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-148 bps yoy 
-185 bps hoh 11.0%

Return on equity for the year is at levels not experienced since 
the 1990s and almost fell to single digits in the second half, 
albeit in a sustained low interest rate environment.

Return on equityCash earnings
-8.8% yoy  
-14.4% hoh

Cash earnings are the lowest they have been since 2012. 
Excluding notables of $4.3b, cash earnings would have 
decreased by 2.6% yoy and 3.8% hoh. 

$27.0b
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Net interest margin

1.96%-7bps yoy 
-2bps hoh

Non-interest income

$20.1b-9.5% yoy  
-4.0% hoh

(ex notables)
Sizeable reduction driven primarily by divestment of fee 
generating businesses and initiatives to simplify fees and 
review value propositions.
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Customer remediation 

$4.68b $0.77b$2.93b 2H19 
$1.75b 1H19

$0.67b 2H19 
$0.10b 1H19

The costs of remediation have nearly doubled in the year 
particularly weighing on second half earnings.

Competition and customer switching have added to the 
pressures of an ever lower rate environment to drive NIM down 
to what may be its lowest ever level.

Reshaping the business

Ongoing costs of business restructuring have stabilised 
year on year although a large software write-off added to 
the pressure on second half earnings.
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Footnote: 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 2018 (yoy) or the first half of 2019 (hoh) except for trend analysis on net interest margin. 

Bad debt expense
+13.9% yoy  
+11.7% hoh

Bad debt expense rose after dropping to historical lows last 
year, however it remains at only around half the average of 
the past 20 years.

$3.7b
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Lending growth
-160bps yoy  
-138bps hoh

Gross loans and advances (GLAA) growth yoy for the majors 
materially lagged domestic system growth of 2.7%, despite 
being supported by strength in New Zealand. 

1.5%
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Operating expenses

(ex notables)
Expenses are flat as a result of the focus on cost reduction 
through simplifying operating models and divesting non core 
businesses in the face of rising compliance costs.
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$36.1b +0.01% yoy 
+1.58% hoh

Credit provisions

$17.0b+23.0% yoy 
+0.5% hoh

Provisions up in first half driven by new accounting 
standrads for collectives.

Common equity tier 1 ratio

10.79% +23bps yoy 
-4bps hoh

With three out of four majors reaching APRA’s requirement, the 
focus is now on the suitability of buffers given uncertainty about 
further risk, remediation costs and regulatory obligations. 

Expense-to-income ratio

43.3%
(ex notables)
The efforts to hold costs stable have not been enough to 
improve the ratio given income decreased by 1.54%.

+ 67bps yoy  
+126bps hoh



The industry challenges so much discussed 
are now a stark reality in the major banks’ 2019 
financial results. Full-year cash earnings from 
continuing operations for 2019 fell to their lowest 
level since 2012, and return on equity (ROE) to its 
lowest level since the 1990s. This was especially 
notable in the second half, where cash earnings 
(CE) fell to $12.4b and ROE almost dropped into 
single digits. 

This reality has been well flagged and touches 
almost every part of the business. The largest and 
most immediate challenges, of course, are the 
costs of remediation and reshaping the business 
(collectively described as ‘notable items’), which 
reduced after-tax earnings by over $4b for the year. 
However, beyond this, the core of the business 
demonstrated the strains that bankers have 
been feeling for some time: net interest margins 
(NIM), balance sheet growth, market share, other 
operating income (OII) and credit costs were worse 
than last year, and despite efforts on the cost base, 
expenses were only flat. 

What makes this harder for the banks, as they have 
highlighted in their recent announcements, is that 
the trends remain negative, and risks - given the 
overall environment - remain distinctly skewed to 
the downside. This is especially so if, as remains 
possible, interest rates continue to decline, which 
is discussed further in our forthcoming Hot Topic.1

In May we called out the ‘start of a new era in 
banking.’2 This is the reality of that new era. 

But this new era is not without opportunity. The 
strategic foundations underlying major-bank 
franchises remain strong and are what we see the 
banks leaning upon to navigate through this period. 
So, the emphasis on transformation, preparation 
and, most critically, execution is critical - building 
platforms for the era to come. In our forthcoming 
Hot Topic3, we share some thoughts about what 
those platforms might look like, and how banks 
can get it done.  

1. ‘The rate that stops a nation?: Preparing for long term low, or even negative, rates in Australia.’ PwC Banking Matters Hot Topic, 
end November.

2. See ‘Forest for trees: Seeing the next era for banking in Australia’, PwC Major Banks Analysis,1H’19. May 2019.
3. ibid

Overview
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This is what the new era looks like 
The trends which drove major bank financials in FY19 have been building for some time, and are well 
known. Up to this point, however, the momentum supported by the core foundations of the industry was 
able to drive financial outcomes that remained surprisingly strong. In FY19, and especially the second 
half, that changed.

The challenges facing major bank performance in 
Australia are well-known and have been described 
in our commentary for some time. These include 
competition, changing societal expectations on 
conduct and risk, the challenge of addressing them 
in a cost-effective way, and of course constraints on 
future growth (especially in the all-important market for 
housing loans).

It was already hard to address those issues whilst 
continuing to maintain margins, improve productivity 
and deliver new services for which customers will pay. 
However, the scale of that difficulty was perhaps easy 
to overlook over the past few years in light of record 
financial results as recently as two years ago. Results 
since then remained strong, all things considered, until 
the last half.4 This is because despite these challenges, 
the majors continued to benefit from three core 
strengths which delivered year after year: 

• Negligible credit losses

• Resilient mortgage borrowing

• The loyalty of the majority of Australian consumers 
and businesses.

Together, these helped banks deliver formidable 
results even in the face of multi-billion dollar charges 
for ‘notable items.’   

In FY’19, this changed and especially in the 
second half, as trends we have seen building hit 
concurrently in the results across almost every 
performance metric5: 

• Earnings fell $2.6b to under $27b for the first 
time since 2012, falling to $12.5b in the second half, 
bringing ROE down 148 bps to 11%, the lowest 
since the 90s. 

• Notable items amounted to almost $5.5b6 
($4.3b after tax) reflecting charges for remediation, 
restructuring and divestment (net of some gains), up 
67% from the $3.1b taken in FY18. 

• NIM fell 7 bps to 1.96%, the lowest ever in 
Australia. This balanced asset growth to keep 
absolute net interest income broadly flat at $63b 
before notables. 

• Other operating (non-interest) income (OOI) fell 
$2.1b to just over $20b before notables7, bringing 
OOI to just over 23% of total income, the lowest 
level in our records. Non-interest income will need 
to be a key growth focus in years to come, as we 
discuss in our forthcoming Hot Topic.8 

• Expense-to-income rose 67 bps to over 43% 
(excluding notables), due to a decline in income 
while operating expenses held steady at just over 
$36b. Expenses were flat as savings realised from 
productivity initiatives were only enough to offset 
investment in technology and service improvement 
(along with inflation), even excluding the $3.2b of 
‘notable’ expenses9 described elsewhere. 

• Bad debt expenses rose $453m to $3.7b, 
almost equally each half. This reflects a continuing 
slow creep (albeit from extremely low levels) in 
impairments and other measures of credit quality, 
especially in consumer lending. 

• Lending growth slowed to 1.5%, reflecting 
some loss of share in a slowing market, especially 
in SME banking, mitigated only by some strong 
performance overseas in markets including New 
Zealand, as well as clear signs of pickup in housing 
sentiment in the last few months.

• Although unquestionably strong at 10.79%, core 
equity (CET1) will likely continue to have to rise 
ahead of a turbulent overall environment as well 
as potential regulatory requirements especially in 
New Zealand.  

4. ibid
5. As illustrated in the inside front cover to this report
6. $4.68b in customer remediation $0.77b in costs for reshaping the business
7. Only some of which was due to a (material) reclassification of income by one bank in the second half, as explained in Section 3
8. See ‘The rate that stops a nation?’, ibid
9. The balance of notables, just over $2.2b, having been taken as charges against income
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Figure 1: Challenging outlook in almost every sense

Metric

Outlook Rationale 

Cash earnings and ROE
Recovery to prior ‘normal’ highly unlikely given pressure from all the trends described below. 
ROE likely to remain under pressure as core drivers slow/low for longer.

Notable items ?
By their nature, such items are hard to predict but significant business restructuring/
reshaping and transactions appear largely complete or in execution. Other notables such as 
remediation costs may or may not arise in future periods.

Net interest income and 
margin

Net interest income may continue to face pressure from both volume (see below) and margin.  
Margin pressures unlikely to recede given economic (rates) outlook, regulatory/political 
scrutiny on pricing and increased competitive pressures. 

Non-interest income
Has been on a flat-to-down trajectory for some time, which has accelerated as franchises 
shrink and fees simplified/removed. In the longer term, non interest income needs to be a key 
focus for growth as the industry reassesses customer value propositions.

Operating expenses  
Focus on core expense reduction will continue, offset in the short-term by declared 
investments to improve risk and compliance and transform.

Credit provisions and 
losses (BDEs) Still off a historically low base, so risks predominantly to the downside.

Lending growth

Outlook remains slower, due to economic, competitive and regulatory factors. Though the 
change in sentiment over the past half for housing may support growth in the short-to-
medium term, the longer-term outlook for both system growth and market share remain 
skewed to the downside due to structural economic factors10 and the actions of increasingly-
vigorous challengers.

Outlook remains challenging, with risks to downside 
The trends for most key metrics discussed above are negative, including margins, credit quality,  
regulation, market share and returns. Macroeconomic risks remain significant and skewed to 
the downside. 

As all of the banks have highlighted, unfortunately none of the trends described above are expected to reverse 
anytime soon as a result of a combination of competitive, macro-economic and societal change. We illustrate 
these in Figure 1 below.

10. See September Hot Topic: Back to Fundamentals: rethinking our relationship with consumer credit in Australia.
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Figure 2: No letup: Coming regulatory and environmental changes 

What’s more, we expect key regulatory developments in the months ahead to reinforce rather than offset these 
developments, as we summarise in Figure 2. 

Finally, and perhaps most importantly, all this is happening in an economic environment that remains extremely 
benign given the length of the current cycle. Though there are fewer and fewer Australians who remember, things 
can be much worse, and most surely will be one day.

Resilience of global economy, 
trade and geo-political institutions 

Responses to Royal Commission 
recommendations

Revision to ASIC RG209 
(Responsible Lending)

APRA APS 220 
(Credit Risk Management) 

Code of 
Banking Practice 

Open 
Banking

Additional changes 
to capital framework Through to 2024

Through to 2024

Lending practices including 
changes to HEM and use

CPS 234 
(Information security)

CPS 511 
(Remuneration)

ACCC 
Home Loan Price Enquiry 

APRA’s own 
self-assessment

Bank prudential 
self-assessments
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Facing reality 
Facing into this new era, one should not lose sight of the core of our banks’ purpose and value. 
Commentary from most of the banks indicates a willingness to do what is necessary. Execution will 
be critical.

With everything that has been said about this industry, 
there remains in Australia nothing like it. Between four 
banks, the majors service the financial needs of the 
majority of Australian homeowners, savers, investors, 
small businesses and large corporations. The strategic 
foundations underlying the banks’ franchises remain 
largely intact, and are the source of considerable 
advantage:  

• They sit at the centre of one of the world’s richest 
and most advanced economies 

• They have millions of customers who continue to 
patronise them

• They hold enormous (still mostly proprietary) 
volumes of customer data, and

• Their balance sheets remain formidable.  

Those strengths, along with the dogged resilience 
of the Australian home buyer, continue to serve the 
major banks well. To illustrate with just one example: 
last year alone, even in the face of shrinking share 
and slowing growth, the majors still managed to grow 
interest-earning assets by over $100b. At average 
NIM, record-low though it may be, that’s still almost 
$2b income momentum for next year, and likely many 
years to come. 

These are the foundations upon which franchises 
can be built for the next era of banking, even as they 
navigate through the many challenges of the current 
one. In our forthcoming Hot Topic11 we share some 
ideas on how.  

11. ibid
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Earnings

Cash earnings
Cash earnings are the lowest they have been since 2012. Excluding notables of $4.3b, cash earnings 
would have decreased by 2.6% yoy and 3.8% hoh. 

Cash earnings have continued to 
decline for the majors with notable 
items once again being a key 
feature of the result. Cash net profit 
after tax (NPAT) from continuing 
operations decreased across the 
majors 8.8% YoY to $27.0b. As a 
result, cash earnings for FY19 is at 
its lowest since 2012 as shown in 
Figure 3.  

Even excluding the impact of $4.3b 
of notable items (post tax, $5.5bn 
pre tax) in FY19, cash earnings 
were still down by almost $850m 
relative to the equivalent earnings 
for FY18 (on a continuing basis, 
discussed in Section 2). 

Especially in the second half, 
adverse developments affecting 
almost every driver of earnings 
materialised, as described in the 
introduction above. These included 
adverse impacts on margins, 
expenses, other operating income 
volume and asset quality, and are 
discussed in greater detail of the 
corresponding sections.
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Return on equity
Return on equity for the year is at levels not experienced since the 1990s and almost fell to 
single digits in the second half, albeit in a sustained low interest rate environment.

Return on equity was 11% for the year, a level 
not seen since the 1990s. This performance can 
be attributed to one-off and notable items and 
ongoing additions to capital - a twofold blow 
of lower earnings and higher levels of equity. 
However, there are also fundamental thematic 
shifts underway of heightened regulatory 
scrutiny, macroeconomic headwinds and 
competitive threats that are now evident in the 
banks results.

The levels of return on equity maintained by the 
major Australian banks, congregating around 
the mid-teens for most of the decade, has set 
them apart from their global peers. The reality 
of colliding trends have pulled the domestics 
in line with their global peers and has brought 
these returns into focus. Structural challenges 
exist for the banks and it is entirely feasible that 
returns will remain subdued in future periods.

Interest rates are a substantial contributor, 
having been sustained at lower levels over 
the past decade, with Australia’s central bank 
following its global peers in lower rates further 
this financial year and the prospect of negative 
interest rates a possibility (as discussed in our 
Hot Topic). 

Source: Bank reports, PwC Analysis

Lower rates reduce the comparative returns 
available to investors and, at least in theory, 
drives down the cost of capital. This can 
translate to lower returns on equity, as internal 
return hurdles adjust to reflect this new reality.

Additionally, the banks are highly regulated 
entities required to hold high levels of 
countercyclical capital. This reduces their ability 
to leverage their returns and the increased 
stability of the capital profile creates a different 
risk return profile - potentially stabilising at lower 
returns. The results for this financial year may 
be providing evidence of this type of structural 
adjustment emerging.

The long-term position will likely be shaped 
by the ability of the banks to transform their 
cost base, adapt to new technologies to meet 
customers’ needs and leverage their capital. 
There is evidence of responses emerging from 
the majors: both to competitive pressures and 
evolving regulatory expectations. Nevertheless, 
the banks are entering a new era in which 
returns on equity are likely to be lower.

Figure 3: Cash earnings and ROE by half
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Remediation and business impacts 
Notable items have reduced cash earnings before tax by $5.45b in 2019 as noted in Figure 4. The most 
significant impact is the cost of customer remediation which exceeded $4.68b, nearly doubling this year. 
This brings the total pre tax cash cost of remediation over the last two years to $7.78b.12

A key challenge facing the banks 
as they remediate is calculating 
the most probable amount to be 
refunded and the associated costs 
of remediation (including interest). 
As noted in Figure 5, considerable 
charges are beginning to be 
recognised as more analysis 
is performed. 

Much of the banks commentary 
highlights that the provisions are 
subject to significant judgement 
and sometimes a highly manual 
analysis such as independent 
file review of individual customer 
records. This has resulted in 
commentary from the banks 
highlighting that the accuracy 

of these provisions is subject to 
ongoing fact discovery and the 
possibility of further provisions.  
This certainly played out in the UK 
through the experience of PPI, and 
the need for reliable estimates to 
justify accounting provisions adds 
to this profile.

02

Notable
items

12. This includes remediation costs within discontinued operations
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Figure 4: Cash profit adjusted for notable items

FY19 cash basis 
excluding notables

Impact of 
notable items

FY19 
cash basis

FY18 cash basis 
excluding notables

Impact of 
notable items

FY18 
cash basis

$’m $’m $’m $’m $’m $’m

Net interest income 63,461 (507) 62,954 62,654 7 62,661

Non interest income 20,083 (1,721) 18,362 22,200 205 22,405

Net operating income 83,544 (2,228) 81,316 84,854 212 85,066

Operating expense (36,156) (3,228) (39,384) (36,153) (3,272) (39,425)

Core earnings 47,388 (5,456) 41,932 48,701 (3,060) 45,641

Impairment exp (3,708) (1) (3,709) (3,228) (28) (3,256)

Net profit 43,680 (5,457) 38,223 45,473 (3,088) 42,385

Income tax and NCI (12,409) 1,177 (11,232) (13,354) 521 (12,833)

Cash profit from 
continuing 31,271 (4,280) 26,991 32,119 (2,567) 29,552

Source: Bank reports, PwC Analysis

Source: Bank reports, PwC Analysis

Figure 5: Impact of notable items on cash profit

Over the last two years, the major banks 
have either completed or at least announced 
plans to divest or demerge numerous 
businesses, including life insurance, general 
insurance, financial advice, mortgage broking, 
asset administration and investment funds 
management.  

The cost of reshaping the business include:

• restructuring costs of $587m 

• gain on disposal of $204m realised by one 
bank on the sale of a life insurance business, 
and

• one bank also recognised a one-off charge 
in 2019 of $494m as a result of a change in 
software capitalisation.

Restructuring costs in the past have largely 
been offset by gains on disposals of non-core 
businesses. The costs of changes to software 
capitalisation policies have had greater impact 
to core earnings in 1H18 and 2H19 as seen in 
the figure 5.
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Net interest income and margin
Competition and customer switching have added to the pressures of an ever lower rate environment to 
drive NIM down to what may be its lowest ever level.

The banks recorded a combined 
NIM of 1.96% for the year, 
down 7bps yoy. If it were not for 
reclassifications by one bank 
during the year, NIM would have 
been 1.93%.

Growth in average interest earning 
assets barely offset the impact of 
NIM compression on net interest 
income (NII), which grew 1.3% yoy 
to $63.5b excluding the impact 
of notable items. Adjusting for 
the impact of reclassifications, 
however, NII grew only 0.2% to 
$62.8b.

On the income side, the continued 
trend of customers switching to 
lower margin home loan products 
(interest only to principal and 
interest, variable to fixed and 
investor to owner-occupied) as well 
as increased competition for assets 
weighed on NIM. However, the 
impact of these was offset by asset 
repricing during the year.

On the expense side, deposit 
competition brought about by the 
recent Reserve Bank of Australia 
(RBA) cash rate cuts also caused 
NIM to decline. As would be 
expected, the impact of deposit 
competition was more pronounced 
in the second half of the results 
than in the first.

Wholesale funding costs fell, 
benefitting slightly from the lower 
rate environment, however Treasury 
and Markets activities have 
dragged on NIM overall, largely as 
a result of lower Treasury related 
revenue and flattening yield curves. 
One bank also increased holdings 
in its liquids portfolio.

03

Revenues
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Source: Bank reports, PwC Analysis.1 Comparative changes made to bank reported net interest margin where relevant

Figure 6: Combined net interest margin

By our measure, NIM across the majors in 
recent years has benefitted some 11bps 
from asset repricing (largely responding to 
regulatory limits on growth rates for investor and 
interest-only lending) and a further 7bps from 
restatements to NIM as a result of changes in 
measurement. These items, one-off in nature, 
are unlikely to continue to mitigate the impact 
of compression on the reported NIM moving 
forward. Notwithstanding these, NIM has still 
declined by an average of 4bps per annum over 
the past 8 years, illustrated in Figure 6.

Given the current environment, margin 
pressures are unlikely to diminish soon. Already, 
commentary from some banks speaks to real 
challenges in lowering interest rates on some 
at-call deposits. 

The impact of margin pressure will likely be 
more pronounced each further consecutive RBA 
cash rate cut if or when these materialise. 

A further matter which warrants further 
consideration is the Australian Competition and 
Consumer Commission (ACCC) inquiry into 
mortgage pricing which is currently ongoing. 
The inquiry largely seeks to understand how 
residential mortgage pricing decisions are 
made, differences in pricing between new and 
existing customers as well as whether there are 
impediments to switching. Whilst the outcome of 
the inquiry is uncertain, we believe it will at least 
introduce greater awareness of bank pricing 
which, in turn, can ensure that the debate is 
appropriately focused on the right issues.
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Switching to lower-margin 
home loans and increased 
competition was partially 
offset by changes in 
pricing during the year.

Increased competition for 
deposits caused by lower 
cash rates compressed 
deposit spreads.

Wholesale funding costs increased slightly over the year, despite 
reductions in short term rates in the second half.

Movements driven primarily by lower Treasury revenue and flattening 
yield curves. One bank also increased its holdings in its liquids 
portfolio.

Some majors saw a small impact of customer remediation on their 
NIM as refunds were recognised as charges to interest income.
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Non-interest income 
Sizeable reduction driven primarily by divestment of fee generating businesses and 
initiatives to simplify fees and review value propositions. 

Source: Bank reports, PwC Analysis

Figure 7: Analysis of other operating income

Non-interest income excluding notable items fell 
9.5% to $20.1b, as shown in Figure 7. Adjusting 
for the impact of reclassifications by one bank 
during the year, the reduction would have been 
6.5% to $20.8b. 

The wealth management related portion of non-
interest income fell sharply during the year. This 
was primarily driven by strategic divestments 
of wealth management related businesses 
and customer remediation provisions taken 
as a contra to wealth management revenue 
during the year. Insurance income also reduced 
as a result of higher claims due to adverse 
weather events.

Banking fees were also down, primarily 
driven by the reduction or removal of certain 
commercial and retail fees during the year, lower 
merchant income and decreased new lending 
volumes. A sizeable reclassification of facility 
fees into interest income for one of the banks 
also contributed to the fall. 

Trading income was up. The increase was 
driven by stronger performance for a few banks, 
although some of this did represent profits on 
economic hedges that will have been offset in 
interest income.

0

5

10

15

20

25

30

35

0

2

4

6

8

10

12

2H09 1H10 2H10 1H11 2H11 1H12 2H12 1H13 2H13 1H14 2H14 1H15 2H15 1H16 2H16 1H17 2H17 1H18 2H18 1H19 2H19

Banking fees Wealth management Trading income Other operating income as a % of total income (right axis)

A$b %

16   |   PwC



17   |   PwC



Operating costs 
Expenses were flat as a result of the focus on cost reduction through simplifying operating models and 
divesting non core businesses in the face of rising compliance costs.

In spite of rising compliance costs 
and technology spend, operating 
expenses excluding notable items 
were flat on the prior year at 
$36.1b. This has been achieved 
through a focus on productivity and 
the divestment of a number of non-
core businesses. Each bank is at 
a different stage of its productivity 
agenda, with two of the four 
managing to deliver an absolute 
reduction in cost.  

As a result of differences in 
disclosure between the major 
banks, it is difficult to separately 
analyse the impact of notable items 
on costs at a granular level. 

The commentary and Figure 8 
therefore addresses notable 
and running costs for continuing 
operations together.

Personnel costs from continuing 
operations have fallen by $345m 
(1.68% yoy). In part this has been 
delivered by a net reduction in 
FTE to 148,167 (1.2% yoy), a not-
inconsiderable achievement given 
the number of people required to 
deliver on risk, compliance and 
remediation objectives. However, 
this has also been supplemented 
by some cuts in compensation, 
particularly variable compensation, 
which for some senior executives 
has been cut by more than 50%.

Consistent with the objectives 
of becoming more digital and 
automating processes, technology 
spend increased over 10% to $7.7b. 
This is the first time this figure 
has exceeded $7.0b, and given 
the scale of need for technology 
platform remediation, is not 
expected to come down soon. 
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Source: Bank reports, PwC Analysis

Source: Bank reports, PwC Analysis.

Figure 8: Breakdown of expenses

Figure 9: Combined expense-to-income ratio 
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Expense-to-income ratio
The efforts to hold costs stable have not been enough to improve the ratio given income 
decreased by 1.54%. 

Three of the four major banks reported a breakdown of their investment spend. That increased 
7.6% yoy, highlighted by a $375m increase in investment in regulation, risk and compliance, which 
represented 41% of total investment spend in 2019 (versus 35% in the prior year). It remains to be 
seen whether this is peaking or has further to run.

Considering the industry as a whole, it is 
clear that the 40% expense-to-income target 
explicitly communicated by some banks is 
ambitious.  

Before adjusting for notable items, the ratio for 
the majors overall was 48% in 2019, an increase 
of 209bps driven by remediation spend in the 
second half. In that period, expense-to-income 
breached 50%, the first time it has done so in 
our records, as illustrated by the solid line in 
Figure 9. 

The adjusted ratio (excluding notable items, 
illustrated by the dashed line) lies closer to 
target although it also increased 160bps yoy to 
43% as a result of the decline in income, which 
is not something the banks have seen in a while. 

Given the risks to income noted elsewhere in 
this report, achieving a 40% expense-to-income 
target is harder than reducing costs alone. In 
fact, even if income had remained flat in the 
past year, to get to 40% the banks would have 
required:

• Over $5b savings on an overall cash 
earnings basis

• Over $2b savings after adjusting for 
notable items

This is going to be especially challenging given 
the need for spend on risk and compliance, at 
least in the short term, and on technology as 
banks build for the future. 
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Adjusted expense-to-income ratio has been restated to reflect the latest definitions of 
notable items used by the banks.
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Although bad debt expenses or the 
movement in provisions remain small 
relative to other drivers of bank profit 
and loss and balance sheets, clearly 
the era of continuously-improving 
asset-quality, and continuously-
falling loan losses, is over. There has 
been a small, slow creep upwards 
in consumer credit risk metrics, 
notwithstanding efforts to bolster 
the value of collateral via the housing 
market, interest rates and the easing 
of some macroprudential constraints. 
Though it may be some time before 
these trends manifest themselves as 
material drivers of the banks’ results, 
like tremors along fault line, they merit 
careful scrutiny.  
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Source: Bank reports, PwC Analysis.

Figure 10: Impaired assets (%) and loan impairment charge (%) as a percentage of GLAAs

Bad debt expenses (BDE) amounted to $3.7b, 
an increase of over $450m (13.7%) on the prior 
year. As a percent of GLAAs, this represents an 
increase from 12 to 14bps (by comparison, total 
bank earnings equal approximately 100 basis 
points of GLAA) and was driven by increases in 
both specific and collective charges. Specific 
charges represented $1.9b, an increase of 
$0.2b on the prior year. Collective impairment 
charges were $1.8b, also up $0.2b on the year. 
The attributed drivers of higher impairment 
charges have varied at each of the majors, with 
a consistent feature being prior period benefits 
that have not repeated, whether due to releases 
of overlays, the emergence of larger individual 
impairments or emerging credit stress driving up 
collective charges. 

From an historical perspective, these charges 
remain extremely low, as illustrated by Figure 10. 
Although the increases seen to date are not 
material, they heighten the focus on the ability 
of banks to manage their credit exposure in the 
face of an economic environment that will likely 
present greater challenge in the years ahead.

In fact, two bank stress tests made public 
suggested that losses could approach $6b 
from home lending alone for the two banks in 
question should unemployment exceed 10%. 
This is of course a relatively extreme scenario 
given current employment rates and is reflective 
of Australia’s very high household leverage, 
which exceeds 190% of income, and is the 
second highest in the world after Switzerland. 

Bad debt expenses 
Bad debt expense rose after dropping to historical lows last year, however it remains at only 
around half the average of the past 20 years. 
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Figure 11: Specific vs collective impairment provision

Arrears increased in each of the four main 
brackets (0-30 days, 31-60 days, 61-90 days 
and 90+ days) with 90+ days past due notably 
up 23% to $15.8b. Arrears rates measure 
customers failing to make repayments on time 
and are used as an indicator of emerging stress 
in the loan book. This increase gives rise to 
concerns that credit stress is starting to appear 
and translates into a higher total value of assets 
subject to impairment.

Commentary suggests that it is mortgages 
which have driven this increase. Housing loans 
represent $1.7tn of assets and accordingly 
higher arrears there present significant risks. 
Some banks have already seen large relative 
rises - albeit from small starting points - in the 
number of properties in possession. One bank 
reported an increase of 30%. 

Gross impaired assets, a measure of the total 
value of loans that are subject to impairments, 
is $9.4b, up 15.5% yoy. The movement was 
attributed to different causes at each of 
the majors.

As for provisions, these are driven by impaireds 
and loss experience, but also by accounting 
rules, and these have changed. Under new 
requirements (AASB9), collective provisions 
are based on expected credit loss rather than 
incurred loss and are therefore more ‘forward-
looking.’ As a result, they are expected to 
be more responsive to emerging economic 
conditions. To date, they have increased 
provisions by $2.8b, which represent the 
majority of the $3.2b increase (23%) over the 
prior year, to take total provisions to $17b for 
the banks. This is illustrated in Figure 11, which 
breaks out provisions between specific and 
collective. Almost all the movement has been in 
collective provisions, driven by these changes 
to methodology. 

As a proportion of GLAAs, provisions represents 
just 63bps, up from 51bps in the prior year. 
As with loan losses, that is also historically 
low, though of course higher than it has been 
recently thanks to the changes mentioned 
above. By way of illustration, at the start of the 
decade, provision levels were the equivalent of 
$13b higher than currently held. 

This all reflects the remarkably benign credit 
loss experience of the last decade but illustrates 
the risks to the downside. 

Credit provisions
Provisions up in first half driven by new accounting standrads for collectives.

Collective Specific Collective as a % of total provisions (right axis)
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Credit 
Gross loans and advances (GLAA) growth yoy for the majors lagged domestic system growth of 2.7%, 
despite being supported by strength in New Zealand.

The majors achieved lending 
growth at a headline level of 1.5% 
yoy lagging domestic system 
growth. This was supported by 
strong growth in New Zealand 
(6.8% yoy). In Australia growth was 
only 1.0%. 

Mortgage lending, historically 
the growth engine for the majors 
sputtered, growing at only 3.1% 
at a system level, which was the 
lowest on record. Unfortunately, 
the majors’ share was just 52%, 
translating to 1.6% home loan 
growth for the majors during 
the year. 

This is all in spite of the well-
publicised turnaround in housing 
market sentiment. We believe this 
is driven by two factors:

1. The lag between when loan 
commitments occur to when 
funds are disbursed, and

2. Borrowers leaving mortgage 
repayments unchanged despite 
the reduction in mortgage 
rates, accelerating the 
reduction of balances.

As illustrated in Figure 12, system 
growth for business was 3.3%, 
higher than mortgage lending, 
something Australia hasn’t seen 
consistently since before the GFC. 
Three banks grew their business 
lending books at system or better, 
whilst a fourth took the opportunity 
to optimise its portfolio to align 
more closely with risk and strategic 
appetite.
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Source: PwC analysis, RBA

Source: PwC analysis, RBA, APRA

Figure 12: Domestic credit growth

Figure 13: Non-major and non-bank credit assets growing faster than majors

Annualised % growth - 6 month rolling average
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Overall, the majors continue to cede market share to non-major banks and non-ADIs as they have 
done for some time. This is illustrated in Figure 13.
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New data collection and presentation methodology applied
by RBA and APRA from Jul-19. Credit growth has been
adjusted for the revision in methodology.

Major Banks Analysis  



Source: ABS

Figure 14: Composition of domestic system bank deposits 
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The majors’ customer deposits of $2.0tn (including 
domestic deposits which are a subset of system as 
shown in Figure 14) continue to be the key source 
of funding for the banks, representing 65% of 
overall funding. 

Their deposits have grown 2.9% yoy although we 
expect this may slow due to recent reductions in 
the cash rate. Collectively, the banks increased their 
wholesale funding by 1.3% to $1.1tn. The overall 
proportion of funding contributed respectively 
by customer deposits and wholesale funding 
remained stable.    
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Figure 15: Capital and Capital Adequacy 

Collectively the majors exceeded 
APRA’s 10.5% capital requirement 
by 29bps. Bank by bank, only 
one remains to reach it before the 
January 2020 deadline, whilst the 
others reported buffers of 17bps 
to 90bps. These were derived from 
a combination of organic capital 
generation, business divestment 
and capital-raising initiatives. 

Since APRA announced its 
“unquestionably strong” 10.5% 
requirement in 2017, two other 
developments added to the 
banks’ capital requirements. First, 
starting in 2018, APRA imposed an 

additional operational risk weighted 
asset on all the banks, equivalent 
to $1b in capital for one and $500m 
for the others, as a consequence of 
well-publicised events. In addition, 
New Zealand has announced plans 
to impose additional requirements 
which are expected to be material 
for the New Zealand subsidiaries of 
Australia’s majors. As a result, and 
in recognition of likely lower levels 
of organic capital generation in the 
future, two banks cut their dividend 
and one reduced their distribution 
of franking credits during the year 
as a complement to the capital 
initiatives mentioned above. 

As shown in Figure 15, the average 
Common Equity Tier 1 (CET1) ratio 
across the majors increased overall 
by 23bps yoy. The movement can 
be attributed to steady growth in 
CET1 capital of 4.76% yoy and 
2.47% hoh by way of inorganic 
capital generation and divestment. 
The increased capital ratio may 
be the initial signs of what will 
be a trying time for the majors 
as they seek to maintain capital 
levels in excess of the requirement. 
As mentioned we expect to see 
banks seeking to maintain a buffer 
above 10.5%.

Capital
With three out of four majors reaching APRA’s requirement, the focus is now on the suitability of buffers 
given uncertainty about further risk, remediation costs and regulatory obligations. 

Source: Bank reports, PwC Analysis
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ANZ CBA NAB WBC

FY19 FY18 FY17 FY19 FY18 FY17 FY19 FY18 FY17 FY19 FY18 FY17

1. Earnings and Returns

Cash earnings from continuing operations  6,470  6,487  6,938  8,492  9,233  9,881  5,180  5,802  6,740  6,849  8,065 8,062

Cash earnings (incl discontinued operations)  6,161  5,805  6,938  8,706  9,412  9,881  4,798  5,554  5,285  6,849  8,065 8,062

Core earnings (A)+(B)+(C)  9,958  9,966  11,041  13,142  14,325  14,927  8,208  8,985  10,260  10,624  12,365  12,451 

Income tax expense  2,678  2,775  2,889  3,437  3,994  3,927  2,109  2,404  2,710  2,975  3,586 3,529

Profit before tax (continuing cash basis)  9,163  9,278  9,842  11,941  13,246  13,832  7,289  8,206  9,450  9,830  11,655  11,515 

Statutory results  5,953  6,400  6,406  8,571  9,329  9,928 4,798  5,554  5,285  6,784 8,095 7,997

Return on average equity (continuing cash basis) 10.40% 10.90% 11.90% 12.50% 14.10% 16.00% 9.90% 11.70% 14.00% 10.65% 13.05% 13.65%

Dividends Paid (per cash flow) 4,471 4,563 4,210 6,853 5,366 6,084  3,266 4,221 4,750  4,977  5,769  4,839 

2. Notable Items

Cash earnings excluding notable items 6,772 6,868 6,893 9892  10,347  9,836 6628 6593 6740 7,979 8,311 8,062

Remediation included in notable items (net profit before tax impact) 600 474 153 1131  1,154 -  1,717 360 -  1,384 380 -

3. Revenues

Net interest income (A) 14,339 14,514 14,872 18,120 18,341 17,600 13,542 13,467 13,166 16,953 16,339 15,704

Net interest income (excluding notable items) 14,430 14,507 14,466 18,120 18,341 17,600 13,614 13,467 13,166 17,297 16,339 15,704

Net Interest margin (%) 1.75% 1.87% 1.99% 2.10% 2.15% 2.11 1.78% 1.85% 1.85% 2.12% 2.11% 2.09%

Other operating income (B) 4,690 4,700  5,617 6,291 7,583 8,405 3,679 4,510 4,729 3,702 5,612 5,852

Other operating income excluding notable items 4,456 4,320 5,526 6,291 7,346 7,967 4,814 4,759 4,729 4,522 5,775 5,852

Other operating income as a % of total income 23.59% 22.95% 27.64% 25.77% 28.60% 31.16% 26.12% 26.11% 26.43% 20.73% 26.11% 27.15%

4. Expenses

Total operating expenses (C) (9,071) (9,248) (9,448)  (11,269)  (11,599)  (11,078) (9,013)  (8,992)  (7,635) (10,031) (9,586) (9,105)

Expense/income ratio (Cash) % -47.7% -48.1% -46.1% -46.2% -44.7% -42.6% -52.3% -50.0% -42.7% -48.6% -43.7% -42.2%

Total operating expenses exluding notable items (8,562) (8,410) (9,086)  (9,869)  (10,248)  (10,685)  (8,155)  (8,126)  (7,635) (9,570) (9,369) (9,105)

Expense/income ratio (excluding notable) % -45.3% -44.7% -45.4% -40.4% -39.9% -41.8% -44.3% -44.6% -42.7% -43.9% -42.4% -42.2%

Total number of full time equivalent staff (continuing operations) 37,588  37,860  44,896  42,921  43,771  45,614  34,370  33,283  33,422  33,288 35,029  35,096 

5. Asset Quality

Bad debt expense (795) (688) (1,198) (1,201) (1,079) (1,095) (919) (779) (810) (794) (710) (853)

Loss rate (%) (Bad Debt Expense/Total GLAA) -0.13% -0.11% -0.21% -0.16% -0.14% -0.15% -0.15% -0.13% -0.14% -0.11% -0.10% -0.12%

Specific Charges (net write-offs excluding recoveries) 778 773 1340 477 363  478  654 487 696 23 42 154

Collective Charge 17 (85) (142) 724 716 617  265 292 114 771 668 699

Gross impaired assets 2,029 2,013 2,384 3,622 3,179 3,187 1,972 1,521 1,724 1,763 1,416 1,542

Gross impaired assets as a % of gross loans and acceptances 0.33% 0.33% 0.41% 0.48% 0.42% 0.43% 0.33% 0.26% 0.31% 0.25% 0.20% 0.22%

Total provisions for credit impairment  4,190  3,443  3,798 4,799 3,633  3,727 4,142  3,729  3,489 3,913 3,053  3,119 

Total provision as a % of gross loans & acceptances 0.68% 0.57% 0.65% 0.63% 0.49% 0.51% 0.69% 0.64% 0.62% 0.55% 0.43% 0.45%

Collective provisions 3,376 2,523 2,662 3,904 2,763 2,747 3,360 3,054 2,798 3,501 2,631 2,639

Credit Risk Weighted Assets  358,106  337,580  336,834  372,574  369,528  377,259  351,646  331,381  325,969 367,864  362,749  349,258 

6. Balance sheet

Total assets 981,137 942,624 897,326 976,502 975,165 976,374 847,124 806,510 788,325 906,626 879,592 851,875

Total Average Interest Earning Assets 813,219 774,884 748,000 864,174 854,264 834,741 758,836 726,657 711,265 798,924 774,944 752,294

Total Average non-interest earnings assets 141,818 126,414 171,084 94,415 106,749 137,648 80,712 83,668 90,566 95,800 109,680 112,231

Gross loans and acceptances 618,295 607,813 583,444 761,013 748,408 737,002 601,352 585,590 565,146 714,770 712,504 687,785

Total Liabilities 920,343 883,241 838,251 906,853 907,305 912,658 791,520 753,798 737,008 841,119 815,019 790,533

Deposits 637,677 618,150 595,611 636,040 622,234 626,655 522,085 503,145 500,604 563,247 559,285 533,591

Total Equity  60,794  59,383  59,075  69,594  67,860  63,716 55,604  52,712  51,317  65,507  64,573  61,342 

CET1 Ratio 11.40% 11.40% 10.60% 10.70% 10.10% 10.10% 10.38% 10.20% 10.06% 10.67% 10.63% 10.56%

Core T1  47,355  44,691  49,324  48,367  46,537  44,159 43,138  39,759  38,425  45,752  45,239  42,670 

Risk weighted assets 416,961 390,820 391,113 452,762 458,612 437,063 415,771 389,684 382,114 428,794 425,384 404,235

Gross Loans & Acceptances / Total Assets 63.02% 64.48% 65.02% 77.93% 76.75% 75.48% 70.99% 72.61% 71.69% 78.84% 81.00% 80.74%

New Impaired Assets  2,007  2,108  3,212  2,289  2,136  2,164  1,343  921  1,142  1,069  921  1,029 
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Banking Matters series 
Our regular Banking Matters publications, incorporating our Major Banks Analysis and Hot Topics, are aimed at giving 
clients a leading edge by providing key data, research and analysis, and future-focused insights. 

For more information visit https://www.pwc.com.au/bankingmatters. 

https://www.pwc.com.au/banking-capital-markets/banking-matters/hot_topic_september_19.pdf
https://www.pwc.com.au/banking-capital-markets/banking-matters-major-banks-analysis-full-year-2018.pdf
https://www.pwc.com.au/financial-services/pdf/banking-matters-hot-topic-half-year-2019.pdf
https://www.pwc.com.au/banking-capital-markets/banking-matters/major_banks_analysis_mba_banking_matters_june_quarter_19.pdf
https://www.pwc.com.au/banking-capital-markets/banking-matters-hot-topic-jun18.pdf
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