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Comparisons made in this analysis are to the first half of the financial year 2017 (pcp) or the second half of the financial year 2017 (hoh).

-50bps hoh, 
-63bps pcp 13.05%
Continued capital generation and declining 
earnings pushed ROE to the bottom of the 
13% – 14% range. One-off costs taking  
their toll during the half.

Return on equityCash earnings
-2.8% hoh, 
-1.6% pcp
Remediation and restructuring charges 
drove a reduction half on half despite 
solid underlying performance. 

$15.24bn

Net interest margin

2.04%+2bps hoh, 
+4bps pcp

Net interest income grew 1.9% hoh to 
$31.7bn (4.8% pcp). Benefit of asset 
and liability repricing and lower wholesale 
funding costs offset the reported negative 
impact of the major bank levy.

Non-interest income

$11.5bn+4.4% hoh, 
-5.7% pcp

A slight increase driven by lending 
volumes was partially offset by weaker 
markets performance, reductions 
in interchange rates and removal of 
certain fees. 

Expense-to- 
income ratio

45.32%
+227bps hoh, 
+233bps pcp
Uptick driven by remediation and restructuring costs. 
Operating cost base is controlled despite greater change 
and technology spend.   

Itemised  
charges $1.4bn
Regulatory, compliance and 
restructuring costs were specifically 
called out in HY18 and are expected to 
affect the cost base of future periods.

Bad debt 
expense

Credit 
growth

+1.1% hoh, -19.8% pcp

-30bps hoh, flat pcp

Notwithstanding minor cyclical increase hoh, 
bad debt expense remains extremely low, 
providing continued tailwind to earnings.

Lending growth continues to slow, with the 
outlook for further credit tightening.

$1.8bn

5.1% p.a.

Credit provisions

Common equity 
tier 1 ratio

$14.1bn

10.56%

+0.2% hoh, 
-4.5% pcp

+24bps hoh, 
+27bps pcp

Total provisions have increased slightly 
on the half driven by marginal growth in 
collective provisions.

APRA’s 10.5% CET1 target is in sight, with half the majors 
having achieved the target and continued increases through 
earnings anticipated to complete the set.
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Turbulence emerging
Economic, competitive and conduct challenges 
beginning to materialise in financials
Sizeable restructuring and 
remediation costs alongside 
softening credit growth have 
driven a marginal reduction in 
cash earnings half on half (hoh), 
signalling turbulence in the 
trajectory for bank performance 
over the near term. This took place 
despite the momentum carried 
from prior periods, with margins 
holding up, reasonable control being 
shown on the underlying cost base 
and the remarkable continuation of 
historically-low bad debts.

The outlook for many drivers of 
returns is challenging, with the 
possible signs of a long-debated 
mortgage market reckoning, and 
the financial consequences of the 
economic, competitive and conduct 
challenges we have been monitoring 
for some time beginning to 
materialise.

All this is in the context of what 
we believe may be the Third Wave 
of Reform of banking in Australia 
since deregulation. In such an 
environment, the evolution of 
margin and cost management will 
be key.

Reduction in cash earnings
The major banks reported reduced hoh 
cash earnings driven by approximately 
$1.4 billion in expenses for restructuring 
and remediation. Return on Equity 
(ROE) fell as a result and, at 13.05%, 
is at its lowest level since 2009, down 
365 basis points from its post-GFC high 
in 2011.

Although margins have held up so far, 
lending growth was harder to come by in 
the half in part as a result of tightening 
lending requirements. The banks 
continue to invest in productivity, and 
even though substantial expenditure 
for change and technology has been 
incurred, underlying operating costs 
have only risen in line with inflation. 
Of course whether this investment 
ultimately drives absolute cost 
reduction in the medium term remains a 
key question.

For good news that is truly unqualified, 
there remains only asset quality: years 
after we were sure they could not 
continue to do so, loan losses again 
provided a tailwind to earnings (pcp).

These results are perhaps the first 
sign that the ‘qualitative’ economic, 
competitive and conduct challenges 
we have been calling out over the past 
few years, even in the face of record 
earnings, are now translating into 
quantitative financials.

• Economic challenges include the 
outlook for credit growth and 
house prices, as well as fragility 
in the geopolitical and economic 
environment. 

• Competitive challenges include the 
fallout from the Royal Commission, 
APRA, ACCC and Productivity 
Commission Reviews and likely 
requirements for Open Banking, all 
of which could appear in the 2018 
Commonwealth Budget. 

• Finally, and most fundamentally, 
conduct challenges include the need 
to address underlying issues affecting 
reputation and trust which have 
come to a dramatic head in the Royal 
Commission hearings over the past 
two months.

For all these reasons, the outlook for 
many of the key drivers of bank earnings 
in the years ahead is unfavourable.

We discuss each of these considerations 
below, and take up the particular longer-
term challenges and opportunities raised 
by Open Banking in the upcoming Hot 
Topic: Demystifying Open Banking: 
what it means for bankers and banks, 
which will be released later this month.

Four major banks combined performance report (as reported)

1H2018 2H2017 1H18 vs 2H17 1H18 1H17 1H18 V 1H17

Net interest income 31,654 31,064 1.9% 31,654 30,215 4.8%

Other operating income 11,533 11,050 4.4% 11,533 12,226 (5.7%)

Total income 43,187 42,114 2.5% 43,187 42,441 1.8%

Operating expense 19,573 18,129 8.0% 19,573 18,247 7.3%

Core earnings 23,614 23,985 (1.5%) 23,614 24,194 (2.4%)

Bad debt expense 1,770 1,751 1.1% 1,770 2,206 (19.8%)

Tax expense 6,539 6,491 0.7% 6,539 6,423 1.8%

Outside equity interests 18 20 (10.0%) 18 22 (18.2%)

Cash earnings 15,238 15,674 (2.8%) 15,238 15,494 (1.6%)

Statutory results 15,301 15,932 (4.0%) 15,301 14,570 5.0%
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Economic challenges: slowing 
mortgage lending and global 
economic fragility 

Mortgage market reckoning? 
As with ever-falling loan losses, 
observers have been waiting for years 
for the ‘unsustainable’ rate of mortgage 
lending growth to dissipate. Unlike 
with loan losses, it appears that this 
dissipation is finally here, with system 
housing growth tapering over the past 
year, driven by aggressive pressure 
on investor lending (some of which 
has been shifted or reclassified to 
owner-occupied). This is shown in 
Exhibit 1 below.

This looks likely to continue and may 
even accelerate as focus now turns to 
borrower serviceability, leverage and 
origination standards in the primary 
owner-occupier segments. This will 
put pressure on mortgage lending by 
Authorised Deposit-taking Institutions 
(ADIs) for some time to come, with 
anecdotal reports suggesting that 
borrowers are already beginning to feel 
the impact. Even assuming continuous 
growth in nominal income of 4–5% 
per annum, it will take many years 
before some common measures of 
household leverage in Australia return to 
historic norms.

Exhibit 1: Investor and owner-occupier mortgage lending: Growth (12 month rolling)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Housing – Owner-occupier Housing – Investor housing

0%

10%

5%

15%

Global economy firing but still 
fragile
The good news is that this so-called 
‘reckoning’ may occur in the context of 
a global economy that is as healthy as it 
has been in a very long time. Economic 
activity is vigorous in every major 
market. 

Wages are growing – not strongly enough 
to mitigate popular dissatisfaction but 
also not enough to invite aggressive 
monetary response – and rates are 
rising with 10-year US Treasury and 
Australian Government bonds both 
approaching the 3% threshold, which 
has become a symbolic ‘barrier’ for 
many observers since the GFC (though 
in the UK, Eurozone and Japan inflation 
expectations remain very low). In 
Australia, the Commonwealth Budget 
may show an early surplus, although 
decisions could change this, and 
unemployment, though still well above 
the 4% touched just before the GFC, is 
settling in at around 5.5%, which some 
are arguing is the new ‘full employment’ 
(though not the RBA, which cites 
unemployment as the reason to maintain 
monetary accommodation). In short, 
if there is a time to grapple with house 
prices and household leverage, this is it.

However, nothing comes without 
risk. Immediately, there is the risk of 
overshoot: macroprudential tightening 
might be too hard, the RBA’s rebalancing 
too fast, or the pullback in house prices 
too steep. In the worst case, these could 
have subsequent effects on consumer 
spending, small business revenues, 
hiring and so on. This is the most 
obvious risk.

A less obvious but equally important 
risk is that the synchronous growth 
described above masks a number 
of important sources of systemic 
instability, most significantly in two of 
our three major trading partners. In 
China, an unprecedented credit boom 
has produced, by some estimates, over 
US$3 trillion of bank debt backed by 
infrastructure and business assets whose 
underlying economic worth remains to 
be demonstrated. 

At the same time, our second-largest 
trading partner, the US, has embarked 
on a GFC-scale fiscal stimulus that will 
require it to sell over $800 billion in 
incremental bonds in 2019, even as 
the Federal Reserve seeks to dispose of 
the US$3 trillion in treasury securities 
acquired, financing the last great fiscal 
stimulus. This combination has never 
been tried before. It is blamed by 
economists for the unusual spike in bills-
OIS spread to levels normally associated 
with heightened concerns about bank 
solvency risk. This is the first unusual 
consequence on the global economy 
of what might be called the ‘Trump 
reflation’. There will likely be others 
before it’s done. 

Source: RBA
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Source: APRA, PwC analysis

Competitive challenges: 
growth will be harder to 
maintain as lending tightens
Banks need to manage the risks 
discussed above without retreating 
from the market or moderating the 
intensity with which they compete for 
business – with each other as well as 
other players. As shown in Exhibit 2, in 
the last several months non-majors have 
taken advantage of the combination 
of macroprudential constraint and a 
tightening of lending standards by the 
majors to grow faster. Note that the 
data below is for ADIs only. However, 
Residential Mortgage Backed Securities 
issuance (which reached its highest 
quarterly level since the GFC in the three 
months to March) suggests that lending 
by non-banks has also been healthy.1   

Exhibit 2: Non-major credit assets (ADIs only) growing faster than majors
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Over the next several years, as 
regulatory requirements and customer 
expectations compel banks to embrace 
new ways of working and of serving 
customers, we can be sure that 
competitors and new entrants will rush 
to get there first. Changes in technology 
and industry practice will make it easier 
for both the majors and their competitors 
to do this, so the only thing certain is 
faster change. Open Banking is just one 
example, and we review it in our  
Hot Topic: Demystifying Open 
Banking: what it means for bankers 
and banks, which will be released later 
this month.

1  Reserve Bank of Australia Statement of Monetary Policy, May 2018
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Conduct challenges: Third 
Wave of Reform?

While regulatory challenges are nothing 
new for this industry, there is no 
question that the Royal Commission and 
its ‘case study’ approach has managed 
to frame compliance and conduct 
challenges in a dramatically new way. 
Their work raises questions about the 
future structure and operation of the 
industry that are worthy of discussion. 
What’s more, the open nature of 
these hearings, including as they do 
ordinary consumers telling stories 
which anyone can understand, adds 
a level of accessibility that may prove 
very valuable to both policy makers 
and the industry when the time comes 
to convince the public that changes 
proposed will make a difference.

Handled appropriately, the hearings may 
prove to be cathartic for the industry’s 
reputation and relationship with the 
broader community. At a minimum, they 
will force the industry to make choices 
that will determine its shape for years to 
come. 

It’s not just the Royal Commission.  
There is much more happening, as 
illustrated in Exhibit 3 below. The 
breadth and nature of concerns being 
raised by these inquiries and reviews 
suggests that their outcome will affect 
banking for many years to come. What’s 
more, there is no sign of this momentum 
subsiding.

Thinking more broadly about the 
industry’s evolution in the three decades 
since it was ‘opened’ to the world, we can 
identify two clear waves of reform: 

• Reform of credit risk management 
following the credit crisis of the late 
80s and early 90s, and

• Reform of market and liquidity risk 
management following the financial 
markets crisis of the noughties.

What we are living through now may 
be nothing less than the Third Wave 
of Reform: reckoning with incentives, 
behaviour, culture, trust and regulation 
following the revelations about conduct 
we are seeing today.

Consumer lending public hearing

• Responsible lending

• Incentives and oversight of distribution 

• Interpretation and speed of breach reporting

JAN FEB MAR APR MAY JUN JUL

APRA responsible lending 

• Lending policies and serviceability 

• Strengthening of lending practices

• Risk appetite and debt to income ratios

BEAR (majors)

• Personal, 
including NED, 
accountability

• Reasonable steps

• Remuneration 
deferral

APRA remuneration (CPS 510) review  

• Contemplate size, complexity and risk profile 

• Enforcement of accountability

• Evidence of rationale for decisions

Financial advice  
public hearing

• Incentives and 
conflicts of interest 

• Remuneration 
(financial and non 
financial)

• Adequacy of existing 
laws and policies 

AGM activity

• Remuneration 
voting

• Climate 
change focus

ACCC mortgage pricing 
review (interim report)

• Broker independence

• Pricing transparency

• Regulatory mandates

Productivity 
commission review 
into financial system 
(final report)

APRA CBA inquiry final 
report

• ‘Voice of risk and 
customer’, non financial 
risks 

• Culture of complacency

• Role of board

Small and medium 
enterprise public hearing

• Small business lending

• Product and account 
administration

• Code of banking practice

ASX corporate 
governance principles

• Social license to 
operate 

• Corporate values and 
culture 

• Whistleblower policies 

 Exhibit 3: Third Wave of Reform - Issues raised and views expressed by myriad of inquiries and reviews currently underway

ACCC mortgage 
pricing review  

(final report)

Productivity 
commission review 
into financial system 
(interim report)

• Industry structure 
and regulatory 
posture

• Reward for loyalty

• Competition v 
marketing
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Outlook: margins and cost 
management will be key
In summary, as illustrated in Exhibit 4, 
there are significant headwinds affecting 
many of the key drivers of earnings and 
return in the years ahead.

The key open questions in this 
environment are:

• Can banks continue to maintain or 
even expand margins while retaining 
market share?

• How quickly can banks translate 
investment in productivity into 
tangible cost savings?

• More importantly, how will the 
industry address the challenges and 
embrace the opportunities opened by 
the Third Wave of Reform described 
earlier, and

• Perhaps hardest of all to predict, how 
will innovation, by the majors and by 
their competitors, change the game 
and reset the boundaries of what is 
possible in all the areas mentioned 
above? 

Exhibit 4: Headwinds on many drivers of earnings and return – cost management and pricing therefore crucial

Future outlook

Significant investments in digitisation and automation balanced by 
increased requirements on compliance, oversight and control.?

Likely but as-yet unquantifiable additional expenses to respond to  
conduct and other operational risks.

Asset quality has been very benign for many years.

Potential mortgage tightening may have second-order consequences.
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expense

Credit 
provisions4.
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Cash earnings
Remediation and restructuring charges 
drove a reduction hoh despite solid 
underlying performance

Cash earnings are down on the half 
to $15.24 billion or 2.8% hoh (down 
1.6% pcp) driven by approximately $1.4 
billion in individual charges associated 
with remediation of conduct and 
compliance issues and restructuring.

Return on Equity 
Continued capital generation and 
declining earnings pushed ROE to the 
bottom of the 13% – 14% range 

As shown in Exhibit 5 above, ROE from 
continuing operations is at 13.05%, a 
decrease from 13.55% or 50bps hoh.

This is down more significantly than 
earnings and in fact is at its lowest level 
since the GFC due to $54 billion or 45% 
in additional CET1 capital compared 
to the corresponding period in 2014 
which the banks raised to meet the 
10.5% ‘unquestionably-strong’ capital 
requirement APRA introduced last year 
in response to recommendations by the 
Financial System Inquiry (FSI).  

1. Earnings and returns 

As shown in Exhibit 5, although down on 
the half, cash earnings are still at close 
to record levels, and in the absence of 
the above mentioned itemised charges, 
would have set a new six-month record.

However, as described in further 
sections, we view the trajectory as likely 
to reflect increasingly material costs 
for such things as compliance as well 
as opportunity costs driven by tighter 
lending standards and risk appetite. 

As mentioned in the introduction and 
illustrated in Exhibit 4, the outlook for 
most ROE drivers is not positive in the 
years ahead, so cost and margin will 
be key.

Exhibit 5: Cash earnings and return on equity by half

 Cash earnings  Return on equity
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Source: Bank reports, PwC analysis
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Net interest income & margin
Net interest income grew 1.9% hoh to 
$31.7 billion (4.8% pcp). The benefit of 
asset and liability repricing and lower 
wholesale funding costs offset the 
reported negative impact of the major 
bank levy

The banks’ combined net interest margin 
(NIM) was up 2bps hoh and 4bps on 
pcp. The drivers of NIM varied from 
bank to bank, but NIM movements were 
characterised by decreases caused by the 
major bank levy charge broadly offset 
by cheaper deposits. The banks also saw 
tail end benefits from the repricing of 
interest-only and investor home loans.

With still record-low funding costs 
likely to start rising, and with 
tough competition, net interest 
margins appear set to continue their 
downward trajectory. 

2. Revenues 

Wholesale funding 

+1bp hoh, +1bp pcp
Wholesale funding costs decreased 
during the half, however recent spikes 
have fuelled talk of this increasing in 
the short to medium term. 

Treasury and markets 

Flat hoh, -2bps pcp
Results, as always, are varied in 
treasury and markets resulting in a  
flat contribution to NIM. 

Lending

+2bps hoh, +6bps pcp
The banks experienced tailwind 
impact of repricing activity in investor 
and interest only portfolios over the 
last year.

Deposits 

+2bps hoh, +2bps pcp
Each bank benefited from easing 
competition in their deposits portfolio 
during the year.

2  Comparitive changes made to bank reported net interest margin where relevant 
Source: Bank reports, PwC analysis

Exhibit 6: Combined net interest margin2
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Bank Levy
Each bank reported a negative 
impact on margins of up to 5bps from 
the major bank levy, which came into 
effect on 1 July 2017. For the three 
banks that reported a specific impact, 
this totalled $543 million, indicating 
a total of ~$730 million for the four. 
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Non-interest income
A slight increase driven by lending 
volumes was partially offset by weaker 
markets performance, reductions 
in interchange rates and removal of 
certain fees

Non-interest income was higher on the 
prior half by 4.4%, but down on pcp 
by 5.7%. This was mainly driven by 
continued growth in lending volumes 
and assets under management, partially 
offset by lower markets income relative 
to the preceding halves and in particular 
the favourable market conditions in 
the first half of 2017 known as the 
‘Trump trade’. 

Banking fee and commission income has 
increased, up  6.7% hoh and 16.0% on 
pcp. The banks experienced continued 
loan growth in housing and business 
banking, while some banks have also 
seen a shift in some customers to fee-
based products. A distinguishing feature 
of the half was significant reductions in 
ATM fees, following the banks’ decisions 
to discontinue these fees, and reductions 
in interchange rates.

Wealth management income was up 
5.5% hoh and 5.1% on pcp reflecting 
growth in average funds under 
management. It should be noted that 
benefits from wealth management 
fees may taper in the medium term 
with some banks reporting strategic 
divestments in asset management 
and insurance.

As mentioned, markets income 
decreased 20% hoh (42% pcp) as market 
volatility experienced previously was 
not repeated this half. Renewed trade 
tensions between the US and China, 
as well as the prospect of renewed 
sanctions on Iran, could lead to a 
recurrance of trading opportunities in 
the second half.

Exhibit 7 below excludes other non-
interest income such as the benefit from 
asset sales and business investment 
revaluations as well as gains/losses 
resulting from recent business disposals. 
This period has seen a number of such 
one-off gains as banks rationalise 
their businesses. 

Exhibit 7: Analysis of other operating income

1H08 2H08 1H09 2H09 1H10 2H10 1H11 2H11 1H12 2H12 1H13 2H13 1H14 2H14 1H15 2H15 1H16 2H16 1H17 2H17 1H18
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Source: Bank reports, PwC analysis
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Expense-to-income ratio
Increase driven by remediation and 
restructuring costs. Operating cost base 
is controlled despite greater change and 
technology spend  

Excluding itemised provisions and 
expenses (refer below), operating 
expenses were up 1.9% pcp and 0.3% 
hoh. This is less than the level of 
inflation despite significant investments 
in technology and productivity.

Investment spend overall is up 16.9% 
pcp, though down 2.3% hoh, reflecting 
the significant increases in customer 
service technology investment in the 
second half of last year, which we expect 
to continue. These investments include 
payments platforms and servicing 
technology, cloud infrastructure, smart 
ATMs and digital offerings, as well as 
tools to improve employee capability.

Spend on risk and compliance 
investment decreased 5.4% hoh but 
increased 11.6% on pcp due to increased 
investment in regulatory compliance as 
well as technology and infrastructure 
resilience from cyber and security risk.

As a result, after adjusting for the one-off 
provisions described in the next section, 
the expense-to-income ratio increased 
15bps hoh and decreased 102bps pcp.

The movement in number of full 
time employees (FTE) varied across 
the banks. Further decreases are 
expected for one bank, following the 
first year of an announced three-year 
restructuring plan. For the other three 
banks, FTE are expected to remain flat. 
Personnel expenses were flat pcp due 
to the offsetting impact of one bank’s 
restructuring efforts begun almost two 
years ago and another bank’s increased 
spend on compliance related activities.

3. Expenses

Itemised charges
Regulatory, compliance and 
restructuring costs were specifically 
called out in HY18 and are expected to 
affect the cost base of future periods

Total operating expenses, including 
itemised provisions, were up 7.23% 
pcp and 7.93% hoh. The effects of cost 
reduction were negated by large, one-off 
provisions by some banks for regulatory 
penalties, remediation and the cost of 
restructuring. We expect such costs 
to continue.

Including these costs, the combined 
expense-to-income ratio across the banks 
for the six months rose to 45.3%, up 
227bps hoh and 233bps on pcp.

Exhibit 8: Expense to income excluding itemised charges3
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3. Expense to income has been adjusted to exclude itemised charges relating to regulatory, compliance 
and restructuring costs recognised in 1H18. Prior periods were also adjusted for itemised charges such 
as one-off accelerated software costs.
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Bad debt expenses
Notwithstanding minor cyclical 
increase hoh, bad debt expense remains 
extremely low, providing continued 
tailwind to earnings

Bad and doubtful debt expense (BDE) 
across the majors rose $19 million (1.1% 
hoh) during the period to $1.8 billion, 
but down $436 million or 19.8% on 
pcp. This was mainly a result of specific 
positions taken in previous periods that 
were not recurring.

4. Asset quality 

Exhibit 9: Impaired assets and bad debt expense2 
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This translated to a continued decline in 
the bad debt expense over gross loans 
and advances (BDE/GLAA) to 14bps, 
representing the lowest level it has been 
for over 25 years.  

Credit provisions
Total provisions have increased slightly 
on the half driven by marginal growth in 
collective provisions

Total provisions increased slightly by 
0.2% or $32 million hoh, although they 
decreased by $668 million or 4.5% 
on pcp. 

Source: Bank reports, PwC analysis

2 Projected 2018 bad debt charge annualised using reported bad debt expense for 1H18 and 2H17

Exhibit 10: Specific vs collective provisions
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Asset quality ratios continue to 
improve, with impaired assets to total 
loans declining to 33% from 34% six 
months ago. 

Exhibit 10 highlights the impact of 
this sustained period of asset quality 
improvement in Australia. Total 
provisions are less than $15 billion across 
the four banks only just over $3 billion of 
which are specifics.
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5. Balance Sheet

Exhibit 11: Domestic credit growth

Credit and other assets
Lending growth continues to slow, with 
the outlook for further credit tightening

Major banks experienced growth of 1.1% 
in total average interest earning assets 
hoh, slowing from 2.0% growth in the 
previous period. This compares to total 
system loan growth of 5.1%, down from 
5.4% and flat on pcp.

Housing loans for major banks increased 
1.35% hoh and 3.75% pcp, illustrating 
a reduction in the growth rate between 
the two periods. By contrast, system 
housing credit growth was 6.1%, down 
0.08% hoh and 0.53% pcp as the market 
tapped the brakes on investor loans. 
In the November 2017 edition of this 
publication, we mentioned that there 
would be an inevitable impact on credit 
growth from the significant repricing of 
interest-only lending. This has now come 
to fruition.

Last month APRA announced its plan to 
remove the investor lending cap that it 
introduced in 2014. In doing so, it said 
that the temporary cap had served its 
purpose in moderating lending growth 
as well as improving standards and 
oversight. 

It still warned ADIs to maintain their 
grip on lending policies and practice. 
Benchmarks on interest-only lending 
continue to apply.

Not all banks reported on business and 
personal lending growth, however for 
system growth, business credit has 
slowed and ended at 2.59% down 0.64% 
hoh and 0.14% pcp. Other personal 
lending, which includes personal 
loans and credit cards, continued its 
contraction with negative growth of 
1.21% in the period.  

Source: PwC analysis, RBA
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Funding
As illustrated in Exhibit 12 the 
composition of the banks’ deposits has 
been relatively stable over the past year.
This comes after some considerable 
changes to the banks’ liability mix 
over the past few years in response 
to increased liquidity requirements 
imposed by APRA.

Total Deposits at the banks decreased 
0.2% hoh, and were up 2.0% pcp. While 
deposit growth during the year was 
lower than the increase in gross lending 
for the banks, all banks have reported 
Net Stable Funding Ratio above the 
100% requirement during the half. 



PwC Banking Matters  |  14

May 2018

Exhibit 12: Composition of bank deposits

Exhibit 13: Capital and return on equity 
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Common equity tier 1

APRA’s 10.5% CET1 target is in sight, 
with half the majors having achieved the 
target and continued increases through 
earnings anticipated to complete the set

Majors have been shoring up balance 
sheets to ensure they are ready to meet 
their ‘unquestionably strong’ 2020 CET1 
targets by 1 January 2020. They are 
well on their way, with two of the banks 
already meeting it.

The weighted average CET1 Ratio is 
10.56% as at 1H18, up from 10.32% 
for the previous half. CET1 capital (the 
ratio numerator) has increased by $6.3 
billion or 3.8%, largely attributable to 
cash earnings offset by dividends. There 
were no CET1 capital raising outside of 
Dividend Reinvestment Plans. 

Risk Weighted Assets (RWA) growth was 
controlled and increased by only $25 
billion or 1.6% hoh. This is significantly 
less than total balance sheet growth 
reflecting the portfolio shift away from 

capital intensive assets in overseas and 
institutional markets and towards lower 
risk domestic ones, especially mortgages.
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Key banking statistics – Half year 2018

ANZ CBA NAB WBC

Mar-18 Sep-17 Mar-17 Dec-17 Jun-17 Dec-16 Mar-18 Sep-17 Mar-17 Mar-18 Sep-17 Mar-17

Balance sheet

Total assets 935,116 897,326 896,511 961,930 976,318 971,663 796,068 788,325 789,320 871,855 851,875 839,993

Risk weighted assets  395,777 391,113 397,040 440,836 437,063 436,481 387,415 382,114 374,487 415,744 404,235 404,382

Gross loans and acceptances  594,939 583,444 579,776 741,318 737,002 719,250 571,240 565,146 550,043 704,306 687,785 670,208

Asset quality & provisioning

Gross impaired assets  2,034 2,384  2,940 3,367 3,187 3,375 1,609 1,724 2,393 1,535 1,542 1,978

Net impaired assets  1,018 1,248  1,671 2,207 2,038 2,193 899 1,033 1,645 836 828 948

Gross impaired assets as a % of gross 
loans and acceptances 0.34% 0.41% 0.51% 0.45% 0.43% 0.47% 0.28% 0.31% 0.44% 0.22% 0.22% 0.30%

Individually assessed provisions  1,016 1,136  1,269 974 971 1,007 710 691 748 471 480 787

Individually assessed provisions as a % 
of impaired assets 49.95% 47.7% 43.16% 28.93% 30.47% 29.84% 44.13% 40.08% 31.26% 30.68% 31.13% 39.79%

Collective provisions  2,579 2,662  2,785 2,749 2,722 2,782 2,938 2,798 2,695 2,694 2,639 2,726

Collective provisions as a % of non 
housing loans & acceptances 1.03% 1.08% 1.12% 1.11% 1.08% 1.13% 1.24% 1.19% 1.18% 1.21% 1.21% 1.27%

Total provisions  3,595 3,798  4,054  3,723 3,693  3,789  3,648 3,489  3,443  3,165 3,119  3,513 

Total provision as a % of gross loans & 
acceptances 0.60% 0.65% 0.70% 0.50% 0.50% 0.53% 0.64% 0.62% 0.63% 0.45% 0.45% 0.52%

Profit & loss analysis (i)

Net interest income  7,350  7,456  7,419 9,253 8,824 8,710 6,750 6,773 6,393 8,301 8,011 7,693

Other operating income  2,458  2,384  2,557 3,882 3,629 4,125 2,343 2,253 2,476 2,850 2,784 3,068

Total operating expenses  4,411  4,480  4,487 5,764 5,195 5,474 4,744 3,850 3,785 4,654 4,604 4,501

Core earnings  5,397  5,360  5,489  7,371  7,258  7,361  4,349  5,176  5,084  6,497  6,191  6,260 

Bad debt expense  408  479  720 596 496 599 373 416 394 393 360 493

Profit before tax  4,989  4,881  4,769  6,775  6,762  6,762 3,976 4,760 4,690 6,104 5,831 5,767

Income tax expense  1,489  1,420  1,406  2,031  1,924  1,925 1,168 1,363 1,347 1,851 1,784 1,745

Minority interest  7  7  8  9  11  9 0 0 0 2 2 5

Cash earnings after tax before 
significant items (underlying profit)  3,493  3,454  3,355  4,735  4,827  4,828 2,759 3,348 3,294 4,251 4,045 4,017

Statutory results (ii)  3,323  3,495  2,911 4,906 5,033 4,895 2,874 3,321 2,857 4,198 4,083 3,907

Key data

Other operating income as a % of total 
income 25.06% 24.23% 25.63% 29.55% 29.14% 32.14% 25.77% 24.96% 27.92% 25.56% 25.79% 28.51%

Interest spread 1.70% 1.79% 1.81% 1.92% 1.90% 1.91% 1.69% 1.69% 1.63% 2.00% 1.92% 1.90%

Interest margin 1.93% 1.98% 2.00% 2.16% 2.10% 2.10% 1.87% 1.88% 1.82% 2.17% 2.10% 2.07%

Expense/income ratio (as reported ratio) 45.00% 45.50% 45.00% 43.90% 41.80% 42.70% 52.20% 42.70% 42.70% 41.74% 42.65% 41.83%

Total number of full time equivalent staff  39,450  42,873  44,015  42,959  44,024  43,660  33,944  33,422  33,552  35,720  35,096  35,290 

Operating costs per employee (dollars) 
- annualised  200,368 188,675 193,147 268,349 236,008 246,607 279,849 230,098 222,641 262,597 130,736 256,234

Return on average equity (as reported) 11.90% 11.70% 11.60% 14.50% 15.60% 15.70% 11.40% 13.90% 14.00% 13.96% 13.59% 13.95%

Return on average assets (underlying 
cash) 0.79% 0.78% 0.77% 0.97% 0.96% 1.01% 0.68% 0.83% 0.83% 0.97% 0.93% 0.93%

Capital ratios

Common equity 11.00% 10.60% 10.10% 10.40% 10.10% 9.90% 10.21% 10.06% 10.11% 10.50% 10.56% 9.97%

Tier 1 12.90% 12.60% 12.10% 12.40% 12.10% 11.50% 12.40% 12.41% 12.51% 12.81% 12.66% 11.68%

Tier 2 (net of deductions) 2.00% 2.20% 2.40% 2.40% 2.10% 2.20% 2.03% 2.17% 2.20% 2.02% 2.16% 2.32%

Total 14.90% 14.80% 14.50% 14.80% 14.20% 13.70% 14.43% 14.58% 14.71% 14.83% 14.82% 14.00%

Lending and Funding Ratios

Gross Loans & Acceptances / Total 
Assets 63.62% 65.02% 64.67% 77.07% 75.49% 74.02% 71.76% 71.69% 69.69% 80.78% 80.74% 79.79%

Housing Loans / Gross Loans & 
Acceptances 58.01% 57.81% 57.06% 66.46% 65.92% 65.70% 58.43% 58.31% 58.32% 68.47% 68.39% 68.07%

Deposits (exclude CDs)/gross loans 85.91% 89.37% 87.91% 76.32% 75.72% 75.11% 71.49% 72.12% 72.64% 71.28% 70.76% 71.42%

Deposits (exclude CDs) / total liabilities 58.37% 62.20% 60.78% 63.16% 61.14% 59.37% 54.92% 55.30% 54.11% 62.05% 61.56% 61.32%

All figures in AUD million unless otherwise indicated
i. In arriving at “underlying profit”, income and expenses exclude certain non cash items. Non cash items include acquisition related adjustments, impact of hedge accounting and revaluation of treasury 

shares and other items reported by the banks. Some components of income and expenses have been reclassified to improve comparability between banks.   
ii. Statutory result as reported by the banks, unadjusted.     
iii. NAB’s underlying cash earnings after tax are shown before distributions to holders to National Securities – 1H18 ($49m), 2H17 ($49m) and 1H17 ($49m), NAB only reports an expense to income ratio for 

its banking operations.   
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