after the first 
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 US$5m for an individual and US$10m 
for a couple

•	 Increase	in	capital	taxes	(affecting	some	
investment income) – of up to 20 per 
cent, however less than the 39.6 per 
cent that would be in place without  
the deal

•	 Avoid	a	27	per	cent	cut	in	fees	for	
doctors who treat elderly  
Medicare patients

•	 End	the	temporary	2	per	cent	cut	
to payroll taxes for social security 
retirement savings

Agreement over the fiscal cliff package 
helped to calm investor nervousness 
and gave US consumers some relief and 
certainty about their finances for the year 
ahead. However, economists were quick 
to point out that the fiscal cliff deal does 
not solve the more critical issue of the US’s 
spiralling public debts and the need for 
both measured spending cuts and fiscal 
reform. Over the next few months, US 
legislators have the difficult challenge of 
finely balancing the need to cut the budget 
deficit while at the same time promoting 
and sustaining economic growth.

DEBT CEILING AND FURTHER 
SPENDING CUTS
The real critical issue that the US faces 
now is how to handle its latest debt ceiling 
crisis. According to US law, all government 
borrowing needs to be approved by 
Congress, and they do this by limiting the 
amount that can be borrowed – this is the 
debt ceiling.

The US hit its current statutory debt limit 
of US$16.4 trillion at the end of December 
2012, but the government has taken 
‘extraordinary measures’ - which means 

it is able to continue funding activities 
without an increase in the debt limit until 
late February or early March 2013. The 
last time the debt ceiling was raised was in 
August 2011, when US debt hit US$14.3 
trillion. As a percentage of GDP, US 
national debt is now at its highest since 
World War II.

It is critical that the Obama administration 
secures an increase to the debt ceiling 
promptly, but at the same time the 
President needs to gain support for wider 
measures to tackle the ballooning deficit. 
Failure to lift the debt ceiling is not a viable 
option, as it would likely precipitate a 
default by the US, disrupt normal functions 
of government and throw the financial 
markets into deep chaos.

The next round of spending cuts is due 
to kick in on 1 March 2013, and the US 
economy remains at risk from political 
gridlock over the deficit. The Democrats 
are seeking ways to raise the debt ceiling 
with support from the Republicans, 
but the Republicans insist they will not 
support a debt ceiling increase without 
corresponding deep cuts to spending.

Also worth noting is that a small contingent 
of House Democrats recently introduced 
a bill to abolish the debt limit, a law that 
they say is “unnecessary and increasingly 
an impediment to Congress’s ability to 
further economic recovery”. This is a view 
shared by Federal Reserve chairman Ben 
Bernanke among other economists. The 
rest of the world will be closely watching 
what the US legislators will do next, 
and it is vital that the Democrats and 
Republicans reach a timely compromise to 
ensure economic recovery in the US.

EUROZONE CRISIS  
DRAGS ON
The situation in Europe continues to 
be unsettled. In Q3 2012 the Eurozone 
entered into a double dip recession and 
there is significant disparity in economic 
growth in the region. Heavily indebted 
Greece and Portugal are still in meltdown – 
in fact, Greece has been in recession since 
2008 with a staggering unemployment rate 
of 26 per cent.

Germany and France have been greatly 
instrumental in committing to a united 
Euro. European leaders have committed 
to increased lending commitments to 
keep their debt-ridden neighbours afloat, 
in order to avoid credit defaults or any 
potential breakup of the Euro. However, 
even economic powerhouse Germany 
is beginning to see signs of a slowdown 
with its economy weakening among 
its recessionary southern European 
neighbours.

The IMF forecasts a virtually flat 0.2 per 
cent growth for 2013. Many economists 
see the debt crisis in the Eurozone as the 
biggest risk to the global growth outlook.

The positive news, however, is that there 
are clearer structures in place to navigate 
through the Eurozone’s key problems. 
For example, a new banking union in 
the Eurozone will act as the European 
supervisor of the area’s big banks. The 
European Central Bank (ECB) will have 
this responsibility, providing supervisory 
oversight, a common resolution framework 
in the event of a bank bailout, and a 
common deposit guarantee with the 
backing of a common Eurozone fund.

In another significant step, the European 
Stability Mechanism (ESM) is now 
established as a permanent bailout 
fund that will be able to provide financial 
assistance to Eurozone countries in 
difficulty - up to €500bn from 2014 
onwards. Importantly, this means that 
banking problems will no longer end up on 
government books, pushing up sovereign 
debt and disrupting access to credit.

Lastly, the ECB resorted to extraordinary 
measures in 2012, such as buying 
struggling countries’ bonds and pumping 
very low-cost money into the economy. 
In September 2012 the ECB announced 
a plan to buy unlimited quantities of 
distressed government bonds in exchange 
for promised austerity and reforms. This 
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scheme, known as outright monetary 
transactions (OMTs) has yet to be tapped.

All of these measures are positive  
steps forward, but there are still many 
challenges ahead.

There continues to be a great deal of 
political uncertainty and civil unrest 
in parts of Europe. In Italy, the recent 
election gridlock has forced the centre-
left Democratic Party to scramble to form 
government. At the time of writing, the 
Democratic Party was still negotiating 
a way forward, whether it is to form a 
‘grand coalition’ with Silvio Berlusconi’s 
centre-right party, or to form a minority 
government with technocrat Mario Monti. 
There is also a federal election in Germany 
in September. While Angela Merkel is 
likely to be re-elected as chancellor, 
her Government may well err on the 

conservative side in the months leading up 
to the election.

Across Europe there is growing resistance 
to austerity. Spain’s economy is in a spiral 
decline as its economy shrinks far more 
than expected, while unemployment 
continues to rise. There is the question of 
whether Spain will need to engage in a 
sovereign bailout, but so far the Spanish 
government is holding out for fear of 
passing on even more austerity measures 
to its crippling economy.

AUSTRALIA IN THE  
ASIAN CENTURY
Australia has been lucky to avoid many 
of the same issues facing the rest of 
the developed world thanks largely to 
its strong fiscal position, conservative 
regulatory framework, and solid trading 
relationship with Asia.

China is by far Australia’s biggest trading 
partner both in terms of imports and 
exports. Over the past few years, China 
has experienced double digit growth as 
the Chinese government spends billions 
on huge infrastructure building programs, 
lifting millions of Chinese workers into the 
middle class. Along the way, insatiable 
Chinese demand for Australian resources 
– particularly iron ore – have largely 
insulated Australia during the worst of 
the GFC years, and buoyed the local 
economy via record mining investments.

Australia’s wealth however remains 
inextricably linked to the health of the 
Chinese economy. Unfortunately, ongoing 
problems in the Eurozone and a weak 
global outlook have put a lid on China’s 
growth trajectory. China’s GDP growth for 
2012 slowed to 7.8 per cent, the slowest 
annualised rate for 13 years. The Eurozone 
and the US are key export markets for 
China, so China’s economic direction over 
the next year will be greatly influenced by 
developments in these markets.

What this means for Australia is more 
subdued growth over 2013 due to softer 
demand from Asia, and more cautious 
private sector spending. Australian 
consumers are still going through a period 
of financial conservatism, preferring to 
save and pay off debts rather than spend 
or invest. Businesses are largely still in 
cash preservation mode, holding off on 
investments or expansion plans until the 
global outlook improves.
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The Australian housing market 
continues to see subdued levels 
of activity, despite some signs  

of improved affordability over the  
past year.

Housing credit aggregates have tracked 
sideways for much of the past year, 
reflecting what Deloitte calls ‘a new 
normal’ for the sector. System growth  
has been tracking at just below 5 per cent 
over 2012, down from double digit growth 
experienced in the decades prior to  
the GFC.

This slowdown in housing activity is 
primarily driven by consumer conservatism 
and ongoing economic concerns. 
Households continue to be financially 
cautious, preferring to deleverage and save 
their money rather than take on more debt. 

Persistent weakness in the global 
economy is further dampening consumer 
confidence especially as consumers 
are increasingly wary about job security. 
Although unemployment remains low by 
historical standards at 5.4 per cent as at 
December 2012, there is some concern 
over growing labour under-utilisation, with 
the ABS estimating there are now more 
than 1.5m Australians who are either 
looking for a job or are underemployed 
i.e. prefer to work longer hours but aren’t 
doing so.

OWNER-OCCUPIED AND 
INVESTMENT LENDING
The total value of new housing loans 
financed in 2012 reached $247.3bn, 
which was a 4.2 per cent increase from 
the previous year. This is a significant 
turnaround from last year, when the 
total value of new home loans financed 
dropped 1.2 per cent following the end of 
the Government stimulus for First Home 
Buyers in 2010.

The number of owner-occupied loans 
financed in the year to December 2012 
totalled 546,466, up 4.5 per cent from a 
year ago. In dollar terms, owner-occupied 
loans accounted for 66 per cent of total 
housing loans in 2012 while investment 
lending accounted for the remaining 34  
per cent.

TOTAL NEW HOUSING LOANS  
FINANCED – BY VALUE

The average owner-occupied loan 
financed in 2012 was $298,771, which 
is down from $303,020 from a year ago. 
It is likely that subdued house prices and 
tighter lending criteria have pushed down 
the average loan size for new borrowers 
and refinancers. It is also possible that 
borrowers are choosing to save more of a 
deposit before committing to a mortgage, 
so as to give themselves more of a 
financial buffer.

Investment lending picked up slightly over 
2012, due to an influx of opportunistic 
investors hoping to capitalise on flatter 
house prices and lower interest rates. It is 
a particularly favourable investor market 
in areas where there is significant dwelling 
stock deficiency i.e. metropolitan areas of 
NSW and QLD, and a low rental vacancy 
rate. Investors in these areas should 
expect good rental yields and steady 
capital growth.

CONSTRUCTION AND 
PURCHASE OF NEW 
DWELLINGS
In recent years, refinancing activity has 
been strong but it appears that the 
construction and new builds sector may 
spur growth into 2013.

New builds account for a very small 
proportion of new owner-occupied loans, 

AUSTRALIANMORTGAGE
MARKET IN 2013

$bn 2011 2012 2011-12 
growth

Owner-
occupied

158.5 163.3 3.0%

Investment 78.9 84.0 6.5%

Total 
housing 
loans

237.4 247.3 4.2%

Rebecca Lo, Senior Industry Analyst, Research & Advisory



14   MARKET SCAN 2013

but it is clearly a growth sector. According 
to the ABS, finance approved for the 
purchase of new dwellings jumped by 14.2 
per cent in 2012. Meanwhile, finance for 
the construction of dwellings increased 
by 5.3 per cent to $16.7bn in the year 
to December 2012. Finance for dwelling 
construction actually fell 8.5 per cent  
in 2011.

It appears that the various state 
Government measures to stimulate the 
new home construction sector are having 
some effect. In NSW and QLD, changes to 
stamp duty concessions and an increase 
to the First Home Owner Grant (FHOG) 
for purchase of new homes appear to 
have briefly boosted First Home Buyer 
(FHB) activity. Both state Governments 
have scrapped incentives for FHBs 
purchasing established homes, while the 
SA Government reduced the FHOG for 
established homes from $7,000 to $5,000. 

FIRST HOME OWNER GRANTS 
(EFFECTIVE OCTOBER 2012)

Construction of new dwellings is critical 
to keep up with Australia’s population 
growth, especially as net migration remains 
historically high. Economic forecasters BIS 
Shrapnel believes Australia currently has 
an estimated dwelling shortfall of 99,600, 
with NSW accounting for the biggest 
share of dwelling stock deficiency. Despite 
various state Government initiatives to 
boost construction of new dwellings, BIS 

Shrapnel expects the housing shortage 
to deteriorate over the next few years as 
the pace of population growth outstrips 
construction.

ESTIMATED STOCK  
DEFICIENCY (’000s)

BUILDING  
PREPAYMENT BUFFERS  
IN UNCERTAIN TIMES
Over 2012, the RBA dropped the official 
cash rate by 125 basis points to a record 
low of 3 per cent. This has translated to 
increased savings for borrowers, and it 
appears that many borrowers are choosing 
to pay down their mortgage more quickly 
than required.

The RBA estimates that the average 
household is ahead of scheduled 
repayments by around 1.5 years. 
Anecdotal evidence from the major banks 
suggests that this average is greatly 
boosted by a group of borrowers who are 
significantly ahead of schedule – around 
15 per cent of borrowers are ahead by 
two years or more. Perhaps unsurprisingly, 
higher income earners are more likely to be 
ahead of their repayments.

To some extent, lower interest rates 
combined with easing house prices have 
greatly improved housing affordability. 

According to the Housing Industry 
Association (HIA), housing affordability has 
improved for the seventh straight quarter in 
September 2012.

Despite the significant rate cuts in the 
past year and improved property buying 
conditions, housing finance remains flat 
and consumer sentiment continues to 
be cautious. Underemployment remains 
a concern for would-be buyers, but it 
seems that the large majority of borrowers 
are very comfortable with meeting and 
overpaying their repayment.

COMPETITIVE LANDSCAPE 
Banks have maintained their dominant 
share of residential home loan lending. 
In December 2012, the ‘big four’ banks 
(including subsidiaries) held an estimated 
75 per cent of the residential mortgage 
book while mutuals combined held an 
approximate 5 per cent share.

As loan demand continues to be subdued, 
profitability will be challenged by high 
funding costs and the current low interest 
rate environment. Mutuals will need to 
be alert and ready to respond to this key 
change in market dynamics.

Many lenders in Australia have been 
stepping up their marketing efforts to 
boost growth in an otherwise sluggish 
market. Some lenders cut back or fully 
waived their upfront fees (e.g. loan 
application or establishment fees), while 
some offered new customers rebates 
in the form of gift cards or by directly 
crediting money to their home loan or 
bundled transaction account. These 
measures are designed to make the loan 
‘onboarding’ process more affordable and 
attractive, making it easier for prospective 
buyers to get into the property market or 
for existing borrowers to switch. Indeed, 
research from comparison site RateCity 
found that the average upfront fees fell 
from $707 to $693 over the past year.

Some lenders specifically targeted the 
refinancing market with offers to contribute 
to refinancing costs or via lower rates. For 
example, NAB’s online subsidiary UBank 
offers a highly competitive product called 
UHomeLoan which targets refinancers, 
with an upfront rate discount and a loyalty 
discount of 0.10 per cent for the life of  
the loan.

On the pricing front, mutuals continue to 
be very competitive in the marketplace. 
According to Canstar Cannex, the 
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average SVR offered by mutuals has been 
consistently below the average of the major 
banks. As at February 2013, the average 
mutual SVR was 6.01 per cent - around 40 
basis points below the average SVR of the 
major banks.

Mutuals have also been innovative on the 
product design front. In June 2012 CUA 
launched its Rate Breaker Package, a 
tracker home loan offering a variable rate 
that is 1 per cent lower than the average 
of the advertised SVR of the big 4 banks. 
Also, last year QT Mutual Bank introduced 
its QTMB Rate Tracker home loan, where 
the variable rate is tracked against the RBA’s 
official cash rate which guarantees any rate 
cuts (or rises) would be passed in full.

Both these products are designed to give 
consumers a level of certainty at a time 
when many lenders have been pricing 
their lending products outside of RBA 
movements.

Other product innovations target new 
First Home Buyers by making property 
ownership more affordable. For example, 
Community First Credit Union launched 
its $2,000 First Home Buyer Headstart 
Grant towards the end of 2012, which 
was timed to coincide with the end of FHB 
assistance for established home purchases 
in NSW and QLD.

And more recently, SGE Credit Union 
launched a guarantor home loan called Get 
Ahead Start aimed at FHBs with little or 
no deposit. This product allows buyers to 
purchase their first home by borrowing up 
to 100 per cent of the purchase price, and 
at the same time helps them to reduce or 
avoid paying mortgage lenders insurance.

These product innovations offer a glimpse 
into how some mutuals are seeking growth 
and adjusting their strategies to adapt to this 
challenging low credit growth environment.

KEY CHALLENGES FOR 2013
Housing activity is likely to remain subdued 
over 2013. Consumer confidence 
continues to be weak due to ongoing 
uncertainty in the global economy. There 
is also growing tension in the Asian region 
between Australia’s two biggest trading 
partners China and Japan over disputed 
territorial claims.

The outlook for the Australian mortgage 
market is weak, and it seems that many 
in the industry expect lower growth rates 
compared to the previous year. According 
to the Abacus 2013 CEO survey, just 2 
per cent of surveyed CEOs expect their 
mortgage loan balances to increase 
by more than 10 per cent over 2013 
compared to 22 per cent in the 2012 CEO 
Survey. This is a fairly clear indicator that 
mutual CEOs feel much less optimistic 
about growing their mortgage loan book in 
2013 compared to the same time last year. 

Indeed, weaker demand for credit presents 
a key challenge for mutuals over the next 
year along with higher funding costs and 
margin pressures all eating into profitability. 

High funding costs and margin squeeze 
due to competitive product pricing will 
make it a challenging year for mutuals.

Many lenders have been ‘paring back’ 
on the rate cuts passed on to borrowers 
in light of harsher funding conditions. For 
much of 2009 when the GFC peaked, the 
RBA reduced the cash rate to a record 
low of 3.00 per cent and the average 
mortgage SVR was 245 basis points 
above the cash rate. As at January 2013, 
this difference has increased to 305 basis 
points despite the cash rate being back at 
the ‘emergency’ levels at 3.00 per cent.

As offshore borrowing markets continue to 
be unpredictable, major banks have been 
targeting domestic household deposits 
as a cheaper source of funding. The 
deposit market is now more than ever a 
fiercely fought space, and mutuals have 
been increasingly forced to stay price 
competitive to support a stable funding 
pool in the absence of accessible and 
cost-effective funding alternatives.

Margins are also under pressure because 
of competitive loan pricing, which has 
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become a key battleground for those 
seeking lending growth in a subdued 
market. While the mutual sector continues 
to offer very competitively priced products, 
it is important to note that pricing as a sole 
differentiator is ultimately unsustainable for 
the industry.

Lenders have been trying to preserve  
their margin by withholding rate cuts.  
As the table below shows, mutuals and  
major banks alike have been struggling  
to pass on rate cuts in full over the past  
year, with ANZ delivering the most  
savings to its borrowers with a 152  
basis point reduction in its SVR since  
November 2011.

Although the large majority of lenders have 
not been consistently passing rate cuts 
in full, there is still some reputational risk 
associated with failure to do so. According 
to Roy Morgan, ANZ’s independent rate 
decisions have directly contributed to 
a slide in its customer satisfaction rate, 
which hit a five-year low of 73.1 per cent 
in July 2012. While ANZ has improved its 
satisfaction rate since, the bank continues 
to lag behind the other major banks in  
this regard, and it seems that the bank’s  
break with the RBA has contributed to  
customer dissatisfaction.

NAB presents a different case. While 
NAB has delivered the smallest rate 
reduction in recent times, it also 
consistently offered the lowest SVR of the 
major banks over 2012. In the past few 
years, NAB made a strategic decision 
to win back market share and improve 
its customer satisfaction ratings via its 
‘Break Up’ campaign and aggressively 
priced products. This seems to have 
resonated with customers and NAB’s 
customer satisfaction remains the highest 
of the major banks at 79.8 per cent as at 
December 2012.

SUMMARY
Housing conditions will continue to be 
difficult over the year, characterised by 
low credit growth and a low interest rate 
environment. Deposit costs will remain 
high and pricing will continue to be a fine 
balancing act. Banks are likely to still chase 
market share targets and aggressively 
compete for whatever growth exists. 
Among smaller lenders or niche players, 
there is an opportunity to differentiate and 
chase growth by taking on more risk, by 
targeting ‘near prime’ loans, or increasing 
LVRs on standard products.

Dec 12 Oct 12 Jun 12 May 12 Dec 11 Nov 12 Total 
cuts 
(since 
Nov 11)

RBA cash rate 0.25 0.25 0.25 0.50 0.25 0.25 1.75

Lender SVR cuts

ANZ 0.20 0.20 0.25 0.37 0.25 0.25 1.52

CBA 0.20 0.20 0.21 0.40 0.25 0.25 1.51

NAB 0.20 0.20 0.21 0.32 0.25 0.20 1.38

Westpac 0.20 0.18 0.20 0.37 0.25 0.25 1.45

Mutuals  
(industry avg) 0.19 0.17 0.21 0.27 0.22 0.22 1.28



17   MARKET SCAN 2013

Personal lending has been weak 
due to lower consumer appetite 
for credit. Lending growth 

has been subdued as consumers 
continue to be cautious about their 
personal financial situation and debt 
obligations.

Growth in personal loan aggregates 
has been virtually flat, growing by 0.6 
per cent to $134.3bn in the 12 months 
to December 2012. Personal credit 
aggregates is now 13.1 per cent down 
from its peak of $154.9bn in May 2008, 
prior to the global financial downturn. 

The Abacus CEO Survey reveals that 
many mutual CEOs continue to be 
pessimistic about growing their personal 
lending book over 2013. In total, 30 
per cent of CEOs expect their personal 
lending book to experience negative 
growth over this period – a sharp rise 
from 14 per cent a year ago. Over half 
of the surveyed CEOs expect growth of 
less than 5 per cent this year, and just 14 
per cent of CEOs expect their personal 
credit balances to grow by more than 
5 per cent. It is clear that mutuals are 
bracing themselves for a difficult year of 
constrained growth ahead.

FIXED RATE LOANS 
INCREASINGLY POPULAR
Historically low interest rates and 
preference for repayment certainty are 
prompting many borrowers to opt for fixed 
rate personal loans. According to the ABS, 
the proportion of personal lending with a 
fixed rate option hit a 15-year high of 58.7 
per cent as at December 2012. 

Although many economists are predicting 
interest rates to fall even further in 2013, 
it is likely that consumers will continue to 
lock in a low rate while they can and to 

opt for the certainty of fixed repayments in 
otherwise uncertain times.

PERSONAL LOANS  
BY PURPOSE
Refinancing is the most common reason 
for taking out a personal loan. According 
to the ABS, 27 per cent of fixed rate 
personal loans financed in 2012 were for 
refinancing purposes, while 26 per cent 
were to buy a motor vehicle.

Auto finance grew solidly over the past 
year, as new car sales climbed to record 
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levels. Official sales figures from the 
Federal Chamber of Automotive Industries 
(FCAI) show that new car sales in 2012 
were up by 10.3 per cent to 1.11m, driven 
by strong sales in motorcycles, SUVs and 
four-wheel-drive utes.

The motor industry had a record breaking 
year in 2012, despite sluggish retail 
sales and weaknesses in other parts of 
the economy. Car affordability improved 
considerably over 2012, thanks to the 
high AUD and heavy discounting by car 
dealers needing to meet aggressive sales 
targets. The FCAI also attributed much 
of the growth to the rebound from supply 
shortages following natural disasters in 
Japan and Thailand last year.

Many new car buyers sought attractive 
motor finance deals to pay for their car 
purchase. As a result, the value of loans 
financed for motor vehicles jumped by 
15.1 per cent in 2012. In the 12 months to 
December 2012 a total of $13.3bn in loans 
were financed for car purchases, up from 
$11.5bn the previous year.

Although motorcycles account for less 
than 3 per cent of total motor vehicle 
finance, motorcycle lending (e.g. scooters, 
ATVs) soared by an impressive 55.8 per 
cent over 2012. Scooters and bikes are 
an increasingly popular alternative to 
cars in metropolitan areas because of 
convenience and their fuel efficiency, while 
off-the-road motorcycling as a recreational 
activity has become more popular in 
regional centres.

Finance for new cars increased by 29.4 
per cent over 2012, while finance for  
used cars fell by 1.1 per cent during  
the same period.

The FCAI expects 2013 to be another solid 
year with the sale of 1.07m new cars. With 
the motor industry looking to post another 
near-record year in 2013, motor finance 

is likely to continue its strong run. This 
presents a good opportunity for financial 
institutions to look at how best to secure 
car finance borrowers from within and 
outside its membership base.

According to Datamonitor, car dealership 
is a growing channel for personal loans. In 
2011, 8 per cent of loans were originated 
at a car dealership and this increased to 
12 per cent in 2012. Many car dealerships 
offer very attractive promo deals and 
competitive rates as a way to close a sale. 

As such, there is an opportunity for 
financial service providers to gain a greater 
share of the car lending market. Mutuals 
can more actively promote their car loan 
products and look for potential cross-sell 
opportunities among existing members. 
A quick loan approval process and fast 
access to funds are also imperative. CBA 
is perhaps the market leader in this space, 
guaranteeing borrowers will hear back 
within 60 seconds of applying with same 
day access to funding where they are an 
existing CBA customer.

As well as getting the pricing right, 
product innovation can be another point of 
differentiation. For example, bankmecu’s 
goGreen car loan stands out from the 
crowd because the loan not only offsets 
the car’s carbon emissions, but promotes 
car safety among young drivers by offering 
a $200 rebate for borrowers who complete 
their Advanced Driver Training course.

CREDIT CARDS
Credit card growth has been subdued 
as consumers shy away from debt and 
increasingly favour debit cards for everyday 
purchases. Outstanding credit card 
balances actually fell by 0.9 per cent in the 
12 months to December 2012, down from 
5.2 per cent growth experienced two  
years ago.

Growth in the number of personal credit 
card accounts slowed to just 1.1 per  
cent by the end of 2012. At the time of 
writing, there were 13.9m credit card 
accounts in Australia with an average 
balance of $3,267.

On average, credit cardholders use their 
card 11.2 times per month with purchases 
amounting to $1,319 per month. RBA 
data indicates that although consumers 
continue to use their credit card for  
regular everyday purchases, they are  
also spending less and actively paying off 
their outstanding debts as they tighten  
their belt.

According to research house RFi, the 
decline in credit card balances accruing 
interest is perhaps accelerated by the 
effect of the NCCP reforms introduced 
in July 2012, requiring a ‘minimum 
repayment warning’ on credit card 
statements. RFi found that over 25 per 
cent of surveyed credit cardholders who 
had seen the warning consequently either 
reduced their spending or increased  
their repayments.

Indeed, there are significant costs in 
complying with NCCP. The introduction 
of the minimum repayment warning is 
particularly costly to implement as it 
involves software changes in the core 
banking system. Other changes have 
resulted in product delivery costs, such as 
the requirement that repayments are first 
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allocated to that portion of the outstanding 
balance to which the highest rate of 
interest applies.

At the same time, debit cards continue 
to chip away at credit card growth. The 
number of debit card accounts grew by 
6.8 per cent over 2012, compared to just 
1.1 per cent posted by credit cards. Debit 
cards continue to achieve double digit 
growth in terms of both volume and value 
of transactions, while credit cards  
lag behind.

Data from Veda Advantage confirms this 
trend, with the number of credit card 
applications falling by 1.6 per cent year-
on-year in the Q4 2012. Overall consumer 
demand for credit cards have been weak 
across all states, with WA being the only 
state where credit card applications are 
higher over the past year.

P2P LENDING IN AUSTRALIA
Although peer-to-peer lending is still in 
its infancy in Australia, it is interesting to 
explore its popularity overseas and how 
this growing sector might affect traditional 
lending channels in the future.

Over the past few years, P2P lending has 
exploded in markets including the US 
and the UK. The idea behind P2P lending 
(or social lending) is simple: matching 
individual investors with borrowers 
who are in need of funds over a shared 
web platform, thereby cutting out the 
‘middleman’ i.e. banks and financial 
institutions.

In the US, P2P lending platforms such 
as Lending Club and Prosper.com 
have become very popular, especially 
among the unbanked or among those 
who have difficulty applying for traditional 
prime loans. In late 2012, Lending Club 
announced that is has facilitated more 
than US$1bn in personal loans and in 
the five years of its operation has helped 
80,000 borrowers pay off their debt.

Individual investors are also interested 
in the returns as well as the ability to 

spread risk across several borrowers. To 
date, Lending Club has paid US$116m 
in interest to investors and it recorded an 
average annual return of 9.3 per cent over 
2007-2012 – by far outperforming the S&P 
500 with an average annual return of 4.2 
per cent.

Certainly the biggest challenge with direct 
peer lending is managing credit risk.

Lenders like Lending Club and Prosper.com 
operate based on a complex pricing 
algorithm to work out a borrower’s credit 
profile, taking into account the borrower’s 
home ownership status, employment 
length, existing debt levels etc. and 
issuing their own proprietary credit 
grades accordingly. Usually, lenders who 
are assessing a borrower’s bid can also 
access summary credit data from  
credit bureaus.

The borrower’s grade or rating ultimately 
determines the interest rate charged. For 
example, A-grade Lending Club borrowers 
can expect an average interest rate of 7.59 
per cent compared to higher risk G-grade 
borrowers who are charged an average of 
23.12 per cent.

So far P2P lending in Australia has 
had a difficult history. P2P platforms 
LendingHub, Fosik and Peermint never 
got past the initial testing stages and the 
first lender to get off the ground, iGrin, is 
now running off its loan book. According 
to the Eureka Report, iGrin had facilitated 
more than $100,000 in loans when the 
NCCP came into force in 2011, tightening 
the regulatory environment around lending 
and credit reporting.

iGrin no longer accepts new loans but 
continues to service existing loans. 
However, it is rumoured that iGrin will be 
relaunched as Peerlending in the first  
half of 2013, under a slightly different 
model which fits with current peer  
lending regulations.

The latest player trying to break into 
Australia’s P2P lending market is 
SocietyOne, which promotes itself 

Dec-2011 Dec-2012 Annual change

Number of accounts 13.85m 13.99m 1.1%

Balances outstanding $46.1bn $45.7bn -0.9%

Credit limit (aggregated) $128.1bn $129.7bn 1.2%

Understanding the average credit cardholder…

Ave. outstanding balance $3,333 $3,267 -2.0%

Ave. credit limit $9,254 $9,267 0.1%

Ave. $ / purchase $122 $118 -3.3%

# of purchases / month 10.6 11.2 5.8%
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as Australia’s first and only compliant 
P2P online platform. While there is no 
publicly available data on the uptake or 
performance of SocietyOne’s portfolio, the 
company does not appear to be making 

inroads in terms of online visibility or 
consumer awareness.

As yet, P2P lending does not pose a real 
threat to the traditional financial services 

model but there is considerable interest 
from venture capital investors. Successful 
models overseas such as Lending Club 
and Zopa prove that it could be a growth 
sector in Australia, despite the number of 
failed attempts here to date.

There are significant challenges for start-up 
P2P lenders, and they are by no means 
restricted to regulatory concerns. The 
responsibility of managing risk, borrower 
credit ratings and the process of loss 
recovery necessarily fall on the P2P 
lending intermediary. In addition, P2P 
lenders will need to educate and raise 
consumer awareness, to pitch P2P lending 
as a viable alternative to traditional forms 
of lending, and to assure investors of the 
robustness of their due diligence.

SUMMARY
Ongoing economic uncertainty and risk-
averse consumers are key contributing 
factors to the weak growth of personal 
lending. As such, lenders are forced to 
reconsider strategies for growth and 
explore different options. Many mutuals 
expect their personal credit balances to 
experience negative growth over 2013, but 
with car sales expected to remain strong 
into the year there exists opportunities 
to drive car lending growth. It is also 
important to monitor trends like P2P 
lending, which is still in its embryonic stage 
in Australia but has the potential to change 
the way consumers borrow in the long run.

Reward / Risk

Average borrower interest rates as of February 7, 2013

Grade Grade Grade Grade
A B C D E F G

Grade Grade Grade

7.59% 11.84% 14.92% 17.68% 20.04% 22.09% 23.12%
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Australian households are 
watching their hip pockets 
and tightening their belts. 

With the shock of the global financial 
crisis, consumers are steering away 
from risky asset classes, preferring to 
hold money in deposits and building 
financial buffers in case of further 
deterioration in the global economy.

The OECD estimates that Australian 
households will maintain their high level 
of savings for some years to come. The 
OECD expects households to save on 
average 8.7 per cent of their disposable 
income in 2013, rising to 9.0 per cent 
by 2014. Australian consumers are still 
very conservative with their personal 
finances, especially as the global economy 
continues to create anxiety and concern.

Although Australia’s saving rate will 
continue to be high, expectations of 
deposit growth over 2013 is lower than 
in previous years. According to the 2013 
Abacus CEO survey, 46 per cent of 
mutual CEOs believe that their deposit 
balances will increase by more than 5 per 
cent over 2013 – this is down from 68 per 
cent who thought the same last year. 

In other words, mutuals are slightly more 
pessimistic about growing their deposit 
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balances in 2013 compared with last year. 
It looks likely that 2013 will be a tough year 
for mutuals in terms of rethinking ways 
to navigate a low interest rate, low credit 
growth environment where deposit raising 
has become harder than ever before.

THE DEPOSIT ‘WAR’
Competition over deposits has been fierce 
over the past few years. Larger banks 
have been aggressively growing their 
deposit balances as the cost of offshore 
wholesale funds rose steeply. Since the 
GFC in 2007/08, banks have increased 
their reliance on domestic retail deposits 
as a relatively cheaper and stable source 
of funding.

The growing competition for deposits has 
ultimately resulted in a price war. Financial 
institutions have been aggressive with their 
pricing, especially with their longer term 
deposit rates. To illustrate this, RBA data 
shows the average bank term deposit 
rate has been higher than the cash rate 
itself since May 2012. As at January 2013, 
the average term deposit rate (across all 
terms) among the major banks was 3.55 
per cent – 55 basis points higher than the 
cash rate. The last time the cash rate was 
3.00 per cent was mid-2009, when the 
average term deposit rate was actually 20 
basis points lower than the cash rate.

In response to stiffer competition, some 
major banks made the strategic decision 
to build up their online subsidiary brands 
as price leaders. For example, NAB’s 
online-only brand UBank has made 
significant inroads in capturing term and 
online deposits and now accounts for 
an estimated 17 per cent of NAB’s total 
household deposits. To illustrate the rate 
differential, at the time of writing UBank 
offered 4.70 per cent on a 12-month term 
deposit while its parent NAB offered 4.20 
per cent for the same term.

RAMS is another major bank subsidiary 
that has been leading the price war. As 
part of its multi-brand strategy, Westpac is 
now using RAMS to build a separate online 
banking presence. Westpac has retained 
RAMS as a separate entity along with 
its franchise network, which distributes 
Westpac’s full suite of retail banking 
products under the RAMS brand. RAMS 
currently offers an online savings account 
and plans to offer term deposits and credit 
cards in the near future. Within the first 
three months of RAMS launching its online 
savings account, RAMS had attracted 
20,000 new depositors who are mostly 
‘new to bank’.

Like many other online savings accounts 
on the market, the RAMS Saver account 
offers a conditional bonus rate based on 

meeting certain criteria i.e. no withdrawal, 
depositing a certain amount or maintaining 
a minimum balance for that month. At 
the time of writing, RAMS offered a base 
variable rate of 4.02 per cent and a bonus 
rate 0.8 per cent if all conditions are met.

Other deposit taking institutions have been 
promoting high, attractive introductory 
rates on high yield savings accounts to 
win new customers. In fact, analysis by 
Canstar found that the gap between 
introductory and base rates on high yield 
savings accounts has been widening, 
and that interest rates can fall by as much 
as 185 basis points at the end of the 
introductory or promotional period.

The Canstar research, which was 
conducted in September 2012, found 
that the average base rate was 3.70 per 
cent while the average introductory rate 
was 126 basis points higher at 4.96 per 
cent. By offering high introductory rates for 
a limited time, ADIs are able to maintain 
an attractive headline rate while paying a 
lower ongoing rate.

The fierce quest for deposits has not been 
focused solely on the term deposit and 
savings space. In an attempt to boost 
transaction account business, many ADIs 
have removed account keeping fees and/
or have offered rebates for new customers. 

Citibank, for example, relaunched its 
Citibank Plus transaction account in 
2011 which it claims to be a truly fee-
free account i.e. removing fees for bank 
cheque issuance, cheque dishonour, 
extra statement fees, overseas ATM 
withdrawals, overseas point-of-sale 
transactions, and overseas funds’ 
transfers. Citibank reported that the 
relaunch has been a success – in the first 
nine months Citibank signed up more than 
5,000 customers on average every month 
and passed 100,000 transaction banking 
customers.

The focus on transaction accounts is 
an important one. Consumer research 
consistently reveals that the transaction 

account is a key stepping stone to a 
deeper relationship with customers. 
Transaction accounts are often the 
first product that a customer takes out 
when starting a banking relationship. In 
addition, transaction accounts create 
sticky customers, which is why there has 
been so much interest in kids’ bonus rate 
accounts in recent years.

Tougher competition for deposits has 
meant that the cost of raising deposits has 
actually increased. In turn, this has resulted 
in margin squeeze, especially given price 
pressures, weak consumer appetite, and 
subdued growth on the lending side of 
the business. A further complication for 
the deposit market was the recent failure 
of debenture issuer Banksia Securities. 
Consumer awareness of the difference 
between a debenture issuer and a 
guaranteed deposit with an ADI has been 
a concern. Abacus has formally raised 
this with ASIC on a number of occasions, 
particularly the fact that they were allowed 
to operate in this manner without any 
action from ASIC.

The collapse of Banksia seemed to 
undermine the confidence of some 
consumers in smaller, APRA regulated 
ADIs and created short-term funding 
pressures for some regional mutuals. 
Abacus Public Affairs has increased the 
pressure on the issue with ASIC, APRA 
and Treasury (see article ‘2013 Regulatory 
and Compliance Outlook’ in Market  
Scan 2013).
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MARKET DYNAMICS IN 2013
Competition for deposits will continue 
this year, but there are early signs that 
funding pressures are likely to ease. There 
have been recent improvements in global 
markets and the cost of bond issuance has 
declined significantly. The cost of wholesale 
funds will likely improve throughout the year 
but as the RBA notes in its February board 
meeting, it will take time for lower bond 
yields to flow through to aggregate funding 
costs and commercial lending rates.
The banking industry continues to gear up 
for Basel III. Mutuals are expecting to see a 
modified Minimum Liquidity Holding (MLH) 
regime introduced in June 2013 along with 
the new Liquidity Coverage Ratio (LCR) for 
the larger banks. While the revised MLH 
regime will be implemented immediately, 
the LCR will not be in place until at least 
2015, or possibly later under the delayed 
timetable announced by Basel in January.
While APRA continues to argue that it will 
be business as usual for mutuals, it does 
propose to restrict liquid assets held with 
lower rated ADIs (BBB+/CRG3 or lower) 
to 20 per cent of assets. This will impact 
on the earning potential of a liquid asset 
portfolio and force some mutuals to move 
their liquidity to higher rated classes. This 
resulting lower yield will create further 
pressure on already tight margins and 
perhaps prompt some repricing of products 
– if this has not yet already started.
On the flipside, mutuals seeking to issue 
debt securities as a funding tool may need 
to rethink their strategy as demand for 
lower rated instruments will be less from 
ADIs subject to the modified MLH regime.
While only larger banks will move to the 
LCR, mutuals will experience ‘knock on’ 
effects in the form of intensified competition 
for retail term deposits. This is because 

the ‘run off’ assumption i.e. how much 
will consumers be able to pull out during 
a bank run at a time of crisis are higher for 
shorter term deposits, particularly those 
accessible online. Liabilities with higher run 
off assumptions will require higher liquidity 
and banks will therefore seek to build a 
more stable, long-term deposit base.
This means that banks may gradually lower 
their rates on online saving accounts but 
the pricing of longer term deposits will 
continue to be competitive as they are highly 
favourable under the new LCR. Moreover, 
swap rates for longer maturities are fairly 
low so mutuals may do well to focus on 
locking in longer term deposits while looking 
for opportunities to grow their short term 
deposits, particularly in the online space.

On the capital side, it is critical for APRA 
and the mutual industry to continue to 
work on a Basel III-compliant capital 
instrument for mutuals. Without such an 
instrument, mutuals will rely primarily on 
profit and retained earnings to boost their 
capital position, and with more stringent 
capital ratios in place under Basel III, 
some institutions may see slower growth 
prospects. Abacus continues to work closely 
with APRA on this very important issue.

Other issues are worth mentioning here. 
The introduction of the Government’s ‘tick 
and flick’ scheme in July 2012 has so far 
produced very little account switching 
activity, largely because consumer 
awareness has been low. Nevertheless it 
is a very important initiative that removes 
many key switching barriers, particularly the 
transfer of direct debits. The opportunity 
and challenge for mutuals is to tie in and 
promote this scheme along with their own 
marketing and sales efforts.

Mutuals are also encouraged to support 
Abacus’ recently launched Balance Banking 

campaign. The campaign puts the need for 
greater competition in banking on centre 
stage. It is a call to action for consumers 
concerned with the lack of competition in 
retail banking, and who wish to support an 
inquiry to help smaller players compete on 
a more level playing field.

Industry support for the campaign will 
be key to ensuring the message is heard 
through a united mutual sector voice. You 
can help the Balance Banking campaign by 
asking staff and customers to support the 
campaign online and via social media. You 
can support Balance Banking by visiting our 
website (www.balancebanking.com.au) and 
via social media. Follow our Twitter account 
(@AbacusCOB) and visit our Facebook 
page and YouTube channel.

Our online community is growing and with 
your help and by letting your professional 
and personal contacts know, we can drive 
further interest and conversations.

SUMMARY
Australian households remain very 
conservative with their money, and are likely 
to continue holding money in deposits so 
as long as equity markets remain volatile. 
Many mutuals expect slower growth in their 
deposit balances even though consumers 
will continue to save as much as they can. 
Financial institutions will continue to battle 
it out in the deposit space as offshore 
wholesale funds remain costly. Despite the 
sector’s recent focus on savings and term 
deposits, transaction accounts will  
continue to be keenly fought over given it 
is often a starting point for creating loyal, 
sticky customers.

BIG DATA AND  
FINANCIAL SERVICES
The deposits space is not just a key 
battleground for cheaper funds. The 
transaction account is increasingly 
important for banking institutions as a 
gateway to understanding customer habits 
and behaviours, spending patterns and 
saving trends.

For many years, banks have been talking 
about high performance analytics and 
the value of ‘big data’. In recent times the 
major banks have invested heavily in their 
IT systems; upgrading their core banking 
capabilities and ensuring that information 
silos are more easily able to talk to each 
other. The transactional dynamics captured 
can allow banks to better understand what 
their customers are doing.

There are already examples of major banks 
starting to leverage from their technological 
investments. In the past month, CBA 
and NAB launched interesting initiatives 
that showcase just what their upgraded 
technological infrastructure is capable  
of doing.

CBA’s MyWealth website is targeted at self-
directed investors who want an online hub for 
all their investment and information needs. 
The platform also gives CBA customers 
real-time access to an integrated view of 
their wealth and product holdings across 
the bank, spanning banking, brokerage, 
insurance and asset management. This is a 
significant CRM innovation as customer data 
is traditionally stored in banks’ product silos, 
making a complete and single customer view 
much harder to achieve.

At this stage, CBA customers can only 
see their wealth within the bank. There is 
no facility to allow customers to drag in to 
MyWealth data showing investments and 
product holdings from elsewhere.

While CBA’s MyWealth is largely aimed at 
the mass affluent segment, NAB’s recently 
launched Money Tracker is positioned as a 
budgeting tool for all.

The Money Tracker is a new, free feature 
on the NAB internet banking site. Similar 
to CBA’s MyWealth, Money Tracker 
pulls information directly from various 
NAB product silos including transaction 
accounts and credit cards. NAB plans 

to compare customer spending patterns 
against a number of demographic 
indicators, and use these insights to 
recommend financial products and 
services. This is similar to how Amazon 
suggests a book based on what customers 
with similar interests have bought in  
the past.

It is likely that we will see more of these 
technological innovations from banks that 
give customers easy and useful tools to 
manage their money more effectively, 
and to help them with their financial 
decision making.

For the banking institution, this foray into 
extracting big data into smaller, meaningful 
insights is intended to offer tangible 
business gains i.e. more effective in 
identifying cross-sell opportunities, targeted 
marketing and providing individually 
tailored product solutions. Financial 
institutions big and small have only started 
to dabble in this sort of data mining, in an 
age where the maxim ‘know your customer’ 
has become something more like ‘know 
what your customer wants before they do’.

http://balancebanking.com.au/
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2013 is the year of the long Federal 
election campaign with the 
minority Labor Government that 

has clung to power with the support 
of independent MPs since 2010 due to 
face the voters on 14 September.

Prime Minister Julia Gillard named the 
election date far in advance to increase 
pressure on Opposition Leader Tony 
Abbott to provide detailed policy 
announcements including the Budget 
impact of each Coalition commitment.

Despite the continually overheated political 
atmosphere that has prevailed since 2010, 
Parliament continues to process and 
approve new legislative proposals and 
regulators are busy in 2013 implementing 
new regulatory regimes.

APRA’s implementation of the Basel 
III capital and liquidity reforms is a key 
strategic and competitive issue for the 
customer-owned banking sector.

Other significant regulatory changes 
scheduled for introduction or finalisation 
in 2013 affect consumer credit, financial 
advice, credit reporting, privacy, product 
disclosure and investor protection, FATCA, 
payments and the Mutual Banking Code  
of Practice.

POLITICAL OUTLOOK
Opinion polls and betting markets have 
been consistently pointing to a Coalition 
victory.  Labor is hoping it can make 
ground in Queensland, where it holds only 
8 of 30 seats. However, the election could 
be decided in western Sydney where a 
string of marginal seats held by Labor  
are vulnerable.

The Coalition is in power (with varying 
levels of public approval) in all States and 
Territories except SA, Tasmania and the 
ACT. The WA Liberal National Government 
is expected, on current polling, to be 
returned at the 9 March WA State  
election. Federally, Labor holds only 3  
of 15 WA seats.

Other key factors affecting the Federal 
election are the performance of the  
Greens (post-Bob Brown), Katter’s 
Australia Party, and the fate of 2010 
powerbrokers Tony Windsor, Rob 
Oakeshott and Andrew Wilkie.

The Government intends shortly to release 
an Industry and Innovation Statement, 
and in the lead-up to the 14 May Budget 
will announce “substantial new structural 
savings that will maintain the sustainability 
of the Budget and make room for key 
Labor priorities.”

Abacus lodged a 2013-14 pre-Budget 
submission putting forward proposals 
to strengthen competition and choice in 
banking and to obtain better outcomes 
for Australian banking consumers. Abacus 
will continue to pursue this agenda with 
MPs and their advisers in the lead up to 
the election. Abacus will involve member 
banking institutions in meetings with  
MPs in their electorates between  
Parliamentary sittings.

Our agenda is:

•	 An	independent,	comprehensive	
financial system inquiry, focusing on 
competition and consumer choice 
issues such as major banks’ multi-
brand strategies and ‘too big to fail’ 
funding advantage;

•	 Fairer	taxation	of	interest	on	ADI	
deposits; and, 

•	 Fairer	taxation	of	customer-owned	
banking institutions by allowing a 
simple, marketable and efficient 
mechanism to distribute  
franking credits.

The Coalition is already committed to a 
financial system inquiry, along with a “root 
and branch review” of competition laws 
and a “Commission of Audit” to identify 
savings and efficiencies in all areas of 

2013 REGULATORY 
AND COMPLIANCE OUTLOOK
Michael Funston, Senior Manager (Legal & Compliance) and Company Secretary 
Luke Lawler, Senior Manager, Public Affairs
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government. Tony Abbott says legislation 
to repeal the carbon tax will be the first 
piece of legislation a Coalition Government 
will introduce.

Taxation of superannuation has become a 
policy battleground, as the Superannuation 
Guarantee rises from 9 per cent to 9.25 
per cent on 1 July 2013 in the first step 
towards 12 per cent in 2019. Treasury has 
publicly warned that the fiscal sustainability 
of superannuation demands greater public 
scrutiny and that “this scrutiny will be even 
more important to the extent that existing 
concessions are seen to favour some at 
the expense of the majority.”

Economic developments will be critical as 
the election campaign takes shape.

The RBA noted after its first meeting 
of 2013 that there are signs that the 
significant interest rate cuts of 2012 are 
having some of the expected effects.

The RBA says: “the demand for some 
categories of consumer durables has 
picked up; housing prices have moved 
higher; there are early indications of a pick-
up in dwelling construction; and savers are 
starting to shift portfolios towards assets 
offering higher expected returns. 

“On the other hand, the exchange rate 
remains higher than might have been 
expected, given the observed decline in 
export prices, and the demand for credit 
is low, as some households and firms 
continue to seek lower debt levels,” the 
RBA says.

PRUDENTIAL REGULATION

BASEL III CAPITAL

While Europe and the US have delayed 
implementation of Basel III, APRA released 
the “final” package to implement Basel 
III capital reforms late in 2012, including 
updated prudential standards, prudential 
practice guides, reporting standards and 
revised guidelines. These reforms took 
effect from 1 January.

However, APRA has yet to finalise the 
development of a Basel III-compliant 
capital instrument for mutual ADIs. 
Concern with the ongoing delays was 
expressed by a Senate banking inquiry, 
which called on APRA to address the 
issue “without further delay.” Without 
such instruments, mutuals will be limited 
to sourcing their regulatory capital from 
retained earnings, which will restrict growth 
and the capacity to take opportunities.

APRA has been discussing with ASIC 
a proposal to allow mutuals to issue 
Additional Tier 1 (AT1) and Tier 2 (T2) 
capital instruments that will comply with 
APRA’s prudential standards and will not 
trigger the demutualisation provisions of 
the Corporations Act.

APRA’s proposal is for an instrument 
that can convert into Common Equity 
Tier 1 (CET1) in a trigger event – such as 
APRA declaring the ADI non-viable. The 
only alternative to conversion to CET1 is 
immediate and total write-off.

APRA understands that Abacus will 
continue to pursue capacity in the 
prudential standards for mutuals to issue 
a capital instrument that qualifies as 
CET1 in the ordinary course of business 
(rather than only in a conversion scenario). 
However, APRA’s view is that mutual 
issuance of CET1 instruments is a more 
difficult policy debate than issuance of AT1 
and T2.

Delivering capacity for mutuals to issue 
CET1, AT1 and T2 capital instruments 
remains a top priority for Abacus.

APRA has also issued draft prudential 
practice guidance to assist ADIs in 
developing their Internal Capital Adequacy 
Assessment Process (ICAAP), which 
should help to provide some clarity around 
APRA’s expectations under the revised 
reporting framework.

BASEL III LIQUIDITY

APRA is continuing to work towards 
implementation of the Basel III  
liquidity reforms.

The Basel Committee announced 
concessions to the liquidity framework 
at the start of the year, delaying full 
implementation of the Liquidity Coverage 
Ratio (LCR) and widening the range of 
LCR high quality liquid assets (HQLA). The 
changes are unlikely to directly affect ADIs 
subject to the Minimum Liquidity Holdings 
(MLH) regime because these ADIs will not 
have to comply with the LCR. However, 
introduction of the LCR will have significant 
indirect impacts on MLH ADIs due to its 
effect on certain assets and liabilities. 
For example, the LCR will affect demand 
for RMBS and supply of term deposits 
and deposits accessed primarily through 
the internet. APRA has yet to determine 
how and if the Basel Committee’s recent 
concessions will apply to Australian ADIs.

APRA remains committed to limiting 
holdings of lower-rated assets in a 
MLH portfolio under the proposed new 
prudential standard on liquidity.  This will 
mean that no more than 20 per cent of 
the assets counted towards an ADI’s MLH 
ratio can have a credit rating grade of 3 or 
lower. However, Abacus is optimistic that 
APRA will not publish the proposed 20 
per cent cap in the prudential standard, 
and will consider providing some flexibility 
around the application of the cap on a 
case-by-case basis.

APRA has also made a welcome 
concession in relation to CUFSS in its 
revised MLH regime. Draft reporting 
instructions issued by APRA will no longer 
require CUFSS members to include the 
CUFSS minimum deposit requirement in 
their liability base, meaning assets held as 
part of CUFSS membership will count as 
MLH-eligible assets with no corresponding 
increase in liabilities. CUFSS estimates 
this change will be equivalent to a 50bp 
reduction in an ADI’s minimum MLH ratio. 

APRA is expected to confirm the 
new liquidity framework in the first 
half of 2013, with an updated draft of 
Prudential Standard APS 210 Liquidity, 
a draft Prudential Practice Guide APG 
210 Liquidity, a paper responding to 
submissions received on APRA’s proposals 
in its November 2011 discussion paper, 
and a response to the Basel Committee’s 
LCR concessions.

PRUDENTIAL STANDARD FOR FCS

APRA has proposed imposing further 
obligations under the Prudential  
Standard for the Financial Claims  
Scheme (APS 910).

In addition to existing Single Customer 
View (SCV) requirements, APRA is 
proposing that all ADIs build a new register 
to record details of an “alternative ADI 
account facility” which an ADI would 
activate if it was FCS declared. The revised 
standard also proposes the introduction  
of new testing, communication and 
reporting obligations.

While APRA has publicly stated that it is 
looking for a solution which minimises 
compliance and administrative costs, 
these proposals have the potential to 
impose a significant burden on ADIs. 
Abacus is engaging with APRA to pursue 
a lower cost solution which is consistent 
with the likelihood, i.e. highly remote, of 
the FCS ever being used.
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APRA expects to finalise APS 910 by July, 
with any additional requirements coming 
into effect from July 2014 (with APRA able 
to approve extended transitions of up  
to a further two years on a case-by- 
case basis).

SECURITISATION

APRA intends to commence a review of  
its prudential approach to securitisation  
in 2013.

APRA is expected to propose a 
framework which will facilitate funding-only 
securitisation, but create additional barriers 
for those seeking to use securitisation for 
capital relief. 

FOFA
The Future of Financial Advice (FOFA) 
regime becomes mandatory on 1 July 
2013 after a ‘soft’ implementation 
commencing in 2012.

Under FOFA, financial product advisers 
are subject to a new ‘best interests duty’ 
and ‘conflicted remuneration’ (such as 
commissions or volume-based payments), 
are banned in relation to advice about 
most financial products.

FOFA will have a significant impact on 

the financial planning profession, but its 
impact on front-line banking staff has been 
significantly reduced due to exemptions 
and modifications to its application to 
advice about basic banking products.

ASIC is finalising guidance for AFS 
licensees on the conflicted remuneration 
provisions, including their effect on 
performance benefits for employees.

The Government intends to introduce 
a further element to the package with 
legislation in the autumn sittings of 
Parliament to place restrictions on who can 
label themselves as a ‘financial planner’.

The Coalition has promised, in 
Government, to “fix” the FOFA 
legislation by implementing all of the 16 
recommendations it made as part of the 
Parliamentary Joint Committee inquiry into 
the legislation.

‘BASIC’ TERM DEPOSITS
ASIC’s proposed class order on term 
deposits and the ‘basic deposit product’ 
(BDP) definition in the Corporations 
Act has been postponed indefinitely as 
Treasury considers Abacus’ submission to 
amend the BDP definition to provide clarity 

to all stakeholders.

Abacus has been lobbying for a legislative 
amendment to the BDP definition to 
remove doubt that term deposits of up to 
two years, where early withdrawal is at the 
discretion of the ADI, are BDPs.

The issue arose when ASIC issued a 
consultation paper in November 2011 
indicating its view that deposit products, 
including term deposits, must be ‘at call’ 
or subject to a short notice of withdrawal 
period to qualify as BDPs.

Term deposits issued by many Abacus 
member ADIs, where early withdrawal is 
allowed only at the discretion of the ADI, 
may not qualify as BDPs under ASIC’s 
interpretation of the definition.

Treasury has indicated to Abacus that it 
has been consulting ASIC and APRA in 
response to our concerns, and has asked 
ASIC to postpone issuing the proposed 
class order on term deposits with a 31-day 
notice-of-withdrawal period.

FATCA
The US Government continues to 
work through the implementation of its 
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Foreign Account Tax Compliance Act 
(FATCA), imposing obligations on banking 
institutions around the globe. Final FATCA 
regulations were released by the US IRS in 
January 2013. 

Given the US commitment to this regime, 
the focus for Abacus and Australian 
policy makers has been to ensure that the 
compliance burden imposed on domestic 
financial institutions is minimised.

The announcement last November that the 
Australian Government would pursue an 
Intergovernmental Agreement (IGA) with 
the US was welcome news, and should 
assist in simplifying FATCA compliance 
obligations. IGAs recently agreed with 
other countries (including the UK) have 
clarified the reduced reporting obligations 
available for the mutual sector, and Abacus 
is seeking similar treatment.

The Australian Treasury is planning to have 
an IGA agreed in the first half of the year.

CODE OF PRACTICE
The Mutual Banking Code of Practice 
(MBCOP) is now three years old, and 
Abacus has engaged an independent 
expert to review the Code during the first 

half of 2013. The legislative landscape has 
evolved over recent years, and revisions to 
the Code will help to ensure that it remains 
up-to-date and relevant.

We expect that the Code will continue to 
provide an important point of differentiation 
between mutuals and listed banks.

The Code Review provides an opportunity 
for members to comment on the 
effectiveness of the current Code and to 
recommend improvements. Abacus will 
ensure that the Code review is performed 
in an open and transparent manner, and 
that all Abacus members are given ample 
opportunity to share their views.

CONSUMER CREDIT REFORM 
The Government’s credit reform 
agenda continues to unfold in 2013 
with the release of the draft National 
Consumer Credit Protection Amendment 
(Credit Reform Phase 2) Bill for public 
consultation.

The Bill will introduce reforms to:

•	 small	business	lending;

•	 lending	for	certain	investments;	

•	 private	lending;

•	 consumer	leases;	and

•	 anti-avoidance	practices.

The reforms to small business lending are 
primarily aimed at trade finance company 
lenders that can currently operate without 
an ASIC licence. The Bill seeks to improve 
ASIC’s supervision and enforcement 
capacity. Reforms to investment lending 
are targeted at high risk investment lending 
(e.g. Storm Financial) where the borrower 
may not understand that their family home 
could be at risk.

VENDOR FINANCE

The Government has also issued a 
discussion paper proposing to remove the 
exemption of retailers from the National 
Consumer Credit Protection Act 2009.

The two main categories of so-called 
“vendor introducers” work in vehicle 
dealerships and retail outlets. Treasury’s 
discussion paper says consumers who 
opt to use point-of-sale finance are likely 
to approach the financing decision as an 
incidental matter once the primary decision 
to purchase goods or services has been 
made. Treasury says “regulatory gaps” 
include the absence of entry or conduct 
standards, absence of responsible lending 
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conduct obligations, and limitations on the 
ability of consumers to access remedies.

HARDSHIP PROVISIONS

Reforms to borrower hardship provisions 
introduced in the Consumer Credit 
Legislation Amendment (Enhancements) 
Act 2012 commence on 1 March 2013. 

In response to lobbying by Abacus and 
other industry bodies, the Government is 
implementing some further changes to the 
hardship regime to simplify obligations on 
credit providers in relation to simple short 
term arrangements. 

POSITIVE CREDIT REPORTING
Positive credit reporting can commence 
from 12 March 2014 after amendments to 
the Privacy Act 1988 were passed in late 
2012. The reforms introduce significant 
new consumer protections, including 
strengthened access, complaint and 
correction processes.

The privacy law reforms will also affect 
privacy policies and direct marketing.

Under positive credit reporting, the 
following new personal credit data  
sets become available to licensed  
credit providers:

•	 date	credit	accounts	were	opened;

•	 type	of	credit	accounts	opened;

•	 date	credit	accounts	were	closed;

•	 current	limit	of	each	open	credit	
account; and 

•	 monthly	credit	repayment	history	over	
the previous two years.

Under the new regime, the exchange of 
credit data will be based on the concept 
of reciprocity – lenders will get the same 
level of data that they contribute into the 
system.  A lender will only have access to 
an individual’s full credit file if the lender 
reports fully, on a monthly basis, on its 
entire consumer credit portfolio.

To participate in the new credit reporting 
system, lenders must comply with:

•	 the	amended	Privacy	Act;	

•	 a	new	Credit	Reporting	Code;	

•	 a	single,	more	robust	data	standard	
applying to all forms of credit  
reporting; and

•	 a	formal	agreement	with	at	least	one	of	
the credit reporting businesses.

Lenders can choose to report on, and 
have access to, three tiers of data:

•	 Negative	data	–	primarily	made	up	of	
enquiry, defaults and public record data;

•	 Partial	comprehensive	data	–	includes	
Negative data plus account open date, 
close date, credit type and credit  
limit; and

•	 Full	comprehensive	data	–	
includes Negative data plus Partial 
comprehensive data plus data relating 
to the monthly history of whether 
repayments were met or not over the 
last 24 months.

CODE OF CONDUCT

The Australian Privacy Commissioner has 
formally requested the Australasian Retail 
Credit Association (ARCA) to develop a 
revised credit reporting code of conduct 
and apply for the code to be registered. 
Abacus is a member of ARCA. ARCA 
must comply with this request by Friday 19 
April 2013 and has engaged independent 
consultants to assist in drafting.

The exchange of any credit reporting 
data under the new regime is prohibited 
until a new code has been approved and 
registered by the Privacy Commissioner. 

MANDATORY BREACH REPORTING

The Government is proposing to introduce 
mandatory data breach notification laws, 
and has released a discussion paper for 
public consultation.

Abacus has lodged a submission with  
the Attorney-General’s Department  
against the proposal, arguing that the 
current statutory and self-regulatory 
framework, supported by guidance  
from the Office of the Australian 
Information Commissioner, provides 
appropriate protection for consumers.

PAYMENTS REFORM -  
REAL-TIME PAYMENTS
An industry committee has lodged a 
proposal with the Payments System Board 
(PSB) of the RBA to develop real-time, 
low-value payments infrastructure for 
consumers and businesses.

The RBA wants a “Fast Payments 
Solution” that will enable consumers 
and businesses to make payments in 
real-time with close-to-immediate funds 
availability to the recipient by the end of 
2016. Subject to the PSB’s response, 
development of the proposal will proceed 
quickly in 2013.

The PSB has developed a set of core 
criteria to assess the proposal, including:

•	 governance	arrangements	to	address	
conflicts of interest in terms of 

representation, influence and  
decision-making; 

•	 an	independent	chair	and	representation	
of industry stakeholders catering for the 
interests of large, medium and smaller 
institutions; and 

•	 appropriate	connectivity	arrangements	
to suit all ADIs (regardless of size) and 
their service providers.

EPAYMENTS CODE

Transition to the new ePayments Code, 
replacing the EFT Code of Conduct, is due 
by 20 March 2013.

The ePayments Code regulates consumer 
electronic payment transactions, 
including ATM, EFTPOS and credit card 
transactions, online payments, internet and 
mobile banking, and BPAY.

The major change in the new code is 
a new regime regulating the processes 
institutions must follow when a customer 
makes a mistaken internet payment.

INVESTOR PROTECTION
APRA is considering a proposal to prohibit 
debenture issuers from using terms like 
‘deposit’ to describe their debentures. It is 
also proposed that debenture issuers be 
prohibited from offering these products on 
an ‘at call’ basis.

Abacus welcomes these proposals as 
they are consistent with Abacus’ long-
held position, reaffirmed in the Abacus 
submission to ASIC’s Banksia Taskforce. 
Action to draw a clearer distinction 
between debentures and ADI deposits is 
one of four proposed measures “broadly 
endorsed” by ASIC, APRA, Treasury and 
the RBA in response to the collapse of 
Banksia Securities.

The other proposals are:

•	 mandatory	minimum	capital	and	liquidity	
requirements;

•	 improving	ongoing	disclosure	to	
investors; and

•	 enhancing	the	capacity	of	trustees	to	
monitor the financial performance of 
issuers and compliance with their legal 
obligations.

ASIC and APRA will consult on the 
proposals in 2013 and, following 
consultation, the Government and 
regulators will decide on a new framework 
for the regulation of companies that issue 
debentures to retail investors.
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“The sentiment of the roundtable 
was that despite the combination 
of interest rate reductions and 

stronger personal balance sheets, the 
current flat property prices combined 
with what was perceived as real 
systemic issues around consumer 
confidence, would be likely to keep 
borrowers sitting on the fence in 2013. 
However given that Australia suffers 
an endemic shortage of housing stock, 
even in a slower market it is expected 
that property prices will remain ‘there 
or thereabouts’ if not achieve a modest 
level of growth.” (Deloitte Australian 
Mortgage Report 2013: Leveraging  
the opportunities).

In the recent Abacus CEO Survey, 56 per 
cent of CEOs expected their mortgage 
loan balances to grow by no greater than 
5 per cent over 2013. Similarly, market 
analysis completed by Deloitte also 
predicts settlements growth of 5 per cent 
again over the same period. As domestic 
and international economies continue 
to harbour a degree of uncertainty, it is 
reasonable to assume the current trend of 

households deleveraging debt will continue 
for some time – see also ‘The Australian 
Mortgage Market in 2013’ – Abacus 
Market Scan 2013.

Interest rate margins too are expected 
to remain challenging; with Deloitte 
suggesting Net Interest Margin spreads 
on mortgages will reduce by greater than 
10 bps over 2013. The mortgage outlook 
for 2013 will be challenging for financial 
service providers, including of course 
the mutual sector. This article looks at 
the drivers for refinancing in a low credit 

growth environment and considers other 
broader strategies to stand out in what  
has become a crowded market space.

The recent Federal Government switching 
campaign recognised the complexities and 
challenges associated with transaction 
account switching as a barrier to financial 
service customers wishing to switch 
service providers. While the campaign 
had merit in terms of identifying the 
barriers to account switching, recent RFi 
research points to the short-comings 
of the initiative, finding the proportion of 
consumers who have switched their main 
transaction account in the wake of the 
new rules has actually decreased.

In considering the drivers for mortgage 
account switching, Abacus engaged 
global business intelligence provider 
RFi to provide insights from their wealth 
of Australian consumer research into 
the mortgage switching behaviour of 
Australians. The research covers three 
years up to and including December 
2012, and draws from in excess of 4,000 
Australian mortgage holders.

GROWINGTHEMORTGAGE
BOOK IN A LOW CREDIT 
GROWTH ENVIRONMENT
WHAT ARE THE OPPORTUNITIES FOR MUTUALS?

WHAT IS YOUR GROWTH EXPECTATION FOR 
YOUR MORTGAGE LOAN BALANCES IN 2013?
WHAT IS YOUR GROWTH EXPECTATION FOR 
YOUR MORTGAGE LOAN BALANCES IN 2013?
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Tony Schesser, Senior Manager, Research & Advisory
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Those refinancing their mortgages, or 
“switchers” represent 7 per cent of the 
mortgage market over the past three 
years (Based on RBA data, RFi estimates 
switching activity of $71.6 billion). Of that 
base, 43 per cent switched away from 
major banks while 37 per cent switched 
to one – an overall net loss of 6 per cent 
away from the majors. Independent 
regionals and mutuals benefitted most, 
seeing net gains of 7 and 4 per cent 
respectively. Taking into account the sizes 
of each customer base, major banks lost 
around 1 per cent in real terms, while 
mutuals and independent regionals gained 
around 3 and 5 per cent respectively.

While major banks lost in real terms, NAB 
was interesting in that it gained 3 per cent 
of the switching market while subsidiary 
UBank also gained 4 per cent – perhaps 
not surprising given NAB’s aggressive 
approach in the refinance space  
(see Chart 1 above).

0% 5% 10% 15% 20% 25% 30% 35% 40% 
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equity in my property is too small

Other

Mutuals       Major Banks       Online Banks       Total  

Note: Green arrow: Significantly less than average. 

WHAT ARE THE  
MOTIVATORS TO SWITCH?
As Chart 2 indicates, price was a key 
influencer for borrowers who refinanced 
their mortgage with an online bank, while 
consolidation and additional funding 
requirements influenced refinancing to 
a major, and, fewer fees emerged as a 
significant driver for refinancing with  
a mutual.

On price, RFi research shows that mutuals, 
online and major banks share very similar 
price elasticity. However, mutual members 
demonstrated more “loyalty” at higher 
price discount levels, with only 60 per cent 
being induced to switch at one percentage 
point compared to 65 and 68 per cent 

respectively for major and online bank 
customers. Foreign bank customers were 
the most likely to switch on a lower price.

Analysis of the importance of mortgage 
product features reveals some consistency 
between those considering switching and 
those not. The presence of ongoing fees, 
additional repayment options, the ability to 
choose repayment frequency, discounted 
interest rates over the life of the loan, and 
early repayment options are generally 
regarded as important to both “switchers” 
and “non-switchers” alike. RFi research 
shows, however, that there is a greater 
divergence in a number of areas where 
those looking at “switching” are potentially 
more likely to react – e.g. product  
bundling offers.

WHAT ARE THE BARRIERS  
TO SWITCHING?
Notwithstanding recent initiatives to 
remove exit fees from mortgage products 
effective from 1 July 2012, exit fees – 
perceived or otherwise – remain one 
of the biggest barriers to refinancing a 
mortgage. While half of those surveyed 
considered exit fees to be the biggest 
barrier to refinancing, research suggests 
only a quarter of those mortgage holders 
surveyed actually expected to pay any exit 
fee to their current lender.

WHO IS MORE OR LESS 
LIKELY TO CONSIDER 
SWITCHING?
“Switchers” were generally divided equally 
by gender and were mostly married with 
household incomes ranging between 
$50k - 150k per annum. They were 
predominantly aged between 35 – 54 
years of age.

Of those mortgage holders surveyed, 
major bank customers are more likely to 
consider switching in the next 12 months, 
while online bank and mutual mortgage 
customers appear to be less likely. Of 
interest, those mutual members surveyed 
considering refinancing had a higher 
preference to do so via online and phone 
channels, while those who refinanced 
their mortgage to a mutual did so primarily 
through the branch – perhaps reflective 
also of a greater investment in technology 
from major banks relative to the  
mutual sector.

Brokers proved the second most 
popular method to refinance a mortgage 
overall, however only 8 per cent of those 
refinancing with a mutual in the last 3 
years did so through a broker – arguably 
indicative of the limited use of brokers 
by mutuals compared to other financial 
service providers.

WHAT INFLUENCES THE 
CHOICE OF SERVICE 
PROVIDER?
RFi research identified the following  
drivers of service provider choice across 
all categories. Stand out drivers for choice 
of service provider specific to mutuals 
appear to include main financial institution 
“MFI” status, price, service, and lower fees 
where the choice of a major bank appears 
mostly influenced again by MFI status and 
the mortgage originating with the same 
provider.
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WHAT ARE THE 
OPPORTUNITIES  
FOR MUTUALS?
While competing on price is not always 
sustainable, price remains nonetheless a 
major influence in the circumstances that 
may lead someone to switch. That said, 
RFi research suggests a slight edge for 
mutuals in retaining mortgage members 
given the “stickiness” of established mutual 
members over bank customers when it 
comes to price. 
 
BROKER DISTRIBUTION

While mutuals have engaged brokers 
with varying degrees of enthusiasm, the 
research again suggests a propensity for 
those ‘with switching on their mind’ to 
consult a mortgage broker. Mutuals may 
also position more strongly around lower 
fees – a long mainstay of competitive 
differentiation for the sector, and/or push 
for more common switching drivers such 
as ease of transfer/streamlined approval 
processes, etc. The service culture of 
the mutuals sector may also be a strong 
differentiator in the choice of institution. 
 
MEMBER SEGMENTATION

Member segmentation may also prove 
beneficial given the propensity of specific 

member segments to consider switching 
over others. Given many members of 
mutuals hold mortgage accounts with 
competing ADIs, there is great potential 
to cross sell from existing member 
databases. Consistent with this, branches 
again have proven to play a role as a 
preferred channel for those inclined to 
switch from a bank to a mutual. As Deloitte 
also points out, “using data to create 
better and more accurate decisions to 
meet customer needs, and matching 
that customer centricity with end-to-end 
operational excellence, is in our experience 
the most likely way to succeed.” (Deloitte 
Australian Mortgage Report 2013: 
Leveraging the Opportunities). 
 
TARGETED MARKETING

Potential switchers may also be positively 
influenced by marketing and other 
messages pushing options such as fixed 
and variable interest rate split options, 
the ability to take a ‘repayment holiday’, 
special introductory rates, etc. (see Chart 
3). The RFi data also suggests home loan 
packaging has proven to be a point of 
differentiation between the motivation  
of “switchers” and “non-switchers”.

 
 

MORTGAGE BUNDLING

Consistent with the RFi research 
suggesting “switchers” may be more 
enticed by bundling offers, Datamonitor 
also observes that financial service 
providers might consider mortgage-
based packaged accounts to attract 
new customers. Specifically, Datamonitor 
suggests “attractive interest rates are 
the single most important feature that 
consumers look for in a mortgage, and as 
a result of the fees generated by paid-for 
packaged accounts, ADIs are able to offer 
more competitive standard variable rates… 
At the same time, by bundling mortgages 
with deposit products an ADI becomes a 
customer’s main financial institution”. In 
this context financial service providers may 
well increase their deposit base, which as 
Datamonitor suggests “will have a positive 
effect on their lending costs, especially 
during times of increasing wholesale 
funding costs”.

Datamonitor suggests real opportunity for 
financial service providers in the packaged 
account space, observing that “while still 
in its early stages and largely untapped, 
Australia’s packaged account market is set 
for growth”, estimating the potential size of 
the packaged account market in Australia 
to number 2.0 million accounts (there are

Why did you choose this lender for 
your home loan? 

Mutuals Major Banks Online Banks Total

They were my Main Financial Institution for 
personal banking

42% 35% 8% 28%

They were recommended by my broker 11% 21% 32% 24%

They were offering the most competitive interest 
rates

33% 16% 44% 21%

They offered good customer service 35% 18% 24% 20%

They offered mortgages with product features 
that were most relevant to me

26% 18% 26% 20%

They were the easiest/simplest to deal with 28% 15% 22% 18%

They had the lowest fees 31% 12% 37% 17%

I already had a mortgage with them 21% 20% 10% 17%

I could negotiate with them 15% 14% 6% 13%

Online Banking / internet site 19% 11% 21% 12%

Family/friends recommended them 14% 10% 12% 11%

They offered me the best advice 15% 10% 9% 10%

They approved my loan when other financial 
institutions didn’t

8% 7% 6% 8%

Dedicated relationship manager 10% 7% 6% 7%

They were my Main Financial Institution for my 
business banking

3% 9% 1% 6%

They always seemed to be advertising good 
loans

8% 4% 6% 5%

Call centre located in Australia 10% 4% 7% 4%

I already have a business loan with them 4% 3% 1% 2%

I found them on a comparison website e.g. 
Canstar Cannex and Infochoice

3% 2% 4% 2%

Other 3% 6% 6% 6%

Significantly higher than total 

Significantly lower than total 
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approximately 828,500 accounts at present 
– source: Datamonitor).

According to Datamonitor’s 2012 Financial 
Services Consumer Insights Survey, only 
14.9 per cent of Australian consumers 
are aware that packaged accounts are 
offered in their country. Moreover, 31.3 per 
cent of Australians who have heard about 
packaged accounts indicated that they 
do not have one because they have never 
thought about it. In its Australian Mortgage 
Report 2013, Deloitte also observed a 
number of areas that will help define the 
competition for mortgage funds.  
These include: 

EFFICIENCY

Turn-around has always been important 
to mortgage customers (e.g. those 
attending an auction). Deloitte suggests 
that “most efficiency gains will be from loan 

establishment and document handling as 
well as front-end distribution processes” 
(including both branch and brokers). See 
NAB example above.

SERVICE

Mutual ADIs have long been accredited 
for service strength on a regular basis 
via Roy Morgan Research and much 
anecdotal evidence supporting this. Deloitte 
observes however that “servicing and value 
add to existing customers, not just new 
customers, will be important” in addition to 
an increasing need for debt advice support. 
The CBA property guide app is an example 
of value added service in the mortgage 
product space (see above).

PRICE

Again RFi and other research confirm the 
importance of price in decision making 
around mortgage products. Deloitte 

suggests “borrowers in 2013 will seek 
the (perception of) lowest price and 
increasingly need debt advice support”. 
While competing on price in the long-
term will be challenging for many service 
providers, the mutual sector’s long history 
of low delinquency and genuine concern 
for members’ well-being also demonstrably 
supports the view of the role mutuals 
typically play as “trusted adviser” in  
this space.

While the mortgage market looks likely to 
remain slow, there are arguably options 
for mutuals to differentiate, be more clever 
in their approach to current and potential 
members segments, and to further align 
their product and marketing strategies 
towards those areas in ways that could 
potentially influence those mortgage holders 
who may be choosing to vote with their feet 
or simply to look for a better deal.
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In the past few years, we have seen a 
growing number of financial service 
providers re-evaluate the way 

they do business. In an increasingly 
digital age, financial institutions too 
are looking at ways to engage and 
service their banking customers more 
efficiently than before.

Two decades ago, all banking 
transactions were completed either in 
person at branches or agencies, over  
the telephone, or at ATMs. Internet 
banking, and now mobile banking, 
however has significantly transformed  
the way most Australians interact with 
their banking institution(s).

As such, financial service providers 
that operate a traditional branch-based 
model have been forced to reconsider 
the role, relevance and cost benefits of 
their branch network. In response to this, 
many banks and mutuals have undergone 
branch transformation projects in recent 
years to modernise and digitalise  
their branches.

At the same time, some banks have also 
gone down the route of the ‘online-only 
model’. In some ways, these so-called 
‘challenger’ brands are becoming an 
increasing threat to the traditional brick-
and-mortar model as more consumers 
embrace the digital world.

CHALLENGER BRANDS  
IN AUSTRALIA
In Australia, names such as ING Direct, 
RaboDirect, UBank, Virgin Money and ME 
Bank are all challenger brands in the sense 
they have all made the strategic decision 
to focus on remote delivery channels only. 

None of these have any physical branch 
presence in Australia. These challenger 
brands operate on a different model where 
their only interaction with customers is via 
internet banking, mail, phone, SMS, social 
media and Skype. In essence, branchless 
banking is very much tied to the idea of 
self-service banking.

As their names suggest, ING Direct and 
RaboDirect provide direct banking access 
to its customers. Launched in 1999, ING 
Direct introduced the idea of branchless 
banking to Australia and built its brand 
around its popular high interest Savings 
Maximiser account. ING Direct continues 
to offer one of the best rates around for 
high yield online savings accounts, as well 
as competitively priced home loans. Over 
the years, ING Direct has also extended 
its product range to transaction accounts, 
debit cards and superannuation.

RaboDirect has a similar history to ING 
Direct in that it entered the Australian 
market with a focus on savings, but has 
since developed a fuller product portfolio. 
RaboDirect was launched in Australia in 

2008 under its previous name RaboPlus, 
however two years later changed its name 
to RaboDirect to better communicate its 
proposition as a direct banking provider.

In 2008 NAB launched an online brand 
called UBank, which has been highly 
successful in winning deposit market 
share. By way of example UBank now 
holds $15bn in deposits and accounts for 
an estimated 17 per cent of NAB’s total 
household deposits. Similarly, UBank’s 
foray into direct channel banking was 
centred on savings products, and it has 
gradually expanded its retail product suite 
to include home loan and self-managed 
super funds.

While ING Direct, RaboDirect and UBank 
all entered the Australian market by 
focusing on high yield savings products, 
the Virgin Money brand first became 
synonymous with a lending product – the 
low rate credit card. In 2003, Virgin made 
a splash in Australia when it launched the 
Virgin low rate credit card in conjunction 
with its financial services partner Westpac. 

The credit card forced other issuers to play 
in the low rate, no frills space. Although the 
product was popular with consumers, it 
was apparently unprofitable and Westpac 
ended its five-year agreement with Virgin 
in 2008, buying out Virgin Money’s 
remaining card portfolio and brand 
licence. In 2009 Virgin signed an exclusive 

THEONSETOF 
CHALLENGER BRANDS
Rebecca Lo, Senior Industry Analyst, Research & Advisory
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10-year agreement with Citibank, and in 
the following year re-entered the market 
with the relaunch of its Virgin credit card. 
Virgin has since launched its Virgin Saver 
account and will soon add a home loan to 
its portfolio. Like ING Direct and UBank, 
Virgin plans to roll out full banking services 
via a branchless model.

ME Bank too is worthy of mention given 
its recent decision to divest its traditional 
branch network in favour of a workforce-
based banking strategy. While ME Bank 
is not strictly an online-only bank in the 
sense of the earlier examples provided, 
it similarly does not have a conventional 
branch network.

In the first half of 2012, ME Bank closed its 
13 conventional branches nationwide and 
(not unlike many industry based mutual 
ADIs) has since been building a number of 
‘branches’ at various offices, factories and 
building sites. Some of these are ‘pop-ups’ 
while others have more permanent fixtures. 
Given ME Bank’s strong relationships 
with industry super funds and unions, this 
would appear a logical extension of the 
ME Bank model. ME Bank has previously 
said it aims to acquire 15 per cent of the 
workforce at any of its sites – the bank 
is reportedly on track to meet this target. 
Barclays Bank also is now undertaking a 
similar approach in Europe.

All in all, these challenger brands highlight 
a very different operational model and 
a very different way of thinking about 
customer service delivery.

CHALLENGER BRANDS  
AS PRICE LEADERS
The emergence of these online-only 
brands has made it difficult for established 
players to compete on price alone. But by 
no means is this trend towards online-only 
models limited to financial services.

Kogan for example has become a key 
player in the consumer electronics and 
home appliances sectors in recent years, 
undercutting the dominance of brick-and-
mortar brands like Harvey Norman and 
Dick Smith by offering the convenience of 
online shopping and cheaper prices.

Other examples include car insurance 
providers Progressive and Bingle. Both 
have been very aggressive with their 
marketing messages that link buying online 
to savings for customers. The Progressive 
TV ads put it simply: “We are 100 per cent 
online which means less overheads for us 
and more savings for you”.

Challenger brands generally offer highly 
competitive rates. Analysis from rate 
comparison site Canstar shows challenger 
brands offer SVRs that are around a full 
percentage point below that of the major 
banks. As at the end of February 2013, 
UBank was offering 5.12 per cent on its 
standard variable refinancer home loan for 
example, which includes a promotional 0.25 
per cent upfront discount. In comparison, the 
average mutual SVR was 6.01 per cent and 
the average major SVR was 6.42 per cent.

UBank’s parent company NAB was 
offering the best SVR of the major banks 
at 6.38 per cent. However, this is still a 
considerable 126 basis points higher than 
UBank’s headline rate of 5.12 per cent. This 
gap gives us a fair indication of the price 
differential between the parent company 
and its online brand in this instance.

Challenger brands are also price leaders 
in the deposits space. Challenger brands 
offer consistently higher rates across 
popular 3-month, 6-month and 12-month 
terms. When analysed in aggregate, 
Canstar data reveals that on average, term 
deposits offered by challenger brands are 
44 basis points higher than mutuals and 
60 basis points higher the major banks.

POPULARITY OF 
CHALLENGER BRANDS
Challenger brands have been very 
aggressive in the high interest online 
savings space. Although they have made 
significant inroads in this space, they have 
struggled to convert their online price-
conscious depositors into loyal everyday 
banking customers who would nominate 
them as their main financial institution.

According to research from RFi, just 
3 per cent of Australian consumers 
consider a challenger brand as their 
main financial institution. This is largely 
because challenger brands have been 
so synonymous with high interest online 
savings products that consumers have 
struggled to consider them as everyday 
banking providers. The other key reason 
is that many challenger brands do not yet 
offer transaction accounts – a key basis 
for a main financial institution relationship, 
explaining why such a small proportion of 
consumers have nominated a challenger 
brand as their main financial institution.

Having said this, challenger brands 
have drawn very attractive customers to 
their competitively priced products. RFi 
research reveals that challenger brands 
tend to attract younger and more affluent 
customers. The average challenger brand 
customer is aged 43.8 years while the 
average mutual member is 51.6 years old.

Challenger brand customers are also 
more likely to be from higher income 
households. The average challenger 
brand customer has an average annual 
household income of $91,400  
compared with $65,000 for the average 
mutual customer, based on RFi research.

These younger and more affluent 
customers appear to be very satisfied with 
their challenger brand, and very likely to be 
promoters of their brand. Like 

UBank 5.12

ING Direct 5.66

ME Bank 5.68

Challenger brands – average 5.46

Mutuals – average 6.01

Mutuals – best rate 5.34

Big 4 banks – average 6.42
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mutuals, these challenger brands perform 
very well in key satisfaction and advocacy 
measures – in fact, both segments are 
placed significantly ahead of their major 
and foreign bank rivals.

Mutuals and challenger brands have high 
proportions of Brand Promoters in their 
customer base i.e. likely to recommend 
and spread positive word of mouth about 
the brand. Respectively, around 49 per 
cent of mutual members and 35 per cent 
of challenger brand customers can be 
classified as Brand Promoters.

At the other end of the spectrum, just 18 
and 23 per cent of mutual and challenger 
brand customers are Brand Detractors 
respectively i.e. likely to spread negative 
word of mouth about the brand or  
defect altogether.

A simple subtraction of these percentages 
(i.e. Promoters minus Detractors) produces 
a single number known as the Net 
Promoter Score, which has become a 
key metric for customer advocacy and 
business performance. A positive NPS 
(greater than 0) is considered good while a 
negative NPS (less than 0) is poor. Mutuals 
scored an NPS of +31, which is well ahead 
of the industry average of -12. Online-only 
brands also performed favourably, with an 
NPS of +11.

Both these segments are strong in the 
areas of satisfaction and advocacy, 
outperforming their major and foreign bank 
rivals with NPS of -21 and -40 respectively.

In terms of key satisfaction drivers, it 
appears that pricing is very important 
among both mutual members and 
challenger brand customers. RFi’s research 
found that interest rates and fees were the 
top reasons for borrowers to refinance with 
either a mutual or a challenger brand.

Meanwhile, the top reason for borrowers 
switching to a major bank was the need 
for additional finance. This is likely due to 
a widely held perception that it is much 
easier for consumers to be approved for 
additional finance if they approach a major 
bank than other lenders. In reality, major 
banks do tend to have a greater lending 
and credit risk appetite than mutuals or 
regional banks.

What is different between the typical 
mutual and challenger brand customer 
is the extent to which pricing governs all. 

Challenger brand customers for example 
attract rate chasers who are financially 
savvy, do their research, and choose their 
product providers based largely on price. 

This is why challenger brands attract 
many customers who make their choice 
based on bonus rebates, rewards and 
other promotional offers. In fact, it has 
become commonplace for many ADIs to 

offer bonus rates for a promotional period, 
or ongoing bonus rates provided that 
certain ‘good behaviour’ conditions are 
met e.g. maintaining a minimum balance, 
depositing a minimum amount per  
month etc.
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RESPONDING TO  
THE THREAT OF  
CHALLENGER BRANDS
By and large, challenger brands have 
gained many attractive customers to their 
brands over the years through competitive 
pricing. These customers tend to be 
younger, high income earners, financially 
fluent, technologically savvy and willing to 
shop or switch providers for the best deal.

In this sense, it would be unsustainable 
for mutuals to compete on price alone, 
especially as these challenger brands 
operate on a very different cost model. 
There will arguably always be a segment 
of the population that will only chase rates. 
In a way, these customers are undesirable 
as they are not particularly sticky or loyal, 
leading to higher ‘churn’ rates resulting in 
higher costs to their financial institution.

In responding to the threat of these 
challenger brands, mutuals could do  
well to learn how some of these challenger 
brands communicate, engage and  
reach out to their target customers  
via remote channels.

Getting the online channel experience right 
is immensely important. Challenger brands 
have invested heavily in building online 
and remote banking experiences that are 
intuitive, simple to use, transparent and 
above all, trustworthy.

In a recent paper, the Council on Financial 
Competition (CFC) singled out UBank as 
delivering a superior branchless customer 
experience. UBank’s website is very  
much focused on rates, transparency  
and connectivity.

Knowing its potential customers do their 
research online, UBank publishes real-
time rate comparison tables across all its 
retail products, incorporating customer 
reviews and star ratings on all its product 
information pages. UBank also has a 
USaver rate reassurance, which promises 
to offer at least the same rate as the 
highest offered by competitor accounts 
covered by the rate reassurance. UBank is 
also transparent about the fact it is wholly 
owned by NAB, tying its brand with NAB – 
‘UBank backed by NAB’.

In terms of connectivity, UBank’s website 
is supported by other channels such as its 
call centre, Twitter and Skype – all of which 
are operational 24/7. The bank engages 
with its customers via various social media 
channels including YouTube, Google+ and 
Facebook. UBank even has a Pinterest 
account – a popular photo-sharing site – 
which includes regularly uploaded photos 
of the UBank office and staff!

UBank’s focus on simplicity, transparency 
and trust is similar to the strategy used 
by another highly successful online bank, 
First Direct in the UK. The bank is highly 
progressive and innovative, and was one 
of the first banks to embrace social media 
by including live Twitter feeds on its  
official website!

First Direct consistently tracks well in 
customer satisfaction indicators and has 
been innovative in the way it reaches out 
to and engages with its customers. So 
confident is First Direct that it offers a 
Satisfaction Guarantee – “We’ll give you 
£100 if you like us, £200 if you don’t.”

One of the bank’s interesting initiatives is 
First Direct Lab, which is a separate site 
that’s all about getting customers involved 
in sharing new ideas and testing product 
innovations before the bank goes to 
market e.g. credit card designs, QR codes, 
e-newsletter designs, etc.

This is a great tool for First Direct to gauge 
customer sentiment and realign their 
services accordingly. For example, the 
bank recently decided to discontinue its 
free restaurant recommendation service 

Little Black Book after it received a lot of 
negative feedback. The comments page 
received more than 3,000 ratings with an 
average of 2 stars – ‘I don’t like it’. First 
Direct backs up its marketing efforts with 
highly competitive rates across its deposit 
and lending products.

SUMMARY
The digital world has transformed the way 
consumers do their everyday banking 
and organise their finances. The online 
and mobile banking channels are more 
popular than ever, and financial institutions 
will need to deliver excellent service via 
these channels as consumers become 
increasingly attracted to self-service.

As consumers move online, mutuals will 
need to ‘speak’ the language of online 
to stay relevant. Younger consumers are 
no longer discouraged by the idea of 
branchless banking and are happy to shop 
online for the best deal. 

In fact, as the mobile channel grows it 
will arguably be a matter of time before 
banking is conducted to a large extent via 
the mobile. 

Moven, formerly Movenbank, is slated 
for launch in the US and its co-founder 
Brett King has plans to bring his mobile 
direct banking proposition to Australia. The 
start-up is understood to be talking with 
two of the major banks about a possible 
partnership. The bold vision is for Moven to 
be a mobile-only, cardless and branchless 
bank – and this would be a big shake-up 
of the industry as we know it.

UBANK USAVER

- Headline 4.91%
- Bonus rate 0.95% 

if $200 is deposited 
every month

ING DIRECT SAVINGS 
MAXIMISER

-  Welcome rate 5.00% 
(for 4 months)

-  Ongoing 3.25%

VIRGIN SAVER

- Headline and ongoing 
rate 4.25% 

ME BANK ONLINE 
SAVINGS ACCOUNT

- Headline 5.10% 
(includes 1.60%  
for 12 months)

-  Ongoing 3.50%
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In 2013 the majority of mutuals within 
Australia will make the investment to 
move to faster and smarter banking 

on-the-go by offering or updating their 
mobile banking channel. Some will do 
this through the launch of custom built 
banking applications (apps). A number 
will use mobile banking applications 
designed and integrated into their core 
banking system, and others will deploy 
applications from third party vendors.

In the 2013 Abacus CEO Survey, 65 per 
cent of respondents put mobile banking  
as their top priority over the next 12  
months along with security concerns for  
electronic banking.

Common factors in the strategy decisions 
and deployment considerations will be 
ease of use, the member experience 
and security of the application, and its 
back-end interface. Mobile banking and 
device applications on-the-go also offer 
considerable opportunities for marketing 
and opt-in communications (subject to 
regulatory application) as we see some 
member segments engaging wholly in an 
online environment.

Across the Australian finance industry 
there is consensus that the pace of 
mobile banking uptake is only going 
to increase in the future. This renewed 
interest in technology-enabled banking is 
not confined to just mobile apps and is 

prompting a shift towards the automation 
of banking services that have traditionally 
been processed manually, such as 
account opening and lending applications.

There are already over 6 million 
Australians now using mobile  
banking facilities.

This is also being driven by consumer 
expectation for faster, slicker and more 
convenient banking. In February 2013 the 
Australian Payments Clearing Association 
(APCA) released a document outlining 
proposals for a new industry payments 
platform that will enable real-time 
payments between financial institutions 
and customer accounts.

MOBILE DEVICE GROWTH
A recent report by global networking 
company Cisco has forecast that by the 
end of 2013 there will be more internet-
connected mobile devices in use than 
people in the world. (Source: SMH 
08/02/13, ‘Smartphones to outnumber 
humans this year’).

In the Australian market alone there 
are currently 10 million smartphones in 
use (Source: SMH 12/12/12, ‘Android 
overtakes Apple in Australia’) and 
though the sale of smartphones still 
increases each year, the pace has slowed 
noticeably. Industry analysts believe this 
is indicative of a market that is reaching 

saturation, with consumer focus now 
turning towards tablets which are, of 
course, still mobile devices and use the 
same mobile banking applications.

MOBILEBANKINGIN 
THE MUTUAL SECTOR TODAY

OPERATING SYSTEMS
There are a number of operating systems 
available – Apple iOS, Google Android, 
Microsoft, Blackberry – but in reality the 
market is dominated by Apple iOS and 
Google’s Android.

In Australia the split between the major 
players has just moved in favour of 
Android.

Android – 44 per cent 
Apple – 43 per cent

Apple
•	 Apps	only	available	via	Apple	App	

Store, with all apps carefully vetted by 
Apple.

•	 Over	700,000	apps	available.

•	 As	at	June	2012	–	over	25	billion	app	
downloads.

Android
•	 Release	of	apps	via	Google	Market	(with	

some degree of vetting by Google); 
available anywhere on the internet.

•	 Apps	created	in	‘open	developer	
environment’.

•	 Just	under	700,000	apps	available.

•	 As	at	September	2012	–	also	hit	25	
billion app downloads.

Leanne Vale, Senior Manager, Fraud and Financial Crimes; Rob Crawford, Senior Analyst, Financial Crimes

http://www.smh.com.au/digital-life/mobiles/mobile-devices-to-outnumber-humans-this-year-20130208-2e26g.html
http://www.smh.com.au/digital-life/mobiles/mobile-devices-to-outnumber-humans-this-year-20130208-2e26g.html
http://www.smh.com.au/digital-life/mobiles/android-overtakes-apple-in-australia-20121212-2b8q2.html
http://www.smh.com.au/digital-life/mobiles/android-overtakes-apple-in-australia-20121212-2b8q2.html
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MALWARE RISKS
Mobile devices, be they smartphones or 
tablets, are vulnerable to compromise by 
malicious software in exactly the same 
way as traditional desktop PCs.

Thankfully, as mobile devices operate on 
newly developed operating systems, cyber 
criminals have not been able to use any 
of the existing malware written for PCs to 
target mobile devices – i.e. new malware 
has to be written. During the early days 
of mobile device growth, criminal efforts 
in this area were minimal. However, as 
device popularity has increased and power 
and functionality continually developed, 
authors of malware are inevitably turning 
their attention and efforts to these new 
opportunities.

The single biggest consideration when 
developing apps is the difference between 
the Apple and Android platforms. Apple 
operates what is known as a “Walled 
Garden”. This means the architecture of 
iOS on Apple devices tightly controls the 
functionality the apps can use. Also, Apple 
apps are available only from their own App 
Store, guaranteeing 100 per cent control 
over the approval and distribution of 
‘Apple apps’.

Android, on the other hand, operates an 
‘open platform’. While the device OS does 
operate a ‘sandbox’ process for newly 
downloaded apps, this is not nearly to 
the extent of the Apple system. Ultimately 
apps can be written and released by 
anyone and made available for download 
anywhere online. It is very much a ‘buyer-
beware’ situation.

The additional means by which mobile 
devices are vulnerable to infection by 
malware is another key difference. 
Without adequate security software, both 
are exposed to risk from compromised 
websites and unsolicited emails. Mobile 
devices however can receive input from 
others sources such as malicious apps, 
SMS, unsecured Wi-Fi and Bluetooth.

Supporting the robustness of Apple’s 
Operating System and device architecture, 
Australian Defence Signals Directorate 
authorised use of Apple devices running 
the iOS.5 version of their operating system 
during 2012 to communicate and store 
information up to the ‘protected’ level in 
Federal Government. 

DEVICE SECURITY 
•	 Android	OS – There are many off-the-

shelf security software solutions for 
Android OS (i.e. combination packages 
for PC, smartphone, and tablet). While 
none are 100 per cent ‘bulletproof’, 
base level protection remains critical.

•	 Disable	Bluetooth – Disable Bluetooth 
should only be activated if it becomes 
necessary to use it. This practice 
increases security and saves battery life.

•	 Secure	Wi-Fi – Only secure Wi-Fi 
should be used. Note that some mobile 
banking apps will not allow Wi-Fi use 
with an unsecured network. Switch off if 
not needed.

•	 Browser	security	settings – Users 
should ensure browser security settings 
are enabled – (i.e. as would also be the 
case with a home PC).

•	 Enable	auto-lock	and	use	passcode 
– While these provide protection only 
against an ‘opportunistic thief’, they are 
a deterrent nonetheless.

•	 Enable	‘erase	data’	– Available for 
iPhone and iPad. Enable erase data 
automatically wipes data after 10 failed 
access attempts.

•	 Enable	Find-My-iPhone - Allows lost 
or stolen iPhones to be located and/
or remotely wipe all data. Most security 
software for Android devices enables a 
similar functionality.

MEMBER EDUCATION
There are a number of factors that 
significantly increase the vulnerability of 
mobile devices (e.g. ‘smartphones’) as 
compared to desktop PCs, not the least 
of which is the public perception of what 
a smartphone actually is. The common 
use of the term ‘smartphone’ is somewhat 
unfortunate, perpetuating the idea that 
mobile devices are just telephones with 
added functionality. They might be more 
accurately described as “hand-held 
computers which also double as phones”.

Raising member awareness as the 
measures they can take to protect their 
mobile devices is a practical and affordable 
way in which mutuals can lessen the risk 
of mobile banking compromise before 
it occurs. This is beneficial both from a 
fraud prevention and cost perspective as 
it does not require expensive systems and 
can be dovetailed into existing member 
education initiatives. As users’ personal 
details are also at risk, it can be a useful 
member care exercise also. It therefore 
becomes essential to get the message out 
to members using a variety of channels:

•	 Provide	security	information	at	the	point	
of application for mobile banking.

•	 Include	security	articles	in	newsletters	
and statement inclusions.

•	 Utilise	websites	–	i.e.	most	now	have	
dedicated security pages. If possible 
include security message prompts after 
login to internet banking.

•	 Provide	links	to	Government	and	
commercial awareness/education 
websites.

Above all, it is important to encourage 
members to think about mobile device 
security in the same way they have 
become accustomed for their conventional 
desktop PC. Again, it is important to 
emphasise there is more at risk than 
simply ADI system security, it is clearly in 
the member’s best interest too!

IMPLEMENTATION 
CONSIDERATIONS
Despite the risks from malware and other 
vulnerabilities of mobile devices, the 
Australian finance industry is arguably in a 
strong position to roll out well planned, risk 
averse mobile banking services. Indeed, 
there is a perfect opportunity to revisit 
the lessons learned from the introduction 
and implementation of traditional internet 
banking over the last decade.

In 2011 alone, Google removed more than 100 malicious applications from 
its app store. Google discovered 50 applications infected by a single piece of 
malware known as Droid Dream, with the capability to compromise personal data. 
Google hasn’t always been proactive in preventing infections. Users for example 
downloaded one harmful app more than 260,000 times before Google removed 
it from the app market. The prolific nature of threats—especially on the Android 
platform—continues to increase. In 2011, Sophos Labs observed 81 times the 
Android malware earlier detected in 2010. In 2012 Sophos Labs has already seen 
41 times the malware than in 2011. (Source: Sophos white paper “Malware Goes 
Mobile”, October 2012
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So, what needs to be considered when 
developing a mobile banking application? 

As with all new products, there has to 
be a balance between something that 
is dynamic and will appeal to customers 
both – i.e. one that does not present  
risk to either customers or the  
financial institution.

By way of example, mobile banking is 
all the rage both appealing to younger 
generations while also influential in 
attracting new members. Clearly ADIs 
would not wish to detract from the ‘mobile 
experience’ with overly intrusive security 
measures. In other words, fraud detection 
and security controls need to be silently at 
work in the background.

Given the different risk factors between 
the Apple and Android operating systems, 
it is helpful to examine what this means 
in practical terms. With Android devices 
now equally as popular as Apple, mobile 
banking has to be made available for both 
platforms. How should ADIs respond 
to the higher risk for Android or other 
platforms, say over Apple? Limiting 
functionality for Android Mobile Banking 
for example would significantly change the 
customer experience between the two OS, 
a hardly desirable position!

Ideally, mobile banking functionality should 
be identical across both platforms and 
seamless when it comes to transactions 
and basic functionality. For mutuals this 
translates to an urgent need to ensure 
vendors deliver security features that 
maximise the capability of the smartphone 
basics and integrate the necessary  
security measures at the core banking 
platform level.

WORKING WITH VENDORS
Most mutuals have already engaged with 
vendors to create their mobile banking 
applications. It is indeed imperative to 
work with vendors to ensure the adequate 
‘smarts’ are built in to the app security 
from the outset.

Some options in the early stages of 
development include; digital certificates, 
biometrics, device electronic fingerprinting 
and geo-matching. Drawing from previous 
experience with internet banking, it is 
important to avoid implementing products 
that subsequently need to be rolled back 
to stop fraud (e.g. rolling back limits from 
as high as $50,000 per day in early 2000s 
to under $5,000 in 2013). With the mobile 
banking market set to continue to evolve 
over the next two to three years – mutuals 

need to invest now in the security and 
functionality to safeguard against inevitable 
malware activity.

THE FUTURE
Mobile banking is here to stay and likely 
the first step towards further financial 
products and services ‘going mobile’. 
The first service available from the new 
APCA payments platform for example 
will be a “convenience service” optimised 
specifically for mobile payments. 

Cyber criminals are doubtless working 
hard to find the ways and means of 
exploiting the software and security 
vulnerabilities of mobile devices. With the 
banking industry set to embark on mobile 
payments using personal identifiers and 
social media notifiers (combined with 
the speed and sophistication of recent 
cybercrime attacks for card data), it will 
be critical to ensure mutuals ADIs avoid 
becoming ‘soft targets’.

The critical thing for mutuals to consider 

is that Mobile Banking is just another 

form of internet-enabled banking, a key 

business risk that has required careful 
management for now over a decade.
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It’s difficult to avoid prompts to “like” 
organisations on Facebook, follow 
them on Twitter, etc. As Sam Plowman, 
Executive General Manager Direct Banking 
at NAB observes, “social’s just become 
mainstream; it’s part of our everyday 
society now”. He is arguably right. In the 
Abacus 2013 CEO survey, interestingly 
53 per cent of respondents indicated 
they would be increasing their focus on or 
investment in social media this year. Social 
media is reaching out to financial services 
– or perhaps the other way around?

A general internet search suggests 
Facebook has now passed 1 billion active 
users (including well over 600 million 
mobile users), 800 million YouTube users at 
4 billion views a day and over 500 million 
Twitter users, over 200 million of whom are 
active (source: www.expandedramblings.
com). As the figures suggest, world-
wide adoption of social media is huge, 
with usage statistics now exceeding the 
population of some countries.

In considering this new aspect of people’s 
lives, Datamonitor suggests 72 per cent 
of global social media users now do so on 
a weekly basis, with 57 per cent visiting 
social media sites daily. A further 29 per 

cent visit Facebook several times in a day. 
A recent UK study suggests the number 
of consumers engaging with brands 
via social media almost doubled in a 
year – increasing from 19 to 36 per cent 
over 2011-12 (source: Fishburn Hedges, 
2012). Datamonitor research also indicates 
that over one in three people surveyed 
globally would be “very interested or 
quite interested” in speaking to a bank 
representative via social media.

If social media has become “mainstream” 
as the usage statics support, it’s 
reasonable to assume this continues to 
present both implications and opportunity 
for financial service providers – indeed 
mutuals. Opportunity in the sense 
that social media has arrived as a 
channel offering tremendous access 
and empowerment to consumers, and 
implication – whereby organisations 
simply waiting to “back the right horse” 
on the right social media strategies 
risk “missing the race” in this analogy 
and being left behind. That said there 
is also risk per se – e.g. the risk of 
mismanaging social media by ignoring the 
need to ensure social media programs 
complement strategic intent rather than 

“knee jerk” reactions, reputation risk from 
adverse public commentary, staff failings, 
etc. If nothing else, the pace of change in 
social media continues to be rapid.

As knowledge and competency around 
the execution of social media strategies 
continues to mature, Datamonitor 
suggests the following benefits can  
be achieved from well planned and  
integrated social media strategies  
within organisations.

1. MORE EFFECTIVE 
MARKETING

Use of social media to create content 
that resonates with and engages social 
communities, and (arguably more so for 
larger entities), use of “big data analytics” 
favouring social media marketing “pull” 
vs. “push” strategies, with better informed 
and empowered consumers approaching 
organisations for more information.

Cas Scott from Community CPS 
observes that, “credit unions wondering 
what content their members will engage 
in should seek close alignment and 
integration with their overall corporate 
strategy, and consider what people will find 
interesting and want to share with their 

SOCIALMEDIA IN 2013
AND BEYOND
EXPLORING THE OPPORTUNITIES FOR MUTUALS
Tony Schesser, Senior Manager, Research & Advisory

http://expandedramblings.com/
http://expandedramblings.com/
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personal networks”. This is an  
excellent point.

In a working example of engaging specific 
social communities, the Encompass 
Credit Union “Regret Nothing” program 
has been in place for some years. Regret 
Nothing aims to grow ‘financial literacy’ 
and ultimately financial decision making 
attributes of younger Australians – think 
Gen Y – filling a need for this group while 
“putting their brand out there”.

NAB provides an example of “big data 
analytics”, with the announcement of a 
social media “command centre”. As ZDNet 
comments, the centre will be supported 
by 7 staff from NAB’s digital, marketing, 
& corporate affairs team. According to 
NAB, the centre will help “listen, learn, and 
correct…in real-time”.

2. IMPROVED SERVICE 
BY RESPONDING TO 
CONSUMER NEEDS

Prompt and personal responses via social 
media are increasingly critical to “building 
engagement and delivering excellent 
customer care” – helping organisations 
become more customer-centric. Social 
media can be particularly effective in 
crisis situations. Opportunity also exists 
to integrate social media with customer 
relationship management.

On Sep 5, 2012, NAB’s internet banking 
site crashed.

As Datamonitor comments, NAB’s social 
media response was to immediately 
acknowledge the problem and provide 
regular updates. Notwithstanding the 
service failure, a single Facebook post 
by NAB explaining the situation received 

105 likes. In this example, social media 
facilitated a positive customer service 
experience even in a crisis situation – 
customer funds were unavailable for 3 
hours. That said, such open dialogues 
allow visibility of criticism, an important 
point for banks and mutuals alike.

3. INNOVATION AND TRUST
While trust remains problematic for many 
financial institutions such as the ‘big 
banks’, social media offers the opportunity 
to engage with communities and build 
trust – still a competitive advantage – “by 
opening up their brand and their products 
for consumer reviews and feedback…to 
increase transparency and foster a greater 
degree of trust” – empowering consumers 
to drive product and service innovation.

This is arguably one area of social media 
of significant benefit to financial service 
providers. The Community CPS “we’re 
listening” platform engages with members 
through regular credit union updates 
and financial advice, including online 
contact centre staff responding directly to 
member service queries. The channel also 
supports the many CPS community and 
volunteering activities.

Engagement is a key priority as 
Community CPS continues to seek growth 
in this space. The platform also includes 
‘Fee Whisperer’ - an online chat where 
Facebook users can discuss their  
views on fee changes and participate  

in competitions to drive increased  
member engagement.

As Datamonitor points out, CBA is the 
only major Australian bank to be actively 
seeking customer feedback to products 
and services through social media by 
posting feedback to the “Ideabank” 
webpage on where CBA might improve 
their products and services (see below). 
ANZ has also been running a Facebook 
campaign aimed at immigrants planning a 
move to Australia.

4. INCREASED BRAND VALUE
Financial and other service providers are 
“building brand value by demonstrating 
their individuality in order to stand out from 
the competition”. Where members are 
confident in “self-service channels”, they 
are likely to “feel more connected to  
the provider”. Brand identity can then  
be targeted to deepen relationships

Source: YouTube, Feb 2013Source: YouTube, Feb 2013 Source: Source: www.encompasscu.com.au, Feb 2013
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with a particular member and/or 
community group – e.g. employer  
based memberships where physical 
network access is challenging.

Service has long been a mainstay for 
mutuals and the B&E YouTube story built 
around Debbie — the ‘Queen of Customer 
Service’ — is one of many examples of 
mutuals using social media to make this 
point. In this case positioning the B&E call 
centre and encouraging people to “get 
personal” and follow Debbie’s story.

The CUA 3 wishes campaign is interesting 
in that is utilises Facebook to reach out to 
member communities to provide examples 
of causes worthy of financial support from 
CUA. Members vote using Facebook for 
their “favourite” or most deserving cause, 
with those three receiving the highest 
number of votes receiving a $25,000 grant 
from the mutual – again building brand 
recognition through a very popular social 
media tool.

Description Advantages Drawbacks

Organic Social efforts 
bubble up from 
the edges of the 
company. This 
model is typical in 
large companies 
where control is 
difficult to enforce.

Solutions & initia-
tives can be decid-
ed & implemented 
at department level, 
which makes the 
message seem 
authentic. Greater 
responsibility is 
given to experts in 
business units and 
product teams.

Social media efforts 
are uncoordinated 
which leads to 
an inconsistent 
customer 
experience.

Centralised One central hub  
controls all social 
efforts (usually cor-
porate communica-
tions). Everything 
outside of the hub 
supports central 
unit.

Centralisation  
ensures the great-
est control & allows 
a rapid response. 
Coordination is 
easy and there is 
little room for am-
biguity, which leads 
to a consistent cus-
tomer experience.

The model does 
not scale very well. 
Tends to favour a 
corporate style of 
communication 
which makes it 
seem inauthentic  
to customers.

Hub & Spoke Business units and 
product teams 
are allowed to act 
nearly autono-
mously from one 
another while re-
maining connected 
to a central, less 
command-focused 
hub.

The model can 
be scaled to meet 
growing demand. 
Decentralization 
allows the exper-
tise of individual 
business units and 
product teams to 
shine. Provides a 
holistic customer 
experience.

Decentralized 
control increases 
risk. The model 
is costly to oper-
ate and requires 
cross-departmental 
buy in.

Multiple hub  
& spoke

For large multi-na-
tionals with multiple 
product lines. Each 
brand, geographical 
location, or product 
line is allowed to 
deploy their own 
social efforts, but 
still operate under 
one unifying global 
brand.

Offers flexibility 
to providers that 
operate across 
markets that cover 
different languages, 
cultures, and social 
networks.

Coordination 
requires constant 
communication 
between all teams, 
which can result in 
excess ‘noise’. It  
requires consider-
able cultural buy-in.

Holistic Everyone is in 
customer service 
and support and 
any employee who 
wants to be social 
is enabled.

Leverages the en-
tire workforce. Any 
employee can use 
social media and do 
so in a consistent 
and organised way.

Very few companies 
will ever achieve 
this as it requires 
very dedicated 
social culture.

BUILDING SOCIAL MEDIA STRUCTURES AND PROGRAMS
Council on Financial Competition and Datamonitor research suggest contemporary 
perspectives on social media programs and structures reflect models incorporating 
centralised vs. disbursed accountability for social media. Approaches are typically based 
on organisational resourcing, scale, core competencies etc. and are ideally scalable as an 
organisation’s social media approach, access to resources etc matures. See below:
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In this example smaller, regional mutuals 
may achieve greater value from a 
centralised model, whereas larger mutuals 
with multiple business units or brands 
may be better served by the Multiple or 
Hub and Spoke models. Similarly, risk 
averse or ‘newcomers’ to social media 
may again prefer the centralised model 
given the greater level of control it offers. 
Organisations would clearly need to 
consider any limiting factors that could 
narrow their choice of model such as 
resources, budget, organisational culture 
etc. (Source: Datamonitor). The Holistic 
model arguably presents high risk for an 
industry such as financial services.

Thinking ahead, it’s likely that clever and 
well thought out approaches to the use of 
social media will continue to help mutuals 
specifically to engage with member and 
other relevant communities and in  
doing so help:

•	 Implement	more	effective	marketing	
strategies 

•	 Improve	customer/member	service

•	 Build	trust	within	communities	(e.g.	
more innovative products and services)

•	 Increased	and	improved	brand	
recognition

In considering the opportunities for 
mutuals, the examples provided show 
again that many mutuals are already well 
underway on the “social media curve”. 
To a certain extent social media options 
present “level-playing field” opportunities 
for mutuals who by their very definition 
are often comprised of a rich and diverse 
collection of community groups around 
Australia be they employer groups, 
regional communities, metropolitan 
centres, and so on. Clearly social  
media speaks to communities in very 
similar ways.

As the banking4tomorrow website 
observes, “the very sense of community 
that binds the individuals who support 
such financial institutions is also a core 
element in the success of social media… 
So all these community-led institutions 
need to do is tap into that same sense 
of community online as they do in the 
real world. Instinctively they’ll find it much 
easier to participate in the conversations 
and interactions that take place in the 
social media space. Mainstream banks 
are used to a tight control over their 
brand and related communications – in 
this environment many of them still feel 
threatened by the way social media 
empowers the voice of consumers” 
(Source: www.banking4tomorrow.com, 
Feb 2013). 

http://www.banking4tomorrow.com/
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Islamic finance is becoming a new 
growth market for financial service 
providers both internationally and 

within the Australian financial  
services market. 

INTRODUCTION
Islamic finance was introduced about 
1,400 years ago by the Prophet 
Mohammad. The roots of its recent 
evolution go back to the 1960s during 
which it rapidly grew in countries that 
included the Middle East, Pakistan, 
Malaysia, and Indonesia.

Since then Islamic finance has grown 
tremendously, with its financial assets 
growing globally at over 10 per cent per 
annum over the past ten years.

Today, around US$1 trillion globally is 
managed under Islamic compliant finance 
models. Islamic finance has also been 
growing rapidly in western countries such 
as the UK and other European countries. 

The UK government for example 
comments that “the Government’s 
objectives for Islamic finance are clear. 
First, we value the contribution it makes 
to London’s position as an international 
financial centre and the benefits that this 
confers to all UK taxpayers. Second, 

we value the role it plays in expanding 
consumer choice and ensuring that 
nobody in the UK is denied access to 
competitively priced financial services 
due to their religious beliefs.” (The 
development of Islamic finance in the UK: 
the Government’s perspective, Dec 2008).

ISLAMIC FINANCE IN 
AUSTRALIA
Islamic finance was first introduced in 
Australia in the 1990s. In response to 
the growing population of Muslims in 
the country, the Muslim Community 
Cooperative Australia (MCCA) Limited was 
created – the first known mutual Islamic 
financial service provider in Australia. 
Notwithstanding the success of MCCA, 
Islamic finance in Australia has failed to 
grow substantially due to various problems 
faced by this industry (e.g. regulatory 
restrictions).

However, similar to the UK and other 
international models, the Australian 
financial sector is now similarly positioned 
to capture this growing sector of the 
domestic financial services market. Muslim 
populations in Australia are growing 
rapidly both by the increased number of 
immigrant intake quotas, maritime arrivals, 

and the birth rates of Muslim residing 
communities.

The near half million Australian Muslim 
population has potential to reach the 1 
million mark in the next few years given 
the rapid growth projections of Islam in 
Australia (note: assumption based on 
the past trends of the Muslim population 
growth in the past 10 years). Muslim 
Australians are fairly young, mostly 
between the ages of 29 - 40. Current ABS 
data confirms that Muslim Australians 
comprise 2.25 per cent of the Australian 
population. After Hinduism, ABS also 
records Islam as the second fastest 
growing religion in Australia over 2011, 
with an increase of 69 per cent in that year.

ISLAMICFINANCE
Mahir Momand, Project Manager - Research
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At present there are nearly half a million 
Muslims living in Australia, 50 per cent 
of whom reside in NSW followed by 33, 
7 and 5 per cent in Victoria, WA and 
Queensland respectively. Like other 
Muslims (as alluded to in the UK example), 
Muslims Australian similarly need access 
to financial services and at present 
are arguably underserved by financial 
institutions and banks generally. This is 
primarily due to Muslims in the majority 
refraining from engaging in any sort of 
transactions that are not allowed by Islam 
or are not Halal (permissible). Specifically, 
the more “conventional” banking and 
financial industry practice of charging 
Interest rates, where Islam strictly prohibits 
the receiving and paying of interest in any 
form – referring to this as Riba (Usury).

ISLAMIC FINANCE 
PRINCIPLES
Islamic finance is based on Shariah or 
Islamic Law that are the teachings of 
the Quran and the sayings of Prophet 
Mohammad. Shariah governs all aspects 
of a Muslim’s life including economic 
activities. Islamic finance is an ethical form 
of financing in that it promotes fairness 
and social responsibility amongst all 
parties and the community at large. The 
key principles that form the basis of Islamic 
finance are as follows:

1 PROHIBITION OF  
INTEREST (RIBA):

Payment or receipt of interest is prohibited 
in Islam. Riba refers to the consumption 
of usury or interest that is derived out of 
money without the beneficiary participating 
in any trading, sharing risk, or putting in 
“a fair amount of effort” towards a return. 
In Islam, money itself is considered to 
have no intrinsic value and is only a 
medium of exchange, with the exception 
of certain special cases. Thus, Islam 
prohibits interest but allows non-interest 
transactions and profits generated by the 
same. In Islamic financial transactions, 
profits are earned instead of receiving 
interest.

2 PROHIBTION OF FINANCING 
CERTAIN ECONOMIC 
ACTIVITIES (MAISIR):

Islamic finance forbids investment in what 
is seen to be socially detrimental activities. 
These include gambling, pornography, 
alcohol, weapons, gossip media etc. 
Maisir is strongly forbidden due to the 

harm it poses to the community members. 
By way of example, the game of chance, 
although beneficial in certain situations 
where chance is in the recipient’s favour, is 
to be avoided as it poses an extreme risk 
to the loser.

A person may enjoy large winnings but 
could similarly suffer from crippling losses. 
This means the winning person gets large 
sums of money without putting labour into 
it which is similar to the receipt of interest 
without a fair amount of effort. In early 
2009, the Vatican published in its official 
Daily newspaper, ‘L’Osservatore Romano 
that “the ethical principles on which Islamic 
finance is based may bring banks closer 
to their clients and the true spirit which 
should mark every financial service”.

3 PROHIBITION OF 
UNCERTAINTY OR 
SPECULATION (GHARRAR):

Gharrar is generally defined as uncertainty. 
Islamic finance requires that everybody 
participating in a financial transaction 
must be adequately informed and not be 
cheated or misled. Gharrar is exemplified 
by a particular sale of any item whose 
existence or characteristics are not certain 
(i.e. birds in the sky or fish in the ocean), 
due to the vague and uncertain nature 
which makes the trade similar to gambling. 

4 IMPORTANCE OF PROFIT 
AND LOSS SHARING:

Some Islamic financial products can be 
developed purely on the principle of profit 
and loss sharing. As per this principle, the 
investor and investee must share the risk 
of all financial transactions. This means 
that customers of financial institutions can 
deposit or save funds and expect a return 

only if the financial institution makes profit 
by investing the funds. Should a loss be 
incurred, it is shared amongst the financial 
institution and the customer. Evidence 
exists that the majority of Muslims who are 
paid interest on their savings don’t accept 
receiving it, and that such amounts are 
then ultimately transferred to charities or 
simply not withdrawn from the account 
given the funds are not Islamic-compliant.

5 ASSET BACKING 
PRINCIPLE:

Islamic financial transactions are 
underpinned by an identifiable and 
tangible underlying asset. The asset-
backed characteristic of Islamic financing 
is attractive to investors as it protects 
financial parties from the risks involved with 
financing non asset-backed transactions.

The conventional concept of financing is 
that banks and financial institutions deal 
in money and monetary papers. Islam 
however does not recognise money as a 
subject-matter of trade, except in certain 
special cases, such as exchange of one 
currency for the other.

1. Prohibition 
of Riba

Islamic 
Finance

2. Prohibition 
of Gambling 

& Alcohol

3. Prohibition 
of Uncertainty

4. Profit 
& Loss 
Sharing

5. Existence 
of underlying 

Asset
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Money therefore has no intrinsic utility and 
is only a medium of exchange with each 
unit of money being 100 per cent equal 
to another unit of the same denomination. 
Therefore, there is no room for making 
profit through the exchange of these 
units. Profit is made when something 
having intrinsic utility is sold for money, or 
when different currencies are exchanged 
– i.e. one for another. The profit earned 
through dealing in money (i.e. of the same 
currency), or the papers representing them 
is interest, hence prohibited. Therefore, 
unlike conventional financial transactions, 
financing in Islam is always based on 
illiquid assets which create real assets and 
inventories. Many non-Muslim customers 
in the West are now buying these types of 
financial products as they are considered 
safe and stable in comparison to more 
conventional (indeed “Western”)  
financial products.

ISLAMIC FINANCE PRODUCTS
A diverse range of Islamic products have 
been introduced to financial markets in 
recent years. Almost all of these products 
are tailored to the needs of today’s 
financial markets while also adhering to  
the principles of Islamic finance.

The two broad categories are Islamic 
loans and Islamic savings. Amongst the 
most famous and important ones are 
Murabahah (cost-plus), Musharakah 
(partnership), Ijarah (leasing) and a 
particular form of Ijarah called Ijarah 
Muntahia Bittamleek (lease-to-buy). 
A short introduction to some of these 
products is provided below.

MURABAHAH  
(COST-PLUS PROFIT):
Murabahah refers to the sale of goods 
(assets) at a price which includes a profit 
margin as agreed by both parties (i.e. 

the seller and the buyer). Such sales 
contracts are valid on the condition that 
the price, other costs and the profit margin 
of the seller are stated at the time of the 
agreement of sale. Using the Murabahah 
mode of financing, financial institutions 
buy assets and earn profit by selling them 
back to customers at a profit, instead 
of providing money to customers for 
financing and charging interest.

MUSHARAKAH 
(PARTNERSHIP):
Musharakah is a partnership or joint 
venture in a specific Shariah-compliant 
investment or business, whereby the 
distribution of profits is managed in 
accordance with an agreed ratio (i.e. 
based on the percentage of capital 
contributed by the participating parties). In 
the event of losses, both parties therefore 
share the losses on the basis of their 
capital participation. The Musharakah 
arrangment is most commonly used for 
financing property. Financial institutions 
partner with their customers in buying 
properties in a co-owned arrangement and 
generate profits by selling such properties 
– either to the custormer or to third parties.

IJARAH (ISLAMIC LEASING):
Islamic leasing is an arrangement under 
which the lessor leases building or other 
facilities to a customer at an agreed rental 
fee(s) or charge(s), as agreed by both 
parties. Ijarah financing is commonly used 
in the form of Ijarah Muntahia Bittamleek 
(lease-to-buy) Islamic products whereby 
the customer who leases the property or 
facility ends up buying the leased asset.

USING OF AGENTS (WAKIL):
As Islamic finance requires the financial 
institution to procure the assets that are 

financed, the organisation may be required 
to have specially trained staff to deal with 
such procurements. However, use of 
agents makes this easy given Islam allows 
Wakil (an Islamic agent) to conduct such 
procurement on behalf of the financial 
institution. Indeed most advanced Islamic 
finance industries assign the customer 
as the agent in procuring the assets to 
be financed, which again makes it very 
easy and similar to conventional financing. 
However, the customer is not considered 
as ‘the customer’ per se during the period 
of procurement, instead the customer 
acts on behalf of the financial institution 
in this first instance; and it is the financial 
institution that retains the title of procured 
assets until such time as the asset is 
transferred to the customer sense of the 
customer definition.

The recent launch of Crescent Wealth 
Management in Sydney is one example 
of the growing interest in the provision of 
Islamic compliant financial services. Given 
approximately half a million Australians 
are of Islamic faith (source: ABS Census 
data), this arguably represents a significant 
growth opportunity for the Australian 
mutual sector.

In response to this, Abacus recently 
initiated a project to develop and introduce 
Islamic Compliant Financial Services (ICFS) 
to its members in line with Shariah law 
requirements.  This will be the first time 
that Islamic finance loans and savings 
products are introduced to the Australian 
mutual industry that will not only result in 
increased revenues for mutuals but will 
expand financial inclusion as well. 

Abacus members who are interested 
in this initiative, or would like more 
information, should contact Mahir 
Momand at mmomand@abacus.org.au
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Social Return on Investment (SROI) 
Reporting can provide unique 
communication opportunities 

for all types of organisations and 
offers another dimension to traditional 
financial reporting. In 2012, CUFA 
compiled a report detailing the social 
value of their work in poor communities 
in the Asia Pacific region in dollar terms, 
which has provided a unique way of 
both evaluating and communicating the 
value of CUFA’s work. SROI Reporting 
can be a valuable tool for mutuals 
when reporting and communicating 
their difference to members over 
competitors.

In May 2012, the development agency for 
the Australian mutual movement, CUFA, 
released their Social Return on Investment 
Report with the headline finding for every 
$1 donated to CUFA, an average of 
$5.13 of social value is created by CUFA’s 
development programs - announcing 
over a 500 per cent return on donors’ 
investment in CUFA’s work.

CUFA’s SROI Report has allowed CUFA to 
calculate the social value of their work in 
dollar terms and provided a unique form 
of reporting on CUFA’s operations. It has 

provided an opportunity to go beyond 
traditional financial reporting and evaluate 
the social impact of CUFA’s work within 
a financial framework – an aspect of 
financial reporting that traditional methods 
often miss. It has provided CUFA with the 
opportunity to evaluate the organisation’s 
programs to show how both efficient and 
effective CUFA is with the funding  
they receive.

Value creation reporting serves as a 
planning and assessment tool to evaluate 
the effectiveness of products and 
services; and is valuable to all types of 
organisations, not just not-for-profits. The 
value of SROI Reporting is that it allows 
social value to be taken into account, 
which is useful for both decision making 
and devising community engagement 
strategies. It can be particularly useful 
for mutuals, where financial performance 
is only part of the value story they are 
creating and communicating to their 
communities. Mutuals clearly exist for the 
benefit of their members and are inherently 
grounded in the communities in which 
they operate, therefore the social impact 
they have on their community is something 
that is worth calculating. SROI Reporting 

provides mutuals with the opportunity to 
speak beyond financial benefits and speak 
of the social benefits their organisation  
has provided.

As a result, SROI Reporting provides 
organisations such as mutuals, with the 
ability to clearly communicate the impact 
they have on people’s lives in quantitative 
terms, rather than simply describing to 
people the benefits their organisation 
provides. Mutuals may find this 
particularly useful in their marketing and 
communications strategies. The findings 
from an SROI Report can arguably act as 
a point of differentiation from alternative 
financial institutions, such as the major 
banks and other competing financial 
service providers, clearly highlighting their 
social value in the communities within 
which they operate.

So, how does SROI Reporting work 
and how is the value created by the 
organisation determined?

Value creation is determined along the 
principles of Social Return on Investment 
(SROI) by recognising, measuring and 
monetising changes that have resulted 
from the organisation’s work. This 

SOCIAL RETURN ON
INVESTMENT (SROI) 
REPORTING
Stephanie Brown, Project Officer, CUFA
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methodology directly links outputs (i.e. 
resources and effort) to impacts and 
measures expressed in financial terms 
to aid understanding of the real benefits. 
CUFA’s SROI Report identifies the return 
on each dollar donated for each of CUFA’s 
international programs.

In CUFA’s SROI Report, the organisation 
has now taken the next step on SROI 
analysis and extended CUFA reporting 
from the fulfilment of goals to identifying 
the extent of CUFA’s reach within the 
communities and areas in which it 
operates. Specifically, CUFA measured the 
impact on individuals living in communities 
centric to CUFA’s work with a view to 
determining the actual value created – 
helping create a greater understanding 
of how CUFA’s work impacts local 
communities. By way of example, the 
SROI analysis revealed that CUFA has now 
reached close to 4 million people in the 
Asia Pacific region who are living in poor 
communities.

In addition, CUFA has used SROI 
Reporting to evaluate the effectiveness of 

programs as well as adding further weight 
to other CUFA program reporting. This in 
turn, has helped to improve stakeholder 
communications and understanding of the 
organisation’s work. Furthermore, CUFA 
has been able to pull a number of key 
headlines from SROI reporting which has 
been useful in promoting CUFA’s work and 
again demonstrating its effectiveness in the 
Asia Pacific region.

Impressively, all of CUFA’s programs 
throughout the Asia Pacific region far 
exceed the dollar value provided via 
donations and other key funding sources. 
For instance, CUFA’s Village Entrepreneur 
program, which operates in Cambodia 
and Timor Leste, has identified a social 
return on investment ratio of 3.36:1, which 
indicates that for every $1 invested in a 
villager by a Community Investor, $3.36 in 
social value is created. This means in effect 
that for every $1 that goes to the Village 
Entrepreneur Program, there is over a 300 
per cent return on that initial investment.

In terms of communication to donors 
and other funding agencies, this finding 

has been invaluable in demonstrating the 
real effectiveness of donations to those 
supporters who currently invest the $37 
a month toward a villager in either Timor 
Leste or Cambodia. In other words, the 
$37 a month is creating $124.32 in social 
value for the villager and their community.

The report has also been valuable for 
CUFA when communicating to CUFA’s 
core constituency, the Australian mutual 
movement. Notwithstanding the long 
history of support from Australian mutuals 
for CUFA driven initiatives, the value of 
their contributions to helping develop 
the mutual movements of the Asia 
Pacific region has now become even 
clearer, further contributing to an even 
greater understanding of the efficiency 
and effectiveness of CUFA’s operations, 
maintaining the confidence in the 
organisation to help fight poverty in the 
Asia Pacific Region.

CUFA’s Social Return on Investment 
Report is available at http://www.cufa.
com.au/service/about-us/reporting. 

Photos courtesy of Claudio Raschella

http://www.cufa.com.au/service/about-us/reporting
http://www.cufa.com.au/service/about-us/reporting


Asset Band

2011 2012 Growth 2011 2012 Growth 2011 2012 Growth
$'000 $'000 % $'000 $'000 % $'000 $'000 %

Over $1bn 15 39,116,971     40,855,999     4.4% 32,182,115     33,561,718     4.3% 30,141,278     32,383,910     7.4%
$500m - $1bn 11 7,052,425       7,514,340       6.5% 5,816,279       6,125,186       5.3% 6,015,397       6,356,193       5.7%
$300m - $500m 7 2,458,256       2,571,914       4.6% 2,066,814       2,111,551       2.2% 2,208,803       2,321,761       5.1%
$200m - $300m 14 3,170,772       3,432,182       8.2% 2,452,385       2,586,034       5.4% 2,736,813       2,994,198       9.4%
$100m - $200m 16 2,163,221       2,423,559       12.0% 1,621,280       1,780,989       9.9% 1,846,373       2,091,661       13.3%
$50m - $100m 16 996,097         1,099,161       10.3% 744,107         794,646         6.8% 844,135         934,956         10.8%
$30m - $50m 6 253,805         257,276         1.4% 180,596         183,027         1.3% 215,107         222,301         3.3%
$20m - $30m 5 121,806         128,885         5.8% 90,422           94,095           4.1% 99,954           107,236         7.3%
Under $20m 6 56,578           55,752           -1.5% 24,744           23,755           -4.0% 45,938           44,099           -4.0%
All CUs 96 55,389,931   58,339,069   5.3% 45,178,743   47,261,002   4.6% 44,153,797   47,456,316   7.5%

Mutual BSs 8 27,326,468   28,590,814   4.6% 22,162,776   23,161,487   4.5% 20,040,242   21,468,057   7.1%

Total Assets Total Net Loans Outstanding Total Deposits

Asset Band* No. 
(2012)

2010 2011 2012 2010 2011 2012 2010 2011 2012 2010 2011 2012
Over $1bn 15 2.85% 2.79% 2.59% 1.33% 1.23% 1.16% 3.02% 2.88% 2.81% 1.15% 1.13% 0.94%
$500m - $1bn 11 2.90% 2.82% 2.65% 1.03% 0.96% 0.91% 3.16% 2.94% 2.81% 0.77% 0.84% 0.75%
$300m - $500m 7 2.87% 2.86% 2.77% 1.03% 0.95% 0.92% 3.21% 3.12% 3.11% 0.69% 0.68% 0.58%
$200m - $300m 14 2.94% 2.98% 2.79% 0.92% 0.88% 0.80% 3.26% 3.12% 3.02% 0.59% 0.74% 0.57%
$100m - $200m 16 3.21% 3.24% 3.09% 0.93% 0.87% 0.82% 3.39% 3.33% 3.23% 0.75% 0.77% 0.68%
$50m - $100m 16 3.69% 3.83% 3.63% 0.94% 0.88% 0.77% 3.98% 4.01% 3.85% 0.65% 0.71% 0.55%
$30m - $50m 6 3.54% 3.57% 3.33% 0.70% 0.62% 0.53% 3.33% 3.25% 3.12% 0.92% 0.95% 0.74%
$20m - $30m 5 3.79% 3.90% 3.73% 0.96% 0.89% 0.88% 4.00% 4.08% 4.00% 0.76% 0.70% 0.61%
Under $20m 6 4.13% 4.52% 4.66% 0.70% 0.68% 0.67% 4.25% 4.56% 4.87% 0.57% 0.64% 0.46%
Total CUs 96 2.68% 2.65% 2.51% 1.21% 1.14% 1.04% 2.95% 2.84% 2.76% 0.94% 0.95% 0.79%
Mutual BSs > $1bn 4 2.76% 2.05% 1.97% 0.45% 0.34% 0.35% 2.11% 1.65% 1.63% 0.87% 0.74% 0.70%
Mutual BSs < $1bn 4 2.51% 2.56% 1.94% 0.40% 0.42% 0.33% 2.09% 2.05% 1.65% 0.82% 0.93% 0.62%
Total BSs 8 2.13% 2.04% 1.92% 0.35% 0.35% 0.35% 1.62% 1.64% 1.59% 0.85% 0.75% 0.68%

Margin (Net Interest 
Income / Av. Assets)

Non-Interest Income / Av. 
Assets

Operating Expenses / Av. 
Assets

Operating Return Before Tax 
/ Av. Assets

Asset Band* No. 
(2012)

2010 2011 2012 2010 2011 2012 2010 2011 2012 2010 2011 2012
Over $1bn 15 0.83% 0.82% 0.69% 9.72% 9.47% 7.80% 69.57% 68.86% 71.97% 28.72% 27.21% 26.78%
$500m - $1bn 11 0.55% 0.61% 0.55% 6.33% 6.94% 6.20% 77.04% 75.31% 77.31% 25.21% 24.82% 24.78%
$300m - $500m 7 0.50% 0.49% 0.42% 6.44% 6.42% 5.13% 80.42% 80.64% 82.73% 25.97% 24.57% 24.72%
$200m - $300m 14 0.43% 0.54% 0.41% 4.67% 6.02% 4.65% 82.01% 79.40% 83.22% 23.21% 21.90% 21.30%
$100m - $200m 16 0.54% 0.56% 0.49% 4.91% 5.04% 4.56% 79.63% 79.55% 81.21% 21.68% 20.52% 20.30%
$50m - $100m 16 0.48% 0.51% 0.40% 4.56% 4.75% 3.78% 84.74% 82.34% 85.40% 18.92% 17.50% 16.40%
$30m - $50m 6 0.65% 0.68% 0.53% 5.91% 5.71% 4.45% 77.63% 77.03% 79.69% 16.35% 14.61% 13.93%
$20m - $30m 5 0.58% 0.52% 0.47% 4.38% 3.34% 3.52% 79.79% 81.03% 82.53% 17.35% 16.18% 16.45%
Under $20m 6 0.52% 0.60% 0.46% 3.87% 3.91% 2.09% 83.38% 82.79% 84.98% 10.70% 10.19% 9.49%
Total CUs 96 0.67% 0.69% 0.58% 8.06% 8.24% 6.85% 74.00% 73.38% 76.17% 31.03% 30.03% 29.37%
Mutual BSs > $1bn 4 0.78% 0.52% 0.49% 11.53% 9.64% 8.76% 63.62% 67.26% 68.42% 14.24% 14.63% 15.52%
Mutual BSs < $1bn 4 0.58% 0.65% 0.43% 9.39% 9.47% 6.35% 68.43% 69.37% 72.47% 13.41% 13.97% 14.74%
Total BSs 8 0.61% 0.53% 0.48% 10.29% 8.68% 7.56% 64.23% 67.37% 69.16% 14.05% 14.58% 15.49%

Return on Average Assets 
(After Tax)

Return on Net Assets (After 
Tax)

Expenses / Income Non-Interest Income / Total 
Operating Income

Source: Annual Reports; financial data for some organisations was not available at the time of printing

Source: Annual Reports; financial data for some organisations was not available at the time of printing. * Each asset segment ratio is calculated as the average of the ratios 
calculated individually for each entity within the asset group. These averages are reweighted to account for any substantial distortion caused by outliers.

ADDITIONAL DATA

FINANCIAL PERFORMANCE INDICATORS BY ASSET BAND
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LIQUIDITY - MUTUALS RETURN ON AVERAGE ASSETS AFTER TAX

Source: CUFSS Source: APRA

Range (%) Top Performer Range (%) Top Performer Range (%) Top Performer
Credit Unions

Over $1bn 15 0.31 - 1.09 Queensland Country 4.29 - 10.27 Police Financial Services 57.68 - 84.09 Qantas Staff
$500m - $1bn 11 0.22 - 0.73 Maritime, Mining & Power 1.93 - 9.20 Maritime, Mining & Power 67.33 - 86.99 Railways
$300m - $500m 7 0.07 - 1.03 Southern Cross 1.14 - 9.60 Southern Cross 65.32 - 96.26 Southern Cross
$200m - $300m 14 0.14 - 1.06 Goulburn Murray 1.33 - 9.16 EECU 66.03 - 94.62 Goulburn Murray
$100m - $200m 16 0.02 - 1.06 South West Slopes 0.26 - 8.51 AWA 67.16 - 97.45 Queensland Professional
$50m - $100m 16 0.09 - 0.79 Macquarie 1.20 - 6.40 Macquarie 71.95 - 97.42 Cairns Penny Savings
$30m - $50m 6 0.09 - 1.12 First Choice 0.90 - 8.80 First Choice 66.51 - 97.01 First Choice
$20m - $30m 5 0.19 - 0.72 Swan Hill 1.25 - 6.00 Swan Hill 81.98 - 95.15 Swan Hill
Under $20m 6 -3.09 - 1.44 Newcom Colliery -13.96 - 5.86 Old Gold 75.27 - 94.26 The Gympie

Mutual Building 
Societies

Over $1bn 4 0.38 - 0.63 IMB Limited 5.45 - 12.04 IMB Limited 59.03 - 78.19 IMB Limited
Under $1bn 4 0.20 - 0.67 B & E Limited 2.62 - 8.69 B & E Limited 65.19 - 79.25 B & E Limited

Institution Group No. ROA ROE Costs / Income

Source: Annual Reports

CAPITAL ADEQUACY

Mutual ADIs       Major banks

QUARTERLY CAPITAL ADEQUACY - MUTUALS

Source: CUFSS

TOP PERFORMERS FOR SELECTED INDICATORS - 2011-12

Source: KPMG
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