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APRA says big banks at risk from short-term, wholesale debt 
addiction

|SAVE ARTICLE PRINT REPRINTS & PERMISSIONS

Australian Prudential Regulation Authority chairman Wayne Byres said local banks were not ready for the 
application of the "net stable funding ratio". Michele Mossop

by James Eyers

Banks will need to fund themselves with more long-term debt over time, the 

chairman of the banking regulator said on Wednesday - a move that would reduce the 

risk that the financial system will be exposed by seizures in short-term funding 

markets.

Australian Prudential Regulation Authority chairman Wayne Byres also indicated an 

increased focus on improving bank culture and remuneration, revealing a new team 

has been created within the regulator to push change within banks.

Mr Byres warned that Australian banks were not ready for the application of the "net 

stable funding ratio", which will come up for consultation with the industry in the 

coming months.

That ratio, one of the key reforms introduced by Basel Committee to create a more 

resilient banking sector, will be introduced in 2018. It requires banks to maintain a 

stable funding profile, which reflects the compositions of assets and activities and 

limits over-reliance on short-term, wholesale funding.

"Given their funding structures, the largest Australian banks don't easily meet the 

new standard, and as things stand today, international comparisons are not 

particularly favourable to them," Mr Byres said at an event at the Actuaries Institute in 

Sydney.

"So, some further lengthening of Australian bank maturity profiles is therefore likely 

to be needed over time, to truly strengthen their funding resilience."
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While banks have, since the financial crisis, reduced reliance on short-term funding, 

wholesale funding and offshore funding, they have not materially reduced reliance on 

short-term, wholesale funding from offshore, Mr Byres said. This is the very type of 

funding that the financial system inquiry chaired by David Murray said was the most 

risky, because it could disappear in a crisis.

"That might seem paradoxical, but as a percentage of total funding, short-term 

wholesale funding from offshore is virtually unchanged from a decade ago," he said.

"That is an important issue to address because the key rationale for the FSI's 

'unquestionably strong' [capital] recommendation was the recognition that this 

funding issue has been a key vulnerability in the past."

His speech also addressed APRA's focus on enhancing bank culture, which follows a 

string of scandals in financial planning divisions and an investigation by ASIC over 

alleged rigging of benchmark interest rates.

APRA has written to bank boards of directors this year to emphasise the issue and Mr 

Byres said on Wednesday a new, small team had been set up to act as a "centre of 

expertise to drive our supervisory efforts in relation to governance, culture and 

remuneration, issues we think are highly interrelated".

He said that governance standards were reasonable but "on culture and remuneration 

we have more to do before we can be confident these will be genuinely supportive of 

long-term financial strength rather than, as we have seen in the past, possible threats 

to it."

Basel 3 also introduced a liquidity coverage ratio (LCR), which came into force for the 

larger banks this year and this had helped improve liquidity, Mr Byres said, although 

"the apparent ceasefire in the war for deposits means liquidity profiles have been 

strengthened less than might first appear".

He said the net stable funding ratio reforms in the coming years and the liquidity 

coverage ratio might ultimately have a larger impact on bank that the rules on capital 

levels. "These measures potentially have a greater impact on the Australian banking 

sector given its excess of loans over deposits and its reliance on wholesale funding 

than any of the changes to the capital framework."

Mr Byres also said Australian banks compare less favourably with international banks 

on leverage ratios, which divide Tier 1 capital by total assets. Even though the 

Australian banks remain above the 3 per cent minimum leverage ratio envisaged by 

Basel and the leverage ratio only serves as a backstop, "we shouldn't lose sight of it 

altogether".
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