
 

 

 

Banking Royal Commission Begins 

A focus on misconduct in lending – primarily home loans, car loans and credit cards. 

The Commission has heard of systemic failure by all four big banks to properly 

consider customer income, expenses or employment when issuing credit card 

insurance, car loans, home loans and other financial products.  

The Commission has power to enquire into cases where the bank has settled a claim – 

presumably, on average, the worst conduct occurring in cases they do not contest and 

which never see a tribunal or Court.  

 

Royal Commission - Testimony 

Australia's finance sector is under intense scrutiny following years of scandals, leading 

to an independent commission with far-reaching powers to interrogate bank 

executives and subpoena documents. 

The Commission heard that ANZ, CBA and NAB breached their obligations by 

fostering a sales culture that failed to ensure customers can afford loans 

without going into financial hardship. 

• Under responsible lending laws, a bank is required to make reasonable inquiries 

about a customer’s income and employment status. It is expected that this 

information should give the bank comfort that the person taking out a credit 

card or increasing their limit can afford the debt. 

Westpac was alleged to have written loans based on mortgage fraud, whereby 

bank staff accepted “under-the-table” payments to approve housing loans (in some 

cases, car loans). NAB managers were also accused of instances of bribery.  

CBA confessed to multiple instances of “low level” breaches of responsible lending 

laws. Its wholly owned home loan broker Aussie Home Loans lacked any 

proper risk division to identify and eliminate potential misconduct.  

• Remuneration of brokers was directly tied to the number and size of home 

loans introduced by the broker.  

• The culture prioritised selling of home loans, over diligent assessment of the 

customer’s requirements and objectives for the purpose of identifying and 

recommending financial products suitable for the customer.  

• “The misconduct arose not merely because of rogue conduct by individual 

brokers but because the systems, processes and culture at Aussie Home Loans 

permitted such misconduct to occur.” 

• This followed the failures that led to an admission of failure to report cash 

transactions, and hence the possibility of money laundering. 

• CBA had sold credit card insurance to about 64,000 customers who were not 

eligible to claim against it. 
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Compensation 

Compensation cannot be awarded, under the terms of the Commission. Also, 
while the Commission can investigate the circumstances of cases that have already 

been closed, it cannot reopen them or change the verdicts. They can only be 
used to inform recommendations about future regulation.  

As such, the direct financial exposure of the banks is limited. It is primarily a 
question of market sentiment, and further reputational damage. [Although it could be 
worse – CBA cut its sponsorship ties with Steve Smith…] 

Competition Law 

The ACCC revealed concerns that fines were substantially behind other developed 

countries and undermined their effective deterrent value. Penalties in Japan, 

Germany and USA averaged 12½x Australian penalties in an OECD study. 

While this related to competition offenses such as cartel conduct, the ACCC is also 

seeking higher penalties for consumer complaints.   

Capital 

It is unlikely that the Royal Commission will recommend additional capital. However, 

previous enquiries coupled with new banking regulations heading into Basel IV have 

increased the capital demands on banks. APRA has also cracked down on the use of 

internal models, which were applying very low capital requirements for mortgages.  

Collectively these enquiries and capital implications have been worse for 

banks than the announcement of the Royal Commission itself. CBA shares are 

off 20% from their recent peak, primarily due to the dilution of additional capital 

raising with WBC and ANZ down a similar amount and NAB only marginally better. 

Stocks barely moved on the Royal Commission announcement itself.  

It is possible that APRA could conclude from observing the Royal Commission that 

operational risk is greater than previously assessed, and increase the reserves 

required to cover this risk. Of course, the next government could also use 

adverse findings as a Trojan horse for a whole range of punitive measures.  

Trade 

While February’s correction in US markets reflected a fear of an overheating economy 

(leading into a structured product collapse and spiral), March was an entirely different 

set of concerns.  

Our primary fear for this US government is that Pres Trump will be dragged 

by his rhetoric into a trade war. Threatening is fine – bluffing is fine. Tweeting 

about it is no problem. But if the bluff is ever called, that would be a significant 

negative for inflation and growth – and likely affect growth in other countries, too.  

The most severe few minutes of the February correction was when Trump’s 

Ohio speech turned to trade policy. Markets care nothing about virtually anything 

else coming from, or at, the White House – but trade policy matters. And the March 

retest of February lows was entirely about him following through on threats. More 

precisely, that counterparties such as the EU and China retaliate.  

We regard China’s response as measured, and seeking de-escalation. Markets 

rallied strongly on this, and signs of the US deferring and negotiating. 

Interpreting nuances is likely to drive near-term market reactions.  
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Leading Markets 
Fears of a worldwide trade war saw 

equity markets retest Feb 8-9th lows. US 
indices experienced their worst week 

since January 2016.  

The Dow Jones, S&P500 and NASDAQ 
ended -3.59%, -2.54% and -2.79% lower 

respectively in March.  

The MSCI World ex-AUS lost -2.26% and 

the MSCI Emerging Markets Index 
lost -1.87% (in local currencies).  

US 10-year yields fell -13bp to 2.74%; 

the Fed ignored noise to raise rates 
+25bp, a single vote from upgrading 

guidance to 4x25bp for 2018. 

Other Highlights  
Pres Trump levied $US60bn of trade 

barriers on Chinese imports (citing 
intellectual property theft and other 

abuses) on top of February’s solar panels, 
steel and aluminium anti-dumping 
penalties.  

However, reports of deferrals, 
exemptions for “allies,” and other signs 

suggest that measures may be partly 
symbolic. 

China responded, but Premier Li pledged 

to maintain trade negotiations and ease 
access for US businesses. 

American steel prices almost doubled 
since January 2016, due to large global 
production cuts – particularly by China. 

Alleged dumping is largely historical.  

Initial jobless claims in the US rose to 

229k (+19k) in March. US Non-farm 
payrolls added +313k jobs, the highest 

since July 2016. New jobless claims set a 
45-year low with unemployment steady 
at 4.1% on higher participation of 63% - 

L/T unemployment of 0.86% was the 
lowest measured.  

Q4 GDP grew at 2.9% p.a., ahead of the 
tax cuts. US consumer prices rose +2.2% 
to February (vs +2.1% to January).  

Core CPI shows no acceleration at 
+1.8%, but wages grew +4.5%. 

EU unemployment was flat at 8.6%, with 
higher participation. YoY CPI eased to 
1.1%. 

The Facebook scandal, which saw data on 
50 million users accessed, wiped out 

almost $US50bn from its market cap.  

Domestic 
The ASX200 finished -3.77% lower on US 

leads. 

Australian 10-year bonds gained as yields 

fell -21bp to 2.60%.  

The ACCC commenced proceedings 
against Telstra, with the banks weighed 

down by the Royal Commission hearings.  

Inflationary expectations in Australia 

increased to 3.7% (+0.1%) in March. 
Private Sector Credit grew 0.4% (+0.1%) 
in February and 4.9% year-on-year.  

Q4 GDP disappointed with +0.4% on a 
decline in investment, vs +0.6% in Q3.  

Retail sales gained just +0.1%. 

Q4’s balance of trade turned slightly 
negative, with the overall current account 

deficit -$14bn (-27% worse). Net foreign 
debt is back over $1tr. Trade recovered 

to +$1bn in January.  

Australian new home sales were -0.72% 
lower in February. But construction PMI 

jumped to 56.0 in February (from 54.3 in 
January). Building approvals recovered 

+17%, regaining last month’s losses, but 
trends are flat. Indicators were lower in 
Q4 for Manufacturing (-0.5%) and 

Wholesale (-1.2%). Wages jumped +1% 
to +4.3% YoY.  

Unemployment was 5.6% (+0.1%) in 
February, apparently bottoming in 
November on a participation rate of 

65.7% (+0.1% in Feb, and a full point 
higher on the year).  

Commodities and Currency 
Investors were generally nervous about 

trade, reflected in economically sensitive 
commodities.  

WTI oil rebounded to $64.94/bbl 

(+5.35%) and Gold finished slightly 
higher at $1,323 (+0.56%).  

The $A was 1.63% weaker at US76.65c.  

Iron Ore plummeted -16.8%, finishing at 
$64.89/t. Fortescue Metals cut iron ore 

volume forecasts for 2018, citing slower 
Chinese construction and recent trade 

war fears.  

Base metals were generally weaker in 
March as Tin (-3.06%), Nickel (-4.02%) 

Zinc (-4.77%), Copper (-3.87%) and 
Aluminium (-7.48%) lost ground.  
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KEY FINANCIAL MARKET DATA – AS AT 31ST MARCH 2018 (UNLESS SPECIFIED) 
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        1 Growth Assets   0% - 20% 
        2 Growth Assets 21% - 40% 
        3 Growth Assets 41% - 60% 
        4 Growth Assets 61% - 80% 
        5 Growth Assets 80%+ 

 

 

 

 

 

 

 

 

 

 

 

 

For any queries, please contact: 

 

Disclaimer  

The information provided in this document is meant for the general interests of clients of CPG Research & Advisory 
only and does not constitute a recommendation or an offer to invest. This document does not take into account the 
investment objectives, financial situation or particular needs of any particular investor. Before making an investment 
decision or acting on any of the information or recommendations contained in this report, the investor should consider 
whether such recommendation is appropriate given the investor’s particular investment needs, objectives and financial 
circumstances. We recommend you consult your CPG Research & Advisory adviser for advice that addresses your 

specific needs and situation before making investment decisions. All information and recommendations expressed 
herein constitute judgements as of the date of this report and may change without notice. This document should not 
be provided to a retail client or investor, as defined by the Corporations Act.  

Name Title Phone Email 

Andrew Vallner Managing Director (02) 8246 8800 andrew.vallner@cpgadvisory.com.au 

Vipul Gupta Advisor – Fixed Interest (0435) 756 721 vipul.gupta@cpgadvisory.com.au 

Rick Lu Senior Analyst (0425) 567 022 rick.lu@cpgadvisory.com.au 

mailto:andrew.vallner@cpgadvisory.com.au
mailto:vipul.gupta@cpgadvisory.com.au
mailto:rick.lu@cpgadvisory.com.au

