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Introduction 

The Uniting Church in South Australia welcomes the opportunity to respond to the inquiry of the Federal Government into the level of banking in rural, regional and remote areas of Australia. The Uniting Church makes this submission from its commitment to the provision of community services and advocacy as expressed in its founding document, the Basis of Union. Part of the role of the Uniting Church in the community has involved consideration of Australia’s delivery of financial services with particular concern for those who find access to these services difficult, such as people on low incomes, the aged and people with disabilities. This submission is based on interviews with members of the Uniting Church who access financial services and are leaders involved in the provision of community services, such as advocacy on behalf of others on financial issues.

The Uniting Church believes that all people and institutions have intrinsic social responsibility and that the social responsibility of those who have benefited most from society is increased according to the level of benefit. In relation to financial services, the Uniting Church believes that the policies of successive governments have meant that the banks, as the major beneficiaries of the “changed nature of banking”, are now very reluctant to show any social responsibility voluntarily. The effect of the policies of successive governments has meant that the costs of banking are increasingly being born by the consumer, rather than the financial sector. The Uniting Church believes that the current provision of financial services in Australia constitutes an instance of market failure, which justifies government intervention.

A competent and functional financial sector is a crucial component of any mature economy. Until recent years, there has been a long tradition of government intervention in the financial sector, particular in banking, which has been justified in order to produce this end. There are many examples of successful government intervention from other countries and also precedents from Australian history. The creation of the Commonwealth Bank and the Reserve Bank are the prime examples of government intervention in order to provide a basis for competence and community confidence in the Australian financial sector. 

The Reserve Bank has utilised a number of tools to regulate banks, including liquidity ratios, statutory deposits and licensing conditions. More recently, the Federal Government has intervened in the financial sector to require banks to provide “no frills” accounts particularly for lower income people, in order to provide a basic level of service without additional fees. This particular instance of intervention is symbolic of the overall failure of policies adopted by successive governments in recent times to provide for the needs of all Australians and the corresponding failure of the banks to adopt a social obligation voluntarily. The Uniting Church therefore requests the Federal Government to consider the following recommendations:

Summary of Recommendations

The Uniting Church in Australia (SA Synod) recommends that the Federal Government: 

· establish a publicly owned bank that would provide universal banking services to households and community organisations

· re-consider the effective provision of “free insurance” for deposits to profit–oriented banks

· establish a compulsory code of conduct for the banking sector 

· a compulsory code would include certain requirements such that the banks: 

1. agree amongst themselves to keep at least one branch in full operation in certain regions according to criteria determined by the government that would include consideration of population size and geographical isolation

2. reduce the excessive fees charged, such as the large overdraw fees on very small overruns 

3. not debit fees when the debiting will result in a negative account balance

4. substantially reduce interbank transfer fees

· Support communities to establish micro loans schemes, Credit Unions, Friendly Societies and similar schemes designed to provide local financial services

· Enhance the IT infrastructure of rural communities to ensure that Internet services are reliable and speedy

· Provide genuine skills training for people in small communities who are not literate in new technologies, to assist them to utilise Internet and phone banking options.  

The social costs of rural banking are born by rural communities

Evidence from the Uniting Church in Australia suggests that there have been significant costs of the removal of face-to-face banking facilities in rural communities that have been born by those communities. Respondents have indicated that for the young and the educated changes to forms of banking are not difficult to negotiate. Respondents have also indicated, that for older citizens and people with low literacy and numeracy skills, it is difficult to adjust to the “changed face of rural banking”. (For example, one respondent in a town where the branch closed some years ago still fails to remember that the bank is now closed on a Wednesday). 

A sole supporting parent on meagre income had an account in which she deposited small amounts of money, so that she could save enough to purchase her son a present for his birthday. When the birthday approached, she went to withdraw the savings to purchase a gift. She was devastated to find that the money was gone and the account had been closed. The bank’s explanation was that it was not viable to maintain small accounts with low levels of transaction. The grief and heartache for that woman was considerable, the callousness of the bank unacceptable. This experience is unacceptable in our society.

For rural areas where there are high levels of unemployment and reduced capacity to travel, the costs of banking born by the consumer are significant. In Port Pirie, for example, the levels of unemployment are higher than the national average. Elderly people need to rely on the generosity of family and friends. For some widows in Wilmington, for example, who have banked with a chequebook for much of their lives, are now required to drive on the highway for an hour, or be reliant on someone who can drive, to get to the nearest branch in Peterborough. Port Pirie Central Mission Superintendent Alison Whish has said that “For older people and people with low levels of education, the Internet and phone banking is not an answer.”

Uniting Church ministers and community services are engaged in advocacy with the banks on behalf of people who are on low incomes, or have low literacy or numeracy skills. For people who are on low incomes or on Centrelink payments, if they have overdrawn their account, the fees charged are punitive. Uniting Church leaders have found that in general, banks are understanding and will waive fees in cases of economic need. However, they have also found that it is easier to resolve a conflict with a bank in a face-to-face situation rather than over the phone or through electronic communication. The removal of face-to-face banking services in rural areas has meant that advocacy work is relegated to phone communication. Ministers have found their ability to confront bank staff with a problem and to resolve it over the phone is more difficult than previously.
The extent of changes to the delivery of financial services in Australia 

The biggest issue in relation to banking in rural communities the issues raised by new forms of banking such as phone, Internet and agency banking, due to the closure of rural branches. Academics have argued that branch closure and loss of jobs has amounted to the departure of banks from the bush. Between July 1993 and July 1999, 1071 city and 635 country bank branches closed in Australia (Morse 2000: 30) and between 1996 and 2001, over 10,000 bank jobs were lost in rural Australia (Kenyon 1999). The Australian Banking Association has argued to the contrary, however, that banks have responded to financial deregulation and rural decline, with a “change in the face of rural banking” in which services to rural Australia have actually increased.
 There are now over 6,000 bank branches and agencies operating in rural Australia and banks have increased the number of outlets available to customers through the expansion of agencies such as Australia Post, the Giropost Network and a heavy investment in self-service banking. The banks argue that unlike 20 years ago, when banking was only available from 10am-3pm, customers can now access 24 hour banking services through more than 2,500 ATMs and 75, 000 EFTPOS terminals as well as telephone and internet banking.

The Uniting Church is concerned however, that the economic and social costs associated with these changes have not been born by the major beneficiary of the changes, the financial sector. Successive governments have expected rural communities to bear the social costs of the changes to banking, which of all stakeholders involved has the least capacity to bear the burden of the changes. There are significant differences of opinion between academics and the financial sector, regarding the extent to which the community should be expected to bear this burden. Banks maintain that they have provided options for consumers and have negotiated the transition to forms of banking other than branches smoothly. Academics have suggested, however, that where rural branches have closed, the banking options provided are unreliable, inaccessible to the aged and disabled and the costs are borne by the customer in increased travel, time and fees.

Financial deregulation and the growth of technology have benefited shareholders 

There is general agreement between academics and the banking sector that branch closure must be viewed in the context of government deregulation of the financial sector, the removal of the public and private sector from rural areas where there has been population decline and the development of new technology. The privatisation of the banking sector has been shown to be good for investors, but has involved significant problems and problems of adjustment for the Australian public. The privatisation of the Commonwealth Bank in 1990 paved the way for the “marketisiation” and eventual privatisation of the state banks in South Australia and Victoria. Profits for the Commonwealth Bank for the three years from 1998 to 2000 have totalled $5.4 billion, which was more than half the total sale proceeds received by the Australian public. This suggests that either the sale price was too low with taxpayers subsidising share-holders, or the fees charged by the Commonwealth Bank are now unnecessarily high.

Banks are a social and community resource 

The Uniting Church believes that it is the responsibility of government to ensure that the financial sector does not view itself simply in economic terms. The policies of financial deregulation and privatisation of successive Federal Governments has led the financial sector to view its provision of services in economic terms exclusively. Privatisation has led the banks to assume less social responsibility than previously: “Since the advent of financial deregulation, banks have raised fees and charges, cut services and exploited their collective monopoly power whenever possible.….except when faced with irresistible political pressure, they reject any notion of a corresponding social obligation.”

The banks therefore view the provision of a branch in an area of low population as unviable and are reluctant to show any social obligation voluntarily. The Australian Banking Association has argued that it is inconsistent for consecutive governments to encourage competition in the financial sector and also to expect the banks to subsidise branches in rural areas that are not viable as a business proposition. Evidence shows that though the banks appear to operate in a competitive environment, their rate of adjustment practices operate in remarkably similar ways.

The banks have argued that branch closures need to be seen in the context of the overall decline in the provision of public and private sector services in rural areas due to population decline, which means banks are expected to cross-subsidise the rural sector. There is no question that rural populations have declined. In 1920, for example, 40% of South Australians lived in rural areas but by 2000, less than 15% of the population resided in rural areas. The banks have argued that branch closures have followed the closure of other public and private services. But the banks are reluctant to suggest that the major reason for branch closure is their own financial interests. 

The Australian Banking Association has argued that banks facilitate closure of branches effectively through protocols for closures and the provision of banking options other than branches, which is a contribution to customers greater than other businesses, such as retailers provide when they close a store. Banks argue that they provide more opportunities for different forms of transactions than other businesses provide such as opportunities for phone, Internet and ATM banking. Banks suggest that they provide reliable alternative forms of banking and that they provide community education schemes to facilitate the transition from branch to electronic and phone banking. Banks also suggest that they provide reliable banking alternatives through partnerships with community services such as local councils and Australia Post, (which has also been privatised). 

The Australian Banking Association has also argued that rural decline has not been uniform, that there has been growth in regional centres in rural Australia where banks have expanded operations. This has not been the case for South Australia however, where the large rural centres such as Port Augusta, Whyalla and Port Lincoln have continued to decline. Human Rights Commissioner Chris Sidoti has suggested that the impact of the “changing face of rural banking” could be more significant in South Australia than in other states, because of the small proportion of the rural population in SA. In 1998, for example, 86% of the population of SA lived in ‘urban’ areas and only three rural centres had a population of more than 20,000 people.

Evidence suggests that in some rural areas, electronic banking has proved to be unreliable due to the failure of Internet connections and that the cooperation of banks with local councils and post offices in the provision of services is insufficient to satisfy the needs of customers (McKenzie, 1999 p.61-2). Significant numbers of South Australian Uniting Church people for example, are concerned that agency banking is not sufficiently private to satisfy their needs. Evidence from rural members of the Uniting Church suggests that these members are not aware of efforts by the banks to provide education schemes to use new technology. 

Further, all efforts by the banks to make the transition to non-branch banking smoother does not address the fundamental concern of citizens that they should not be expected to negotiate the transition. The requirement imposed by the banks that older people and people with disabilities should be able to access new forms of banking do not alleviate their incapacity to negotiate these new forms. 

Rural communities bear the social costs of the “changing face of rural banking” 

The Uniting Church believes that there have been significant impacts of privatisation and deregulation of the financial sector on rural communities. The loss of financial services has been significant. The changed relationship between the customer and the bank has significantly affected older people, people on low incomes and people with low literacy and numeracy skills. There have been significant costs to rural communities in employment of local people and the skills that bank managers and other staff have brought to the community. Branch closures and loss of jobs have had a significant impact on rural community life when community figures such as bank managers and other professional staff are no longer involved in the life of the community. The banks’ previous sponsorship of local events is one of the hidden costs to rural communities of the privatisation and deregulation of the financial sector.  

Branch closures in rural areas are symbolic of the last stages of economic decline and involve further financial and social costs to rural communities that hasten that community’s decline. Once a rural community has lost its face-to-face financial services, it is an indication that the community has virtually lost the race for economic development. It has been estimated that the closure of a full time bank service takes approximately $500,000 from a region in the first year, because customers take other business to the centre with a bank (Regional Financial Services Taskforce: 1997).

There has been a definite downturn in business in communities that have lost their face-to-face banking services. In Spalding for example, since the bank closed people travel to Clare to spend their disposable income. According to one local farmer is there is now “more than one reason to go to another town to do banking.” In his view, a few services have improved, however the decline of branch services has carried social costs that are not quantifiable, such as the lack of opportunities for social interaction for all people, but particularly the socially isolated such as pensioners and the elderly. “Banks are no longer people with whom you do business”.

The costs of banking in time, travel and cash security are increasingly borne by the customer. Branch closures disrupt the operation of local businesses and community life and further hasten the decline of rural communities. Banking now causes customers increased costs in fuel and time for example, and the customer is now responsible for larger cash withdrawals held for longer than previously. The part closure of bank branches means increased inconvenience for people having to change banks and to do their business within restricted hours. For community groups that need to use banks for activities, the cost for the security of the cash, are born by the group leaders. Community groups also face further disincentives to their activities from the failure of the insurance industry to provide appropriate service at reasonable cost.

Banks have intrinsic social responsibility according to their receipt of benefit 

The Uniting Church believes that the financial sector should exercise social responsibility. As a member of the community the financial sector has an intrinsic social obligation and as a major beneficiary of social good it should exercise social obligation according to the level of benefit it receives from the community. This social obligation also arises from the physical infrastructure (including cabling associated with IT and telecommunications), provided by government and other industries upon which the success of the financial industry is dependent. The financial sector should be regulated to provide reasonable social obligations, such as guarantees of access, fair and open dealing, recognition and community obligation. 

The Uniting Church believes that by not demonstrating sufficient social responsibility, the banks have diminished their standing in the community in recent years to their own detriment and to the detriment of the community. The withdrawal of service by banks has reduced community trust in them, which will continue to have adverse consequences for the banks if it is continued. The costs to those sectors that are least able to afford an increased financial burden will continue.

The case for government intervention 

The Uniting Church believes that it is appropriate for government to regulate the financial sector to ensure it delivers services that meet an appropriate level of social responsibility. Financial academics have suggested that the significant impacts on the community and the benefit to the banking sector of privatisation and financial deregulation constitute evidence of market failure sufficient to justify government intervention. The Uniting Church believes that the Federal Government should pursue a range of measures such as the establishment of a publicly owned bank akin to the original Commonwealth Bank, should cease guarantees for deposits to profit-oriented banks and to also issue a compulsory code of conduct for banks. 

Part of the code would include the expectation that banks would negotiate amongst themselves to leave a branch operating in rural townships according to a framework of criteria, which would accommodate population size and geographical isolation from other services. In relation to deposit guarantees, they should be confined to savings banks that operate subject to a charter of community service obligations. Other banks would provide warnings to customers that they invest at their own risk. Private banks could spin off their merchant banking insurance and other activities and operate as savings banks.

The policies of successive governments have given the financial sector scope to avoid social responsibility. This has resulted in the erosion of the position of banks in the Australian community and increased burden on those sectors of the community that are least equipped to bear the social costs. The Uniting Church believes that the policies of consecutive governments in relation to the financial sector have constituted an instance of market failure and justify government intervention. 

There are precedents from other countries for government intervention from other nations and within Australian history. Other nations that have pursued extensive privatisation and deregulation policies such as New Zealand, has nevertheless provided its citizens with a publicly owned Kiwi Bank. Operated by the New Zealand Post office, this is one of the few government business enterprises not sold off by the committed free-market governments between 1984 and 1999. It would be appropriate for the Australian Federal Government to follow its lead. 
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