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Dear Senator Chapman,

ABA Submission to the Committee’s Inquiry into the level of banking and financial services in rural, regional and remote areas of Australia
1. Introduction

The ABA welcomes the opportunity of making a submission to the Parliamentary Joint Committee on Corporations and Financial Services’ inquiry into the level of banking and financial services in rural, regional and remote areas of Australia. 

From the outset, the ABA would like to impress upon the Committee the importance that the industry places on servicing rural and regional Australia and the bank customers who live there. Australia’s banks maintain extensive face-to-face and electronic self-service banking networks throughout rural and regional Australia.

As you are aware, the issue of regional services has been particularly difficult for the industry and individual banks to manage over the last decade. The closure of branches and the array of new technologies available for the distribution of banking products have resulted in significant changes for many people. The ABA also acknowledges that the industry at times could have done a better job of communicating with many bank customers about the changes in financial services and the reasons for those changes.

In dealing with this issue at the industry level, the ABA has consistently argued that the decline in bank branch numbers is a consequence of competitive forces, demographic movements and changes in consumer demand that emerged in the 1980s and 1990s. 

The competitive forces had their genesis in the agenda for financial deregulation that commenced with the Campbell Inquiry in the late 1970s and the subsequent Martin Inquiry that reported in the early 1980s. The latter Inquiry endorsed the findings of Campbell and set the agenda for reform throughout the 1980s, commencing with the floating of the Australian dollar in 1983.

Demographic change has seen Australia’s population increasingly concentrate in major cities, coastal areas and the larger regional towns. This trend is consistent with developments that have occurred since the middle of last century. Over the last decade banks have also seen a major shift in the numbers of consumers wanting more convenience, better value and more information regarding their financial services.

The issue of bank branch closures needs to be viewed against this background. A major evolution in financial services has occurred and is continuing and, with all major changes, there are inevitably advantages and disadvantages. 

Many of the advantages of competition throughout the 1990s are perhaps not as readily observable as some of the disadvantages. Bank margins, for example, on lending products such as home loans have fallen significantly since the early 1990s in response to competitive forces. Although this has brought significant financial benefits for borrowers, this has not appeared to mitigate public resentment towards increases in bank fees and charges.

The massive investment in new banking technologies through the 1980s and 1990s, has enabled customers to bank 24 hours per day, seven days a week – through ATMs, phone banking, EFTPOS machines, Internet banking and agency facilities. In the view of some people, however, this has not adequately compensated for the reduction in traditional bank branch services. 
We submit that the current Inquiry into regional services needs to be seen in this context of significant change. 

The ABA’s submission argues the following points: 
1. There has been an evolution in the financial services sector over the last twenty years. Branch closures have been a part of the evolutionary process. 

2. In response to competitive forces, banks and the wider industry have undertaken many initiatives to mitigate against the effects of branch closures. The latest research shows that there is good representation of financial services in regional and rural Australia, compared with other commercial and government services.

3. Competition has driven the development of a wide range of alternative banking facilities and this level of innovation is likely to continue. The ABA supports initiatives by Government to reduce or eliminate barriers to further innovation in new facilities.

4. The ABA advocates a three-pronged approach for the government and the banking industry to assist in providing additional services to regional and remote country towns. The ABA will participate in and support initiatives to expand services in rural and regional Australia, consistent with its interest in protecting competitive and commercial principles. 
2. Evolution in banking

Over the last twenty years, the banking industry has seen an evolution in the way it is structured and the contribution it makes to the Australian economy and community. It has developed from a highly regulated industry, subject to price and other controls and ring-fenced against effective competition, to a system that is now driven by competitive forces.

The last major Inquiry into Australia’s financial system, Wallis (1997), identified a number of key forces that were shaping the nature of the financial services industry. These forces include the complex interaction between changing customer needs, new technologies, skills of employees and changes in government regulation. Another major driver has been demographic change, particularly for regional and remote communities.

Demographic changes in rural Australia exacerbating the pressure for branch closures 

As banks rationalised their branch networks in response to changing consumer transaction patterns, cost-pressures from a highly competitive environment and the availability of new technologies, communities throughout Australia began the process of adjusting to change. 

A major factor leading to branch closures in many rural and regional towns has been significant demographic change. In research for the Hawker Inquiry (1999) into regional banking services, the ABA commissioned work from KPMG that showed major demographic changes occurring in regional Australia, whereby small towns were getting smaller and larger regional towns and cities were getting larger. The research also showed a demographic shift to coastal areas.

Like many other service providers, including governments and Government Business Enterprises (GBEs), banks have necessarily responded to commercial pressures from these demographic changes. The trend in demographics not only poses a difficulty for banks in maintaining services, but is a problem in many areas of service delivery, including schools, police stations, hospitals and commercial businesses like pharmacies. With declining populations in many towns, the economic case for maintaining service levels delivered in-person in each location has also declined. In short, demographic change has created serious challenges for policy makers. 

Dramatic change in the way people do their banking

Over about a decade, beginning in the early 1990s, bank customers have moved from undertaking only 10% of their transactions outside a bank branch, to now undertaking about 90% of their transactions outside the branch. Customers now have access to banking services 24 hours per day, seven days per week. 

The substantial shift in transaction patterns is reflected in the data showing an increase in electronic and self-service banking facilities: 

· ATMs. The number of ATM machines in the economy has increased over the last decade by 220% from 4,636 to 14,714 today.

· EFTPOS. The growth in the rollout of EFTPOS machines has been very strong. There are now over 400,000 EFTPOS machines, representing a growth rate since 1990 of 2,490%.

· Telephone banking. The latest survey undertaken by the Australian Bureau of Statistics into the use of electronic banking by adult Australians (November 2000), revealed that 50% of the adult population now bank by phone. 
· Internet banking. In the 12 months to March 2002, the number of Internet bank users grew by 88% to over five million. The biggest driver is the age group of 50+, which recorded a 113% increase in registrations.

Small business using the Internet

Small businesses are becoming major users of Internet banking. In the period from June 1998 to June 2000, Internet access by small business increased 105% (from 28% to 57.5%). Banking is the most popular on-line activity for Australian businesses, with 37% of small businesses using the Internet to undertake a banking transaction of some kind.

Farmers using the Internet

Small business farmers are emerging as a strong demographic for Internet banking. This is not surprising. Most farmers run efficient and professional businesses and are equipped with computers and other innovative information technology.

Farmers typically operate a number of accounts, covering personal and farm business needs. The Internet provides a high degree of control in managing bank accounts. Records of purchases and payments are electronically filed for taxation and accounting purposes. 

An Australian Bureau of Statistics (ABS) Survey on ‘Use of Internet Technology on Farms’ 
 revealed that in June 2000, 34% of farmers were using the Internet, up from 18% in March 1999. This bodes well for the take-up of Internet banking.

The ABA notes that foreshadowed improvements in telecommunications facilities in regional areas will improve access to on-line services for farmers.

The effect of competition on interest margins

Competition in the home lending market during the 1990s led to substantial reductions in interest margins. Between 1994 and 1996, the margin above the cash rate for a home mortgage fell from about four percentage points to around two percentage points.
 
For a borrower with a home loan of $100,000, this represented an annual saving in interest repayments of $2000. For banks used to higher interest margins, this seriously eroded revenue from home mortgage lending. 

In terms of the revenue cost to banks, the collapse in margin of two percentage points would equate to around $7 billion dollars annually today. The ABA notes that this estimate is for housing finance, and does not include the revenue foregone from lower margins in business lending or other personal lending like credit cards.

As banks responded to the lower interest margins by reducing costs, including through branch rationalisation, self-service banking began to take hold. Banks could see the value in providing customers with self-service banking facilities and dramatically invested in the new technologies like telephone, Internet and a range of electronic bill payment systems.

Banks still provide large networks of branches and agencies

It is important to note that banks and other financial services providers still maintain large networks of branches and agencies which offer over-the-counter (OTC) services. Comparing branch and agency levels on an historical basis is now problematic with changes to the Australian Prudential Regulation Authority’s new statistical reporting format. However, using data from the old survey (which is 12 months old) indicates the following:

· In 2001, data shows that banks maintained 4,712 branches in operation and around 5,043 agencies. Australia Post had 2, 821 giroPost outlets.

· Taken together (branches, agencies and giroPost, which commenced in 1995), the current level of OTC services available in Australia today is only 14% less than the number of OTC facilities provided in 1990.

The ABA does not claim that branches, agencies and giroPost provide perfectly equivalent services, but notes that they each provide OTC deposit and withdrawal services for customers, although not all will be available for business banking. 

3. What efforts have banks and others made to mitigate against the impacts of branch closures in rural and remote areas?

For the reasons specified earlier in the submission, the changing commercial environment of the 1980s and 1990s meant banks were unable to maintain their large and costly branch networks. However, in responding to the competitive pressures of meeting customer needs, banks have made substantial efforts to mitigate against the impacts of closures. 

The banking industry has made service commitments in the past

The banking industry through the ABA has given general self-regulatory undertakings on service levels. In March of 2001, as part of a package of reforms, the ABA announced the adoption of ‘The Transaction Services and Branch Closure Protocol’.
 The elements of this protocol are:

1. Level of services available after branch closes.

(a) Where it is commercially viable to do so, a bank closing a rural or remote branch will ensure that on-going face-to-face access is locally available to its services, which provide cash deposit and cash withdrawal for personal and small business customers

(b) Where it is not commercially viable for a bank closing a rural or remote branch to provide local ongoing face-to-face services, which provide cash deposit and cash withdrawal facilities for personal and small business customers, the bank will inform its customers about accessing its alternative services.

2. Assistance available in the transition period to help customers adjust to the change in accessing services.

Where a bank gives notice of the closure of a rural or remote branch, it will offer customers face-to-face education for personal and small business customers, the bank will inform its customers about accessing its alternative services.

3. Notice given to customers and the community.

Where a bank intends to close a rural and remote branch, the bank will give a minimum 12 weeks written notice of the closure, to customers of the branch and relevant community organisations, including local government.

Selection of individual bank initiatives

ABA assumes individual banks and other financial services providers will make submissions to the Inquiry outlining the steps they have taken to deal with the issue of rural branch closures. We include below, a list of non-traditional bank branch facilities that banks are using to deliver services to their rural and regional customers. 

(a) Moratoriums on further branch closures. A number of ABA member banks have now declared their branch rationalisation strategies at an end (refer to individual bank submissions). Indeed, BankWest, Bank of Queensland and Bendigo Bank currently have programs to increase branch numbers. 

(b) Bank agency relationships. Agencies have played an integral part in delivering banking for over 100 years. The Commonwealth Bank, for example, has had an agency relationship with Australia Post since 1916. Other traditional outlets for banking services include newsagents and pharmacies. Around 30% of Australia’s pharmacies, for example, are estimated to provide banking services.
 

ANZ bank has established a network of third party operated agencies known as ‘Local Link’. BankWest has an extensive range of agency relationships. NAB and St.George Bank in the last few years have substantially increased access through participation in Australia Post’s giroPost system (discussed below). Banks are also developing alliances with rural service providers such as fertiliser companies, and stock and station agents to provide financial services to the agricultural sector.

Westpac’s In-store branch model (see below) has allowed the bank to establish services in a number of localities where they were not previously represented. Suncorp Metway has expanded its customer service for regional customers by opening agencies in regional offices of their GIO insurance business.

(c) Community banks. The concept of a community bank was pioneered by Bendigo Bank and is proving a very successful option for communities, particularly where traditional bank branches have closed. The first community banks opened in Victoria in June 1998. They provide a full range of services.

(d) GiroPost. GiroPost is an initiative by Australia Post to introduce electronic deposit and withdrawal banking facilities into the majority of its Post Office branches. This service is a commercial business and is an important revenue source for many Australia Post outlets, particularly those in rural and regional locations. Seventy financial institutions participate in giroPost, including ten banks. 

One traditional limitation of giroPost is that it does not undertake business banking. During 2001, CBA and Australia Post piloted a service that provides business banking transaction services to rural areas through postal outlets. The pilot was successful and is now continuing. The service is currently running in 212 Australia Post shops.

BankWest reports that it has developed a relationship with giroPost that allows its customers to make simple deposits. NAB has advised that it was able to expand rural banking services for small business by negotiating a contract with Australia Post to allow business banking in 56 outlets.

(e) Westpac’s In-store branch model. Westpac has introduced an In-store branch model, providing personal and business customer services and access to mobile lending and investment specialists. The In-store branch is located directly within a business, eg. Chemist, newsagent or the general store. 

(f) Woolworths Ezy Banking. In cooperation with the Commonwealth Bank, Woolworths now offers deposit and withdrawal services OTC in 900 of its stores around Australia, representing a very major increase in the stock of OTC services available in city and regional locations. The service also includes facilities for phone banking transactions.

(g) Regional Transaction Centres (RTC). RTCs are a Federal Government initiative aimed at providing 500 facilities throughout regional Australia to enable communities to gain access to a range of services including banking services. Many banks have supported these centres in various ways (refer to individual bank submissions and the RTC website).

The importance of Rural Transaction Centres

These new forms of facilities share the common feature that they are cheaper to provide than traditional branch services. Even so, for banks or other financial services operators to roll-out OTC services, there will still need to be a viable business case. Given this constraint, there is always the chance that some rural towns with small populations will not have adequate OTC services.

This is why the government’s RTC model fits appropriately into the banking service market. It can be used by government to provide services in towns that otherwise would not have a sufficiently large population to attract a commercially provided facility. It provides an effective and flexible tool for government in targeting areas of disadvantage.

It should be noted, however, that some banks have raised concerns regarding the operation of RTCs, particularly since there is the potential for a duplication of services, unclear direction on how costs can be shared and differing technology and space constraints in local agencies.

One major attraction for rural communities in looking to establish an RTC is that by doing so, they can not only gain access to banking services, but a range of other services as well. The development of this model reflects the reality that declining services in rural and regional Australia is a wider issue than just banking and financial services.

The importance of Australia Post’s giroPost

GiroPost is another important facility for rural and regional Australia. GiroPost is operated out of Australia Post offices and therefore the costs of providing it can be shared with the postal business.

The ABA understands that of the 4000 Australia Post Offices in Australia, 1000 of them do not provide giroPost facilities. An expansion of the giroPost platform into these post offices would significantly enhance the capability of many financial institutions to offer their customers basic OTC withdrawal and deposit facilities.

How successful have banks and other organisations been in mitigating against the effects of branch closures?

As discussed earlier, the take-up of electronic banking in Australia has been a significant feature of the evolution in financial services. The ABA acknowledges that the option of electronic banking is not a complete solution to all customers' banking needs. 

Many customers like the option of an OTC service in addition to electronic banking options. Small businesses also want the option of an OTC service to deposit and withdraw large amounts of cash.

Adelaide University research

The ABA has been working with Adelaide University for some time to develop a means of identifying the level of banking services in towns/localities throughout Australia. The ABA has included a Background Paper by Adelaide University as an Appendix B to this submission which looks at the distribution of banking and other services in regional and remote locations.

The methodology of the report is complicated, but it essentially established criteria to grade localities. These grades are: (a) Highly accessible, (b) Accessible, (c) Moderately accessible, (d) Remote, and (e) Very remote. The research then identifies the number of localities that fall into these grades and then estimates the level of access to services available, including banking services.
The research indicates that access to basic banking services – defined as an OTC cash withdrawal and deposit services - in remote and very remote areas of Australia is similar to the level of community access to police, pharmacies, hospitals and schools.

In other words, the ratio of people to services is as good in banking as it is for other services. The research shows that schools have a better ratio of people to facilities, but this is likely to reflect primary school numbers, not secondary schools. 

The main finding of the research is that there are only 33 localities (with populations over 200) in Australia that do not have access to an OTC banking service within 20 kms.

Another interesting finding from the research is that 9% of banking points of presence are located in areas categorised as ‘Remote’ and ‘Very Remote’, whereas these areas account for only 3% of the population.

The Adelaide University paper comments that … 

“The loss of services in parts of non-metropolitan areas has often been blamed predominantly on private sector organisations who are depicted as being totally driven by bottom-line considerations and lacking a community good element. 
“However, the reality is that the ‘thinning out’ of services in these areas has been equally apparent among government provided services. Indeed, some would argue that the government provided services – schools, health/hospitals, police especially – are ‘bellwether services’. That is, that once they are lost there is a dramatic impact on the community that flows through into other services as well as having very detrimental morale effects (Smailes and Hugo, 2002).

International comparisons

Adelaide University are of the view that …

“The most comparable country to Australia for assessing changes in non-metropolitan service provision is Canada. This is largely because both nations are geographically large, have a low overall population density, have a population highly concentrated in a few cities peripheral to the nation and while both have some substantial closely settled agricultural areas the bulk of both have extensive very lightly populated areas which can only be described as ‘remote’. Both countries have a similar proportion of their population living outside the major cities (Hugo, 2002; AAFC, 2002).
The paper finds that … 

“Canada has experienced a similar reduction in a whole range of services in its non-metropolitan areas as has occurred in Australia. Like Australia too, however, there is a dichotomisation emerging in non-metropolitan Canada. The favourable ecological niches, especially those within reach of major metropolitan centres in the southeast and the west coast, have recorded substantial population growth and a general retention of services. However, the extensive prairies, pastoral and non-ecumene remote areas are generally experiencing population stability and a diminution of services.”

Unlike Australia, the Canadian banking industry does not have a history of using agency arrangements for delivery of services in small communities. In order to keep branches open in small communities Canadian Banks have reduced their operating hours, staff numbers, services available, as well as the maintenance of buildings. 
Canadian Bankers do not see this as sustainable and view the trend in Australia of establishing relationships with third party providers as an attractive means of providing sustainable face-to-face service in small communities. Unlike Australia there is no industry undertaking in Canada to maintain access to face-to-face services where branches are closed.

Other international comparisons

According to the Bank of International Settlements, Australia has the highest total of banking points of presence (ATMs, EFTPOS and branches) per person relative to a selection of other economies. Putting this into context, there is one point of access to banking or payments for every 60 people in Australia, compared to 70 in Canada, 90 in the United Kingdom and 140 in the United States.

4. Are we likely to see new forms of banking facilities? 

The ABA believes the competitive market has responded well to the need for new forms of OTC banking facilities. As customer demands change and new technologies emerge, it is expected that banks and other financial institutions will continue to develop new and innovative products and services to their customers. 
It is important to recognise that in any market, there is both a ‘demand’ and ‘supply’ side to the exchange of goods. As in all markets, there are constraints on what can be supplied and what can be demanded. 

The main supply-side constraint we identify impeding further roll out of OTC facilities is that of the business needing to make a commercial return on the investment.

In evidence to the Hawker Inquiry into regional services which reported in March 1999, owners of banking facilities emphasised the point that a pre-requisite for investing in a banking facility was the need for commercial viability.

For example, Australia Post, which is required to act commercially, will only install a giroPost facility where the number of transactions per year will be in excess of 12,000.
 The Credit Union Services Corporation (CUSCAL), the representative body of credit unions in Australia, explained to the Hawker Inquiry that even though the structure of credit unions meant they measured profitability differently than the banks, they still required the investment to be commercial. This was explained to be at least a break-even position.

The problem with OTC, face-to-face-services are that they are expensive to deliver because there are substantial costs involved that cannot be lowered by technology or innovation. These costs include the cost of hiring teller staff, the costs associated with renting premises in convenient locations, and the security costs associated with managing cash deposits. 

Many of the new forms of OTC banking outlined above have sought to reduce these costs to the minimum.

Apart from cost savings, the other variable determining financial viability is demand for services. Strong demand for services will encourage new supply into markets. We noted earlier in the paper that demand for electronic self-service banking options has been very strong, with around 90% of transactions now being undertaken outside a bank branch facility. 

With consumer demand for banking increasingly electronic, the viability for multiple OTC services in any town will also decline. This is not to claim that electronic banking serves all of a customer's needs, but self-service banking can replace (often more efficiently and conveniently) many transactions undertaken in OTC facilities. 

One of the consequences of the swing to electronic banking is that maintaining multiple OTC facilities has become less viable in small towns. In many cases, the emergence of electronic banking as the major carrier of transactions will mean it will not be viable for a small community to sustain more than one low-cost OTC banking facility. 

Demand for small business banking options is likely to drive market innovations

One area of demand for OTC services which is not perfectly served by electronic banking options is small business cash depositing and withdrawal. The ABA identifies this area of banking as a driver of continued innovation and development of new OTC services that can securely manage large amounts of cash. This is probably the most important access issue relating to regional and remote financial services.

As demonstrated above, the competitive market is already moving to meet this demand and the trend is likely to continue. But an obvious constraint on supply of OTC services for small businesses in small towns is commercial viability. Small towns by definition will have few small business operators. 

5. Is there a need for a shared banking facilities?

Against this background, the ABA has considered the mooted proposal in the Inquiry’s terms-of-reference for the possibility of banks’ sharing facilities in order to expand services in regional Australia.

ABA has investigated shared facilities options before 

Earlier this year, ABA developed a proposal for a shared banking facility that could potentially be used to expand regional and rural transaction services. 

While the idea was recognised as a possible means of addressing community concerns in some areas of access, the ABA Council Members considered that there were a number of disadvantages to the proposal, in particular, the difficulties that would arise if there was a risk that the commercial arrangements for establishing shared facilities could contravene the prohibitions on restrictive trade practices under the Trade Practices Act 1974. Another problem identified by the ABA was the cumbersome and timely process of Australian Competition and Consumer Commission ‘authorisation’ for any such model.

It is generally seen as more advantageous for third party suppliers of banking facilities like Australia Post and Regional Transaction Centres to roll out facilities and for banks to compete with one another to have their products distributed through those networks.

ABA has commissioned further work identifying barriers to shared facilities

The ABA and wider industry is still committed, however, to working with stakeholders in finding additional solutions for expanding financial services in regional and remote Australia, so long as any identified solutions are consistent with preserving competitive and commercial principles.

In this respect, the ABA commissioned legal advice from Gilbert & Tobin lawyers to identify impediments to banks (voluntarily) sharing facilities to distribute financial products. The legal advice is attached as Appendix A. The main impediments identified were: 

(a) uncertainties in the application of obligations imposed by the Financial Services Reform Act 2001 on Australian financial services licence holders or, at best, an onerous and costly compliance burden; 
(b) the likelihood of a shared facility attracting a high level of scrutiny by the Australian Competition and Consumer Commission, which may allege that the commercial arrangements for sharing the facility contravene the Trade Practices Act 1974;

Other impediments include:

(c) Political constraint where facility sharing is viewed as the thin end of the wedge to reduced levels of branch facilities; and

(d) Commercial impediments including, the need for financial viability, potential for customer poaching, and the difficulty in determining appropriate cost-sharing arrangements.

The issue of ‘compelling’ banks versus allowing ‘voluntary’ action

Even if the identified impediments to sharing facilities were removed, it is important to state that the banks do not by way of principle support any form of government ‘compulsion’ to provide a specified level of services.

We envisage, however, that the Committee Members would only support a facilities sharing proposal that allowed banks to share facilities on the condition it could be demonstrated that in doing so, OTC services were increased (or not lost). The ABA recognises this as a parameter to any shared proposal.

6. Recommendation for increasing OTC services in regional and remote Australia

On the basis of the research from Adelaide University, the ABA believes the core access problem in rural and regional Australia relates to:

(a) the 33 towns that have no OTC banking service; and

(b) the towns that do have an OTC banking service, where the service does not include business cash deposit and withdrawal services.

The ABA is committed to working with government and other stakeholders to explore options for addressing these issues. Our preliminary view is that the Government should:

1. Encourage Australia Post to expand giroPost into the remaining 1000 post-offices that currently do not provide the service, ensuring that this expansion does not compromise in any towns the viability of a current provider of an existing service;

2. Assist in removing barriers to banks having the option of sharing banking facilities, but specifying (a) a condition that no sharing of facilities should be allowed unless there is a demonstrated increase in OTC representation and (b) any sharing of facilities does not violate competitive principles; and

3. Where necessary, for the Government to rollout an RTC to provide an identified town with an OTC facility. 

The ABA looks forward to discussing these matters further with the committee.

Yours sincerely,
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David Bell
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