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The Victorian Farmers Federation is Australia’s largest state farmer organisation, and the only recognised, consistent voice on issues affecting rural Victoria.

The Federation represents 23,000 farmer members, representing 15,000 farm enterprises.  The VFF consists of eight commodity groups representing diary, grains, pastoral, horticulture, chicken meat, pig, flowers and egg industries.  

Farmers are elected by their peers to direct each of the commodity groups and are supported by a Melbourne-based staff.

Each VFF member is represented locally by one of the 230 VFF branches across the state and through their commodity representatives at local, district, state and national levels.  VFF also represents farmers’ views on hundreds of industry and government forums.
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Introduction

The provision of and access to banking and financial services for people and businesses in rural and regional Victoria is an important issue.  

It is an opportune time for the Parliament of Australia Parliamentary Joint Committee on Corporations and Financial Services to inquire into the level of banking and financial services, and options for expanding services, in rural and regional Australia.  

Access to banking and financial services has been a significant issue for country Victorians for much of the past 15 years, since the collapse of Pyramid Building Society and the sale of the former State Bank of Victoria to the Commonwealth Bank of Australia. Concerns have resulted from bank branch closures and changes in the delivery of services with the introduction of new transaction fees and electronic banking options.

The sale of the State Bank of Victoria, other bank and financial institution mergers (for example, the purchase of the Bank of Melbourne by Westpac) and structural changes within the banking industry have resulted in a substantial fall in the number of bank branches in Victoria.  The Parliament of Victoria Economic Development Committee reports 766 bank branches, representing 39 per cent of the Victorian bank branch network, were lost between 1993 and 2000
.

Many Victorian country towns and communities are still adjusting to bank branch closures and the resulting reduction in local banking services.  

In April 2002, the National Australia Bank announced plans to close 56 bank branches, including 28 in Victorian rural towns. Following this announcement, the VFF sought meetings with National Australia Bank executives and with other major banks, to discuss the potential impacts of the branch closures.  The VFF lobbied to maintain adequate banking facilities, especially deposit and withdrawal services, for the affected rural communities.  
As a result, the VFF, with the Moyne Shire and Member for Wannon, David Hawker MP, were invited by the Australia and New Zealand Banking Group Ltd (ANZ) to officially open a new branch in Koroit in south-west Victoria.  The new Koroit branch is the first to be opened by the ANZ in rural and regional Victoria for many years.

Previous inquiries recognised the importance of basic banking and financial services to rural communities, equating them with essential utilities such as water, gas and electricity
.  However, the importance of banks as an essential service for rural communities extends beyond the provision of basic banking services such as cash deposit and withdrawal, savings and for receiving and making payments.  

The need to access banks and financial institutions for the provision of investment capital for rural and agricultural businesses, predominantly small businesses, and farm risk management services (for example Farm Management Deposits) should also be considered similar to an essential service.  Without access to such financial services, many rural Victorians would not be able to generate the capital to establish or grow their businesses.  

Agriculture is a very large user of banking services.  Agriculture is an industry with very large up-front capital costs, for the purchase of land, livestock, seed, plant and equipment, to be paid back sometime in the future when stock and produce are grown and sold.  There are very limited opportunities for farmers to access suitable capital outside of banks.  

If there were no access to bank loans for farm capital, the composition of Victoria’s agricultural enterprises would be substantially different.  There would be fewer small and family owned farms and corporate-owned farms would dominate.

To underscore the importance for farm businesses to be able to access finance, the VFF notes the aggregate gross indebtedness for Victorian farms in 2000 was $4.3 billion with interest payments totalling $336.4 million.  The average level of gross indebtedness for Victorian farms at 30 June 2000 was $160,800, a rise of 21.7 per cent since June 1998.  The average Victorian business paid $12,500 interest in 2000 to service farm debt
.

Access to finance has assisted strong growth in Victoria’s agricultural industries.  Over the past two years exports of food and fibre from Victoria have increased by 43 per cent reaching a total value of $7.6 billion in 2001. 

Benefits of banking sector reforms.

While concerns have been raised about the impact of bank branch closures, it is important to recognise structural reform of the banking and financial sectors over the past 20 years has delivered benefits to the Australian economy and to consumers of banking services.  Australians living in rural and regional areas and agricultural industries have shared in these benefits.

Deregulation of the Australian banking industry, and the resulting increase in local competition for credit and loan services, has lead to falls in interest margins for business loans, personal loans and credit cards
.  Higher loans interest margins were essentially a form of cross-subsidy for banking transaction services.  

The competition-forced reduction in this cross-subsidy has direct benefits for farm businesses seeking loans to invest in new plant and equipment or expansion.

Further advantages to agricultural industries from structural reform in the banking sector are the increased flexibility electronic forms of banking have provided.  The introduction of telephone and internet banking services enables farmers to check their balances, transfer funds and make payments outside of bank hours without requiring travel to town.

ATMs and EFTPOS facilities enable rural Victorians access to cash withdrawal and deposit facilities outside of bank operating hours, providing increased flexibility for when rural Victorians can access their money.  However, access to ATMs and EFTPOS does not facilitate business transactions including business cash deposits and withdrawals.

Bank branch closures.

Bank branch closures have a considerable impact on small and medium sized rural communities, individuals and businesses.  

The following negative effects from bank branch closures was provided in evidence by a number of communities, individuals and businesses to the Parliament of Victoria Economic Development Committee
:

· In many cases people and businesses are forced to travel significant distance to undertake deposit and withdrawal transactions;

· For individuals, reduced savings, increased size of cash withdrawals, reduced investment income, reduced access to and increased cost of finance and reduced access to financial planning advice; 

· For businesses, increase in cheque cashing, loss of cash sales, accumulation of excess cash, delays in depositing cheques and an increase in bad debts.  Also added community expectations for businesses to offer cash handling, cash withdrawal, credit services;

· Loss of community confidence;

· Decreases in turnover for remaining local businesses;

· Shift in expenditure to a town where there are banking facilities;

· Loss of former bank employees and their families from the community, including a loss of social and intellectual capital; and

· Reduced access to a bank manager for the purpose of discussing loan applications, and the need to rely on branch staff to accurately convey the customers’ needs to the bank manager.

All of these represent significant challenges for rural communities.  

The effect of bank closures on local community confidence should not be underestimated.  In addition to the economic loss to the community of the bank closure, the vacant shop in the main street has a significant demoralising effect. The empty shop will be seen every time people drive through the town. 

If the bank closure is followed by reduced local economic activity and other business closures, the remaining businesses and local government will find it more difficult to attract new investment and new skilled residents to the community. 

Bank closures in small rural communities can result in families moving away from town to seek alternative employment.  This has flow-on effects in reduced local expenditure, and possibly reduced participation in local schools, sporting groups and community organisations may threaten their ongoing viability.  If schools, sporting groups and community organisations are put at risk by job losses, the social glue which holds small communities together may disappear.

To the extent that bank closures increase costs for the remaining businesses (for example additional travel costs in accessing basic bank services), this will result in margins being reduced or the additional costs may be passed on to local consumers through higher retail prices. 

Bank closures make it more difficult and costly for farmers to access finance for business investment. Even for communities where face-to-face services are maintained in agencies, farmers will have to travel further to meet with bank managers to discuss finance arrangements.

Droughts, other natural disasters and changes in world commodity prices can all have a major impact on farm turnover and profitability . With such seasonal variability affecting agriculture, it is important farmers are able to meet with bank managers who have an understanding of agriculture and are able to give approval for loans, and for re-financing options when appropriate. 

Access and use of electronic banking services.

The introduction of electronic, telephone and internet banking services has increased the flexibility for many people of when and where they undertake basic banking transactions and make payments.  However, not everyone is able, or feels confident, to use these services.

The elderly and disabled are particularly disadvantaged in using new technology for banking transactions and often have a strong preference for face-to-face service.

Many people in rural Victoria do not find internet banking a suitable alternative to face-to-face banking services due to concerns about the speed of telecommunications line bandwidth or the cost of long-distance calls or IT infrastructure such as computer equipment and installation of home satellite receivers.
VFF members have reported a high instance of telephone line drop-outs which make use of internet banking and transaction services unreliable.  A short-term loss of connection halfway through a causes the transaction to fail and the user has to re-log onto the system. 
Electronic, telephone and internet banking services offer rural Victorians greater flexibility and access to banking services, however, these services are not easily available for all users.  The provision of telecommunications infrastructure is not sufficient, nor is the understanding of this technology by many rural Victorians, especially older Victorians, of sufficient level for electronic banking to fully replace face-to-face service. 
Options for making additional banking services available.

The VFF has given consideration to options for retaining and making additional banking and financial services available to rural communities.

The two most important needs for small rural towns are to retain face-to-face cash deposit and withdrawal facilities in towns to service local businesses, and to provide access to commercial lending services.  The retention of a bank presence in the town will also have an important, positive impact on the morale of the community.

In considering options which address these needs, the Committee should bear in mind that bank decisions about capital investment, branch locations and customer services are commercial decisions taken by private business. The Committee’s recommendations should not detract from the competitiveness of the Australian banking industry, nor result in substantially increased fees to the consumers of bank services. 

Co-located bank offices.

An option for further consideration is for the practicality of the major banks, in towns where there is only one bank or a reduced days-per-week branch, to trial housing more than one bank in the same building, possibly using the same staff.  Such an arrangement could minimise regional accommodation and staffing costs for banks, with leases and staff split.  Existing office infrastructure, including IT systems, security and safes would be better utilised, and over-capitalisation in banking services infrastructure for small towns would be reduced (i.e. instead of outfitting two or more offices for competing banks, outfitting just the one office).

Such an arrangement would have the additional benefits of offering increased competition for consumers, having face-to-face access with all major banks and being able to select the institution that offers the most attractive service in terms of fees, interest and conditions.

Such an approach may also provide opportunity for the employment of a senior officer able to provide and negotiate personal and business finance.

Agencies.

There are 720 bank agencies located in rural and regional Victoria
.  The VFF recommends investigation of institutions providing professional training for senior staff in agencies, in communities where there is no bank branch, to be able to provide finance services for businesses and individuals.

Australia Post.

It is further recommended that where Australia Post outlets are the main bank agency in a rural community, the outlet operate Saturday business hours where consistent with local business operating hours.  This would provide increased face-to-face banking services for rural Victorians.  For many people living in rural areas, Saturday trading would provide a more convenient service than currently offered, especially where the weekend may be the only time they travel to town to participate in sporting or community activities.

The House of Representatives Standing Committee on Economics, Finance and Public Administration recommended in its 1999 inquiry into Regional Banking Services that the Government develop as part of the Rural Transaction Centres program for Australia Post to deliver cash to areas for which Australia Post has a presence but in which there is no other financial institution.  
As part of the Government response to the inquiry report, the Minister for Financial Services and Regulation, the Hon. Joe Hockey MP, advised that while Australia Post has in the past participated in the delivery of cash, this service ceased in 1996 due to security concerns for employees.  Further, the Minister advised that requests for assistance with the delivery of cash would be considered by the advisory board administering the Rural Transaction Centres program
.

The VFF is aware delivery of cash to and from rural communities is a cost to businesses, including to those businesses that provide cash withdrawal facilities, via EFTPOS, for customers in towns serviced by Rural Transaction Centres operated in Victoria
.  

The VFF recommends the Committee give further consideration to Australia Post providing a cash delivery service to rural areas where there is an Australia Post outlet.

Automatic Teller Machines.

There is a limited number of ATMs in rural towns, with many towns not having ATMs established by all major banks.  This results in increased transaction fees for rural Victorians using other-institution ATMs.    Additional costs to the individual in terms of reduced savings and greater withdrawal amounts have already been mentioned.

The VFF recommends the investigation of the benefits and costs of establishing no-fee or low-fee ATMs servicing all major banks in rural communities without access to similar services.  The investigation should give consideration to who is best placed to provide such infrastructure, the banks, government, local business or the local community.

Conclusion

The provision of, and access to, banking and financial services is an important issue for rural Victorians.  There are significant concern regarding the economic and social impacts on communities affected by bank branch closures.

The VFF believes basic banking transactional servicesand finance services, including access to commercial loans, are vitally important essential services for the retention and development of business in rural areas.  Communities without access to banking services and finance will be severely limited in their ability to attract investment.

Victoria’s agricultural industries are reliant on access to financial services to obtain capital for the purchase of new plant and equipment or for expansion.

� Source: Economic Development Committee, Inquiry into the Impact of Structural Changes in the Victorian Economy, Parliament of Victoria Economic Development Committee, May 2002, Melbourne, p. 13.


� For example, see the report by the House of Representatives Standing Committee on Economics, Finance and Public Administration, Regional Banking Services: Money too far away, March 1999, Canberra, p. 30; and the Parliament of Victoria Economic Development Committee, Inquiry into the Impact of Structural Changes in the Victorian Economy, May 2002, Melbourne, p. 7.


� Source: Australia Bureau of Statistics, Agriculture 1999-2000, catalogue 7113.0, tables 4.15 and 4.16.


� Source: Economic Development Committee, pp. 15-16.


� Source: Economic Development Committee, pp. 22-44.


� Source: Economic Development Committee, p. 11.


� Source: The Hon. Joe Hockey MP, Commonwealth Government response to the recommendations of the House of Representatives Standing Committee on Economics, Finance and Public Administration (the Hawker Committee) inquiry into Regional Banking Services, letter from the Minister for Financial Services and Regulation to David Hawker MP, Chairman, House of Representatives Standing Committee on Economics, Finance and Public Administration, 28 June 2000, pp. 15-16.


� For example some businesses in Manangatang in north-west Victoria used a security courier to take banking to the closest bank branch for a $5 fee per business (Economic Development Committee p. 24) and use of EFTPOS facilities requiring businesses to make special trips to the bank specifically to obtain extra cash (Economic Development Committee p. 35). 
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