
PwC | Major Banks Analysis | 1

The window of 
opportunity: 
Recovery sets stage for delivery 
with purposeful ambition

Banking Matters | Major Banks Analysis Half Year 
May 2021

pwc.com.au



Common equity tier 1

12.44% +106bps hoh 
+151bps pcp

Operating expenses (ex notables) 

$18.6b 0% hoh 
-2% pcp

Non-interest income (ex notables)

-6% hoh  
-8% pcp $8.2b

Net interest margin
+2bps hoh 
-6bps pcp 1.87%

Cash earnings
+55% hoh  
+66% pcp $13.8b
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CE rose, driven by a large reduction (credit) in impairment 
expense as economic outlook improved and by reducing, albeit 
persistent, presence of notables. Underlying result excluding 
these was broadly flat. Result would (likely) have been stronger 
had all banks reported for the same calendar period Oct-Mar.a

Improved in the half as the impact of lower funding costs, RBA 
facility and deposit migration to ‘at call’ had significant impact. 
However, not enough to drive an increase in interest income. 
Against pcp and on historical trend a continuation of secular 
decline, driven by competition and overall rate environment.

Essentially flat hoh as costs associated with supporting 
customers and processes through COVID as well as increased 
staffing requirements in relation to risk and compliance 
activities were balanced by savings from productivity 
initiatives, technology and reduced property costs. 

Lending growth (annualised)

+0.73% +640 bps hoh 
-462 bps pcp

Moderate total credit growth reflecting a rebound in 
owner-occupied lending growth, which has now returned 
to pre-pandemic levels, and only a small recent uptick in 
business lending. 

Return on equity (annualised)

+352 bps hoh 
+379 bps pcp 10.3%

Up, along with the rise in CE, and for the same reasons. 
RoE is still lower than pre-COVID levels, reflecting the 
reality of this new era - high levels of capital and relatively 
flat earnings. 

Down as markets income pulled back with reduced volatility. 
Ex markets, continuing modest declines each half as sales of 
businesses and reductions in customer fees narrow the base 
of fee-earning activities. 

Expense-to-income (ex notables)

46.8% +91bps hoh 
+115bps pcp

Expenses were flat for the half with non-interest income 
falling. Against pcp the income reduction was larger. Costs 
remain a critical lever in the outlook.

Constrained dividends, coupled with elevated profitability, 
have helped increase CET1 capital to absorb losses if they 
arise or conversely be deployed to support the recovery and 
the opportunities it presents. 
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Remediation 
-58% hoh 
-59% pcp $0.68b

These have fallen hoh as the majors work through their 
remediation programs, with optimism that banks are 
entering the latter stages of the past issues.   

Note: Figures above are in respect of continuing operations and include the impact of notable items unless otherwise stated. Comparative analysis is against results as 
reported in second half 2020 (hoh) or a comparison with the first half of 2020 (pcp). 

a. One bank’s financial year starts in July so 1H21 results reflected a more uncertain economic environment earlier in the pandemic

Credit impairment expense

$109m -$5.6b hoh 
-$5.8b pcp

Overall a net benefit as improvements in the economic outlook 
led to adjustments in COVID-19 provisioning. Realised losses 
remain limited to date given levels of government support during 
the half and lag for insolvencies. Stock of deferred loans down 
to $12bn (in Feb - a 94% fall from its peak). 

write-back

Credit provisions 

$22.2b -5% hoh 
+7% pcp

Down due to some release of prior-year provisioning as 
economic outlook has improved. However, as uncertainty 
remains elevated (end of JobKeeper, vaccine rollout, 
COVID-19 variants, etc.) higher provisions remain. 

Reshaping the business
-35% hoh 
-61% pcp $0.79b

Remains a feature of results as latter stages of reshaping 
remain ongoing and net of gains related to a fintech 
investment.
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Improved results driven by a rebounding economy and 
significantly-improved outlook, though significant challenges 
and risks remain; it’s a time for determined execution and 
purposeful ambition. 

The major banks delivered dramatically improved financial results 
in 1H21, buoyed by lower (but persistent) notable charges and by 
positive adjustments to credit provisions as the economic recovery 
and outlook brightened. The results also demonstrate that long-
term trends remain real and some have been exacerbated by 
the pandemic - lower margins and fee base, changing customer 
and staff preferences, uncertain and uneven credit growth and a 
cost base that needs to match the future shape of the businesses 
(including ‘notables’). Continued and determined execution is 
required to complete what has been started and to capture the many 
opportunities a recovering Australia presents, which we describe 
below.  

When it comes to balance sheets, business architecture, and 
reputation, the banks are arguably stronger than they have been in a 
generation. This, along with the macro outlook for continued global 
growth, gives us much to be optimistic about. However, this is a time 
to respect uncertainty. Important risks and challenges remain for the 
industry, and for many of the reasons above, we know the superlative 
economics which characterised the prior era will not return. There’s a 
need for determination and resolve. 

But there’s also a need for courage and ambition. Australians and 
others around the world are showing new resolve as we emerge from 
the COVID-19 crisis, and are looking to their institutions to address 
some of our most profound and longstanding challenges. 

The banking system has a critical role to play, and especially the 
major banks.
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Earnings snapped back in 1H21 thanks to low levels of credit losses and releases of provisions and lower notable 
charges. Lending  growth was limited and focused in housing, with evidence of emerging growth from the prior 
half. Margins ticked up slightly thanks to a boost from lower funding costs, though they continued their downward 
trajectory on pcp, and non-interest income continues to decline. Capital and liquidity are strong. 

Earnings recovered to $13.8b thanks to a large reduction (a net write-back) 
in charges for credit losses/provisions and large reduction in notable items

The first half of FY21 has been an almost inverse of 2020. Credit losses were actually a positive impact for the half (net 
write-backs), thanks to low levels of actual defaults and the write back of some provisions reflecting the improved economic 
outlook. Loan deferrals have come down 94% from their peak (as of the end of Feb) and, to date, business insolvencies have 
not materially changed though, of course, JobSeeker benefits have only recently come to an end. 

Source: Bank reports, PwC Analysis

Cash earnings (left axis) Return on equity (right axis)
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Figure 1: Recovery of earnings to levels of prior era; ROE reminds us that times are different 

positive credit impacts
and lower notable charges 

rebound in results, with
Unexpectedly rapid
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1. $0.7 billion in remediation for conduct-related issues and $0.8 billion in costs for reshaping the business. 

The highlights of the results are as follows: 

Cash earnings rose to $13.8 billion, up $4.9 billion 
(55%) hoh (up $5.5 billion or 66% pcp), which is 
back to pre-pandemic levels. Results would likely 
have been stronger still if all banks reported at 31 
March. Return on equity (ROE) was also up, returning 
to double digits at 10.3%, but still lower than almost 
any other half before 2019.   

Credit impairment expenses fell by $5.6 billion, 
reflecting the reassessment and reduction in 
provisions taken over the last two halves in 
anticipation of COVID-19 related losses as the 
economic outlook has improved and losses 
remained (to date) limited. The stock of deferred 
mortgages has almost disappeared. Uncertainty 
remains in the credit loss outlook however, with the 
pandemic outlook uncertain, an uneven recovery 
by sector and the natural lag for insolvencies and 
defaults to emerge further masked by government 
support that has only recently ended. For this 
reason, credit provisions remain elevated at $22.2 
billion (down $1 billion hoh), though, at 82bps of 
gross lending assets (GLA), they remain well below 
the levels reached during the GFC. 

Notable items fell to $1.5 billion (pre-tax) but 
remain a significant feature1 ($1.3 billion after tax). 
This represents a $1.4 billion reduction hoh and $2.2 
billion pcp but at an absolute level remain high. 

Net interest margin (NIM) remained at historical 
lows but with an increase hoh to 1.87%. The 
hoh improvement of 2bps was driven by reduced 
funding costs and changes from term to at-call 
deposits, which offset a competitive lending market. 
The reduction of 6bps against pcp reflected  the 
combination of reduced rates, even at the longer 
end of the yield curve (thanks to a combination of 
quantitative easing and aggressive forward guidance 
by the Reserve Bank), and the dramatic rise in 
deposits as customers stockpiled liquidity during 
the lockdown.

Non-interest income decreased to $8.2 billion, 
continuing its steady decline by $0.6 billion hoh 
and $0.8 billion pcp and is now at levels we have 
not seen since the early 2000’s. The combination of 
business divestment, fee rationalisation and fall in 
customer activity during the lockdown has driven this 
decline. Against pcp, markets revenue added to this 
reduction which, while not abnormal, due to much 
less volatility in the half compared to a year ago.  

Expense-to-income excluding notable items rose 
slightly to 46.8% Costs were broadly flat hoh, while 
income fell.   

Lending grew 0.73%. The majors collectively grew 
their lending books modestly hoh, driven by growth 
in owner-occupied home lending and very modest 
overall growth in business lending.     

Common equity Tier 1 (CET1) rose to a record 
12.4%, up 106bps hoh (having climbed from 8% 
in FY13 when it was introduced), and elevated by 
retained dividend distributions during the earlier 
stages of the pandemic. 

Deposits continued growing, up $51 billion, 2% 
hoh and 5% pcp across both retail and business 
customers. Customers benefited from government 
stimulus packages and loan forbearance. At the same 
time, the recession and COVID-19 lockdown meant 
many had neither the incentive nor ability to deploy 
the cash.
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Too early to see the crisis in credit risk 
data and far too early to call it over

Given the level of government support and stimulus provided 
over the 18 months since the start of the crisis, it is perhaps 
unsurprising that we are yet to see the rise in bankruptcies 
and arrears we feared at that time. At the aggregate level, 
monthly bankruptcies in 2020 and 2021 (so far) are lower 
than they have been in 20 years. Non-performing business 
loans are likewise at record low levels, having remained flat 
since 2016.2

Obviously, some of this mild economic response to date is 
due to the quantum of fiscal and monetary stimulus we’ve 
seen. As it’s withdrawn and tails off, we should expect to 
see more stress, despite the more positive overall economic 
outlook. How much more is the five-billion-dollar question, 
five billion being the amount of increased credit provisions 
in 2020 before this week’s write backs. Much uncertainty 
remains however including the impact of the uneven 
recovery across sectors (and longer border closures than 
we had all hoped), the extent that stimulus and support had 
deferred inevitable failures and, of course, the pandemic 
itself. Faced with this, the majors have been judicious in 
adjustments to provisions. Should the recovery continue 
to surprise on the upside, credit costs could again be a 
tailwind, but that is by no means a certainty. 

Source: Bank reports, PwC Analysis
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Figure 2: Specific and collective provisions

2. In fact, the rise in NPLs since then has been entirely driven by mortgages, which are now almost double the level of business loans. This has been underway for 
several years and appears unrelated to the pandemic.
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Source: Bank reports, PwC Analysis
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Figure 3: Capital and capital adequacy 

Banking industry is focused 
and in best shape in a generation

We made the point in November that, when it comes to 
reputation, balance sheet and strategic alignment, the 
industry is in the best shape it’s been in a generation. 
Figure 3 highlights the continuing evolution of CET1, which 
exceeded 12% for the first time ever - the majors are holding 
$67 billion CET1 more capital today than they would have at 
H1 2014 levels. Liquidity and funding are also strong, though 
questions remain about what may happen to many deposits, 
which surged during the crisis, once confidence returns. 
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As mentioned, the major era of business disposals 
seems past its peak with the divestment of two mortgage 
aggregation businesses and two life insurers. As shown 
in Figure 4, most decisions have been made on this, and 
execution will be  largely complete within the next 12 months 
(Though the future of New Zealand subsiduries remains an 
open question).

By the end of the year, the big four franchises will be more 
focused on Australia and New Zealand core banking than 
at any time since the 1990s. At the same time, they’re 
beginning to explore alternative ideas about the best way to 
compete. Will some banking services become white-labelled 
commodities, to be distributed by non-banks with strong 
and clearly defined customer affinity? Will the technology 
stack become a standalone utility? Could we finally see 
the kind of separation between elements of the value chain 
that technology evangelists have been predicting since 
the arrival of the internet? In the years ahead, we expect 
to see more colour and complexity in the ‘traditional’ parts 
of banking than we’ve seen in some time. While the core 
purpose has returned to the critical role of managing liquidity 
and maturity transformation for the country, funding and 
arranging our capital (credit) requirements and facilitating 
transactions, there will be no shortage of innovation, choices 
and adaptation required to ensure the banks remain the 
institutions that are core to providing it.

Figure 4: Focusing the franchise on core banking in Australia and NZ

RetainedRetail banking

RetainedBusiness Banking

RetainedInstitutional Banking

Sold or being sold  
(One platforms business under auction)

Wealth distribution 
and advice

3 of 4 sold. One still remaining
Asset mgt. and  
superannuation

Sold or being sold
(One auction still underway)

Life insurance

Sold or being sold
(One auction still underway)

General insurance

Sold
Mortgage broking /  

aggregation
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Economies around the world have contracted less than 
expected during the COVID-19 crisis, thanks to ample 
and proactive government stimulus of the economy. 
This is especially the case in Australia, where an 
exceptionally vigorous recovery is already underway 
and the banks have started to feel the benefit.  However, 
the pandemic has taught us that relief can be short-
lived - now is the time to respect uncertainty and invest 
in resilience. At moments like these, hanging on to a 
little anxiety could go a long way. 

Economies bouncing back - though 
plenty to be cautious about

In short, the robust recovery economy many have been 
expecting for some time is underway, notwithstanding 
the risks and fragilities described below. We expect it to 
continue, barring another shock (like a major third wave). If 
anything, confidence is even higher, and indeed the share 
market has rallied substantially since our last report. In the 
US, should the Biden administration succeed in negotiating 
anything like the infrastructure stimulus it has proposed, the 
impact on global markets (and Australian export earnings) 
will be profound. This is before considering the power of 
example on other governments in Europe, Asia and, of 
course, here in Australia.

As we speak, a Liberal government in Canberra is 
entertaining investments in, and support for, carbon 
capture and renewable energy. This is off the back of the 
unprecedented fiscal stimulus last year. All are things few 
people would have thought possible 18 months ago. As we 
approach the next election, expect to see more surprises 
like these. 

Obviously, a dramatic change in expectations and inflation 
or a market correction or revaluation of sovereign credit risk 
could change this prognosis, and for this reason there’s 
been significant commentary about all these possibilities 
in Australia and around the world. For the time being, 
deflationary forces remain thoroughly embedded in the 
global economy, and most material sovereign debt is issued 
in domestic currency,4 so we suspect it may take some 
time before they can materially affect the economy. This 
was certainly the sentiment reflected by the RBA in this 
week’s rate announcement. Markets, of course, are another 
example of this uncertainty. Equity valuations, especially 
in the US and especially technology, are at extremely high 
levels, leading many to suggest that, at the very least, 
relative valuation and ‘rotation’ across sectors is likely.  

4. Greece and Italy are obviously exceptions; however, they enjoy determined support from the European Central Bank, issuance has been restrained relative to stock of 
outstanding debt, and markets so far are supportive. At the time of writing, spreads on Greek bonds are actually lower than in the US or Australia.

respect uncertainty
and a time to

Favourable outlook,
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Substantial uncertainty

In short, there remain important risks and fragilities. The 
pandemic continues and developments overseas show that 
it is far from over. Economic and technology disruption are 
still existential risks, and were highlighted prominently in a 
recent letter to shareholders from a major US bank that has 
stimulated significant commentary. Most importantly, the 
risks associated with regulation, compliance and conduct 
remain, notwithstanding the substantial work and evidence 
of progress to date in addressing them. Some of these 
things are in the banks’ control, others are not, but they 
all reflect the range of ways that the future could look very 
differently from current optimistic expectations. 

Uncertainty and risk are perhaps highest when we feel a 
challenge is overcome, and the environment for financial 
and non-financial risk seems most benign. It’s natural to 
assume lightning won’t strike twice or that the worst must be 
over, but pandemics, recessions, mistakes and operational 
failures are all problems that can reemerge. In 1919 the 
Great War was quickly followed by the Spanish Flu, and 
in 2004 in Southeast Asia the Avian Flu was followed by 
a tsunami.

It takes determination and resolve to remain truly alert at 
moments like this: to respect risk and continue investing 
in operational, technical and mental resilience. The 
following are some of the things that we suggest warrant 
consideration, whether in the external environment (i.e. 
uncontrollable but can be prepared for) or closer to home 
(i.e. directly relevant and controllable), in addition to the 
priorities which are normally discussed: cyber, fraud, 
technology reliability and operations: 

K-shaped recovery turning out to be more 
positive than expected – at least so far

To start, we note that the broad narrative of economic 
recovery masks important variation. Last year we 
talked about a ‘K-shaped’ recovery, with some sectors 
experiencing vigorous growth, and indeed prospering during 
the crisis, while others could expect to see their pre-crisis 
demand base disappear and never return (or certainly not in 
time for recovery). 

To date, the downward part of the K has been smaller than 
expected. This is encouraging.  However, the next 6-24 
months will present a critical test for many customers. As 
support and forbearance are fully withdrawn, businesses 
and families will confront a ‘new normal’ and inevitably 
some won't make it. They may take years to finally give up, 
however, supported by continued stimulus and support.5 
The aftershocks of the crisis may well be felt for many more 
years than those that preceded it. Should there be another 

unexpected shock, we will find that many customers will 
confront it with reduced buffer and resilience than they 
had going into 2020 (or even psychological resolve), having 
used so much to get through the past year. And for those 
customers truly struggling, even a booming economy can 
be hard. There are new opportunities, but also amplified 
feelings of failure. 

So far, the banks have been rightly praised for their support 
of customers during the initial ‘shock’ and subsequent 
‘bridge’ to recovery - significantly enhancing their reputation 
in the process. Without stating the obvious, for the banks, 
ensuring that they are ready to give customers the support 
they need when the really difficult moments come will be a 
critical test of purpose and planning.  

COVID-19, other pathogens and 
resilience to ‘shocks’

What’s more, discussions about a ‘K’ implicitly assume a 
single crisis: the pandemic caused by COVID-19. Crises will 
not only come from one virus or one shock. For example, 
we know nothing about the potential mutations we may 
see in COVID-21 or 22.6 We also don’t know whether it is 
even possible to deploy vaccinations to the world’s most 
vulnerable people fast enough to avert many more deaths. 
What we are seeing in India reminds us that this virus alone 
is far from over. 

And COVID is but one of many pathogens with the potential 
to upend the global economy. For example, we have known 
about the risks associated with antibacterial resistance for 
years. The same people who warned us about respiratory 
viruses like COVID also warned us about bacteria, in many 
cases in the same TED talks.7 We still have not addressed 
this risk. 

While the above focuses on pathogens, what it 
demonstrates is the opportunity and imperative we all 
face, including the banks, to turn the lessons of the 
‘shock’ experienced into an enduring strength - resilience. 
Considering just the present set of external/societal 
emphasis - climate emergencies, social unrest, geopolitical 
instability - the likelihood of dramatic events is increasing. 

In the context of viruses for example, now is the time for 
banks to put in place systems that are prepared to manage 
the impact of the likely increased frequency of zootropic 
illness of all kinds, to reassess risks across international 
supply chains and to consider vulnerabilities in the business 
model to broader health crises. Track and trace applications 
should be integrated into workforce management 
systems, not mothballed. Changes to office design, traffic 
management practices and other activities to enable social 
distancing should not be forgotten. 

 

5.  For example, as the government withdrew JobKeeper, it introduced the SME recovery loan scheme.
6.  though it appears the ‘messenger-RNA’ class of vaccines may be more effective against these.
7.  See, for example Bill Gates ‘We are not ready’. TED2015.
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Other risks to consider - system 
and operational resilience

Looking beyond preparing for the more dramatic 
possibilities, there are areas much closer to home that  will 
require ongoing attention and investment. This reflects 
both the change in risk and regulatory emphasis towards 
the ‘operational resilience’ of the banks and their role in 
the same for the system as a whole - the ‘usual suspects’, 
but with added importance. These have been well 
signposted by the banks and regulators and reflected in 
significant investment; cybersecurity, fraud and financial 
crime; technology and business-process resilience; third 
party reliance, conduct and regulatory compliance. They 
consistently outrank traditional financial risks, such as 
credit and markets, in CEO and CRO surveys. To this end, 
banks have made tremendous progress simplifying their 
businesses and hardening process oversight and control. 
This, of course, must continue, and there remains significant 
room to continue to invest, especially around: 

• the use of advanced analytics and AI in risk and 
control management; 

• the use of real-time, comprehensive and direct controls 
versus ex-post facto and indirect controls, and, 
most importantly; 

• the reliable, ethical and consistent use of data, both 
internal and external to the organisation.

The common thread among all these issues is the use of 
leading-edge technology and analytical capability, an area 
where banks will always feel threatened by traditional ‘tech’ 
giants. While not new, this threat (and opportunity for the 
banks) is exacerbated by the lockdowns, which for many 
customers was an effective proof-of-concept that a totally-
digital banking experience is possible and even desirable. 
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The conditions described above, coupled with an 
unusual confluence of social and political factors,  
present a unique window of opportunity for banks 
to both deliver and to take judicious risks to address 
some of our most vexing challenges. If they get it right, 
they can build social capital which will deliver value 
for a long time. And maybe, as a bonus, help change 
the world. 

Banks are always having to judiciously manage risk and 
opportunity, and this report describes the ones we see 
right now. The combination of long-term trends and the 
amplification of the pandemic means, first, that they must 
maintain a focus on determined execution to deliver on 
longstanding imperatives, including:  

• remediation of past mistakes

• ‘hardening’ processes against fraud, operational 
disruption and mistakes

• leveraging automation and other technologies to deliver 
on promised improvements to productivity and cost

• driving innovation, especially in digital services and 
customer experience

• delivering on their promises to employees around 
culture and work

and purposeful ambition
determined execution

A time for

One cannot underestimate the determination required to 
deliver on that challenge. 

However, this is also a moment when one can do more. It is 
a moment when Australia and its banks can take advantage 
of a unique confluence of factors (which we describe below) 
to offer leadership for collective action on a scale not 
possible since perhaps the end of the second world war. 
Whatever they do, the choices banks make will be crucial. 
If they get it right, they will create vast quantities of social 
capital for themselves and value for Australia. 

  

Where are we in the 
history of the industry
To understand why, it helps to consider how the industry got 
to where it is today. The previous year was more than just an 
interruption to the ordinary course of our lives. For the major 
banks, it was a discrete period that also straddled the bridge 
between two distinct eras. We are arguably entering what we 
might call the fourth phase of the industry’s ‘post-Bretton-
Woods’ evolution, as illustrated in Figure 5. 
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Source: PwC

Figure 5:  New phase of industry expectation  
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As shown, we have witnessed a substantial evolution in both 
the regulatory and market context in which banks compete, 
as well as society’s expectations of them. In the last year 
across Australia, Europe and the U.S. banks were called to 
be ‘shock absorbers’ to national economies, instruments 
of national fiscal stimulus and economic policy, advocates 
for environmental sustainability and even, sometimes 
controversially, voices of reason on questions of social and 
cultural import. 

Today, traditional priorities such as ensuring solvency and 
‘unquestionable’ strength are taken as table stakes. So 
too is the expectation that customers are treated fairly and 
operations well-controlled, even as they attract careful 
scrutiny. Attracting more focus now is the role banks play 
supporting common objectives as illustrated on the right 
side of Figure 5. These include such things as ensuring the 
security and resilience of the ‘system’, acting as ‘shock 
absorbers’ during the pandemic, or being a springboard 
for recovery. In fact, over the next 12-18 months, we expect 
there to be significant focus on the banks’ role in supporting 
the recovery, with attention to such things as the availability 
of business credit, especially for businesses without access 
to security, first-home buyers, construction, exports, and 
of course, new and emerging enterprises. Longer term, 
we think the industry will be confronted with even more 
fundamental challenges. Given the broader social, economic 
and political context, we believe they have a lot to add.  

The window of opportunity

This is a unique moment - because the changing 
expectations on banks mirrors changing expectations on 
institutions and leadership more broadly. Consider the 
context in which this pandemic appeared. It was in a global 
economy and society more unsure of itself than any time 
certainly since the 1990s, and arguably since the 1970s. The 
pandemic follows two decades of financial volatility, sub-par 
productivity growth, growing inequality, a costly set of wars 
fought on disputed pretences and a climate crisis which 
started as an economic debate, and has now become a full-
blown emergency. 

At the same time, a new generation is entering adulthood 
that has been less well-served by the verities of the past: 
liberal democracy, free markets (especially financial 
markets), faith in technology and zealous pursuit of 
economic growth. Many are dissatisfied and they are voting 
- not just at the ballot box, but also in the public square, 
market and of course on social media. Governments and 
other institutions can’t ignore them. 

Just as a new generation of citizens and voters is emerging, 
so too is a new generation of business leaders, politicians, 
shareholders and investors that look beyond what we may 
consider ‘traditional’ measures of success. Consider our 
politics: for all (very real) areas of disagreement, in the past 
year we have seen a number of conservative governments 
around the world implementing the kind of fiscal and 
social measures one would never have expected from 
such parties even a few years ago. In the private sector, 
the world’s largest bank has committed to hire and upskill 
several thousands young people without college degrees, 
something it’s eponymous founder would have unlikely 
ever contemplated. 
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Finally, there is the pandemic itself. It has been a single, shared global event that illustrated for hundreds of millions of people 
three important things: 

The need for collective response to collective challenges. 

The genuine capacity of society to deliver a collective response when called to do so.

The importance of leadership that is courageous, humble, and, most importantly, receptive to broad perspectives and 
sources for ideas. 

If the world needed a ‘dry run’ for climate change, it got it. 
The result of all that, as illustrated in Figure 6, is that this 
is a moment in history uniquely fertile with possibility for 
change. We may not see it again anytime soon. All Australian 
institutions, especially our four systemically-important 
banks, will need to consider the role they play in responding 
to this environment and realising the potential for leadership.  

03

02

01

Historically unique 
opportunity for 

compelling collective 
action and change

Collective global challenges 
E.g.

• Changing world of work

• Evolving global relationships

• Housing

• Getting to net zero

• Changing social norms

New culture of business 
social activism

• In many places, private enterprise 
led pandemic response - ahead 
of govt. 

• ESG now a core investment 
criterion and risk factor

• Increasing corporate participation 
in key social / cultural debates

New generation 
galvanised for change

• Dissatisfied by limitations of 
prior ‘neo-liberal’ verities

• Impressed by variance in 
responses to pandemic

• Determined to act proactively 
about known risks

Accidental confluence of  
independent but interrelated factors

Figure 6:  Today’s unique moment: History is watching 
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Five examples of major challenges where institutions could lead

What role could that be? That remains to be seen, and ultimately each institution will have to make their own choices on 
whether and where to lead and where to prepare to respond - these are not trivial dilemmas as there are many and varied 
opinions on the role institutions should play.

To illustrate, at this time we see a number of profound macro challenges to be considered. They aren’t the only ones of 
course, but: 

• they are topics that are obviously highly relevant to almost all Australians, especially the banks

• they depend on the confluence of factors described above

• they are areas we believe the actions of systemically-important institutions could make a difference

For these reasons, they strike us as a good place to start considering where this opportunity and dilemma may come to life. 

Changing world of work

The changing world of work, workforce and operational 
footprint, which impacts everything about who does what 
and where. In less than one year, lockdowns exposed the 
stark reality of how differently the same disruption can 
affect each of us. Some lost their jobs, others were able to 
go about them, working from home without a hitch. A small 
number positively thrived. The disruption will continue. 
Distributed working which allowed people to collaborate 
from the suburbs last year will continue. It will have its 
biggest impact across borders where any collaboration 
today is much less common. This will have profound 
implications for things such as the economics of ‘clusters’, 
the concentration of certain activities and minimum-viable 
scale, wellbeing and, of course, the value of connection and 
in-person innovation. In some cases, work done face-to-
face can and should be centralised to overseas hubs or 
machines. In other cases, technology will enable employers 
to access talent in previously-excluded communities, 
whether in Australia or abroad (see our report Changing 
places: How hybrid working is rewriting the rulebook for 
more on this). Banks are some of the largest employers in 
Australia, especially of highly-educated knowledge workers. 
Management practices in this industry quickly diffuse 
throughout the corporate world. Accordingly, they have the 
capacity to lead, and the imperative to be leading will be 
even greater as artificial intelligence (AI) technology achieves 
escape velocity, with the impact on jobs and skills already 
under deep consideration.

Evolving global relationships

Australia’s relationship with its principal global partners is 
changing, as is their relationships with each other. This has 
already had a dramatic impact on fisheries, wine, coal, beef 
and other critical exports. It highlights the degree to which 
our economic and political imagination remains deeply 
connected with a handful of key players at a time where 
geopolitical tensions are heightened and trade has re-
emerged as a key bargaining tool. One likely consequence 
of this is that more businesses and institutions will seek to 
diversify trade, political and cultural relationships. The banks 
have the networks in place to help Australians access and 
develop these relationships, so they are in a key position to 
play a constructive role. 

Housing 

As the banks have expressed themselves, the national 
discussion about housing affordability should be far broader 
than the narrow domain of access to credit. Whilst this is 
important, it will not affect the intrinsic accessibility of home 
ownership unless it influences supply. In capital cities more 
than 1 in 5 borrowers borrow more than six times their 
annual income. 

Is that good for Australia? It’s an important question to ask. 
Regulators have a mandate to ask whether debt is affordable 
and whether the system remains safe. Risk managers have 
a mandate to ask whether the credit is sound, avoids the 
risk of hardship or is otherwise fit for purpose. Who has 
the mandate to ask whether the market structure itself is 
a good one? It’s complex, because the dynamics of price 
in the housing market involve the interplay between the 
money supply, credit, construction costs, land, local zoning, 
regulation, urban architecture and of course immigration and 
the changing world of work (described above). Nevertheless, 
it’s an important issue, and there are few institutions with 
the breadth, reach and relevance of banks to ensure that the 
national debate we are having about it is informed, fact-
based and comprehensive.

https://www.pwc.com.au/important-problems/future-of-work-design-for-the-future/changing-places-hybrid-working.html
https://www.pwc.com.au/important-problems/future-of-work-design-for-the-future/changing-places-hybrid-working.html
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Getting to Net Zero

The need to decarbonise the modern industrial economy is 
another area where banks can take a lead. Obviously, banks 
must scrutinise their own businesses and credit portfolios 
for exposure to risk from climate change. Shareholders, not 
to mention APRA, demand it. They do this in the context of 
their existing Environmental, Sustainability and Governance 
(ESG) risk-management agenda. More proactively, they can 
help their clients do their own assessments and help them 
make the transition to a more sustainable future, something a 
number of banks have been publicly advocating lately. 

However, it is becoming increasingly clear that while climate 
change presents risks to Australia, finding solutions can be a 
key pillar to future economic growth. 62% of Australia CEOs 
in our recent CEO Survey said they planned to change their 
long-term investments in ESG and sustainability over the next 
3 years. The road to ‘net zero’ will upend industries and create 
global leaders in places we least expect it. It will feel like ‘Year 
Zero’ for the industrial revolution. Australian businesses and 
citizens want to thrive in such a world, not just survive, and 
will look to their banks for help and support in doing that

Changing social norms

Finally, standards and norms are evolving faster than ever 
and are motivated by events and influencers from further and 
further afield. The ‘coloured’ revolutions, Arab spring, #MeToo 
and #BLM were all motivated by individual acts far from the 
locus of protest and change. Like all large, complex and global 
institutions, banks have to take special care to ensure that 
their people, and especially leaders, act in accordance with 
organisational values. However, prevention and accountability 
alone aren’t enough. What can be more important is to 
take action that builds ‘social capital’ by demonstrating 
commitment to stated values through action. 

Building social capital and 
a better world

We expect to be writing more about each of these matters and 
their implications for the banking system in the years to come. 
When we talk to clients and colleagues around the world, 
we observe a new readiness and resolve to act on important 
lessons from the crisis. Global and collective problems require 
global and collective solutions. Most importantly, imagination, 
curiosity, boldness and creativity are essential qualities of 
leadership, whether in politics, business or any other areas of 
public life. 

For banks, this means the focus on what can go wrong which 
has so characterised industry discussion over the past several 
years is broadening to be balanced also by appropriate regard 
for things such as growth, innovation and opportunity. We 
suspect that means a combination of things: creating the cost 
structure appropriate to where margins appear to be heading, 
building the kind of engaging, differentiated services and 
experiences that protect those margins from falling further still, 
and most importantly, making their own contributions to the 
great challenges of the day. 

https://www.pwc.com.au/ceo-agenda/ceo-survey.html
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ANZ CBA NAB WBC

1H21 2H20 1H20 1H21 2H20 1H20 1H21 2H20 1H20 1H21 2H20 1H20

Earnings and Returns

Cash earnings  2,990  2,345  1,413  3,886  2,940  4,477  3,356  2,011  1,436  3,537  1,615  993 

Cash earnings (incl discontinued operations)  2,982  2,337  1,323  3,975  2,955  4,494  3,208  1,246  1,313  3,537  1,615  993 

Cash earnings before tax  4,432  3,331  2,300  5,513  4,180  6,341  4,704  2,974  2,062  5,190  2,805  1,943 

Core earnings (A)+(B)+(C)  3,941  4,395  3,974  6,395  6,046  7,041  4,576  4,575  3,223  4,818  3,745  4,181 

Dividends paid (per cash flow)  879  633  2,228  1,471  3,547  4,082  882  832  1,491  719  -    2,518 

Income tax expense -1,442 -986 -886 -1,627 -1,240 -1,864 -1,348 -963 -604 -1,651 -1,189 -949 

Profit after tax from continuing operations (statutory basis)  2,951  2,040  1,635  3,777  3,007  6,161  3,230  1,957  1,210  3,443  1,100  1,190 

Return on average equity 9.66% 7.67% 4.69% 10.57% 8.22% 12.73% 10.85% 6.61% 5.08% 10.16% 4.72% 2.93%

Notable Items

Cash earnings (excluding notable items)  3,807  2,859  2,400  4,127  3,394  4,477  3,356  2,275  2,195  3,819  2,835  2,278 

Remediation included in notable items (net profit before tax impact) -166 -254 -129 -241 -454  -    -   -243 -130 -276 -677 -1,427 

Revenues

Net interest income (A)  6,986  6,827  7,222  9,371  9,260  9,293  6,839  6,985  6,886  8,469  8,420  8,666 

Net interest income (excluding notable items)  7,042  6,871  7,190  9,371  9,260  9,293  6,839  7,012  6,908  8,398  8,457  8,772 

Net interest margin (NIM) (%) 1.63% 1.57% 1.69% 2.01% 2.04% 2.11% 1.74% 1.77% 1.78% 2.09% 2.03% 2.13%

Non-interest income (B)  1,437  2,346  1,357  2,590  2,475  3,177  1,600  1,850  1,687  2,330  1,865  1,675 

Non-interest income (excluding notable items)  2,040  2,473  2,195  2,590  2,475  3,177  1,600  1,872  1,745  1,958  1,900  1,903 

Non-interest income as a % of total income (excl. notable items) 22% 26% 23% 22% 21% 25% 19% 21% 20% 19% 18% 18%

Expenses

Total operating expenses (C) -4,482 -4,778 -4,605 -5,566 -5,689 -5,429 -3,863 -4,260 -5,350 -5,981 -6,540 -6,160 

Expense/income ratio (%) -53% -52% -54% -47% -48% -44% -46% -48% -62% -55% -64% -60%

Total operating expenses excluding notable items -4,216 -4,277 -4,337 -5,325 -5,032 -5,203 -3,863 -3,932 -4,350 -5,236 -5,257 -4,904 

Expense/income ratio (%) (excluding notable) -46% -46% -46% -45% -43% -42% -46% -44% -50% -51% -51% -46%

Total number of full time equivalent staff  37,844  37,506  37,834  42,720  41,778  42,137  31,696  31,372  35,245  38,747  36,849  34,199 

Asset Quality

Credit impairment expense  491 -1,064 -1,674 -882 -1,869 -649  128 -1,601 -1,161  372 -940 -2,238 

Loss rate (%) (credit impairment expense/total GLAA) 0.08% -0.17% -0.25% -0.11% -0.24% -0.08% 0.02% -0.27% -0.19% 0.05% -0.13% -0.31%

Individual provision funding (exld. write-offs and recoveries) -455  665 -900 -236 -371 -287 -218 -517 -413 -144 -283 -351

Collective provision funding  687 -669 -1,048 -768 -1,597 -446  212 -1,212 -858  640 -366 -1,619 

Gross impaired assets  2,473  2,459  2,599  3,100  3,548  3,383  1,669  1,866  2,037  2,071  2,779  2,154 

Gross impaired assets as a % of GLAA 0.40% 0.40% 0.39% 0.39% 0.46% 0.44% 0.28% 0.31% 0.33% 0.30% 0.40% 0.30%

Total provisions for credit impairment  4,250  4,981  4,669  6,678  6,244  5,026  5,745  6,011  5,228  5,482  6,132  5,766 

Total provisions for credit impairment as a % of GLAA 0.69% 0.80% 0.71% 0.84% 0.80% 0.65% 0.96% 1.01% 0.85% 0.79% 0.88% 0.80%

Collective provision  4,285  2,718  3,614  5,943  5,396  4,067  4,975  5,191  4,008  4,918  5,521  5,160 

Credit risk weighted assets  341,862  360,037  385,997  376,900  374,194  375,217  348,192  353,991  364,550  347,127  359,389  369,142 

Balance sheet

Total assets 1,018,339 1,042,286  1,149,955 1,057,734 1,014,060 979,868  871,573  866,565  927,628  889,459  911,946  967,662 

Total average interest earning assets  857,524  869,110  856,651  922,924  913,139  874,564  787,125  789,890  773,466  812,950  830,465  812,971 

Total average non-interest earnings assets  188,044  212,844  165,322  107,650  102,033  98,579  92,875  107,233  92,337  88,481  98,362  99,393 

Gross loans and acceptances (GLAA)  617,668  621,272  660,781  792,959  778,675 771,383  598,710  594,052  614,163  693,131  698,661  724,868 

Total liabilities  955,763  980,989 1,088,580  982,731  942,047  908,715  809,996  805,272  869,250  817,358  843,872  900,016 

Deposits  561,500  552,400  566,500  680,334  640,969 600,456  475,814  468,224  447,197  550,337  555,453  543,801 

Total equity (excl. minority interests)  62,566  61,287  61,364  74,998  72,008  71,102  61,576  61,292  58,377  72,052  68,023  67,590 

Common equity tier 1 ratio 12.4% 11.3% 10.8% 12.6% 11.6% 11.7% 12.4% 11.5% 10.4% 12.3% 11.1% 10.8%

Common equity tier 1 capital  50,786  48,702  48,331  57,095  52,573  52,380  51,648  48,750  44,960  52,932  48,733  47,982 

Total risk weighted assets  408,166  429,384  449,012  453,616  454,948  449,154  417,610  425,147  432,666  428,899  437,905  443,905 

GLAA / total assets 60.7% 59.6% 57.5% 75.0% 76.8% 78.7% 68.7% 68.6% 66.2% 77.9% 76.6% 74.9%
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