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Introduction

Financial exclusion refers to the processes which work to prevent individuals having access to banking and financial services. Two key factors in the financial exclusion of Indigenous Australians are: a physical lack of access to banking and financial services and low levels of financial literacy. 

Reconciliation Australia remains committed to working towards the financial inclusion of Indigenous Australians. In April 2003 Reconciliation Australia convened a meeting with key stakeholders, including the banks, key government agencies, and peak Indigenous organisations to discuss practical steps forward in improving access to banking and financial services for Indigenous people. This meeting focused on two areas, namely: financial service delivery issues for Indigenous people in rural and remote areas and financial literacy. In addition Reconciliation Australia has continued to work at developing a specific financial literacy initiative, an expansion of the Tangentyere project, and at improving Indigenous access to banking and financial services through the development of regional Rural Transaction Centres (RTCs). It is this work that is discussed in the following submission.

Meeting the financial servicing needs of Indigenous people in remote Australia

At the April meeting Reconciliation Australia presented a paper designed to address some of the problems faced in the delivery of financial services to Indigenous individuals and organisations, and in particular those located in rural and remote areas (see Appendix A). Many of the problems identified in this paper are problems experienced by low income customers, or customers in remote areas of Australia. Others, however, are problems specific to Indigenous customers. Thus this paper is particularly aimed at those banks and other financial institutions that service Indigenous individuals and organisations in rural and remote areas of Australia. 

The purpose of the paper is to:

· encourage higher financial service standards;

· help enhance understanding and respect between financial service providers and their staff, and Indigenous people; and

· raise awareness about some of the problems currently faced by Indigenous people and organisations when accessing financial services.

Reconciliation Australia has recently held a meeting with the four major banks and the Australian Bankers’ Association (ABA) to discuss the issues raised in this paper. The banks response has been positive and it is our understanding that the ABA will make a separate submission to this comittee outlining their strategies for dealing with these issues.

Financial literacy

Financial literacy is the difference between physical access to banking and financial services and ‘informed’ access to those services. Low levels of financial literacy is a key factor in the financial exclusion of Indigenous people in Australia. 

Recognition of the importance of financial literacy can be seen in a recent Australian Securities and Investment Commission (ASIC) report. In it ASIC argue that financially illiterate consumers may be: 

· unable to budget appropriately to meet expenses; 

· unable to identify financial products or services that meet their needs;
· unsure how to get and assess independent financial advice; and
· more likely to fall victim to abusive practices and scams (ASIC 2003: 11).
In relation to this final point ASIC state that their ‘investigations into prospectuses and scams alone have revealed losses to consumers of up to $800 million over the last three years’ (ASIC 2003 loc.cit). Moreover, ‘ASIC is confident that these figures represent significant under-reporting as many people feel too embarrassed or guilty to complain about instances where they have lost money’ (ASIC 2003: 11-12).

Another Australian institution that has recognised the importance of financial literacy is the ANZ bank. The ANZ writes:

Financial literacy has become an increasingly important requirement for functioning in modern society and trends in work patterns, demography and service delivery suggest that it will be even more important in the years ahead (ANZ 2003: 2). 

Accordingly, the ANZ has commissioned a survey into adult financial literacy in Australia. A key finding of this survey was that low financial literacy is linked to low socio-economic status (ANZ 2003: 4). In addition, low financial literacy was also linked to:

· low levels of education (Year 10 or less);

· people either not working or in unskilled work;

· low household income (less than $20,000)

· low levels of savings (less than $5,000); and

· people who were either young (18-24 years old) or old (aged 70 and over) (ANZ 2003: 4).

At a national level, Indigenous people make up a significant proportion of many of these groups and thus it is arguable that they should be recognised as a special group who are in need of financial literacy training.

Recommendation 1.

That any policy designed to improve financial literacy recognise that Indigenous people comprise a large proportion of the financially illiterate.

The formal and informal surveys conducted as part of the Tangentyere research (see Appendix B) indicate a large number of Aboriginal people in the Alice Springs and central Australian region have very low levels of financial literacy. The level of financial literacy a person has is the key factor in determining whether they will make the transition from cheque to electronic banking easily. Accordingly, many Aboriginal people have encountered problems in moving from cheque-based to electronic banking.

Aboriginal people in Alice Springs expressed a large number of difficulties using electronic banking services. These difficulties include:

· understanding how to obtain a key card

· understanding how to replace lost or damaged key cards

· understanding how to obtain a new pin number

· securing key cards and key cards breaking

· remembering pin numbers

· using Automated Teller Machines (ATMs)

· accessing and understanding bank balances, and

· understanding bank fees and how to minimise them.

Financial literacy training at Tangentyere

The Tangentyere banking project provides important lessons in relation to both financial literacy programs and the transition from cheque-based to electronic banking (accordingly, a full evaluation of the project is included in Appendix B). Following the Westbury Report, in 2000 the Tangentyere Council, along with the Centrelink, the Department of Family and Community Services (DFaCS) and Westpac, decided to conduct a 12 month Pilot Project to aid Tangentyere clients (Aboriginal people who live in the town camps in Alice Springs) in the transition from cheque-based to electronic-based banking. The Tangentyere bank pilot project thus involved a process of not only helping people to transfer onto electronic banking but also building their capacity to use electronic banking technology, such as Automatic Teller Machines (ATMs). 

The financial literacy training conducted by Tangentyere consisted of a 15 month training program, run by four Aboriginal bank liaison officers. These officers conducted a series of face-to-face workshops using a set of materials designed to meet the needs of illiterate people. Specifically, the materials consisted of large illustrated comic book style panels that were accompanied by an oral presentation and a video. Using these materials, bank customers were taught how to use an ATM and a keycard. They are also warned not to give their Personal Identification Number (PIN) to anyone else or to leave their keycards and PIN with storeholders or taxi drivers. 

As of the end of August 2002 when the bank project stopped, the bank agency had approximately 888 clients, of whom 740 had bank accounts opened by Aboriginal bank liaison officers. Of the 740 accounts opened 481 customers, or approximately 65 per cent, now use keycards. These results indicate that the project has aided a number of people in shifting from cheque-based to electronic banking.

Results from the Tangentyere project also seem to indicate that people do not have significant problems with losing cards or forgetting their PINs. This indicates that the training conducted by the project has been successful, in that Tangentyere customers have overcome many of the problems associated with electronic banking, identified above. This project thus represents an example of capacity building by providing people with the financial literacy training to facilitate their informed access to financial services. As such, the training provided by Tangentyere bank liaison officers, and the material developed in the course of the project, may be transferable to other Indigenous communities. It is for this reason that extending aspects of the project to other central Australian communities should be considered.

Recommendation 2.

That there be an expansion of the Tangentyere financial literacy project to other communities in central Australia.
Financing a roll-out of the Tangentyere project

DFaCS, as the instigator of the shift from cheque to electronic-based banking, has responsibility for ensuring that people who have been shifted onto electronic banking have an ‘informed’ understanding of how to use electronic banking technology. This is, in part, because the DFaCS has made large cost savings from moving people from cheque-based to electronic based banking. 

Centrelink data for the central Australian region, including Alice Springs, shows that, as at May 2002, the total number of clients receiving electronic payments within central Australia was 19,023. Using an estimate of a cost saving of 73 cents per transaction made electronically the current cost saving to the DFaCS in central Australia of making electronic payments rather than issuing a cheque is $13,887 per fortnight and $361,056 per annum. Over a five-year period, for example, this cost saving amounts to more than $1.8 million. 

While the costs savings detailed above are significant, the cost of issuing cheques is only a small part of the costs associated with cheque-based payments. More significant than the cost of issuing cheques are the costs of transporting cheques, particularly in remote areas of Australia. Cheques are air freighted to remote communities in central Australia. On the occasions when there is a delay in cheques being issued, and the normal postal service is missed, Centrelink must charter its own plane to deliver cheques, at an estimated cost of $20 per cheque (pers. com. Scott Peters 2002). Even though this only happens rarely, it would dramatically increase the cost structure associated with transporting cheques to remote Australia. In addition to transport costs, there are also administrative costs associated with cheques, such as those created when customers seek to redirect their entitlements (Westbury 1999: 10). 

Adding the costs of administering and transporting cheques to remote areas of central Australia, on the cost of cheque production relative to electronic payments (73 cents), a more reasonable estimate of the cost savings of electronic to cheque-based banking is probably several times that of issuing a cheque. One way that the government could use these savings is to build the financial literacy of Indigenous people in central Australia.

In terms of expanding the Tangentyere project to other central Australian communities, DFaCS may wish to consider funding Tangentyere Council to provide a mobile training service that provides training on the basics skills of electronic banking. Such a program would utilise the already existing skills and materials developed as part of Tangentyere’s financial literacy project.  This type of training should be made available to all communities in central Australia but may be particularly effective in the small communities where Centrelink is attempting to move whole communities onto electronic payments. In such instances a mobile financial literacy team could be trained to sign people onto bank accounts, as well as provide general electronic banking skills.

Recommendation 3.

That DFaCS consider funding Tangentyere Council to provide a mobile financial literacy program for communities in central Australia.

In recent discussions with reconciliation Australia, the four major banks and the ABA have also indicated that they may be interested in facilitating the development of an Indigenous financial literacy program. Reconciliation Australia would welcome such an initiative and looks forward to pursuing a partnership to this effect with the ABA and major banks in the future.

Regional RTCs

Regional RTCs have been proposed as a way of meeting the banking and financial services needs of remote central Australian communities. Currently regional RTCs have been mooted in Indigenous communities in Cape York sponsored by Balkanu (with business planning support from Westpac); Torres Strait; Central Australia to be sponsored by Central Remote Regional Council, Tangentyere Council and the Central Land Council; and the Anangu Pitjantjatjara lands.

Regional RTCs would operate using a hub-and-spokes model. Under this model, RTCs would be located in some of the larger communities where they can service other smaller communities in that region. These regional RTCs would also be linked to a service centre in a major regional centre. 

Recommendation 4.

That the committee endorse the regional RTC model as a way of meeting the service delivery needs of remote Indigenous communities.
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Appendix A. Operational issues for financial service providers

Delivery of financial services to Indigenous customers in rural and remote Australia: Some operational issues for banks and other financial service providers

Introduction

This discussion paper is designed to address some of the problems faced in the delivery of financial services to Indigenous individuals and organisations, and in particular those located in rural and remote areas. Many of the problems identified in this paper are problems experienced by low income customers, or customers in remote areas of Australia. Others, however, are problems specific to Indigenous customers. Thus this paper is particularly aimed at those banks and other financial institutions that service Indigenous individuals and organisations in rural and remote areas of Australia. 

The purpose of this paper is to:

· encourage higher financial service standards;

· help enhance understanding and respect between financial service providers and their staff, and Indigenous people; and

· raise awareness about some of the problems currently faced by Indigenous people and organisations when accessing financial services.

2. Framework Principles

There are two framework principles central to this paper:

· The recognition that financial services are essential services.

· The recognition that many Indigenous customers are disadvantaged when dealing with banks and other financials service providers because they have limited English language and financial literacy skills. Many Indigenous people are also low income earners and have health problems and other disabilities. 

These framework principles have implications for the way financial services should be provided to Indigenous people. In addition, it is recognised that principles similar to these have already been endorsed by Banks in the Code of Banking Practices. This paper thus serves as an discussion of those principles with respect to Indigenous customers.

3. Opening an account

Centrelink’s decision to transfer income support recipients from cheque-based to electronic based banking has meant that a large number of Indigenous people in rural and remote areas are now opening bank accounts for the first time. This process can be made difficult for remote customers if it is assumed that branches are easily accessible.

A possible solution to this problem, already in place for some remote Indigenous customers, is the provision for opening bank accounts by fax and for sending key cards and pin numbers by mail.

4. Fees charged

There is evidence to suggest that many Indigenous people have limited financial literacy skills. For this reason many Indigenous people find it difficult to minimise the fees that they are charged on bank accounts. It is recognised that banks and other financial institutions have taken a number of important steps to minimise the fees charged to low income groups. For example, signing on to a MOU with Centrelink that a maximum of 10 per cent of welfare Centrelink clients income will be used to cover bank related debts, and creating the basic bank account.

However, there are concerns that a significant number of Indigenous people on low incomes may still be paying a large proportion of their income on bank fees.

One approach that could be taken is if banks and other financial service providers ensure that Indigenous people on low-incomes, and in particular, Centrelink clients, are signed onto basic bank accounts, or whichever account minimises the fees they will pay. This approach seems consistent with provision 14 of the Code of Banking Practices. 

Another approach that could be helpful is that, where appropriate, internal procedures are put in place to systematise and streamline the commitments made under the MOU signed with Centrelink.

5. Direct deductions

Anecdotal evidence suggests that some Indigenous people are loosing a significant amount of their income through fees charged as a result of direct debits that are placed on accounts which have insufficient funds to cover the debit. 

A possible solution to this problem is that, where it is obvious to bank staff that a large proportion of a customers income is being spent on fees as a result of direct debits, efforts will be made to discuss with the customer whether they wish the financial institution to take steps to cancel their direct debit. This solution seems to be an extension of provision 19 of the Banking Code of Practice. 

6. Accessing bank balances

In most remote Indigenous communities EFTPOS facilities are the only point of access to financial services. Bank balances are not available using EFTPOS. This can create problems as Indigenous customers who are unsure of their balances may complete a number of transactions for decreasing amounts of money, each of which incurs a fee. Having a form of technology which shows customers their bank balance would help solve this problem.

Banks may wish to consider introducing financial services technology into remote Indigenous communities that enables customers to check their bank balance. Such technology is currently available in a number of forms.
7. Dispensing cash

Cultural practices impact on the way many Indigenous people use money. For example, it is often expected that Indigenous people will share assets including money with their relations. When cash is dispensed over the counter and in ATMs in large denominations (e.g $50 and $100 notes) this can cause stress for Indigenous people who are trying to fulfil their cultural obligations, as it is not easily shared among large numbers of people.

Banks and other financial institutions may wish to help Indigenous customers fulfil their cultural obligations more easily by stocking ATMs, and dispensing cash over the counter, in small denominations ($10 and $20 notes)

8. Call centres

Indigenous customers may be disadvantaged when dealing with banks and other financial service providers because they have limited English language and financial literacy skills. Many Indigenous people are also low income earners, and have health problems and other disabilities. 

These disadvantages may affect Indigenous peoples’ willingness to voice complaints about services provided, or their ability to utilise usual complaints mechanisms. 

Call centres are the first point of contact for many Indigenous customers located in remote Australia. Limited English language and financial literacy skills also impact on many Indigenous customer’s ability to communicate with call centre workers. This creates problems as call centres are often used to facilitate the delivery of a number of banking and financial service products, or to report faults with those products. 

One solution to this problem may involve the implementation of provisions for dealing with Indigenous customers who have English as a second, third or forth language. 

 In addition, it may be that the local regional centre will be best placed to deal with remote customer’s concerns. Banks may wish to put procedures in place so that customers can be redirected to their nearest branch in a timely way.

9. Reviewing the Document

This document will be reviewed bi-annually by the Steering Committee of Reconciliation Australia’s Banking and Financial Services portfolio area. Banks, Financial Service providers, Indigenous organisations and individuals are all invited to make submissions to this Committee. The Committee can be contacted at: inquiries@reconciliation.org.au.
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