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Chair’s foreword 
 

 

Competition within the mortgage market has grown considerably since financial 
deregulation in the 1980s. In particular, the entry into the market of non-bank 
lenders and overseas financial institutions has resulted in greater competition, 
lower interest rates and margins, and an increase in mortgage products. 

In August 2007, the collapse of the US sub-prime mortgage market disrupted 
wholesale funding markets around the globe making it extremely difficult for 
lenders to access funding, as well as undermining consumer confidence. During 
September 2008, the upheaval in financial markets escalated with large falls in 
equity prices and severe volatility across financial markets. As a consequence, a 
number of governments, most notably the US and the UK, implemented financial 
stability packages in an attempt to stabilise their financial systems. 

During the past year there has been a noticeable increase in interest rates due to 
increases in the official cash rate but also increases in the cost of funding. Between 
January and September, Australia’s four largest banks increased their interest rates 
by an average of 100 basis points, of which 50 to 60 basis points were raised 
independently of the Reserve Bank of Australia’s (RBA) official cash rate. There 
has also been a reduction in the number of institutions offering home loan 
products. 

Early in the year the rise in interest rates, combined with increasing petrol and 
grocery prices, put Australian households under financial pressure. Fortunately, 
the Reserve Bank of Australia, between September and November, reduced the 
official cash rate by 200 basis points to 5.25 per cent and the world price of oil is 
currently falling. The banks have passed on some of this rate cut but not all. For 
commercial rates to fall further the cost of funding needs to decrease and 
competitive pressures within the market place need to be more effective.   

The non-banking sector, which has primarily used securitisation as the main 
source of funding, has found it particularly difficult to remain competitive in the 
current financial conditions. This has resulted in a decrease in competitive 
pressure within the banking and non-banking sectors. 
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The government is currently taking positive steps to increase liquidity both for the 
banking and non-banking sectors. There is still some uncertainty as to how long 
the recent downturn in the global financial market will last and the government 
should therefore continue to monitor the state of the market in light of any future 
developments. 

The committee has also recommended that government examine a range of other 
proposals that could provide additional liquidity including expanding the RBA’s 
repurchase agreements by extending their term to maturity even further and 
allowing Authorised Deposit-Taking Institutions to issue covered bonds. 

In addressing matters relating to the state of competition, the committee received 
evidence on a range of other issues including: investigating and addressing issues 
of concern within the market; positive credit reporting; the government’s account 
switching facilitation package; the regulation and entry and exit fees; and 
consumer protection for borrowers. The committee has recommended that: 

 government review the current adequacy of the Trade Practices Act to 
extend the Australian Competition and Consumer Commission powers; 

 government implement the findings of the Australian Law Reform 
Commission’s report recommendations on reforming Australia’s credit 
reporting system; 

 government review the account switching package in 12 months time 
and that consideration be given to including card schemes in the 
package; 

 government consider mechanisms for making entry and exit fees more 
transparent and for addressing unfair entry and exit fees; 

 government consider the feasibility of regulating unsolicited credit card 
limit increases; 

 the Australian Securities and Investments Commission includes a 
glossary of standardised financial terms and Treasury develop a 
standardised key facts document for mortgage products to help 
consumers to compare financial products; and 

 government make it compulsory for all credit providers to be a member 
of an external dispute resolution scheme approved by ASIC. 

On behalf of the committee I would like to thank all of the groups that participated 
in this inquiry. 

 

Craig Thomson MP 
Chair 
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On 3 June 2008, the Treasurer requested the Committee to conduct an inquiry with 
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in Australia. The inquiry will pay particular attention to home mortgage products and 
linked facilities frequently offered to consumers such as credit cards and savings accounts. 

1. The Committee will undertake a stock take of the Australian retail banking and non-
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a) recent developments in relation to products, providers and distribution 
channels;  

b) the current state of the retail banking and non-banking industries;  

c) the likely drivers of future change and innovation in the retail banking and 
non-banking sectors including the continuing impact of technological 
developments; and 

d) comparisons with relevant international jurisdictions. 

2. The Committee will also identify any barriers that may impact on competition in the 
retail banking and non-banking sectors, and policies to enhance further competition 
and product choice for consumers. 
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List of recommendations 
 

 

Options to increase competition 

The committee believes that the ‘AussieMac’ proposal is not a suitable 
model for the Australian context. 

The committee supports the move by the government to have the 
Australian Office of Financial Management (AOFM) allow both 
Authorised Deposit-Taking Institutions (ADIs) and non-ADIs to 
purchase $8 billion in RMBS over the next 3 years. 

The committee believes that the actions taken by the government are 
positive steps toward adding additional liquidity within the market. 

Recent difficulties in the Residential Mortgage-Backed Securities (RMBS) 
market, as a consequence of the global financial crisis, have made it 
difficult for some mortgage providers to actively compete in the 
mortgage market. As a result, the committee welcomes the government’s 
initiatives to invest $8 billion of RMBS in order to support recovery in the 
RMBS market. 

Recommendation 1 

The committee recommends that the government continue to monitor the state of 
the Residential Mortgage-Backed Securities market and review the adequacy of 
the current level of investment in light of future market developments. 

 
Reserve Bank of Australia’s repurchase agreements 

The committee supports the steps taken by the Reserve Bank of Australia 
(RBA) to widen the range of securities that it will accept as collateral and 
to lengthen the term to maturity. 
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The RBA repurchase agreements are an effective tool for adding short 
term liquidity to the market. However, there is still a concern that 
expanding the repurchase agreements by extending their term to 
maturity even further may place additional unnecessary risk on the RBA. 

The committee believes that while there is merit in the proposal to make 
repos a long term funding option, further study on whether this will 
place additional risk on the RBA needs to be undertaken. 

Recommendation 2 

The committee recommends that the Reserve Bank of Australia examine the 
appropriateness, feasibility and risks of expanding the repurchase agreements by 
extending their term to maturity even further and provide a public audit report 
within six months. The report must be made available to the committee for 
review. 

 
Covered Bonds 

The committee believes that further study on how covered bonds would 
be regulated needs to be undertaken. 

Recommendation 3 

The committee recommends that the Treasury examine the appropriateness and 
feasibility of allowing Australian authorised deposit-taking institutions to issue 
covered bonds. 

 
Investigating and addressing issues of concern 

The Trade Practices Act 1974 already contains a broad range of 
investigation and enforcement powers in relation to suspected breaches 
of the Act including, mechanisms to monitor competition in particular 
industries, and substantial penalties for breaches of the competition 
provisions. There are also a range of general consumer protection 
powers. 

Some concerns were raised with the committee regarding whether the 
current mechanisms were adequate to monitor the state of competition 
within the banking and non-banking sectors. 

Recommendation 4 

The committee recommends that the government review the current adequacy of 
the Trade Practices Act 1974 to provide the Australian Competition and 
Consumer Commission the powers to investigate and address issues of concern 
in markets and regulated sectors. 
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Positive credit reporting 

The committee concurs with the Australian Law Reform Commission's 
(ALRC) recommendation that there should be some expansion of the 
categories of personal information that can be included in credit 
reporting information held by credit reporting agencies. 

Recommendation 5 

The committee supports the findings of the Australian Law Reform 
Commission’s report and urges the government to implement the report’s 
recommendations on reforming Australia’s credit reporting system. 

The account switching facilitation package 

Card scheme inclusion in the switching regime 
The committee supports the combined effort of the government and the 
Australian Payments Clearing Association (APCA) to encourage card 
schemes to participate in the new switching regime. 

The committee accepts that it is relatively easy for consumers to switch 
between card schemes. However, the committee notes that a consumer 
that holds a mortgage may also hold a credit card with the same 
mortgage provider and so may feel inhibited from switching between 
card schemes. 

Recommendation 6 

The committee recommends that consideration be given to including card 
schemes in the Account Switching Package. 

 
Account number portability 

The committee accepts evidence, which suggests that a central account 
registry could improve the efficiency of switching between financial 
institutions, but also understands that there may be significant costs in 
moving from a bilateral to a more centralised system.  

The committee would like to see an examination of the costs and benefits 
of implementing a system, which could support a more centralised 
account switching process which would allow financial institutions to 
undertake this process on behalf of the consumer. The committee also 
believes that privacy considerations need to be taken into account under 
such a model.  
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The committee is aware that Australia’s payments system operates 
differently to that of The Netherlands. However, the committee would 
also welcome a thorough investigation of the costs and benefits of 
implementing a switching system similar to that of The Netherlands. 

Recommendation 7 

The committee recommends that after 12 months in operation, the Treasury 
review the Account Switching Package with consideration being given to any 
areas in which it may be enhanced, including consideration of the costs and 
benefits of a more centralised account switching system, such as those in 
operation in the UK and The Netherlands. 

 
Regulation of entry and exit fees 

The committee acknowledges that there is community concern about the 
current level of entry and exit fees on some mortgage products. 

Recommendation 8 

The committee recommends that, as part of the adoption of responsibility for the 
regulation of credit and the introduction of a national consumer policy 
framework, the government consider mechanisms for making entry and exit fees 
more transparent and for addressing unfair entry and exit fees. 

Consumer protection for borrowers 

Financial literacy 
The committee supports the goals and objectives of the Financial Literacy 
Foundation and encourages it to build on the work it has already done. 

Furthermore, the committee believes it could be most useful to people 
who are trying to understand the products which are available if there 
were a glossary of standardised financial terms in very simple language. 
This glossary could be placed on both the Australian Securities and 
Investments Commission's (ASIC) consumer website and the 
Understanding Money website. 

Recommendation 9 

The committee recommends that the Australian Securities and Investments 
Commission includes a glossary of standardised financial terms in simple 
language on its consumer website and also on the Financial Literacy 
Foundation’s website. 

 



 xvii 

 

 

Predatory practices relating to credit cards 
The committee agrees that it is an undesirable practice for lenders to 
push people to increase their credit limits regardless as to whether or not 
those people are able to understand the implications of taking on more 
debt or if they will be able to repay the increased debt. 

Recommendation 10 

The committee recommends that, as part of its adoption of responsibility for the 
regulation of credit, the government consider the feasibility of regulating 
unsolicited credit card limit increases. 

 
Consumer information to compare products 

The committee believes that, in addition to the work Treasury is doing to 
improve product disclosure, there is a need in Australia for some sort of 
standardised ‘key facts document’, similar to the UK model, to help 
consumers to compare effectively mortgage products. 

Recommendation 11 

The committee recommends that the Treasury develop a standardised key facts 
document for mortgage products, based on the UK model, to help consumers to 
compare financial products. The standardised key facts document must be 
provided to the committee within twelve months. 

 
External dispute resolution 

The committee notes that there is currently no legal obligation for 
providers of credit or financial advice associated with credit, other than 
ADIs, to belong to an external dispute resolution scheme, although some 
non-ADIs voluntarily belong to such schemes. 

In view of the concerns expressed by CHOICE and other stakeholders, 
the committee welcomes and supports the creation, as part of 
government reforms of the financial services regulatory regime, of an 
external dispute resolution body to which all licensed lenders must 
belong, to be introduced by mid-2009. 

Recommendation 12 

The committee recommends that, as part of its adoption of responsibility for the 
regulation of credit, the government make it compulsory for all credit providers 
to be a member of an external dispute resolution scheme approved by the 
Australian Securities and Investments Commission, as is currently the case for 
deposit-taking institutions. 


