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Introduction

This paper deals with deregulation in the banking sector and its effects on financial services delivery. It firstly discusses the drivers for change in the early 1980s, and then briefly lists selected events in the deregulation process. It examines the consequences of reform, especially in relation to financial services delivery. It discusses briefly rural and remote community delivery channels and experiences and finally examines some service delivery means currently in place and likely to be expanded in the near future.

In order to appreciate the scope and effects of reform in the banking sector since deregulation, it is necessary to understand the banking environment in the early 1980s. Banks in 1980 still operated in a highly regulated environment which was an artefact of previous economic and social conditions. Indeed, an extensive collection of controls remained from regulation introduced under the National Security Regulations in 1941.

The decade preceding the outbreak of World War II was extremely turbulent for the banking industry. The banks weathered the 1930s Depression and the consequent spate of bad debts by severely restricting credit. This no doubt intensified and prolonged the economic downturn and was viewed by the community as doing so. A Royal Commission held during the middle part of the decade recommended in 1937 that banks be licensed and that the central banking section of the Commonwealth Bank be given wider powers to fix interest rates and to demand that some of the banks’ funds be held with the central bank. The banks resisted such reforms, but many of the recommendations of the Commission were put into operation while the government enjoyed wartime emergency powers.

Interest-rate ceilings on deposit accounts restricted the banks’ ability to attract funds particularly during the 1970s when inflation was rampant. In the June quarter of 1975, inflation rose to 16.9% pa. At the same time, interest payable on amounts held in savings accounts offered by savings banks, for example, was restricted to 3.75%
 (Foster, 1996). In contrast, the interest rates offered by non-bank financial institutions (NBFIs) were not controlled and they were able to pay around 10% on passbook accounts.

Apart from interest-rate ceilings on deposits, the banks were prevented from paying interest on deposits held for less than 14 days. This constraint presented an opportunity for merchant banks (not licensed banks at the time) to offer cash management trusts, which paid high rates of interest on short-term at-call funds, with additional features such as personal cheque book facilities attached.

On the lending side of their businesses, interest rate ceilings on loans dampened banks’ enthusiasm to lend to less credit-worthy clients so that they tended to ration credit to only the best clients and projects. More risky business was channelled off to their own subsidiary unlicensed finance companies, such as AGC, Custom Credit and Esanda.

The results of these restrictions were that banks’ growth was stifled, NBFIs grew strongly, credit was rationed, credit squeezes became a regular occurrence and financial innovation in the form of new products and the adoption of new technologies was subdued. Chart 1 shows the shares of total assets of financial institutions (FIs) held by banks, NBFIs and others such as insurance offices and public offer trusts. The strong growth enjoyed by NBFIs at the expense of the banks is evident. The banks’ share of total assets dropped to its nadir in 1983; conversely the NBFIs’ share reached its zenith in 1982, before deregulation and reform changed the financial landscape.
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The banks’ freedom to operate was additionally curbed by the requirement to place a proportion of their funds in special accounts [later statutory reserve deposits (SRD)] with the Reserve Bank of Australia (RBA) which was established in 1960. The payment of low interest rates on these accounts was in effect a special tax on banks. Further, banks were required to hold some of their funds in cash and Commonwealth Government securities (LGS). Savings banks were tied down with even more stringent regulation. Their special preserve was housing finance and they were prevented from offering some term and investment products. As well, they were hobbled with higher LGS requirements.

This then was the banking environment in 1980. Licensed banks were over-regulated and were losing market share. NBFIs were substantially unregulated and were growing strongly. Regular credit squeezes stifled economic growth. Product and other innovation was hampered. The situation was ripe for change.

Drivers of Change in 1980

High inflation and high interest rates during the 1970s sowed the seeds for change. The RBA had used credit controls and the SRD system forcefully but unsuccessfully to try to curb banks’ lending to dampen inflation and economic growth. Monetary policy was ineffective in a climate where high interest rates were encouraging massive inflows of foreign capital. This was so, because the exchange rate was fixed and the RBA was forced to stand in the market and purchase all foreign currency offered to it at the fixed price. The resultant injection of cash into the Australian economy increased money supply significantly. The prices of both consumer and investment goods were then forced up (inflated) to ration the inadequate level of production among buyers.

In addition, the governments of the day were running large budget deficits. Deficits of $500 million (just over 1% of GDP) common in the early 1970s grew to peak at $6.6 billion (6.1% of GDP) in 1978-79 (Foster, 1996). The funding of these deficits also impacted on the efficiency of monetary policy and weakened the usefulness of monetary policy significantly (Kenwood, 1995). Governments essentially had to rely on fiscal policy as the tool, albeit inadequate, with which to manage the economy and financial system.

Selected Events in the Evolution of the Financial System

The following table gives a selection of events which have been significant in the on-going development of the Australian financial system since 1980. The events from 1980 to 1996 are substantially drawn from Wallis (1997: 571-574), while the entries from 1998 to 2002 are selected from various Reserve Bank Bulletins.

Table 1 A Selection of Important Events in the Evolution of the Financial System
	Year
	Event

	1980 
	First cash management trust was established.

Interest rate ceilings on trading bank and savings bank deposits were dismantled from this time; some limits on minimum and maximum terms on fixed deposits remained.

	1981
	Minimum term on certificates of deposit was reduced to 30 days.

	1982
	The Treasury Bond (T-Bond) tender system was approved.

The minimum term on trading bank fixed deposits was reduced from 30 to 14 days for amounts greater than $50,000, and from 3 months to 30 days for amounts less than $50,000.

Savings banks were allowed to accept deposits of up to $100,000 from trading or profit-making bodies.

Controls which placed ceilings on interest rates that could be charged on borrowings were removed, but a 13.5% cap on existing housing loans remained until 1986.

Minimum term on certificates of deposit was reduced to 14 days.

Requirement of one month’s notice of withdrawal on savings bank investment accounts was removed.

Quantitative lending guidelines removed.

	1983
	The Commonwealth Government announced that it would allow entry of 10 new banks, including foreign banks.

The A$ was floated and most exchange controls were abolished.

	1984
	All remaining controls on bank deposits were removed.  The restrictions that were lifted included minimum and maximum terms on deposits, savings bank exclusions from offering cheque facilities, and the prohibition of interest on cheque accounts.

Foreign investment guidelines on ownership of merchant banks were relaxed. 

The Australian Payments System Council (APSC) was established.  

Credit Union Services Corporation (Australia) Limited established a mechanism for credit unions to issue cheques on an agency basis.

	1985
	Sixteen foreign banks were invited to establish trading operations in Australia ( the first foreign bank, Chase-AMP, began operations in the last quarter. 

PAR replaced LGS convention.

Electronic funds transfer at point of sale (EFTPOS) was introduced.

	1986
	The electronic funds transfer code of conduct was developed.

The Cheques and Payments Order Act 1983  was amended to allow NBFIs to issue payment orders and to formalise agency arrangements for cheque issuing. 

Interest rate ceilings on new home loans removed.

	1987
	The dividend imputation system took effect from mid-year.

Savings bank reserve asset ratio reduced to 13%.

	1988
	The RBA introduced consolidated risk-weighted capital requirements for banks, consistent with Bank for International Settlements’ proposals.

Statutory Reserve Deposits (SRDs) replaced by Non-callable Deposits (NCDs) at the RBA. Banks required to deposit 1% of their total liabilities excluding shareholders funds at the RBA and the interest paid on these funds was 500 basis points below the market rate.

PAR reduced from 12% to 10%.

	1989
	Formal distinction between savings and trading banks removed in December.

	1990
	ANZ and National Mutual announced plans to merge; the Commonwealth Government opposed the merger on competition grounds. The Commonwealth Government announced the ‘six pillars’ policy.

PAR reduced to 6%.

	1991
	The Commonwealth Bank of Australia acquired the State Bank of Victoria.

Commonwealth Bank shares were offered to the public for the first time.

A twelve-month freeze on redemptions in unlisted property trusts was announced following a run of redemptions.

The Commonwealth Government announced a Superannuation Guarantee Charge effective from 1 July 1992.

The House of Representatives Standing Committee on Finance and Public Administration (Martin Parliamentary Committee) released a report recommending a feasibility study of direct payments system access for NBFIs, establishment of a high-value electronic payments system, a formal Prices Surveillance Authority (PSA) brief to examine the profitability of the credit card business and the establishment of a code of banking practice.

The Australian Securities Commission (ASC) became the regulator for corporations and for securities and futures markets under Corporations Law.

	1992
	Authorised foreign banks were allowed to operate branches in Australia, but were not allowed to accept retail deposits. Limits on the number of new banks that could be established were removed.

Mortgage originator ‘Aussie Home Loans’ was established.

The Australian Financial Institutions Commission (AFIC) was established to supervise building societies and credit unions.

The Australian Payments Clearing Association was established.  

	1993
	The Commonwealth Government Banking Policy Statement was announced, which included changes to the interest withholding tax arrangements and a call for the PSA to monitor credit card interest rates and fees.

The Australian Bankers’ Association released the code of banking practice to be monitored by the APSC. 

Interest paid on NCDs increased to 13 week T-Note rate.

	1994
	The NSW Government sold the State Bank of NSW to the Colonial Mutual Life Association. 

	1995
	The TPC allowed the Westpac acquisition of Challenge Bank, and elucidated market definition criteria for the sector.

The South Australian Government sold the State Bank of South Australia to Advance Bank.

The first international stored value (‘smart’) card trials were conducted in Australia.

The Commonwealth Government allowed acquisition of a majority interest in the National Mutual Life Association of Australia by AXA SA, contingent on the demutualisation of National Mutual and formation of a new holding company for the National Mutual group.

Interest paid on NCDs reset at the 500 basis points penalty.

	1996
	Banks, building societies, credit unions and life companies were allowed to provide a retirement savings account product from mid-1997.

Commonwealth Bank shares were offered to the public for the second time. 

The Queensland Government announced the merger of Metway Bank and the government owned SUNCORP insurance and finance group.

The Uniform Consumer Credit Code applied from November.

	1997
	St. George Bank merged with Advance Bank.

PAR reduced to 3%, effective 23 June.

	1998
	Real Time Gross Settlement (RTGS) for high-value payments effected 22 June leads to elimination of settlement risk for these payments.

RBA and ACCC release MOU covering respective responsibilities for access and competition in the payments system.

RBA and APRA release MOU covering respective responsibilities for promoting stability in the financial system.

	1999
	Electronic clearing of cheques promises two-day clearing – close to world’s best practice.

Sydney Futures Exchange granted an Exchange Settlement Account (ESA) and thus access to settlement processes – the first non-bank or special provider to do so.

NCD requirement for banks removed.

	2000
	Issuers of purchased payment facilities, smartcards and e-cash brought under APRA supervision.

	2001
	RBA brings credit card schemes under its regulatory oversight and consultation document on credit card scheme reform released in December.

	2002
	Cashcard Australia granted an ESA.


Consequences of Reform
The Campbell Committee (Campbell, 1981) was set up to examine the Australian financial system and was concerned to promote efficiency in the system without jeopardising stability. Thus it recommended the removal of regulation which undermined efficiency, such as the interest rate controls and lending directions, and the strengthening of prudential oversight to bolster stability. 

The Campbell Committee identified three forms of efficiency – operational, dynamic or innovative and allocative – that it hoped deregulation would improve for the benefit of all Australians. Operational efficiency is the ‘normal’ concept of efficiency, a given output at the lowest cost. Thus an increase in operational efficiency would be reflected, for example, in a reduction in operating costs and a consequent ability of the banks to reduce their interest rate margins – the margins between the cost of funds and the return from funds lent. Dynamic efficiency is the capacity of the financial system to generate financial innovations to meet the changing needs of customers. Allocative efficiency is achieved when funds flow to the highest-yielding projects and thus generate the greatest return to the economy.
Did deregulation achieve the Committee’s expectations? The Martin Committee (the House of Representatives Standing Committee on Finance and Public Administration) in 1991 found that:

 It is evident that deregulation had led to a significantly more competitive environment within the banking industry and financial sector as a whole. There is a far greater number of institutions competing for market share than was the case prior to deregulation. Also the substantial erosion of traditional lines of demarcation has allowed banks and non-bank financial intermediaries to compete across a wide range of activities for a more varied spread of business (Martin, 1991).

The Wallis Inquiry set up in 1996 and reporting the next year (Wallis, 1997) was an administrative reaction to the sweeping reforms which had taken place since the presentation of the Campbell Committee Report. The Wallis committee was charged with reviewing past reforms, considering factors likely to drive further change and making recommendations for further improvements to streamline regulation to ensure an efficient, responsive, competitive and flexible financial system (Wallis, 1997: vii). Wallis came to similar conclusions to those of the Martin Committee. 

There is no doubt that the community enjoys a greater choice and availability of finance at almost all levels, that there is improved cost efficiency in domestic markets and institutions, and that greater dynamic efficiency is manifested as continuing capital investment in the financial system and increased product innovation. However, the effects on individuals and communities of the changes in service delivery methods have been variable. Arguably, while almost all have enjoyed the greater choice and availability, some changes have penalised rural and remote communities.

Face-to-face services have been withdrawn from local areas through branch and agency closures. In June 1990, there were 6921 bank branches and 7712 bank agencies. By June 2001, there were 4712 bank branches remaining open and 5043 agencies (at June 2000) (APRA data). Building societies and credit unions have also reduced their face-to-face outlets over the same period.

Service delivery has been increased through electronic channels (phone, internet, ATMs and EFTPOS) and hybrid services (giroPost and RTCs). Unfortunately for members of small communities and those who live in remote areas, busy areas such as major shopping centres have enjoyed increased services while others have suffered changes or reductions in services.

The installation of ATMs for the withdrawal of cash has facilitated payments. Initially, most ATMs were programmed to accept deposits as well. However, to reduce costs, many ATMs are programmed no longer to accept deposits. This leaves customers with the misfortune to have received a cheque or having too much cash little option but to drive to the nearest branch to make deposits. The number of ATMs has risen steadily but not spectacularly from 4600 in 1990 to 13 300 in 2002 (RBA, 2002; Cashcard, 2002). FIs have pursued a policy of trial and error for locating ATMs. However, few have been established in more isolated rural or remote areas, because of the high cost of regular servicing.

Businesses of all descriptions, supermarkets, hardware stores, fuel stations, speciality stores, doctors, dentists, veterinary surgeons, hospitals, lawyers, funeral directors and even mobile businesses like taxis, have installed the equipment to make EFTPOS a viable payments mechanism. Whilst this has been a valuable development for facilitating payments, the installation of EFTPOS terminals in rural and remote areas has been the lifeblood of commerce as other more traditional banking services have been withdrawn. Chart 2 shows the growth in EFTPOS terminals.
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Drawing on a European model of financial services delivery, Australia Post developed giroPost in 1995. giroPost is a personal banking network with services available in 2001 at 2821 electronically-linked outlets. The service allows consumers to withdraw and deposit funds, check balances and open personal accounts with two of the major banks including Commonwealth, seven of the second-tier banks, three building societies, RAMS Home Loans and 57 credit unions (RBA, 2002). In addition, giroPost outlets accept payments for accounts, for example, for electricity, gas, vehicle registration, telephone and the Australian Taxation Office. The establishment of giroPost filled a vital need for payment services for individuals but, because it initially has not accepted business transactions, there has been pressure for the service to be expanded especially in rural and remote areas. In 2001, it was announced that the service would be expanded on a trial basis to 150 selected areas to include business payment services.

Rural and Remote Experiences

Rural centres have generally lost 2-3 bank branches and often have none or one remaining. Similarly, there may be no building society or credit union outlet. There may or may not be an ATM. Generally, there will be a number of EFTPOS connections, the number varying with the size of the town and the services offered. There is giroPost in the larger towns (e.g. Weipa, Bamaga, Burketown, Broome).

In remote areas such as Arukun, Doomadgee, Mataranka, Dampier Peninsula, there are no FIs branches, no ATMs and no giroPost. There may be one or two EFTPOS connections at the pub and at the general store. Financial services are provided by the pubs and stores by cashing cheques and offering credit (‘tick’).

Indigenous people, indeed all people, need financial services of various types in varying degrees. Most often used are transactions services, followed by savings vehicles and housing or investment finance. At a higher level and less often required is business capital formation. Financial planning and advice might be considered a high level service, but might also be equally considered a vital base-level service that should be offered concurrently with all other services.

With respect to transaction services, some remote indigenous people cannot access bank accounts. Some, relatively few, remote people still receive social security payments by cheque. Cheques are cashed with local stores for current consumption and to pay off debts. Cheque cashing fees and increased prices to ‘captive’ customers are reported by financial councillors to be common.

On the other hand, many people in remote communities have bank accounts, social security is paid in electronically and expenses are paid by EFTPOS. However, confident use of e-banking rests on certain minimum levels of literacy, technical ability, manual dexterity, sight, etc. In some cases, access cards (debit cards) and PINs are held by storekeepers on behalf of captive customers. It has been reported in the media that this practice will be outlawed. 

Current Solutions 

Centrepay has offered some solutions, with direct transfers made on behalf of clients by Centrepay for rent, utilities and regular expenses such as ambulance. Transaction costs of $1 per transaction are paid by recipients and greater than 3000 entities accept these transfers. An effort has been made to engender a savings regime.

Rural transaction centres (RTCs) provide basic banking, postal, Medicare claim, phone, fax and internet services. They provide face-to-face service required by people with poor levels of literacy, technical ability, sight, manual dexterity, etc. As at April 2002, of 279 approved RTCs, 22 (7%) are sited in indigenous areas but only one of these (Mataranka) is open

The Traditional Credit Union is a credit union operating in remote areas of northern Australia. It performs the tasks of the traditional credit union. It manages the monies of a group of people in a community for their benefit and the benefit of the community. It has nine branches and greater than 5000 members located in the Top End. It employs indigenous staff and uses indigenous languages. At Sept 2001, it had assets of $5.9 million and had made loans to members to buy refrigerators and other consumer durables. While the current loan portfolio may be focussed on the acquisition of consumer goods, there is a major ancillary benefit in that customers establish credit records which will stand them in good stead in the future.

Savings and good savings records are vital to the development of a strong and financially confident indigenous sector. A savings ethic needs to be strongly encouraged. Savings are usually necessary to acquire a deposit and savings records are necessary to access credit for investments or housing. 

There are additional problems hindering indigenous capital formation. Communal title to land prevents use of the land as security for housing finance. Much local expenditure leaks out of communities and does not provide local employment, so that normal economic multipliers do not eventuate. Hence, community savings potential is further impaired.

Business capital formation and financial planning and independence are probably goals unattainable by indigenous communities as a whole as yet. However, the best chances for progress in the near future lie with Centrepay’s efforts to assist in the establishment of good payment records, and with the TCU helping to facilitate the development on non-indigenous financial skills and objectives. 

Conclusion

This paper has examined deregulation of the banking and finance industry which has taken place in Australia since the early 1980s. The deregulation process was started because it was obvious to informed observers that regulation had run its course. Monetary policy was no longer an effective tool for regulation of the financial system and regulation of the banking industry was impairing the development of the Australian economy. 

The consequences of reform have been many. While there have been increases in the range, choice and quality of financial products and increases in efficiency in its three major forms, some changes have had adverse effects for some communities. Rural and remote communities have lost face-to-face outlets, but in some cases have gained electronic service delivery channels. Such delivery mechanisms are not always appropriate for every community or indeed for individuals lacking effective levels of literacy, technical ability, manual dexterity or sight. The establishment of Centrepay, RTCs and the Traditional Credit Union in the Top End are all solutions which are helping to fill the service void.
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� The maximum interest rate payable on small balances in savings accounts was fixed by regulation at 3.75% from 1969 to 1980.
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				Banks		NBFIs		Other		Total Assets ($b)

		1965		56.3		14.7		28.9		23

		1970		49.8		21.9		28.3		77

		1975		48.7		28.7		22.6		153

		1980		45.8		32.7		21.5

		1985		44.3		30.1		25.6

		1990		47.6		21.2		31.2






