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National Regulation of Finance Brokers

Western Australia has been working for some time with other States and
Territories on developing nationally consistent finance broking regulation. A
draft bill was released for public comment by New South Wales in late 2007.
However, it is now clear that the Commonwealth intends to take over the
regulation of all credit, including finance brokers. DOCEP is closely involved
in this process and will continue to provide input to the Commonwealth’s
Financial Services and Credit Reform Implementation Taskforce as to how
this might be best achieved based on DOCEP’s own experience in regulating
finance brokers, as well as credit providers.

In its recent submission to the Commonwealth Treasury in reply to its June
2008 Green Paper on Financial Services and Credit Reform, DOCEP noted its
support for regulation and licensing of all parties providing credit advice,
whether independent financial advisers, finance brokers or lenders,
including both bank and non-bank lenders. DOCEP believes this would
ensure that borrowers have access to appropriate advice whether they
obtain a loan through a broker, or directly through a bank or non-bank
lender.

Costs of Product Switching

As the benefits of competition are generally premised on a consumer’s
ability to choose amongst different products to take advantage of
differences between price and/or product features, the level of costs
associated with switching products is of particular significance. Where
switching costs are high, consumers are less likely to be able to take full
advantage from the benefits of competition.

While increased competition in the lending sector from non-bank lenders
appears to have reduced interest rate margins, it does not appear the same
reduction has been seen the level of credit fees and charges, including costs
for switching loan products.

DOCEP notes that a recent report by the Australian Securities and
Investments Commission (“ASIC”) found that the range and size of mortgage
fees had increased in Australia over the last 20 years. The report also noted
that, while entry fees are low, Australian consumers are charged
comparatively higher mortgage early termination fees than consumers in the
United Kingdom and the United States.
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As such, it is unlikely that Australian consumers are able to take full
advantage from the potential benefits from competition. In fact, where
significant termination fees are being charged, Australian consumers may
find themselves worse off as a result of being effectively stuck in an
inappropriate loan. -

Commonwealth Responses to Switching Issue

DOCEP supports recent Australian Government efforts to address the issue
of making it simpler and less costly for consumers to switch to less
costly/more competitive mortgage products. DOCEP also notes the Senate
Economics Committee’s inquiry on unfair penalty fees in the context of
Senator Fielding’s ASIC (Fair Bank and Credit Card Fees) Amendment Bill
2007. It is suggested that recent developments in the United Kingdom in
relation to credit fees and charges be taken into consideration in coming to
position on the regulation of credit fees and charges.

DOCEP supports recent Australian Government efforts to address the issue
of making it simpler and less costly for consumers to switch to less
costly/more competitive mortgage products. DOCEP also notes the Senate
Economics Committee’s inquiry on unfair penalty fees in the context of
Senator Fielding’s ASIC (Fair Bank and Credit Card Fees) Amendment Bill
2007. It is suggested that recent developments in the United Kingdom in
relation to credit fees and charges be taken into consideration in coming to
position on the regulation of credit fees and charges.

State and Territory Approach to Fees and Charges

DOCEP also notes that State and Territory Ministers agreed at the May 2008
MCCA meeting to make all credit fees and charges reviewable under
proposed fringe lending amendments to the Consumer Credit Code. The
proposed amendments include provisions aimed at enhancing the ability of
consumers to challenge unfair consumer credit charges imposed by lenders.

The key principle underpinning the proposed approach is fairness, which in
relation to establishment, early termination, prepayment and default fees,
is linked to cost or loss. DOCEP suggests that this approach would assist in
addressing concerns raised by the Hon Wayne Swan MP, Treasurer, in regard
to high ‘exit’ fees imposed by mainstream lenders on borrowers who wish to
pay out a mortgage early, or switch their loan to another lender who may be
offering more competitive interest rates.
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CONCLUSION

DOCEP thanks the Committee for the opportunity to make a submission and
is hopeful that the various Commonwealth initiatives which have a bearing
on the provision of consumer credit have a coordinated effect of benefiting
all Australians.
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