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The Australian government’s surprising decision to impose a new tax targeted precisely
at the biggest financial institutions in the country continues to generate public debate.
We have reviewed the structure, likely effects, and economic and regulatory context of
the proposed 0.06% levy on selected liabilities of the 5 largest financial institutions in
Australia. Here are some points to keep in mind as the debate unfolds:
Structure of the Levy
The bank levy would consist of a 6 basis point (0.06%) tax imposed annually on most of
the liabilities of any deposit-taking institution with total assets above $100 billion.
(That threshold will be indexed to inflation) This means the levy (by design) will apply
only to the 4 largest retail banks (Commonwealth, NAB, Westpac, and ANZ) plus
Macquarie Group (the large investment bank). Foreign banks are excluded.
The levy will exclude consumer deposits covered under the Financial Claims Scheme
(that is, up to $250,000 per depositor per institution) and deposits related to mortgages.
The government expects to collect $1.5-$1.6 billion per year in net revenue from the tax.
The government claims this is after adjusting for the ability of the banks to deduct the
cost of the levy from their taxable income and hence reduce their company income
taxes, but it is not clear if this claim is valid (see below).
The 5 institutions have total liabilities in excess of $3.6 billion, so the levy would seem
to apply to about three-quarters of their total liabilities. (If it applied to all of their
liabilities, it would raise around $2.2 billion per year.)
Precedents for a Liabilities Levy
At least 15 countries around the world (mostly in Europe) introduced bank levies
broadly similar to this one in the years following the Global Financial Crisis of 2008-09.1
These taxes were justified as a means of requiring large institutions – those deemed
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“too big to fail” – to pay something toward the ultimate cost presumably borne by
government of keeping the banks in business in the event of a financial crisis.
In Australia, the outgoing Rudd government proposed a 5 basis point levy in its preelection budget of 2013 (which was never implemented). Other organizations in
Australia – including the RBA itself in a 2014 submission to the financial system inquiry
headed by David Murray2 – have also supported the idea.
Value of the Implicit Guarantee
The collapse of a major bank would impose enormous economic, social, and fiscal costs
on any economy, and governments quite rightly want to ensure that doesn’t happen.
They have the power to protect banks from collapse through various measures
including the injection of emergency liquidity (often facilitated through the central
bank), regulatory changes (eg. controlling deposits to limit capital flight), deposit
guarantees to stabilize confidence (like those introduced by the Rudd government in
2008), or public equity investments and even outright nationalization as happened in
the UK during the Global Financial Crisis.
These measures have a cost, and some argue that it is fair for large banks which benefit
from these protections to “pay” toward that cost, such as through a levy. Some
progressives might also propose other mechanisms to help ensure a “fair return” on this
public support for the banks – such as democratic oversight over the actions of the
banks, the capacity to direct bank credit to better reflect social priorities (rather than
private speculation), or even public ownership to reflect the “social license” which
banks are granted through these protections. On the other hand, some free-market
purists argue that banks (even big ones) should just be allowed to collapse, as the
ultimate “discipline” over bad management; but this would cause huge damage to the
economy and workers.
IMF researchers suggest the implicit guarantee given large banks by the government
backstop ranges in value from at least 20 basis points of their total balance sheet, to 100
basis points or more (during times of instability).3 The RBA estimated the value of the
backstop as 20-40 basis points on average since 2000.4 Of course, during a financial
crisis the guarantee is worth much more than this. During the 2008-09 crisis, the
support given the large banks by the Australian government allowed them to absorb
smaller, more fragile institutions – hence emerging even bigger and stronger.
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It is clear that the costs paid by the banks through this levy are small relative to the
private benefits they gain as a result of the implicit public guarantee of their businesses.
Using the RBA estimates, they are being asked to “pay back” as little as one-sixth of the
ongoing value they receive from the guarantee.
A Timely Reminder
The exclusive benefits captured by the large banks because of their “too big to fail”
status was reafirmed dramatically recently, when the ratings agency Standard and
Poor’s downgraded its credit rating for 23 Australian banks and other financial
institutions – but not for the 5 large banks that are being targeted with the 6-basis-point
levy.5 The downgrade reflected the growing precarity of the household credit and
mortgage market, given Australia’s housing bubble and soaring personal debt levels.
That situation is mostly the result of the actions of the 5 large institutions (who control
over 80 percent of mortgage lending), yet only the smaller banks will pay higher
borrowing costs because of the downgrade. S&P explained this decision by pointing
out that the big banks cannot collapse: the government will bail them out.
Bond rates for borrowing by the smaller banks affected by the downgrade will rise as a
result – by 10 basis points or more, according to financial analysts. Ironically, then, the
competitive position of the smaller banks has gotten worse since the budget: the small
relative advantage they received by being exempted from the 6 basis point levy, is
overwhelmed by the higher borrowing costs they will now face as a result of their
downgrades.
Costs per Bank

Table 1
After-Tax Cost Per Bank Per Year
Westpac

$260 m

NAB

$245 m

ANZ

$240 m

Commonwealth

$220 m

Total

$965 m

Source: Bank circulars, as reported in Thomson (2017), op. cit.
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The four large banks have issued statements to investors indicating how they think
their after-tax profits will be reduced by the levy.6 They estimate they will pay $1.4
billion per year in total on the levy, but the after-tax impact will be smaller (just under
$1 billion in total – see table). This suggests that the government may be
overestimating its net revenue from the levy. The government claims that the $1.6
billion per year estimate took account of the offsetting decline in company income tax
from the same banks (since the levy will be tax-deductible), but the banks’ own
statements suggest otherwise (see Table 1).
The impact of the tax is uneven, based on the differing composition of the banks’
businesses. Commonwealth is the largest bank measured by assets, but will pay the
smallest in levy because its business is more concentrated in smaller-scale retail savings
and lending – much of which is exempted from the levy.
The Levy in Perspective
The five affected institutions together hold total assets of over $3.6 trillion – more than
twice as large as Australia’s entire GDP (see Table 2). Their total annual revenue
exceeds $160 billion per year. Their combined before-tax profit (in the latest fiscal
year) was $44 billion; they reported $31 billion in after-tax net income.

Table 2
Assets and Profits of Major Australian Banks
Assets
($b)

Revenue
($b)1

B-T
Profit
($b)

A-T
Profit
($b)

Rtrn. on
Equity
(%)

A-T Levy
Cost
($m)

As %
Assets

As %
B-T
Profit

Comm.

$933

$41.5

$13.1

$9.2

16.2%

$220

0.02%

1.68%

ANZ

$915

$35.4

$8.2

$5.7

10.0%

$240

0.03%

2.93%

Westpac

$839

$37.7

$10.6

$7.5

14.0%

$260

0.03%

2.45%

NAB

$778

$32.8

$9.0

$6.42

12.1%2

$245

0.03%

2.72%

Macquarie

$183

$13.3

$3.1

$2.2

15.2%

?

$3,648

$160.6

$44.0

$31.0

0.03%3

2.36%3

Total

$9653

Source: Author’s calculations from latest annual reports and shareholder circulars. Fiscal years ending
June 30 2016 for Commonwealth Bank; Sept. 30 2016 for Westpac, ANZ, and NAB; and March 31 2017
for Macquarie.
1. Gross revenue. 2. Adjusted to exclude special charge for discontinued operations. 3. Big four only.

As a share of total assets, the levy’s net impact on the four largest banks equals just
0.03%. That is only half as much as the supposed 6 basis point rate of the levy; the
lower effective rate reflects the exclusion of many liabilities from the tax, as well as the
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partial recouping of its cost through reduced company income tax payments. As a share
of before-tax profits, the net cost of the levy is equivalent to just over 2 percent.
Why Do Banks Make So Much Money?
Private banking in general is a business with unique capacity to generate profits. The
industry operates by literally creating new money in the form of loans issued to
borrowers. (The repayment of credit, meanwhile, represents the destruction of money.)
Banks do not require initial deposits from customers in order to conduct this lending
(as implied in the mistaken stereotype that banks serve only an “intermediary”
function).7 Loans can be issued, and spending power created by the banking system,
whenever bank managers determine that the likely profits from issuing a new loan
(with its concomitant interest revenues) exceeds the risk of non-payment. If individual
banks require more cash to meet net demand for actual currency (which is small
relative to gross payments, all the more so given the expansion of electronic transfers),
they borrow it from other banks (through the huge inter-bank lending market).
So on one level, it is hardly surprising that banking is a profitable business: this
industry, unique among others, makes money through its legal power to create money.
Australia’s major banks, however, take this power a step further to generate consistent
above-normal profits thanks to their dominant, protected position within a relatively
small market. The state’s guarantee of their business plays an important supporting
role, as we have seen, as does effective protection against foreign takeover of Australian
banks. The major banks have leveraged these advantages into a dominant position in
Australian financial markets: based on their size (which provides various efficiencies
and economies of scale), their combined market share (over 80 percent), their capacity
to undertake more complex, higher-margin activities (including investment banking,
derivatives, foreign trading, etc.) than their smaller rivals, and other advantages.
The rich profit margins consistently earned by banks reflect their ability to mark up
revenues well above their costs of business through higher fees and net interest income.
This is why the banks consistently earn rates of return on equity far higher than typical
of other businesses: averaging 15 percent per year in recent years. Their competitive
dominance will not be significantly affected by this levy; in fact, as we have seen, they
are gaining an increasing advantage over their smaller rivals as the growing fragility of
Australian mortgage lending results in higher borrowing costs for smaller banks (but
not for the big ones).
Only if the dominant pricing power of the large banks in the overall banking industry
were somehow curtailed, or if the overall lending market turns down (so that fewer
new loans are being issued, and more customers default), would we expect bank profit
7
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margins to be eroded. The latter is a distinct possibility as Australia’s debt-fueled
property bubble starts to contract; the former, however, is not likely at all. The
Coalition government has announced various measures aimed at supposedly tightening
competitive discipline on the big banks (including a Productivity Commission
investigation, special ACCC powers, etc.). These announcements are mostly aimed at
allowing the Coalition to rebuff demands for a Royal Commission into banking. It is
hard to believe that they would have any measurable impact on the large banks’ market
dominance in the foreseeable future.
Can the ACCC Stop Banks From Passing the Levy On to Customers?
Prime Minister Turnbull has suggested that oversight from the ACCC would prevent the
banks from passing on the cost of the levy to customers in the form of higher fees or
lower interest rates on deposits. “The ACCC will be watching them very, very carefully
indeed,” he said.8 This threat is utterly hollow. The ACCC has the authority to monitor
and punish outright collusion or price-fixing among companies. But it does not have
any authority to regulate banks’ pricing decisions. And as we have seen, it is their
general market dominance – not illegal collusion – that allows the banks to collect extralarge profit margins on their activities.
The head of the ACCC, Rod Sims, has been put in an awkward position by the
government’s appointment of him as a phony “cop” to monitor the banks’ activities. He
has acknowledged that the ACCC’s role is limited to monitoring bank responses and
publicizing its findings. It has no ability to stop the banks from recouping the new costs
from consumers.9
The Bank Levy and Company Tax Cuts
The banks’ complaints about the new levy are hard to take too seriously, when we
remember that they will be by far the biggest beneficiaries of the proposed across-theboard cuts in company income tax rates which are planned by the Coalition. Starting in
2023-24, and then phased in over the subsequent years, the banks’ income tax rates
would fall by 5 percentage points of before-tax profit. If this lower rate had been in
place in the last fiscal year, the five institutions would have saved $2.2 billion – more
than twice their net (after-tax) cost of the bank levy (see Figure 1). By 2027 (when the
lower rates are to be phased in, under the Coalition’s plan) that amount would likely
swell (along with the banks’ general income) to over $3 billion per year.
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Figure 1
Taking With One Hand, Giving With The Other

The major banks are the last companies which should be receiving government fiscal
assistance (whether through a company tax cut or other measures). They will not leave
Australia because of the company tax: to the contrary, Australia has been one of the
most consistently profitable jurisdictions in the world for banks. They enjoy a
protected, lucrative, government-supported business environment here. In particular,
the government’s implicit guarantee, no matter how far they over-stretch their lending,
is an enormous public gift. Giving up $3 billion per year in needed revenues to further
reward their concentrated private profit is truly scandalous.
The banks know full well that they will be much better off, by a ratio of at least 2-to-1,
from the promised company tax cuts, compared to the net burden of this levy. (In fact,
assuming they pass most of it on to consumers, this levy will have almost no impact on
their profits.) That’s why their campaign against the Coalition government will be
essentially token: going through the motions of outrage, but knowing full well they are
being looked after by this government.
A Better Way to Tax the Banks
The banks’ complaints about the unfair “burden” of this levy are not at all convincing,
and progressives should support the general principle that these lucrative private
institutions should make a larger contribution to public revenues. But there are other,
more efficient ways for a fair amount of taxes to be collected from the banks.
In particular, an excess profits tax on the banks – levied on bottom-line profits – would
have less risk of being passed along to bank consumers. A strong argument can be made
that banks should indeed pay a higher tax rate than other businesses, possibly on a
graduated basis (so that the tax rate rises as the return on equity soars above normal
rates). They enjoy a uniquely powerful, protected, and lucrative economic position;
7

they are subsidized by public actions; and their economic role (supplying credit to the
economy) is akin to that of a utility. If banks are going to be given the license to use this
power (to the private benefit of their owners), then it is certainly reasonable to expect
them to pay higher rates of tax as a repayment to society for their right to operate.
In October 2016 the Australia Institute conducted an opinion poll to test public opinion
on the idea of a “super-profits tax” on banks. 61 percent of respondents approved of the
idea (25 percent strongly), while only 19 percent disapproved – a more than three-toone ratio in support of the tax.10
Conclusion
The proposed levy on banks is an extraordinary policy measure from a government
which normally rails against taxes on business of any kind – and against targeted,
arbitrary, supposedly “punitive” measures like this one in particular. The government’s
action reflects both its weak political positions, and its realization that Australians have
become disillusioned with the logic of “trickle-down” economic policy (according to
which anything that enriches powerful private interests will spark investment, jobcreation, and widespread prosperity). There is an enormous cognitive dissonance
between this policy, and the government’s general policy approach, and it is little reason
so many Liberals are painfully uncomfortable with the measure.
That being said, the design and implementation of this levy leave much to be desired.
Large foreign banks, which are also profiting immensely from the indebtedness of
Australians, are exempted. Imposing the levy on deposits rather than bottom-line
profits enhances the extent to which it is passed on to consumers. The government’s
claim that it will raise a net $1.5 billion or more per year is suspect, in light of the banks’
own estimates of the after-tax cost to them of the new measure.
Initial public opinion research suggests the levy is popular with Australians, and rightly
so. Indeed, this policy opens the door to other revenue-raising measures which should
also be targeted at the private businesses which have profited extraordinarily from our
recent, lopsided economic trajectory (such as resource companies, electric utilities, and
others). And it certainly undermines the logic of the much larger company tax cuts
which this same government is intent on implementing. The precedent set by this
measure should now be seized on by progressives to argue that all business (not just the
big banks) should pay a fairer share toward maintaining the society which allows them
to make such profits: by rejecting company tax cuts, strengthening tax compliance and
closing loopholes, and increasing taxes in specific sectors (like banks) which
consistently earn above-normal profits.
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