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25th September, 2002

Dr Kathleen Dermody,

Committee Secretary,

Joint Committee on Corporations and Financial Services,

Parliament House,

CANBERRA 2600.

Dear Dr. Dermody,

My submission to the Inquiry into the Options for Banking and Financial Services in Rural, Regional and Remote Areas of Australia is attached.

My submission uses information collected over the past 18 months for a Masters of Economics thesis.  I have conducted this research independently, with financial assistance from Monash University and The Foundation for Young Australians.

I have selected salient parts of my research in order to address Parts (a) and (c) of the Inquiry’s Terms of Reference.  With regard to Part (a), I concentrate on the nature of Bendigo Bank’s Community Bank model and the broader options it may suggest.

Should you require any further information, please feel free to contact me.

Yours sincerely,

Tim Moore

Submission to the

Inquiry into the Options for Banking and Financial Services in

Rural, Regional and Remote Areas of Australia

1. Introduction

There are now 78 Community Bank branches (CBBs) operating in Australia. Many have been established in towns where other banks have closed branches. Because CBBs involve the establishment of a full-service bank branch and are operated by a publicly-listed institution, their establisment raises an interesting question: what are the key elements of Community Bank branches that make them viable in areas where “traditional” bank branches are not? 

The focus of the study was on the role of local investors, who provide the capital necessary to establish and operate a CBB. Their involvement is one of the starkest differences between CBBs and traditional bank branches. With little relevant data available, a survey was designed for small towns that had a Community Bank branch. All of the traders and 75 other households were surveyed in Avoca, Heyfield Lancefield, (in Victoria) and Coleambally (in NSW). A summary of these towns’ characteristics is provided in Table 1.

Table 1: Characteristics of the towns in the sample

	Town
	Avoca
	Coleambally
	Heyfield
	Lancefield

	Population*
	1,489
	1,106
	2,030
	2,112

	State
	Victoria
	NSW
	Victoria
	Victoria

	Nearby large towns/ cities
	Maryborough Ballarat
	Griffith       Leeton
	Traralgon      Sale
	Sunbury Melbourne

	Bank branches
	NAB branch as well as CBB
	Only CBB
	NAB branch as well as CBB
	Only CBB

	CBB started
	16 February, 1999
	5 March, 1999
	19 May, 2001
	26 May, 2001

	Investment required in CBB
	$200,000
	$330,000
	$350,000
	$295,000


* This was the number of people living in a town’s postcode at the time of the 2001 Census. Sources: Australian Bureau of Statistics; Members of the local Community Bank branch boards.

A total of 316 households (830 people) completed the survey, representing an average 13.5% of each town’s population.  Of the 316 households, 78 had invested in a Community Bank branch.  The overall response rate was 79%, and the respondents’ characteristics were similar to 2001 Census data.

2. Understanding Community Bank branch investment

In Regional Banking Services: Money too far away, it was suggested that CBBs were attractive because they can generate local wealth.  However, local investment is better thought of as a form of payment to keep a local bank branch. Respondents expected minimal returns (the majority did not expect any return), which could only be explained as a contribution to establish a bank branch. 

The amount a household invested was compared to characteristics that were related to the benefits of a local bank branch (as identified from the submissions Regional Banking Services: Money too far away and other studies).  These benefits are summarised in Table 2.  Household investment was found to be related, primarily, to these bank branch benefits.  Household income and the number of children also had a positive effect on investment, as did the ownership of other shares, and regularly giving to local charities.

Of the benefits in Table 2, the “business owners” as “local residents” benefits (bottom right-hand corner) were the strongest determinant of the amount invested.  This was followed by the benefits “as local residents” (excluding the “funding for community projects” which was assessed separately), the benefits derived by small business customers, funding for community projects, and the benefits for local residents who were customers.  

Table 2: Summary of reasons to pay for local bank branches

	
	Local residents
	Additional reasons for business owners

	As customers
	Being able to conduct banking conveniently
	Being able to get change conveniently

Being able to deposit takings conveniently

	As local residents
	Strengthening the local economy

Gaining enhanced community networks

Funding for community projects by CBB*
	Increasing the number of customers

Decreasing the supply of credit to customers

Decreasing the cash to be supplied to customers

Decreasing the use of cheques for payment


*This benefit is only provided by Community Bank branches and not by other bank branches

The order of the importance of these benefits is illuminating.  The benefits that are driving the creation of CBBs are those that, traditionally, a bank has no way of receiving any payment for. For example, customers may use a bank branch and then shop at a supermarket in the same street.  It may well be that these customers would not have shopped at the supermarket unless the bank branch was there, as they would have gone to another town to visit both a bank branch and a supermarket.  Yet it is not possible for the bank to charge the supermarket owner for that benefit.  Community Bank branches overcome that issue.

There is another side to local investment.  It is more than simply a financial contribution to Bendigo Bank.  Local investors are good customers and also the people most likely to volunteer for the activities necessary to establish and operate a CBB.  This is a crucial part of why CBBs are viable – they use local investment to quickly establish market share and create customer loyalty.  I have attached a copy of an article of mine that provides a good overview of this and was in the Australian Financial Review (13th August 2002).

3. Implications for new banking services

The findings have some implications for developing strategies aimed at ensuring rural and regional areas have access to the financial services they want.

1. A Community Bank branch is a good option for many communities – CBBs take account of the broader benefits that bank branches provide in a way that banks with traditional branches cannot.  To that end, they better reflect the preferences of members of the local community.

2. Bank branches are valued by many residents – many of the responses to branch closures look to technological or alternative face-to-face options. While they are often appropriate, the development of CBBs highlights the importance of bank branches themselves. Bank and government responses that enable communities to establish branches are desirable because of the additional benefits that a branch brings to a community.  In some situations, rather than a Rural Transaction Centre or another non-branch service, support for a CBB-like structure may be the best policy response to supporting regional banking services. 

3. However, Community Bank branches are not a panacea for rural communities – even with their advantages, they face similar pressures to those that are leading to the closure of other bank branches. The fact that no CBBs have closed has the potential to lead to an unrealistic picture of their future. For many, there will come a time when the benefits they provide are outweighed by the costs of keeping them operating.  At that point, it is not clear what the outcome for investors will be. The closure of Community Bank branches have the potential to have more detrimental impact than the closure of other bank branches because of residents’ money being tied up in the operation itself.  It is important communities consider this possibility in their decision-making.

Community banking is also not a panacea for the broader issue of branch closures. The 78 CBBs should be considered in context – more than 2000 bank branches have closed since 1993.  Community banking is an important development, but it is also time- and capital-intensive. It is desirable that other banks continue to develop alternative options.

4. Implications for the level of service currently available

There are two implications that can be drawn from the findings, both of which concern the issue of branch closures.

1. “Emotional” responses to closures are often understandable – there are frequently angry responses when a bank branch closes, particularly in rural areas. This attention and emotion is the response of households who face a loss in welfare from benefits that are not relevant to the bank that is closing the branch. It may also explain why banks receive a high level of criticism for the decline of country towns.

2. Banks must negotiate with local communities – the only way for banks to take account of the additional benefits their branches provide is to negotiate with local residents.  Therefore, a regulatory approach that encourages negotiation between banks and communities may be an appropriate alternative to community service obligations that prohibit branch closures.  Notice periods is not the issue here.  Some protocols could be developed to require banks to communicate and negotiate with residents in an area that is going to be affected. CBBs have demonstrated that residents are willing to hand over their own money to keep a branch.  Banks should be able to organise ways to allow that to happen, rather than pursuing the current practice of announcing a closure as a fait accompli.

