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ns Cash earnings 
-33.0% yoy $8.3b -42.6% hoh 

Cash earnings fell substantially for the half, driven 
overwhelmingly by credit impairment and notable items. We 
estimate if four banks reported to March this would have 
been closer to $7b. 
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Credit impairment expense 
+192.4% hoh $5.7b +226.6 pcp 

Credit impairment expenses increased signifcantly. This 
was primarily due to the COVID-19 provisions taken by 
three of the four majors. 
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Remediation 
$2.93b 2H19 $2.20b $1.75b 1H19 

Remediation costs continue to weigh heavily on the majors’ 
performance in the half. These have been a persistent 
feature of results for several halves now. 
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Net interest margin 
-1bps hoh 1.93% -3bps pcp 

Margins have held up despite signifcant margin 
compression through further cash rate cuts. Asset repricing 
and some term funding relief have mitigated the reduction. 
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Operating expenses (ex notables) 

+2.3% hoh $18.6b +4.0% pcp 

Operating expenses increased by more than the rate 
of infation (~1%), driven primarily by higher risk and 
compliance spend. 
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 Lending growth (annualised) 

482bps hoh 5.3% 224bps pcp 
Gross loans and advances (GLAA) growth during the 
half was strong, driven in particular by the drawing of 
committed lines by commercial and institutional customers 
and the impact of foreign exchange movements. 

Return on equity (annualised) 

-351 bps hoh 6.5% -540 bps pcp 

Return on equity has fallen to its lowest level since the 
1990s. This is now well in line with bank ROE overseas over 
the past fve years. 

Credit provisions 
+26.4% hoh $20.7b +27.0% pcp 

Credit provisions were bolstered in anticipation of the 
impact of COVID-19 beyond the initial support measures. 
For now, provisions remain below the levels seen during 
the GFC. 

Reshaping the business 
$0.67b 2H19 $2.06b $0.10b 1H19 

Increased following software write-offs and impairments of 
investments taken during the half. 

Non-interest income (ex notables) 

-7.6% hoh $9.1b -10.4% pcp 

Fell due to mark-to-market losses and net insurance 
income impacted by weather and bushfres. Trading income 
increased lightly and fee income was broadly stable. 

Expense-to-income (ex notables) 

+121bps hoh 45.1% +236bps pcp 

With income fat and costs increasing, this ratio is now at its 
highest level in fve years. 

Common equity tier 1 

10.93% +14bps hoh 
+10bps pcp 

CET1 increased mainly due to completion of a sizable 
business disposal by one bank. Majors have announced 
deferred/reduced dividends and raisings in order to shore up 
capital for future uncertainty. 

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 the second half of 2019 (hoh) or the frst half of 2019 (pcp) except for trend analysis on net interest margin. 
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Overview 

Bank earnings in 1H20 fell below $9b for the frst time since 
the GFC, and ROE below 7% for the frst time since the 1990s. 
Thanks to longstanding headwinds on margins and lending 
growth, alongside the costs of remediating historical issues and 
restructuring the business model, earnings and returns were 
already headed lower relative to recent years, and this was 
augmented by unprecedented credit charges triggered by the 
COVID 19 crisis. Although its full impact remains to be seen, 
the crisis reminds us of the inherent fragility of the economic 
order, and the role banks can play to buttress it. Key areas 
of uncertainty as we look forward are: credit, capital, notable 
charges for remediation and reshaping the business and 
macroeconomic conditions. 

At this early stage in the crisis, the banks have made a critical role 
absorbing the initial shocks of COVID 19, providing credit, liquidity 
and forbearance for business and personal customers alike. As 
a result, perceptions of the industry are changing in ways no one 
could have imagined just a few months ago. 

Soon, however, the focus for Australia will shift from hibernation 
to transformation, and for banks from merely absorbing shocks 
to fulflling the full complement of banking services, including 
allocating capital, supplying liquidity, delivering other fnancial 
services and, most importantly, providing counsel and advice. 

It s what banks are there for: Banking 101. For these reasons, we 
call it the ‘Kairos moment. 
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– even before the crisis 
Extremely challenging half 

The major banks announced a sharp reduction 
in earnings in 1H20, with public debate focused 
on the frst set of credit charges associated with 
the global pandemic. In Australia, the health crisis 
only began ramping up in the last two weeks of the 
half. However, when we disentangle the numbers 
it is clear that the combination of longstanding 
headwinds (on margins, lending growth, remediation 
and restructuring costs) and the need to redress/ 
remediate legacy issues was already leading to one 
of the weaker halves in the past decade. The full 
impact of the pandemic may be yet to come, but 
already it’s a reminder of the inherent fragility of 
a globally-interconnected economic order. It’s also 
a reminder of the unique role the banking system 
plays in supporting economies as they navigate 
through crises. This will become increasingly evident 
as we face the real tests ahead. 

Sharp reduction in earnings 
and returns – underlying trends 
compounded by credit charges 
Just two weeks into the Australia-leg of the global 
COVID-19 pandemic, and before the most signifcant 
economic disruption, three of the four major banks1 

closed the March half-year reporting period with cash 
earnings lower than they’d been since the depth of the 
GFC, as shown in fgure 1. At just under $9b, and with 
ROE lower than 7%, it is a far cry from the days of +$15b 
earnings and high-teen returns. As the crisis progresses 
and its economic consequences evolve, there is no sign 
of the second half of 2020 being any better, leaving a real 
chance of the full year being the worst for Australian 
banks in decades. 

Figure 1: Cash earnings and return on equity by half2 
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Source: Bank reports, PwC Analysis 

1 The fourth closed 31 December 2019. 
2 Adjusted cash earnings and adjusted return on equity remove COVID-19 related impacts as a result of increased credit provisions and the impairment 

of investment in associates. 
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Even without notable expenses of $3.6b (post-tax) and 
additional COVID-19 related credit expenses of $2.4b3 

after tax, earnings would again be down 6.5% hoh 
and 9.9% pcp. This refects the long-term structural 
headwinds facing this industry summarised last 
November in our FY19 report,4 including: 

• Deteriorating credit conditions 

• Constraints on lending growth (notwithstanding recent 
stimulus from rate cuts) 

• Steadily deteriorating margin 

• Declining fee and other non-interest income 

• Challenges in restructuring costs, technology, 
operations and community trust. 

Financials refect ongoing 
headwinds accentuated by new 
notables and credit provisions 
The frst half results refect the combination of long-term 
headwinds, accentuated by signifcant notable items 
and special credit overlays (see page 2 this report). 
In particular: 

• Cash earnings fell to $8.3b, down $4.1b (33%) hoh 
and $6.2b (42%) pcp – the lowest since the depths of 
the GFC – bringing ROE to under 7% for the frst time 
since the 1990s. This almost ensures that 2020 will see 
a continuation of the fve-year trend to lower returns. 

• Credit impairment expenses rose to $5.7b, roughly 
doubling hoh and pcp – a level Australia has not seen 
in a long time. However, as a proportion of Gross 
Loans, Acceptances and Advances (GLAA), the 42bps 
loss rate on an annualised basis (the highest since 
2013) is unexceptional from a longer-term perspective.5 

Impaired asset volumes are up 8.4% hoh (14.4% pcp), 
but this is broadly in line with the balance sheet. At 
37bps, impaired assets as a share of GLAA are up 
slightly but well within historical ranges and far below 
the 125 bps level seen in the GFC. 

• Notable items also rose to $4.3b6 ($3.6b after tax) 
refecting charges for ongoing remediation, one bank’s 
material change in software amortisation, a write 
down of foreign equity holdings driven by COVID-19, 
and another bank’s charges related to fnancial crime 
obligations. This is up 18% hoh and over 130% pcp, 
and is discussed in greater detail below. 

• NIM contraction slowed, but 1.93% is a record low. 
The banks attempted to mitigate some of the margin 
pressure resulting from consecutive cash rate cuts 
through asset repricing but were unable to halt the fall 
in NIM. Nevertheless, balance sheet growth enabled 
total interest income to rise 1.8% hoh and 1.4% pcp 
to over $32b before notables. This represents the 
sixth consecutive half in which total interest income 
has trended between $31-32b despite balance 
sheet growth. 

• Non-interest income decreased over the half to 
$9.1b, down 7.6% hoh and 10.4% pcp excluding the 
impact of notable items. Despite fee income remaining 
broadly stable, wealth management-related income 
continued its downwards trajectory as a result of 
ongoing divestment. Simpler fee structures, and the 
impact of the removal of commercial and retail fees 
also contributed to the overall decrease. 

• Expense-to-income excluding notable items was 
45% (up from 44% hoh and 43% pcp), as expenses 
infation was steady at ~2% per half (to $18.6b) while 
income fuctuated. Including notable expenses of over 
$3.2b, expense-to-income was 54%, the highest it has 
been since 2005. 

• Lending growth in the half rose to 5.3% 
(annualised), up 482 bps hoh and 224 bps pcp. Most 
banks achieved much higher non-retail lending growth 
as corporates drew down facilities in anticipation of 
uncertainty. Overseas assets increased in value as the 
AUD fell, while credit growth in New Zealand and some 
renewed housing credit growth in Australia emerged as 
a result of rate cuts. 

• CET1 stood at 10.93%, up 14bps hoh and 10bps pcp. 
It would have remained roughly fat had it not been for 
the completion of one bank’s sizable business disposal 
during the half. The majors have announced the raising 
of capital and deferred/reduced interim dividends 
in response to the present uncertainty. Meanwhile, 
liquidity for the majors has improved as deposits surge 
due to businesses and individuals shifting portfolios 
towards safety and cash. 

3 $815m of asset impairments at one bank were declared notable expenses, so are refected in the $3.6b mentioned above, but are also COVID-19 related, 
so total ‘COVID-19 impact’ on the half is not $2.4b but $3.2b. 

4 See PwC, ‘The Reality of a new era for Australian banking’, PwC Major Banks Analysis, FY2019, November 2019. 
5 Exceeded 60bps in 2009. 
6 $2.2b in remediation, 2.1b in costs for reshaping the business, with $3.2b recognised as cost and $1.1b as charge to revenue. 
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Tougher tests yet to come 
It’s important to remember that these fnancials do not 
yet refect the full impact of COVID-19 and the associated 
economic crisis, except via estimated forward-looking 
provisions. For three of the four majors, accounts for the 
half closed only twelve business days after the Australian 
Grand Prix was cancelled and fve days after the 
government announced enhanced restrictions. For most 
of that period Australia’s COVID-19 case count was just 
a few hundred, rising rapidly only in the last week. As far 

as the period in question for this report, widespread 
illnesses, lockdowns and economic consequences were 
all still in the future.7 

In fact, as shown in fgure 2, a feature of the frst half was 
the system-wide turnaround in mortgage lending which 
commenced with the cash rate cut to 1.25 in June (noting 
that commitments made in June, July and August would 
have been mostly drawn down in the 1H20 half). 

Figure 2: Mortgage lending commitments into 1H20 stimulated by rate cuts 
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7 For the fourth bank, their half closed New Year’s Eve when the key concern was the economic impact of the bushfres. 

Source: RBA, ABS, PwC Analysis 
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will shape results 
Four key areas of uncertainty 

Looking ahead: 

This early stage in the COVID-19 crisis is rife with uncertainty. Rather than forecasting, or attempting to place 
odds on one scenario or another, we note four things that will shape future results: credit, capital, notable 
charges for remediation and reshaping the business, and macroeconomic conditions. 

Looking forward, it is hard to say much with confdence, 
other than to say that much depends on the evolution 
of the pandemic. It is the health and pharmacological 
response to the virus, and then the speed with which 
economies recover, that will primarily infuence 
bank performance. 

There is a wide range of plausible scenarios for such 
things, from the optimistic to the very dark. Given the lack 
of precedent for so much of what is going on (at least 
in the context of a modern economy) there is no reliable 
way to forecast or even calculate probability. Rather, what 
we can do is be vigilant, prepare to react quickly, and 
pay special attention to four areas we believe will be of 
particular importance in driving bank performance. These  

are: credit, capital, notable charges for remediation and 
reshaping the business, and macroeconomic conditions. 

1. Credit 
This crisis represents the frst signifcant challenge 
for AASB 9 – a change that was made to accounting 
standards following the GFC. This new rule was intended 
to reduce procyclicality in accounting provisioning 
and build a degree of future (expected) losses into 
the provisions taken. As a result, provisions will be 
taken earlier during this crisis as a greater degree of 
expectation is incorporated into underlying calculations. 

Figure 3: Specifc and collective provisions 
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Source: Bank reports, PwC Analysis 
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Understandably then, much of the focus on the banks’ 
results has been on the levels of provisions taken and the 
assumptions for the future on which these were made. 

It is important to remember that COVID-19 remains 
a shock and with that comes unprecedented levels of 
uncertainty about how the country, and particularly the 
economy, will recover. So it is to be entirely expected that 
the banks’ assumptions and forecasts are the subject of 
analysis and scrutiny from stakeholders. 

At this point, while the banks are providing earlier than 
they would have under prior accounting standards, 
they are doing so based on an extremely large range 
of possible outcomes rather than observed experience 
or emerging trends. The accounting does not call for 
a provision for the worst case. 

As those uncertainties begin to become clearer, so 
will the ability of the banks to adjust their expected 
losses, which may well increase markedly under certain 
scenarios. Looking beyond questions of accounting 
treatment, a few points concerning credit losses and 
provisions (illustrated in fgure 3) are worth noting as 
we look forward: 

1. The charge this half of 0.42% (of GLAA, annualised) 
has, for the frst time since 2013, risen higher than the 
25-year average of 0.25%. 

2. During the GFC, charges reached 75bps of GLAAs 
in one year, which would translate to $21b on the 
current portfolio if the same levels were to eventuate. 

3. If losses were to plumb the depths of the downturn 
of the early nineties (which saw annual losses at 
some points spike to 3-4% of GLAA) this would rise 
to between ~$80 and $100b for a full year, 8-10 times 
the current level. 

These aren’t predictions: the Australian economy, 
corporate leverage, commercial real estate market and 
bank balance sheets are all very different than they 
were during the GFC and in the early 1990s. However, 
they do provide a point of perspective, and a reminder 
of how much more severe losses can be. Moreover, not 
everything is better. Household leverage, with debt at 
120% of GDP, is far higher, driven by home loans, which 
have risen to 60% of bank GLAAs, from ~30% in 1990. 
This household leverage was being felt well before any 
crisis, with delinquencies rising slowly but steadily for 
several years. Most recently, in response to offers of 
repayment forbearance in response to the crisis, two 
banks reported take up was approximately 10%. 

This is the context in which the spike in credit losses 
must be considered. The critical determinants of the 
outcome here are going to be: the time taken for the 
economy to restart, and how close it gets to previous 
output levels; and the response of consumers and 
businesses to the removal of government stimulus and 
credit forbearance. 

Clearly, the longer the pandemic lasts, or its economic 
consequences persist, the more likely we are to see 
credit charges and impairments approach (and potentially 
surpass) historic highs. This is behind the focus on 
questions about the shape of the recovery, and whether 
it will look like a ‘V’, ‘U’ or ‘L’. 
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2. Capital 
Following the GFC, the sustained effort to raise capital 
to ‘unquestionably strong’ levels has made a difference. 
As shown in fgure 4, the average CET1 ratio has risen 
steadily to now sit at 10.9%, above the 10.5% threshold 
which is defned as ‘unquestionably strong.’ Further, as 
part of this results period, the banks have each taken 
steps to enhance their capital positions including raising 
capital, reducing or deferring dividends, and converting 
capital instruments into ordinary shares. These changes 
have been made to maintain and build on a total CET1 
increase to $193.7b, up $9.0b or 4.9% hoh. 

Risk weighted assets have increased $60.4b hoh, 
or 3.53%, refecting continued growth in the half, 
in particular, as lines of credit were drawn by businesses 
to provide support in their own capital and liquidity 
management. However, to date limited account has 
been taken in these numbers for those loans where 
forbearance has been provided. Similar to the stimulus 

measures, this is expected to be recalibrated over the 
course of the next six months, and, in the absence of 
a V-shape recovery, it is feasible that the risk weights 
used across the portfolio will need to increase markedly. 

What this will mean for capital management will greatly 
depend on the extent of this recalibration, as well as 
the attitude of the regulator, especially with regard to 
allowing capital ratios to drop below minimum foors as 
the crisis evolves. 

With GLAAs of $2.77trn, against which CET1 constitutes 
7.0%, the banks will need to allocate capital judiciously 
– a task that inevitably involves restricting the access 
to some in favour of others. Good banking will not just 
be about this allocation but also managing customer 
outcomes well, even when those outcomes involve tough 
choices and messages. 

Figure 4: Capital and capital adequacy 
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Source: Bank reports, PwC Analysis 

PwC | Major Banks Analysis | 9 



 

 

 
 

4.5 

3. Notable charges for remediation and reshaping the business 
Notable charges were a record $4.3b in the half, heavily 
infuencing the expense-to-income ratio as demonstrated 
in fgure 5. 

A large proportion of notables continue to be in relation 
to costs for remediation, as shown in fgure 6. Given 
remediation costs have been a relatively consistent 
feature of the result for the past few reporting periods, 
and with the bulk of this year’s costs being driven by 
one bank’s fnancial crime provision, some are hoping 
that the peak for remediation charges is behind us. This 
remains to be seen as much of the required work is still 
in progress and, since the Royal Commission, regulators 
have been much more willing to engage in litigation (even 
if the current crisis provides some pause). Accordingly, 

banks are focused on closing as many open issues as 
possible ahead of the building wave of loan restructuring 
and hardship support on its way. 

As for business restructuring, banks are well progressed 
in divesting previously identifed non-core operations and 
adjusting the carrying value of assets to refect the need 
for replacement or rapid investment. However, rightsizing 
of the operational footprint is at an earlier stage, with 
productivity an increasing focus, and the COVID-19 
crisis may well drive another need to consider what is 
really ‘core’. As a result, we expect to see additional 
costs associated with reshaping the business in future 
fnancial results. 

Figure 5: Rising expense-to-income ratio 
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Source: Bank reports, PwC Analysis 

Figure 6: Notable charges and impact on cash earnings (pre-tax) 
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4. Macroeconomic conditions 
Obviously the overriding question underlying the outlook 
in each of the areas described above is, as discussed, 
the question of what will happen to the economy. On this, 
there are important reasons to be hopeful. 

Government intervention to date has been broader, more 
globally universal, and more extensive than anything we 
have seen before, spanning both fscal and monetary 
policy, including Treasury’s SME lending facility, the 
RBA’s Term Funding Facility, JobKeeper payments and 
relaxation of commitments to a balanced budget. 

There is confdence that policymakers are determined to 
do ‘whatever it takes,’ with actions by Governments, the 
AOFM, the RBA and APRA so far holding back the tide of 
stress one would expect given the degree of economic 
disruption underway. 

However, these measures, in combination with the banks’ 
deferral of payments on more than 400,000 mortgage 
and business loans (as of April), must at some point be 
unwound. Under present measures that would mean 
a critical few months in September and October where 
we will start to understand the real implications for 
the economy, though the degree to which that period 
becomes a fnancial ‘cliff’ will depend on the fexibility 
shown around the timing of stimulus withdrawal. 

At the same time, the longer the crisis drags, the more 
the impact on government balance sheets and the 
money supply will accumulate. Gold, the quintessential 
infation hedge, is up almost 30% since Australia Day, 
and although there is obviously no sign of consumer 
price infation (CPI), there has been in other markets since 
mid March.8 

With the fight to ‘safety’ underway, it is likewise diffcult 
to imagine governments having trouble fnancing defcits. 
However, as we recall from sovereign debt crises in the 
past, that too can change without warning. 

Finally, there are important questions about the impact 
of all this stimulus on economic vitality, and the creative 
destruction of capitalism itself. Governments, no less 
than banks, must always strike the right balance between 
supporting what exists today (consumers, home owners, 
businesses, institutions, and markets), and enabling the 
evolution of something better for tomorrow. It’s a balance 
that’s hard to strike when fscal, monetary and social 
policy is as accommodating as it has been, which means 
that the judicious unwinding of all these measures, and 
its timing, will be as important for the economy as their 
implementation has been. It is a subject we explore in the 
discussion below. 

8 See our our latest Hot Topic, The rate that stops a nation, November 2019, for a discussion of the ways money creation can drive infation and undermine 
fnancial stability, even where there is no sign of consumer-price infation. 
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banking and Australia? 
What’s in store for 

After the shock: 

The drama of recent events, and the uncertainty described above, is changing perceptions of the banking 
system, and bankers’ perceptions of themselves, with a speed no one could have anticipated not long ago. 
For the frst time in decades, millions of Australians are in a position to experience frst-hand the role that 
healthy banks can play as ‘shock absorbers’ for the economy. As we move from this period of ‘hibernation’ 
towards fully reckoning with what the future holds for Australia, banks will have an even more important role 
to play in allocating and supplying capital, liquidity, services and advice. It is their ‘Kairos moment’.   

The banking system may be viewed in a whole new light 
The crisis highlights an important transformation that 
has been underway since the GFC. The global fnancial 
system, along with Australia’s banks, is far more resilient 
than it was 15 years ago. Had the global pandemic hit the 
world’s economies in 2007, with everything we now know 
about the state of fnancial resilience then, it is hard to 
imagine that the resultant economic crisis would not have 
been substantially more severe. 

In this current crisis, so far at least, despite an economic 
shock greater than anything we have seen since the 
second world war, not one major fnancial institution has 
failed, no market has seized up, and no sovereign fnds 
itself unable to fnance its needs. As for liquidity – the 
focus of so much terror in the banking system during the 
height of the GFC – this time around, deposits are surging 
as savers seek safety. 

As a result, banks have been able to play a vital role 
in helping put the economy into so-called hibernation, 
in order to fatten the curve of economic consequence 
(defaults, evictions, layoffs, business closures etc.), giving 
the economy time to deal with issues in a rational, orderly 
manner. That’s critically important. For many businesses, 
it will mean the difference between surviving (albeit with 
additional debt) and bankruptcy. For many homeowners, 
it will mean being able to stay in their homes. For the 
economy as a whole, it may mean the difference between 
another downturn and a fully-fedged depression. 

Putting all this together, there is talk about banks 
stepping up for Australia with loan deferments and 
other forms of fnancial support. Some even wonder 
whether this crisis may be an opportunity for the industry 
to fundamentally change the narrative about it. It’s 
a remarkable turnaround from where we were even three 
months ago. 
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Emerging transformed 
Given the headwinds, banks have been working hard on 
transformation – including productivity, delivery models, 
workforce, customer experience, risk management, etc. 
That of course is part of what has been driving some of 
the ‘notable items’ described above. 

It is of course hard work – but one silver lining of this 
crisis is the way it has revealed the degree to which 
even large organisations are able to move quickly in the 
face of externally-imposed focus and urgency. Like 
organisations around the world, banks that have worked 
for years building out their digital offer, transitioning 

Banks are more than shock absorbers 
However, banks aren’t just shock absorbers (although 
that is certainly a role they can play.9 Banks are also 
intermediaries whose job is to help society allocate 
payments and capital to satisfy all that the economy 
needs. At the core of that responsibility lies counsel 
and advice. 

The time is coming when that advice isn’t always going 
to be what recipients want to hear. Many businesses 
will emerge from the crisis with prospects that are 
fundamentally challenged. For them, it may be in their 
best interest to consider alternatives to the extension of 
further credit. The same may be true for overleveraged 
homeowners confronting a market for their skills which 
is permanently altered. Of course, experienced bankers 
address challenges like these all the time.  

So far in this crisis, the country hasn’t had to confront 
the full reality of what it means. Many have lost their jobs, 
but Australians aren’t being evicted from their homes, 
and many are receiving enhanced income support.10 As 
for businesses, notwithstanding a number of high-profle 
insolvencies, bankruptcies across the country have 
been falling for years. In March, only 1,175 Australian 
businesses became insolvent according to Australian 
Financial Security Authority11 – the lowest level since 
before September 2007 when the government’s publicly-
available time series began. 

cash away from branches, and refning new ways of 
working have seen customers and staff adapt to the 
challenges of lockdown faster than many might have 
thought possible: in many cases in a matter of days. 
The opportunity now is to retain that momentum (and 
focus) for the transformation imperatives ahead, including 
customer offer, product simplifcation and workforce 
transformation. Doing so can help redress both the 
trendline of fat revenue growth and rising cost which has 
been steadily driving the industry’s expense ratio higher, 
as illustrated in fgure 5. 

All this is going to change, along with many other 
features of the market and environment, as illustrated 
in fgure 7. Nobody knows what it will look like in the 
coming months, or post the end of the current deferral 
period in September. There is a wide range of plausible 
scenarios, from optimistic to very dark. However, what is 
almost certain is that the crisis as experienced by many 
Australians will be much more demanding than it has 
been to date. 

Thanks to Australia’s remarkable three-decades 
boom, there are very few left in the industry who have 
experience managing challenges like these, at least in the 
volume we can expect in the months or years ahead. 
Scaling capacity to prepare for this is obviously an 
operational challenge of the frst order. 

It is also a risk, because getting it wrong for customers 
in such an environment, or even failing to communicate 
why banks are doing what they do invites society to 
forget the critical support provided now and will have 
reputational repercussions that could last a generation. 
However, getting it right presents banks with the 
opportunity to reset their relationship with society for 
decades to come. 

9 Alongside a well-functioning insurance market and asset-management industry – and fnding ways to better-align the resources deployed by these 
sectors with Australian banking, for the beneft of all Australians, is one area of potential fnancial-services reform. One example could be renewed focus 
on the development of local bonds and tradeable bank debt suitable for superfund investment. 

10 As of 24 April, there were more than 1.34 million Australians receiving jobseeker payments, up 450,000 from the prior month according to The Guardian. 
11 See Australian Financial Security Authority Quarterly Business and Nonbusiness Personal Insolvency Statistics. 
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Figure 7: Key market features heading into crisis, and potential impacts of the crisis 

Area Feature Heading into crisis Potential impacts of crisis 

Balance 
sheet 

Capital Signifcantly increased Suffcient for banks to play their initial ‘shock absorber role.’ 
Ongoing position contingent on shape of crisis and recovery and 
regulatory stance. As the economy improves, more attention 
will have to be paid to trade-offs and constraints, especially 
in balancing customer assistance with long-term stability. 

Liquidity Signifcantly increased Has not been an issue to date, and appears suffcient (with central 
bank support) for foreseeable future. 

Funding More stable No urgent need to access global debt markets for around a year, 
providing choice and fexibility. 

Credit Bankruptcies less than half 
level 10 years ago 

Bankruptcy rate to increase as environment gets much tougher for 
customers. 

Market Lending Mortgages beginning Unlikely to continue same growth; refnancing driving the majority 
to grow strongly again of current fows. Business credit to grow in short-term. 
following rate cut 

Competition Growing fercer with Noticeable fight to quality to date which will likely continue in short 
market share captured by term. A question as to the sustainability of some new-entrant 
new players models but the opportunity remains. 

Margin Under pressure, declining Continued pressure, especially in lower rate environment, although 
40-50bps over six years RBA support will mitigate funding pressure. Repricing of risk to be 

important as new credit is originated. May create opportunity for 
margin expansion, albeit offset by likely credit losses elsewhere. 

Operations Expenses Cost-focus for Focus and pace must amplify to respond to a lower revenue and 
transformation,  higher credit-loss environment. 
streamlining technology 
and operations 

Digital Digital offer increasing Crisis driving adoption at rate previously unseen. Huge potential to 
in prevalence and capitalise on this as part of transformation. 
sophistication 

Risk and Costs rising and Likely to continue in short term, and potentially accelerate, with 
remediation remediation of past issues need to complete resolution of past issues. Medium term, should 

absorbing signifcant be embedded in BAU with less need for one-off costs and 
management time programs. 

Kairos moment: What banks are made for 
This is the kind of moment banks are made for. It is 
what Christian theologians once upon a time called 
a ‘Kairos moment’: that time when one is called to fulfl 
one’s profound purpose or destiny.12 Not a triumph, nor 
a celebration, but rather – a moment of determination 
and resolve. 

Restarting the economy won’t mean everyone going back 
to doing what they were doing before. Like the banks, 
Australia’s businesses, governments and households 
will emerge from this crisis with a changed perspective 
about things such as the relevance of risk, the value of 
resilience and fexibility, and the importance of reputation, 
personal health and wellbeing, and most importantly, 
social connection. The banking system, fnancial system 
and broader economy will be different to what it was like 
before the crisis, and different than it would have been 

without it. At the very least, we will see the acceleration 
of a number of pre-existing trends, including digital 
commuting, distance learning (especially coaching and 
training), and genuine questions for retail in shopping 
malls and the high street. Alongside these, we might 
see some new ones in areas as diverse as fne dining, 
offshoring, supply chain, transport and logistics. That’s 
just in business. Social changes, including shifting 
attitudes about commerce, nationalism and collective 
identity may be just as profound. 

In all these shifts, Australia’s banks have an indispensable 
role to play, alongside government and the wider 
community, in supporting Australians by allocating 
capital, supplying liquidity, managing risk, delivering 
critical services and, most importantly, providing advice. 

12 In New Testament Greek, there are several words to express the different meanings of the English word ‘time’: duration, sequence, identifcation and, 
most importantly, the moment of purpose and destiny that they called καιρός. That was the time (or season) for which something is intended. 
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ANZ CBA NAB WBC 

1H20 2H19 1H19 1H20 2H19 1H19 1H20 2H19 1H19 1H20 2H19 1H19 

Earnings and Returns 

Cash earnings

Cash earnings (incl discontinued operations)

Core earnings (A)+(B)+(C)

Income tax expense 

Cash earnings before tax

Proft after tax from continuing operations (statutory basis)

Return on average equity 

Dividends paid (per cash fow)

 1,413  2,906  3,564 

 1,323  2,647  3,514

 3,974  4,577  5,381

-886 -1,263 -1,415 

 2,300  4,175  4,988

 1,636  3,059  3,252

4.69% 9.72% 12.04% 

 2,228  2,229  2,242

 4,477  3,816

 4,494  3,938

 7,041  3,006 

-1,864 -1,574 

 6,341  5,396 

 4,573  3,791

12.73% 11.09% 

 4,082  3,530

 4,676

 4,768

 7,017

-1,863 

 6,545

 4,581

13.89% 

 3,323 

 1,436

 1,313

 3,223 

-604 

 2,062

 1,210

5.08% 

 1,491

 2,143  2,954

 2,104  2,694

 3,509  4,699

-865 -1,244 

 3,039  4,250

 2,185  2,905

7.83% 11.17% 

 1,495 -1,771

 993  3,553 

 993  3,553 

 4,181  5,562

-949 -1,545 

 1,943  5,101

 1,191  3,614

2.93% 11.08% 

 2,518  2,080

 3,296 

 3,296 

 5,062 

-1,430 

 4,729 

 3,176 

10.40% 

 2,897 

Notable Items 

Cash earnings (excluding notable items)

Remediation included in notable items (net proft before tax impact) 

 2,451  3,305  3,467 

-129 -485 -113 

 4,703  4,801

-226 -855 

 5,091

-276 

 2,471

-418 

 3,266  3,279

-1,107 -464 

 2,278  3,930

-1,427 -488 

 4,049 

-896 

Revenues 

Net interest income (A)

Net interest income (excluding notable items)

Net interest margin (NIM) (%) 

Non-interest income (B)

Non-interest income (excluding notable items)

Non-interest income as a % of total income (ex. notable items) 

 7,222  7,040  7,299

 7,265  7,138  7,292

1.69% 1.72% 1.79% 

 1,357  2,243  2,447

 2,196  2,240  2,216

23.21% 23.89% 23.31% 

 9,293  8,986 

 9,293  8,986 

2.11% 2.10% 

 3,177  3,013

 3,177  3,013

25.48% 25.11% 

 9,134

 9,134

2.10% 

 3,172

 3,172

25.78% 

 6,886 

 6,908 

1.78% 

 1,687

 1,907

21.63% 

 6,808  6,734

 6,838  6,776

1.78% 1.79% 

 1,539  2,140

 2,372  2,442

25.75% 26.49% 

 8,666  8,564 

 8,772  8,696 

2.13% 2.13% 

 1,675  1,988

 1,806  2,208

17.07% 20.25% 

 8,389 

 8,601 

2.12% 

 1,714 

 2,314 

21.20% 

Expenses 

Total operating expenses (C) 

Expense/income ratio (%) 

Total operating expenses (excluding notable items) 

Expense/income ratio (%) (excluding notable items) 

Total number of full time equivalent staff

-4,605 -4,706 -4,365 

-53.68% -50.69% -44.79% 

-4,355 -4,322 -4,240 

-46.03% -46.09% -44.59% 

 37,834  37,588  37,364

-5,429 -5,980 

-43.54% -49.84% 

-5,203 -4,995 

-41.72% -41.63% 

 42,137  42,921

-5,289 

-42.98% 

-4,874 

-39.61% 

 42,519

-5,350 

-62.41% 

-4,118 

-46.72% 

 35,245

-4,838 -4,175 

-57.96% -47.05% 

-4,100 -4,055 

-44.52% -43.99% 

 34,370  33,790

-6,160 -4,990 

-59.57% -47.29% 

-4,970 -4,803 

-46.98% -44.05% 

 34,199  33,288

-5,041 

-49.90% 

-4,767 

-43.67% 

 34,241 

Asset Quality 

Credit impairment expense 

Loss rate (%) (credit impairment expense/total GLAA) 

Individual provision funding (ex. write-offs and recoveries) 

Collective provision funding 

Gross impaired assets

Gross impaired assets as a % of GLAA 

Total provisions for credit impairment

Total provisions for credit impairment as a % of GLAA 

Collective provisions 

Credit risk weighted assets

-1,674 -402 -393 

-0.25% -0.07% -0.06% 

-1,048 -750 -624 

-900 -4 -12 

 2,599  2,029  2,022

0.39% 0.33% 0.33% 

 4,669  3,509  3,601

0.71% 0.57% 0.59% 

 3,614  2,718  2,736

 385,997  358,106  345,523

-649 -624 

-0.08% -0.08% 

-287 -271 

-446 -412 

 3,383  3,622 

0.44% 0.48% 

 5,026  4,799

0.65% 0.63% 

 4,067  3,904

 375,217  372,574

-577 

-0.08% 

-348 

-312 

 3,560 

0.47% 

 4,734

0.62% 

 3,814

 369,356 

-1,161 

-0.19% 

-413 

-858 

 2,037

0.33% 

 5,228 

0.85% 

 4,008 

 364,550

-470 -449 

-0.08% -0.07% 

-472 -409 

-113 -152

 1,972  1,564

0.33% 0.26% 

 4,142  3,966

0.69% 0.66% 

 3,118  3,015

 351,646  345,397

-2,238 -461 

-0.31% -0.06% 

-351 -170 

 1,619  74

 2,154  1,763

0.30% 0.25% 

 5,766  3,913

0.80% 0.54% 

 5,160  3,501

 369,142  367,864

-333 

-0.05% 

-173 

 108 

 1,749 

0.24% 

 3,985 

0.56% 

 3,552 

 362,762 

Balance sheet 

Total assets

Total average interest earning assets

Total average non-interest earnings assets

Gross loans and acceptances (GLAA)

Total liabilities

Deposits

Total equity (excluding minority interests)

Common equity tier 1 ratio 

Common equity tier 1 capital

Total risk weighted assets

Gross loans and acceptances / total assets 

 1,149,955  981,137  980,244

 856,651  814,831  811,528

 165,322  163,987  120,099

 660,781  618,295  613,269

 1,088,580  920,343  920,273

 566,500  511,800  493,400 

 61,364  60,783  59,821

10.80% 11.40% 11.50% 

 48,331  47,355  45,528 

 449,012  416,961  396,291

57.46% 63.02% 62.56% 

 979,868  976,502

 874,564  864,692

 98,579  90,587

 771,383  761,013

 908,715  906,853 

 600,456  578,786

 71,102  69,594 

11.70% 10.70% 

 52,380  48,367 

 449,154  452,762

78.72% 77.93% 

 980,430 

 863,664

 98,181

 759,410

 911,852

 578,746

 68,025

10.80% 

 48,026 

 445,144

77.46% 

 927,628

 773,466 

 92,337

 614,163

 869,250

 447,197

 58,377

10.39% 

 44,960 

 432,666

66.21% 

 847,124  826,943 

 763,383  754,261

 80,347  78,464 

 601,352  601,313

 791,520  772,852

 424,612  421,735

 55,596  54,084

10.38% 10.40% 

 43,138  41,935

 415,771  403,205 

70.99% 72.72% 

 967,662  906,626 

 812,971  803,165

 99,393  95,800 

 724,868  718,378

 900,016  841,119

 543,801  524,516

 67,590  65,454

10.81% 10.67% 

 47,982  45,752

 443,905  428,794

74.91% 79.24% 

 891,062 

 794,660 

 92,494 

 717,934 

 827,127 

 511,643 

 63,884 

10.64% 

 44,680 

 419,819 

80.57% 

Footnote: All fgures are presented on a continuing cash basis unless otherwise noted. PwC | Major Banks Analysis | 15 
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