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1. Summary

Finance is essential to the continued prosperity of farms and regional communities. However, there are significant barriers that prevent many regional businesses accessing adequate finance (both debt and equity):

· The accessibility of banking services is diminishing, through branch closures or reduced services through existing branches;

· Alternative banking channels (such as agencies, telephone banking and internet banking) currently do not provide the same level of service that a branch provides, particularly due to sociological, technological, security, cost, quality and access concerns with these alternatives;

· There are obstacles to use of equity finance, which can be an important substitute for debt financing. These obstacles include awareness and perceptions, infrastructure needs and taxation.

To address these problems, the NFF recommends that:

· Competition in retail banking be promoted, by:

· increasing the services provided through other outlets, particularly Australia Post;

· examining the costs and benefits of co-located banking branches (which provide banking services from a range of banks);

· ensuring that the reforms to EFTPOS, credit cards and ATM fees encourage competition and appropriately promote the use of non-cash payment systems;

· ensuring that taxes, fees and charges are not set to discourage competition or the use of branches or alternatives;

· removing impediments to community banks; and

· expanding and enhancing the rural transaction centre program.

· APRA examine the feasibility of providing time series data to compare face-to-face services before and after 2001.

· The Committee examine the costs and benefits (to customers, banks, government and communities) from the use of agencies compared to full branches.

· The Australian Bankers’ Association review its branch closure protocol, to improve the consultation process, reduce (or eliminate) the costs of transferring accounts to other branches, and ensure that communities are left with an adequate banking service after a branch closes.

· There should not be a legislative requirement for financial institutions to maintain existing branches, or customer service obligation to pay for the existing branch network.

· The Government review its decision to restrict the ability of Australia Post workers to carry cash

· Telecommunications services in rural and regional Australia be improved.

· Specific training be provided to regional communities in the use of alternative banking channels.

· Alternative banking channels should be accessible and easy to use by the full community (including the elderly and those with slow internet connections).

· Community concerns about these alternative banking channels should be addressed, particularly about security and the effect the use of these channels will have on the maintenance of the current branch network.

2. Introduction

The NFF welcomes the opportunity to make a submission on the important issue of banking in regional, rural and remote Australia. The provision of financial services is vital to farmers’ and rural communities’ prosperity and continued existence.

Growth of an efficient business requires the use of external funds (debt or equity). The banking system is the major source of debt finance for business in Australia. In 2000, financial institutions provided 70% of total debt to the rural sector (total debt includes trade debt, leases and hire purchases). The average farm debt to financial institutions was $177,700
. However, farms have an average debt ratio (20%) much lower than the business average (70%), so they are generally lower risk.

Farmers, as well as the general community, have been facing increasing banking costs (particularly for transactions). Farmers have few opportunities to absorb these increasing costs because commodity prices are determined on international markets (and farmers export around 70% their production).

While branches are closing, the availability of alternatives is increasing, particularly from technological innovations and alternative credit providers. Despite some financial institutions seeing these alternatives as panaceas, they do not completely fill the void left by branch closures. This submission examines some options to ensure that equitable banking services to farmers are maintained.

3. The Importance of Farming to Australia

Farming is a vital part of Australia’s economy and society:

· Agriculture has a value added of $20.5bn in 2001-02, or 3 percent of Australia’s GDP
.

· It provides around 20 per cent ($30bn) of our goods and services exports
.

· Many rural communities depend upon agriculture for their prosperity. Agriculture contributes more than 30 per cent of employment in 66 per cent of small non‑coastal towns
.

· Farmers are vital custodians of the land, with agricultural activities covering 60% of the Australian landmass
.

· Agriculture is one of the largest employers in Australia, providing around 370,000 jobs – a level which has actually increased in the past five years, even with substantial improvements in productivity over this timeframe
.

· Agricultural productivity increased by 3.3 per cent per year between 1988 and 2000, well above the average of 1.2 per cent and the second highest in the market sector (after communications)
.

· This fact in particular should dispel the myth that the agricultural sector is ‘old economy’. Farmers have been adopting new technologies and improving practices with fervour.

· This productivity growth has been driven by declining farm terms of trade (prices received divided by prices paid). Since 1960, farmers’ terms of trade have declined by 55%
.

· Agriculture also represents a significant input into many other industries, particularly the food processing industry, which had a value added of $15.4 bn in 2001-02 (2.2% of GDP). Food processing is the largest industry subdivision of total manufacturing, both by value added and by employment. It employed 164,800 people, had a turnover of $51.2 bn and provided over $11 bn of exports in 1999-2000
.

4. Banking in regional Australia

4.1 Market structure

Retail banking in Australia is fairly concentrated, with a few large businesses supplying most of the market. This is generally because some retail banking services can only be provided through branches and it is difficult to enter the market for a financial service that needs branches. However, some other services do not require branches and competition for these services has increased over recent years.

4.1.1 Competitive financial services

It is much easier to compete in markets that don’t require branches (particularly since deregulation). For example, the proliferation of mortgage originators (RAMS, Aussie) over recent years has indicated that home loans can be provided without a branch network. As a result, competition in this segment of the market has become quite intense. Competition for wholesale banking has also increased significantly since deregulation.

There is also potential for increased competition in some markets. For example, the provision of credit cards generally does not need a branch, and it has recently been argued that the RBA’s reforms to credit cards could mean entry into this market, thus increasing competition
. The ongoing deregulation of financial services has been (and will be) a key driver of these changes.

4.1.2 Concentrated financial services

Many financial services can only operate through a branch network, because of various barriers, including perceptions, technology, ease of use and security (see Section 6 below). Like most networks (such as electricity, gas and telephones), the provision of a number of overlapping branch networks can be inefficient compared to one the provision of only one network
. As a result, there will be a natural monopoly/oligopoly aspect to banking as long as branch networks are required. However, it may be difficult to rationalise the branch network while maintaining adequate services in each community (a particular solution that could address this problem is co-located branches, see Section 6.4.2 below).

Competition in retail banking can also be reduced by
:

· The strong brand recognition and established customer bases of the major banks (with four of the top five most valuable Australian brands being banks); and

· Taxes and charges on financial transactions, which reduce the incentive for customers to change financial institution.

· The economies of scale in other aspects of banking, such as back office transactions and the EFTPOS network.

Evidence of this lower competition includes
: of the 15 licences given to foreign banks in 1985, only one (Citibank) operates in the retail market; the market continues to be dominated by the four major banks; Australian retail banking is more concentrated than world standards; and the concentration of firms in retail banking has increased in recent years. The reduced competition is generally a response to the high costs imposed by a branch network.

Competition for mortgages and wholesale banking has provided significant benefits to these markets; similar benefits could accrue if competition were to increase in retail banking. The NFF therefore recommends that the Committee examine whether there are remaining barriers to competition in retail financial services, particularly from smaller institutions. This may include examination of the costs on consumers from switching accounts (see Section 5.3.5 below), examining the co-located branches proposal and ensuring that the reforms to EFTPOS, credit cards and ATM fees encourage competition.

An additional issue is data on access to financial services. Since 2001, APRA has been collecting comprehensive data on ‘points of presence’ for Australian financial institutions. Unfortunately, this data is not comparable with earlier data collections, particularly because the APRA data collection includes financial institutions and ‘points of presence’ that were not included previously. As a result it is very difficult to determine whether communities have had a reduction (or increase) in the availability of face-to-face financial services. The NFF therefore recommends that APRA examine the feasibility of providing time series data to compare face-to-face services before and after 2001.

4.2 Farm finance

In 2000, farmers had borrowings from banks and other financial institutions totalling $18.4bn (or $177,700 per farm) and paid $1.9 bn in interest ($18,000 per farm)
. Banking services are naturally vital inputs into farm production.

Agriculture differs from other industries in a number of ways (other than those noted in section 3 above):

· It is mostly made up of a large number of relatively small businesses.

· The debt to asset ratio of 19.3% is greatly below the average of 70%
.

· Land is the key input to production, and makes up a bit under 70% of total farm assets.

The last two facts mean that lending to agriculture is mainly low risk, as the probability of losing principal is low.

4.3 Social obligations

As noted above, there have been important economic benefits from deregulation and increased competition in banking. However, there are important concerns that these changes have:

· Diminished the emphasis on service provision; 

· Increased the imbalance in power between customers and banks;

· Increased fees and charges; and

· Generally reduced the cost of competitive parts of the banking market (eg mortgages and merchant banking) while increasing the costs of less competitive parts, particularly retail banking.

Banking is seen as vital for businesses and communities. In the same way that there are expectations for adequate health, education, and infrastructure services to all Australians, regional communities have expectations that financial services should be provided at an adequate level to all. 

In response to many of these concerns, the Australian Bankers’ Association (ABA) has developed (and updated) a Code of Banking Practice. The NFF has been involved in the development of this Code, and welcomes its implementation. However, the NFF retains some concerns, particularly over the ABA’s branch closure protocol (see Section 5.3.4 below).

Good corporate citizenship, demonstrated through commitments such as a Code of Practice, can produce financial benefits to companies. Customers are more willing to conduct business with a company that they consider will treat them fairly. In addition, some customers are willing to support a good corporate citizen for intrinsic reasons – because it is the ‘right thing to do’. Thus the Code of Practice or other social commitments may be of net benefit to banks. This is supported by a very recent report by PricewaterhouseCoopers, which indicated that most CEOs believe that corporate social responsibility is more about profitability than public relations
.

5. Bank Branches

Farmers and rural communities are naturally concerned with the reduction in bank branches. In this section, we explore the reasons for branch closures and some strategies to alleviate the problem these closures cause.

5.1 Reasons for branch closures

Banks mostly close branches for economic reasons; generally because the income generated by a branch does not cover the costs of keeping the branch open. While this appears simple, it is often not clear how much income is generated by a particular branch, or conversely how much income would be lost by a branch closure.

One of the main technological reasons for branches to close is because customers are able to use alternative channels, such as agencies, the telephone and the internet to obtain financial services. This reduces the number of bank transactions. However, many services can still only be obtained face-to-face (see Section 6 below).

In some towns with more than one branch, branches may close for strategic reasons. There can almost be a race to ensure that you are not the last bank in the town. It is typically much harder for a branch to leave a town when no other bank branches are present.

5.2 Problems caused by reduced branch services

5.2.1 Difficulties in using alternative services

There are many banking channels that provide alternatives to branches, including internet banking, phone banking and bank agencies. However, these alternatives generally cannot provide the same level of service that is available at a branch. In summary, there are sociological, technological, ease of use, security, cost, training, perception, quality and access concerns with alternatives to branches. These problems are considered in detail in Section 6 below.

5.2.2 The costs to communities from the loss of bank branches

Bank branches can often form the core of the business community in a town. It has been argued that branch closures happen after a decline in a rural town. However, a study by the NFF
 showed that during the period 1992-1998 in New South Wales, there were almost as many closures in towns with growing population (70 branches) as there were in towns with declining populations (76 branches).

The closure of a branch is more of a problem in regional areas, because customers have to travel much further to get to another branch. As a bank branch is often a key part of a regional town, a branch closure can have a large negative impact on the other businesses in the town.

Branch closures raise security issues. Without a secure facility for handling cash, businesses and individuals have to travel longer distances to make deposits and withdrawals of cash at the nearest branch. As a result, they will often wait for longer before travelling to make these transactions, and therefore have to make larger deposits or withdrawals.

Some other potential consequences of the loss of a branch include:

· individual savings can be reduced

· investment income can be reduced

· higher costs of finance

· reduced access to financial planning

The 1999 House of Representatives report, Money too far away, included a wide-ranging list of the impacts of branch closures (pp26-30).

5.2.3 The costs to communities of reduced or limited branch services

Instead of completely removing a branch service from a town, many services are being reduced, or being replaced by agencies. This creates different problems as the quality of the banking service is generally reduced by these changes:

· If a branch is retained, the opening hours or the number of services available can be reduced, or the expertise of the branch personnel (particularly on farming issues) may be reduced.

· While the use of a bank agency may actually increase the opening hours, the services are generally less than those available at a normal branch.

Notwithstanding these problems, the NFF does acknowledge that the maintenance of a face-to-face banking presence with reduced services is better than the complete withdrawal of those services. The NFF therefore recommends the Committee examine the costs and benefits (to customers, banks, government and communities) from the use of agencies compared to full branches.

5.3 Strategies to maintain adequate branch banking services

5.3.1 Legislative requirement to maintain branches

The government could legislate that banks must maintain existing branches. The NFF does not support this proposal, as it:

· places an unfair disadvantage on banks that have not closed branches previously;

· gives a unfair competitive advantage to new entrants (particularly overseas banks) that do not have any branches;

· would place excessive costs on banks that would generally be passed on to consumers;

· ignores the fact that there are better solutions to the issue; and

· is an excessive interference with the operation of markets.

5.3.2 Institute a customer service obligation for branches

Currently, customer service obligations (CSOs) are imposed on several infrastructure industries, such as telecommunications. A levy is generally placed on all industry participants to fund these CSOs. The same principle could apply to banking. This CSO would levy all financial institutions to fund the provision of adequate branch services to those towns and areas that are lacking those services. This would address many of the concerns raised by the legislative strategy to prevent branch closures outlined in section 5.3.1 above. It could be argued in favour of this proposal that the imposition of a CSO would merely offset other gains obtained by the banks in recent years
.

There are however a number of reasonable concerns with this proposal. As noted by the Federal Government in its response to the Hawker report, “there is a danger that any attempt to try and force the retention of traditional banking infrastructure upon the industry is likely to constrain innovation and competition and, as such, may not be in the long-term interests of the communities in question”. An additional concern is that this proposal would place an additional cost on banks, which would be passed through to customers. The NFF strongly supports the further removal of transactions taxes, including those imposed on banking (see section 7.1 below).

For these reasons, the NFF does not at this stage support a CSO for branch banking.

5.3.3 Community supported banking

Some communities have responded to branch closures by encouraging and supporting other financial institutions in setting up a branch in the community. A popular and successful model is that provided by the Community Banks from Bendigo Bank. This concept generally involves the community providing the start up costs and operating costs for a branch, while Bendigo conducts all banking business. The community and Bendigo each get half of the branch’s revenue. We understand that there are at least 72 Community banks currently in operation, and there have been no failed branches so far.

Community Banks generally succeed where other branches have failed because of the greater community support and involvement. The communities have a much greater sense of ownership of the branch than previously, particularly because they have provided significant funds to set up the branch. The greater community involvement means that the services at the branch are tailored to the individual community’s needs, such as through flexible opening hours and staffing. Some concerns have been raised that some Community Banks provide poor returns to the community’s investment, can provide unfair competition to other financial service providers or are not viable in the long run
. However, the NFF considers that these are not major concerns at this stage.

The NFF asks the Committee to examine whether there are impediments to the continued expansion of the Community Bank model, including an examination of the concerns raised above.

In 1995, the Commonwealth and the Credit Union Services Corporation (CUSCAL) jointly set up a program called CreditCare to assist rural communities to obtain face to face financial services where those services had been withdrawn (or had never existed). By the time the program finished in 2000, CreditCare had assisted 58 communities in obtaining face to face financial services, generally through credit unions
. The CreditCare program required engagement with the community and local government and assistance was provided only if there was demonstrated community support. Since the end of the CreditCare program in 2000, many of the CreditCare sites have been developed into rural transaction centres (RTCs) – discussed in section 6.4.1 below.

5.3.4 Branch Closure Protocol

The Australian Bankers’ Association has recognised the concerns that many customers have over branch closures, and instituted a protocol on branch closures. This protocol specifies:

The NFF considers that this goes some of the way towards addressing concerns over the impact of branch closures. However, we do have some concerns.

· The requirement for provision of alternatives appears weak. In particular, the requirement that face to face services are maintained only where “commercially viable” is vague and could really mean anything. In particular, there is no guarantee that the bank has explored other options, including agencies or co-located branches.

· The NFF considers that the costs of transferring an account where a branch closes should be waived.

· Community consultation is not required; the code merely requires that the community be notified after a decision has been made. They do not have the opportunity to make an input into the decision making process.

5.3.5 Fees and charges

Before deregulation, there existed substantial cross-subsidisation of banking products. For example, the full cost of transactions was generally not charged to customers, so frequent transactors were subsidised by infrequent transactors. The costs of transactions were recovered through interest rate margins. With deregulation, many margins have diminished, forcing banks to recover costs through other means. This has generally meant the imposition of fees for many transactions.

The NFF is of course concerned with the proliferation of fees and charges for banking. Our concern would be much less if the banking market were competitive, as banks that have excessive fees would rapidly lose customers. However, the lack of competition makes it entirely unclear whether fees are being set appropriately. The problem is particularly pronounced in regional and remote Australia, where there may be no banking alternatives at all; in the cities customers can change banks due to excessive fees more easily. This makes it all the more important to promote competition between banks. It has been proposed that the ongoing reforms to credit, debit and ATM fees may encourage competition and hence ensure that fees for using these services will be set more efficiently, but this proposition is yet to be proved.

Fees for using branches of course discourage the use of these branches. The NFF accepts that the provision of branch banking services is generally more expensive than the provision of those same services through alternative channels. However, it is unclear whether branch fees are being set correctly, as was noted above. It could be argued that these fees are being set excessively high to encourage switching to alternative channels (and ultimately encouraging branch closures). The NFF does not accept this reason for imposing fees for using branches. A separate concern is that it is unreasonable to put heavy fees on services that banks require to be performed at a branch even though the services don’t legally have to be performed at a branch.

6. Alternative service provision

Banking services are not only provided at branches. A whole range of new channels for providing these services now exist, particularly resulting from recent technological changes (such as the internet). Some examples include:

· agencies (including giroPost at Australia Post);

· rural transaction centres;

· mobile banking

· internet and online banking;

· phone banking;

· EFTPOS; and

· e-commerce.

There are several benefits to these alternatives, including the ability to:

· conduct some banking transactions from the office or home at any time; 

· check account balances and transactions more frequently, resulting in greater control and better business management; and

· export information directly into third party accounting packages, thus facilitating their ability to make business decisions.

Mobile banking has shown some promise:

· Face-to-face services are restored;

· The service is generally provided by people knowledgeable about the customer’s business; and

· The bank employee travels to the customer’s business, thus gaining a greater understanding of the customer’s business than if the customer went to a branch.

The NFF recognises that alternative channels can act as an alternative for face to face banking services in many situations. However, there are many barriers that prevent these channels from acting as a total replacement for branches. As a result, surveys show that small business customers prefer face to face channels for banking
. This section explores what can be done to remove or reduce these barriers.

6.1 Technology

Currently, a number of financial services are only provided at branches, including cash handling, identification and the provision of bank cheques. Cheque deposits and loan applications generally require attendance at a branch (as do cash deposits of course).

In a few years or decades, these services may be able to be provided electronically outside a branch. For example, digital certificates could replace the need for identification and notes and coins may be replaced by e-cash, rechargeable smart cards and EFTPOS. However, the complete replacement will not occur soon, so for the near future, we must recognise that face-to-face services will be required.

There is little that governments can do to alleviate this problem, other than facilitate natural market progressions towards these improvements. In particular, regional and rural Australia must not be left behind in these developments; banks and the government must assist communities in understanding and using technologies that can improve access to banking.

The government may also have a role through regulation of cash and alternatives. In particular, it is possible, but not certain, that the recent and ongoing reforms to credit, debit and ATM fees and charges may encourage greater use of substitutes for cash.

6.2 Security

A major barrier to the uptake of alternative service delivery is security, perceived and actual. Many internet users are rightly concerned with the protection of their data and money when using internet banking. While encryption may make information and funds very secure, most peoples’ fear will not be allayed by technical descriptions of 128 bit DES encryption. Other solutions may be more appropriate, such as guarantees that funds will not be lost.

A separate issue relates to cash handling. While the use of electronic transactions is reducing the need for cash in many business situations, almost all businesses will still need to deal in cash at some stage. With the withdrawal of local branches, the need to travel significant distances with large amounts of cash has increased. This particular problem can be addressed through separate provision of cash handling services
 or through the encouragement of non-cash transactions. The NFF also suggests that the Government review its decision to restrict the ability of Australia Post workers to carry cash.

6.3 Incentive effects

Some customers are afraid that using alternative banking channels will encourage further branch closures. This “chicken and the egg” situation is difficult to resolve, but it can act as a significant barrier to rural communities taking up banking alternatives. Banks could go some of the way by providing assurances of continued branch availability in the context of expanding alternatives.

6.4 Access

While Section 5.3 above discussed access to branches, this Section explores access to branch alternatives (issues relating to the quality of service provided by alternatives are examined in Section 6.4.5 below).

6.4.1 Rural Transaction Centres

The Commonwealth government announced the RTC program in 1999, which was designed to provide some face to face financial services to around 500 communities at a cost of $70m over 5 years. The main difference between this program and the CreditCare program is that the RTC program allowed for significant funding to cover costs of infrastructure and operation.

While the RTC program has been successful in providing services to around 57 communities, a number of improvements could be made:

· Increasing the financial services available at RTCs. We understand that some RTCs provide limited or even no financial services.

· In some ways, an expanded RTC network can provide similar services to the co-located branch proposal.

· The adoption of new technologies, services and business partnerships is important to the ongoing viability of RTCs.

· Ensuring that RTCs are not used as an excuse for the withdrawal of services that would otherwise be economic. Concerns have been raised that banks ‘cream skim’ the best customers or communities, leaving the remainder to be covered by a subsidised RTC network.

· Providing greater stability of funding and support for existing RTCs.

· Streamlining the process for establishing a new RTC.

· Enhancing community, business and local government involvement in the development of RTCs to ensure that the program delivers on local needs.

· Providing information to communities without RTCs to explain the benefits of the RTC program.

6.4.2 Multi-bank (or co-located) branches

A recent suggestion that has been made is that particular branches could provide facilities for a number of banks. In a limited sense, agencies already perform this function, for example giroPost provides banking services on behalf of a number of banks, as does Rural Transaction Centres. 

Some benefits of this proposal include
:

· It could reduce or eliminate the need for branch closures in towns with only one bank branch;

· Branch amalgamations could occur where there are an inefficiently high number of branches, but without reducing the number of bank services (as noted above, the bank branch network is mostly a natural monopoly, so duplication of the network by different banks can be inefficient).

· It would reduce accommodation and staffing costs for banks, with leases and staff split;

· It would better utilise existing office infrastructure, including IT systems, security and safes;

· 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;

· Open up access to retail banking to new entrants, reducing the market dominance of the major banks, increasing efficiency and reducing margins.

There are however important difficulties with this proposal. In particular:

· Banks would be very reluctant to surrender total control over their existing branches, particularly because this creates most of their market power, and represents a significant cost;

· There may be large difficulties in integrating different systems: IT, security and human resources.

· Entering into an agreement with a competitor may be anti-competitive and breach the Trade Practices Act. Authorisation for these arrangements from the ACCC may therefore be required.

The NFF asks that the Committee examine the costs and benefits of increasing the provision of co-located banking branches, in particular focussing on barriers to this model caused by out of date regulation and business practices.

6.4.3 Telecommunications

The Committee would no doubt be aware of some concerns that farmers have over telecommunications services. These concerns include:

· Lack of access

· Unreliable service

· Repair delays

These problems make it harder for alternative delivery channels (particularly internet banking, but also phone banking) to be useful to farmers. The NFF’s submission to the Regional Telecommunications Inquiry (available at www.nff.org.au) outlines our concerns in more detail, and makes a number of proposals, summarised as:

a) All Australians, wherever they reside or carry on business, should have timely access to affordable quality Internet and on-demand digital data services, as well as fixed and mobile telephone services;

b) The telecommunications Customer Service Guarantee is changed to ensure that rural and regional quality of service standards are the same as metropolitan standards;

c) More affordable digital telecommunications services in non- metropolitan Australia are accessible, preferably through competition in their provision; and

d) A higher priority must be attached to the development and timely implementation of a whole of Government Online Service Provision Obligation so that rural Australians can interface with Government online.

These changes would go some way towards removing problems farmers have with access to branch alternatives.

6.4.4 Perception and training

Many of the alternative service channels are harder to use than the services available at branches, particularly for elderly or disabled customers. For example, internet banking for most new users can be:

· Confronting

· Dehumanising; and

· Difficult to comprehend/use

Therefore, banks can provide an important role in reducing or eliminating perception barriers that restrict access to these alternative channels. They can research the usability of alternatives, particularly with people who may find these alternatives hard to use. Training in use of alternatives is also important. While the NFF appreciates that training does have its costs, financial institutions should realise that these costs will provide longer term benefits in reducing the pressure to maintain branch networks.

6.4.5 Other access issues

The 1999 House of Representatives report Money too far away noted that some alternatives to branches were expensive to set up or run. For example, set up costs for banking franchises were costed at $15,000-$30,000; ATMs $9,600 a year; and a limited form of giroPost costed $2,000 to set up. Alternatively, it was argued that the number of transactions required to make alternatives viable was high: one bank required ATMs to have over 350,000 transactions per year; GiroPost required 12,000 transactions per year; and Bank SA’s ‘bragency’ concept required 30,000 pa. This naturally constrains the ability for agents to provide these alternatives. The NFF asks that the Committee examine how these costs can be reduced.

There are also concerns that complaints handling is better for branch banking than for the alternatives, particularly internet banking.

There are perceptions that the banks only provide alternatives to profitable customers. Particularly for mobile banking, there is a perception that this service is only available to top 20% of customers. While it would generally be unreasonable to require mobile banking to be available to all customers, banks should ensure that this service is provided equitably, and for those unable to receive mobile banking, affordable alternatives are available.

6.5 Quality

While access to alternatives needs to be improved, there are also concerns about the quality of service provided by these alternatives even if they can be accessed. As discussed above, cash can’t be transported down the phone (yet). Leaving aside these fundamental limitations, the banks simply haven’t got around to including some services in alternative channels. For example, some internet banking facilities have only recently allowed a customer’s mailing address to be changed online
. In other cases, the services are hard to use, for example links with accounting software such as MYOB can be cumbersome (or again non-existent). While expanding access to these alternatives may be costly, banks should see the long term benefits of expanded access, in particular reducing the pressure for them to maintain the existing branch network. 

A particular concern is that giroPost only provides a limited business banking service, which is clearly important to farmers. The 1999 House of Representatives report Money too far away noted that Australia Post acknowledged that the current technology could support a business banking service (p52) and the Committee argued that “the addition of basic business banking to giroPost is a critically important step” (p54). We understand that business banking is currently only available through giroPost to selected customers with some banks
. The lack of progress in rolling out giroPost business banking is disappointing to the NFF.

The design of these alternative services also creates access problems. Some websites are designed for those with fast internet connections; of course many people in rural and regional Australia do not have access to the same standard of internet connection that is available in urban areas. There are also issues about improving accessibility to people who are disabled, elderly or from non-English speaking backgrounds.

The NFF therefore recommends that the quality of service from banking alternatives be improved, particularly by:

· Increasing the number of services available through alternatives, such as allowing business banking to occur through giroPost; and

· Ensuring that internet and online banking services are designed to be usable for those with slower data connections.

7. Other solutions

7.1 Taxes and costs on finance

The NFF welcomed the opportunity provided by tax reform to eliminate a number of inefficient (and inequitable) State taxes. Unfortunately this reform has not gone as far as we wished, and a number of inefficient State taxes remain in place, particularly those applying to banking or finance. While debits tax is scheduled for removal by 2005 (and has already happened in some jurisdictions), the removal of other taxes on finance is unsure. Some taxes are subject to review by 2005, such as business stamp duties, while others are not even included in this review process, such as insurance stamp duty. The taxes on insurance, combined with fire service levy and the GST can create an effective tax rate of 90%, which is absurdly high
.

Many State governments appear keener to reduce payroll taxes rather than transaction taxes (such as stamp duty). The NFF would suggest that reducing transaction taxes should be a higher priority, as many transaction taxes are less efficient and less equitable than payroll taxes (in particular, most if not all small businesses pay transaction taxes but few pay payroll taxes).

Concerns have also been raised about the costs of regulations, particularly on smaller financial service providers, such as credit unions. These costs may be restricting the ability for smaller financial institutions to compete with banks.

The NFF recommends that:

· States should give priority to reducing or eliminating transaction taxes, particularly those applying to finance; and

· The costs and benefits of regulations of financial institutions should be examined, particularly their impact on smaller institutions.

7.2 Equity finance

Most businesses need outside debt or equity financing in order to grow. Very few are able to grow solely through retained profits. The majority of the concerns expressed about farm finance relate to debt financing. However, the NFF wishes to highlight concerns that exist over the ability of farms and regional communities to access equity financing. To some extent, the lack of adequate equity financing means that regional businesses need to rely instead on debt financing, restricting their growth and increasing reliance on banking services that are being withdrawn. Therefore policies to encourage equity financing of farms and the regions may address some of the problems caused by reductions in regional banking services.

While there are some success stories of private funds investing in regions, the NFF is aware of a number of concerns that restrict regional investment. These reasons are outlined below (note that the NFF does not necessarily agree with these arguments).

7.2.1 Understanding, knowledge and willingness of fund managers

· poor understanding by project proponents of investor requirements matched by poor understanding by investors of rural industries and their returns;

· Sources of capital are city-based and appear not to understand the needs of regional and rural Australia.

· “Fund managers simply do not have the charter, the local connections, nor the appropriate investment structures, to invest regionally”
. 
7.2.2 Size of investments

· agriculture is dominated by small holdings that can lack the capacity to sustain outside involvement;

· there is a mismatch between superannuation funds, whose strengths are in the bulk provision of large-scale equity, with small size disaggregated investment opportunities. Infrastructure projects of less than $20 million are generally not attractive to institutional investors;

7.2.3 Understanding and knowledge of rural community

· the need for rural communities to understand risk:

· often regional (and urban) projects hit a ‘brick wall’ through a lack of understanding of the risk assessment categories used by institutional investors: construction, operating, revenue/demand and regulatory (policy) risk;

· A lack of local leadership, particularly from:

· the initiative, energy and attitudes of the region’s community leaders;

· the need for rural communities to cut through red tape, win broader industry support, think outside the square and ‘run an agenda’ to generate investment and jobs;

· a replication of ‘best practice’ investment initiatives.

7.2.4 Infrastructure

· difficulties in communication (particularly internet and mobile phone) caused by long distances and lack of communications infrastructure.

· uncompetitive transport costs compared to the major competing growers in the USA and Canada;

· geographic logistics (“it’s very difficult checking out prospects when the only airline flying into the nearest town stops going there”) the lack of ‘investment ready’ prospects. As most city-based investment advisers and managers know, it is much easier to locate prospects within the major cities, than to go outside them searching for those who have made themselves familiar with investors’ requirements, particularly in the form of appropriately researched business plans.
7.2.5 Investment spillovers

· preponderance of ‘public interest’ or positive externalities in regional projects;

· significant parts of the project benefit the community and not the investor;

· interdependence of projects;

· many regional projects depend on each other; institutional investors have no clear incentive to pull these together to capture the financial benefits.

7.2.6 Tax-based impediments

· State based stamp duty levied on corporations and institutional investors on the acquisition of agricultural land, which raise the barriers for new entrants to agriculture
. Capital imposts on land acquisition in the USA are an average of 1% to 1.5% of the purchase price, compared to 5% to 6% in Australia.

· A diminishing role of government in addressing spillovers.

· The quarantining of deductions from early in a project’s life so that the deductions are only claimable against the project’s earnings, diminishing the value of the deductions. A number of ways of addressing this problem have been used, including the Infrastructure Borrowings Scheme, which is now closed, and undertaking developments in large companies, which disadvantages smaller regional projects.

· Rules limiting the tax benefit from transferring depreciating assets from exempt entities to taxpaying companies (51AD and 16D). While these rules have prevented many tax avoidance schemes, they also restrict or prevent many legitimate transactions as well. While the Government has foreshadowed replacement of these rules, but it appears that resolution of this issue is some time off.

7.2.7 General

· high transaction costs and high risks with low returns.

7.2.8 What can Governments do?

The general policy agenda the Government has been addressing for considerable periods, including microeconomic reform in the communications and transport sectors is the right one.

The Government could assist in alleviating some perceived impediments.

· Compulsory or voluntary assistance for fund managers to be aware of regional investment opportunities, and discouragement of fund restrictions preventing regional investment

· Improving public information, for example through research on the feasibility and attractiveness of rural and regional investment compared to alternative non-rural investments.

· Financial advisers too often lump whole industries together, failing to see that rural industries can have comparable (or better) risk return opportunities to property and equity investments.

· Rural investments can have a negative correlation with the general stockmarket, thus assisting in portfolio diversification, which is a critical objective of most investment strategies.

· Training, education and regional capacity building to:

· develop and assist mechanisms to aggregate investments for investors 

· improve understanding of investors’ requirements, including risk assessments, reduced uncertainty, reduced red tape, 

· assist with regional leadership.

· Invest in appropriate infrastructure to:

· Enable research and communication by prospective investors;

· Improve returns to rural investments;

· Improve the access of rural investments to markets, investors and suppliers

· Encourage States to bring forward the planned removal of stamp duties;

· Develop tax rules to ensure legitimate infrastructure deals are not stifled (for example by replacing Sections 51AD and 16D).

1. Level of services available after branch closes. 


(a) Where it is commercially viable to do so, a bank closing rural or remote branch will ensure that ongoing face to face access is locally available to its services, which provide cash deposit and cash withdrawal facilities 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 training and assistance to help them adjust to changes in the way they access their banking service. 


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 prior to the closure, to customers of the branch and relevant community organisations, including local government. 








�.	Source: ABS, Agriculture (Cat no 7113.0), table 4.16


�.	Source: ABS, National Income, Expenditure and Product, table 47.


�.	Source: ABARE, Australian Commodities, table 5 and 27. Exports are greater than value added, because export value includes value added in non-agricultural industries.


�.	Agriculture contributes more than half of total employment in 28 per cent of small non�coastal towns. Source: ABARE (2001), Country Australia, p38


�.	Source: ABS, Agriculture (Cat no 7113.0), table 5.1


�.	Source: ABARE, Australian Commodities, table 10. While employment numbers may have fallen recently due to the drought, these numbers will recover in the longer term.


�.	Source: OECD, Economic Surveys – Australia 2000-01, p82


�.	Source: ABARE, Australian Commodity Statistics, table 17.


�.	Source: ABS, Manufacturing Industry (Cat No 8221.0), Australia


�.	Ross Gittins (2002) ‘Monolines’ sure to stir the credit cards, Sydney Morning Herald, September 16 2002


�.	The efficiency loss from the duplication of pay-TV networks has been estimated to be in the billions of dollars. 


�.	Source: KPMG consulting (2002), Small Business Banking in Australia


�.	Source: NFF submission to previous regional banking inquiry (Financial Institutions and Public Administration Committee Inquiry into the Provision of Banking Services in Regional and Remote Areas of Australia).


�.	Source: ABS Agriculture (Cat no 7113.0), tables 4.15 and 4.16. The ABS does not have a record of bank fees and charges paid by farmers.


�.	Source: ABS, Business Operations and Industry Performance (Cat no 8140.0). Note that data from this publication is not immediately comparable with that from ABS Agriculture.


�.	As reported in the Australian Financial Review, CEOs rate corporate social responsibility, 11 October 2002, p17.


�.	Sarah Lawrance (1998), Bank Branch Closure in rural and remote New South Wales, a report prepared for the NFF and the ANU internship program, unpublished.


�.	Some benefits provided to banks recently include the removal of non-callable deposits (costing $185m in 1995-96); the provision of reduced input tax credits under the GST (costing around $70m in 2002-03); the abolition of various banking taxes (particularly FID, costing around $2.46 bn in 2002-03); and allowing Tier II financial instruments to be treated as debt under the new debt-equity rules (despite being equity-like under APRA rules).


�.	Other concerns are detailed in the 1999 House of Representatives report Money too far away


�.	Source: Credit Union Services Corporation (CUSCAL).


�.	Source: KPMG consulting (2002), Small Business Banking in Australia, p45.


�.	KPMG Consulting (2002) Small Business Banking in Australia indicates that cash collection services are increasingly being offered by banks as well as non-financial institutions (such as Mayne Logistics and Chubb), including in non-metropolitan areas.


�.	Some of these arguments are from the Victorian Farmers’ Federation submission to this inquiry.


�.	An list of some of the banking services available (and not available) over the internet is at � HYPERLINK "http://www.infochoice.com.au/banking/default.asp?CategoryID=98" ��http://www.infochoice.com.au/banking/default.asp?CategoryID=98�


�.	The Australia Post website does not indicate that any business banking can occur through giroPost.


�.	For more details, see the NFF submission to the Senate Economics Committee on Public Liability and Professional Indemnity Insurance.


�.	Bendigo Bank (2000), Bendigo Bank boosts regional development, press release, 20 June 2000.


�. 	Note that under tax reform, a range of business stamp duties will be subject to review (and possible removal) by 2005. 


�. 	There have been attempts recently by several state governments to bring together a range of venture capitalists and prospective regional and rural investees to facilitate such communication.
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