
 

October 2019 — Over the Horizon Market Commentary by David Offer 
 

In a quiet news month, Australia’s Big 4 banks have been receiving a fair amount of attention as they report either full 
year or quarterly profits and, in the instance of ANZ, NAB and WBC, go ex-dividend.  However, in framing a discussion on 
Australia’s Big 4 Banks, I would like to share a recent personal experience in dealing with CBA.   
 
Last month I went to the Bunbury CBA branch to open a bank account for a family trust, only to be told by their front line 
staff that I needed to do so online.  On subsequently endeavouring to complete an online application, the CBA website 
advised that, due to trying to open a more complex ‘trust account’, I needed to visit my local branch to progress ….  
Helpfully, the system then asked if I would like to schedule an appointment.  Not so helpfully, on nominating the local 
branch, I was advised that no appointments were available … as was the case for all branches in the region ….  
 
Sick of being part of my own “Little Britain; computer says no” sketch, I went back online and made an enquiry to an 
internet bank (BNK).  Within minutes I was called by a representative who detailed the banking options they had 
available to me.   On my choosing the most appropriate option, the same person walked me through the account 
opening process and collected the necessary information needed to open the more complex ‘trust account’.  This was 
finalised less than 24 hours later.  BNK’s website has the same functionality as the CBA website and, for being an internet 
bank, offered a surprisingly more personalised approach.  I now have a bank contact to whom I can go should the need 
arise; something I don’t have with CBA despite numerous banking facilities and a long term history. 
 
This simple business exchange starkly illustrates the dramatically changing landscape for Australia’s major banks and 
highlights their vulnerability.  Particularly in the context of the numerous other headwinds the Big 4 are presently facing 
that includes; 
 

 Expensive branch networks that are increasingly irrelevant in a more centralised and process driven decision 
making environment. 

 A lack of product differentiation.  The Big 4 are all rushing to get back to ‘banking’, which in their eyes is 
predominately residential house lending. 

 An unrivalled hostile regulatory environment.  Major banks are being burdened with ever increasing regulation.  
As a result, compliance costs are set to continue to grow and their ability to assist customers proactively will 
continue to be curtailed.  Likewise, the level of capital that Governments require the banks to hold to remain 
‘unquestionably strong’ continues to increase. 

 A low interest rate environment that will continue to squeeze all bank’s net interest margins.  With banks already 
offering almost zero returns on cash, every time the Reserve Bank of Australia cuts rates, this eats further into 
bank margins.  

 Substantial remediation payments from legacy Royal Commission (RC) related issues.  Based on overseas 
experiences, these costs are likely to be ongoing for some time. The reporting of regular abnormal costs will 
likely be the new normal and that in time the current abnormal RC restitution costs will be replaced with 
abnormal redundancy and branch closure costs.   

 Legacy IT systems that are costly to maintain and have diminishing levels of functionality compared to the 
operating platforms of newer bank entrants. 

 From next year, Open Banking legislation will come into effect.  This will obligate banks to transfer customer data 
to a competitor if requested by a customer.  This will greatly assist customers to move banks should they so 
choose and as such will take bank competition to another level. 

   
 



 

Thankfully, ANZ, CBA, NAB and WBC do have some factors in their favour. 
 

 While disliked, they are perceived as safe.  As such, many savers are willing to give their money to the Big 4 for 
nothing in return.  This is a key reason why major banks have a lower cost of funds when compared to their 
emerging and more nimble competitors.  

 The Big 4 have massive legacy mortgage books that will take decades to be repaid.  However, the new Open 
Banking legislation will mean that banks will need to be as competitive as ever to retain existing customers. 

 Banking is an essential industry and this will remain into the future; though it appears likely that much of the 
future growth will be enjoyed by new market entrants. 

 Doing so many things poorly means there is the scope for upside if the Big 4 improve the number of items they 
do right! 

 
It is clear that there is no easy solution for the Big 4 at this time.  Our expectation is that ‘right sizing’ (a polite term used 
by businesses to justify becoming smaller) will become a term associated with ANZ, CBA, NAB and WBC as their work 
force is dramatically reduced as part of ‘getting back to banking’.  As we have written previously, we would not be 
surprised to see staff numbers of the Big 4 halve over the upcoming decade.   
 
Our previous expectation of falling dividends has come to fruition.  To date WBC, NAB and ANZ have cut dividends by 
approximately 15% with CBA still to determine its interim February dividend.  We expect future dividend cuts are likely 
going forward.  Assuming an overall 20% cut in dividends, this would still see WBC yielding 5.7%, CBA 4.2%, NAB 5.5% 
and ANZ 5.7%, largely franked. These reduced bank dividends are likely to be the sole source of return for investors for 
the foreseeable future, with no capital growth likely for years.  Long term, investors best chance to eke out modest 
capital growth is to hope that Big 4 bank expenses will fall at a greater rate than falling revenue.   
 
We have been surprised at some recent media descriptions of bank results.  For example, in today’s Financial Review, 
CBA’s first quarter result was lauded as solid, notwithstanding cash earnings were down 8% on a year ago.  Based on 
current earnings of $8.5 billion, which are 15% lower than their peak in 2017 of $9.9 billion, CBA is on a Price Earnings 
ratio of 16.5 times.  This is as expensive as it has ever been on a historical basis and arguably one of the most expensive 
banks globally.  Likewise, a separate story suggested that the Big 4 were all rated as ‘financially strong’.  If so, why did 
WBC have to unexpectedly raise $2.5 billion this month to meet upcoming tier 1 capital requirements?   
 
Perhaps the structural issues that confront the Big 4 banks are being overlooked (at least in the short term) as investors 
seek yield in an ever diminishing income environment.   
 
While we don’t wish to turn our back on big bank exposure completely, our preference is to be underweight in the Big 4 
and particularly CBA.  The spectacular investment returns that the Big 4 provided to investors in the 25 years up to 2015 
are now clearly over.  More interesting are emerging bank shares, though we acknowledge buying a bank for growth and 
not income is a large leap for investors to make.   
 
On the subject of the Westpac capital raising, existing investors have the option to buy up to $30,000 of additional WBC 
shares at $25.32.  We do not recommend participating in this Share Purchase Plan (SPP) to increase portfolio weightings 
in WBC at this time.  Obviously, this does not preclude you from doing so should you wish and, if so, please contact our 
office.  However, in the short term and prior to the SPP closing on 2 December, should WBC recover in value to trade at 
closer to $28.00 (up + 10% on the SPP price), we would then consider selling the equivalent number of shares on market 
so as to take up shares in the SPP at the lower price to lock in a modest risk free profit.     
 



 

 
If you would like to discuss any aspect of your portfolio, please do not hesitate to contact our office.   
 
Please note that I am a shareholder in each of the Big 4 banks and BNK. 
 
David Offer   
Investment & Financial Advisor 
phone: 08 9791 9188 
fax: 08 9791 9187 
email: david.offer@horizonis.com.au 
website: www.horizoninvestmentsolutions.com.au 
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