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Cost to 
Income ratio % 

Operating Costs 
(AUD Billions)

FTEs (spot)

 

Collective Provision
/CRWA %

Credit RWA
(AUD Billions)

Impairment expense 
to GLA (annualised) %

Total RWA 
(AUD Billions)

 

CET1 ratio %

LCR %

NSFR %

 

KPI

Cash ROE %

Average Interest
Earning Assets
(AUD Billions)

Cash Profit from
continuing operations
(AUD Billions)

NIM %

5.30

-640bps

773

2.5%

116

400bps

136

600bps

1.4

-60.4%

4.70

-730bps

118

300bps

139

200bps

857

5.6%

4.5

-4.3%

12.70

-110bps

42,137

-0.9%

2.11

1bps

11.70

90bps

113

100bps

134

300bps

875

1.3%

1.0

-69.9%

2.94

-749bps

1.78

-1bps

10.39

-1bps

1.69

-11bps

2.13

1bps

813

2.3%

62.4

1,540bps

35,245

4.3%

53.7

890bps

1.17

19bps

0.53

40bps

449

13.3%

386

11.7%

37,834

1.3%

4.6

5.5%

43.7

110bps

5.4

2.6%

1.08

5bps

0.17

2bps

449

0.9%

375

1.6%

59.6

967bps

1.40

42bps

444

5.7%

369

1.8%

0.62

53bps

34,199

Growth

Efficiency

Quality
& Risk

Capital &
Funding

5.4

28.1%

1.21

27bps

433

7.3%

365

5.5%

0.38

23bps

1.4

-51.4%

10.80

-70bps

10.81

17bps

117

400bps

154

1600bps

6.2

22.2%

The outlook for the Australian economy and by extension the 
domestic banking sector is quite uncertain. As Ross McEwan  
said (28 April) “…You and I just don’t know. There is no  
playbook here. We haven’t seen this before. and that’s  
what ‘unprecedented’ means.”10

Jobkeeper payments (approx 6 million of Australia’s 13 million 
workforce are expected to receive this payment) and loan  
deferrals (residential mortgages and SME loans) which come  
to an end in September, are all temporary measures, along  
with rent deferrals and closed state borders etc. 

Ahead the concerns are around, ‘What happens to credit,  
hardship, and defaults when these temporary measures 
are withdrawn? To what extent will they be offset by easing 
restrictions? And to what extent will any behavioural changes  
(e.g. move to debit cards from cash for payments) be lasting? 

The length and depth of the economic impact from COVID-19  
is where the ‘unprecedented’ uncertainty lies. Australia along  
with the developed world, will face one of the worst economic 
downturns in history. 

Quality & Risk

Major banks: 1H 2020 results

“The world is going through a once in a life-time health and economic crisis. While impairment 
provisions have begun to increase, the extent of additional charges in subsequent periods 
will depend on the severity and duration of the decline in economic activity and the size and 
effectiveness of stimulus measures.” Peter King – CEO, Westpac9

The Grattan Institute, along with Deloitte Access Economics’ 
estimate, Australia’s unemployment rate could rise to between  
10-15%11. The headwinds the banks are facing include:

• Significant fall in consumer confidence12

• All-time low business confidence13

• Potentially double-digit unemployment14

• Significant economic contraction for the first time in nearly  
three decades15

• High household debt to GDP – second highest amongst the  
G20 nations16

• Comparatively lower housing demand because of reduced 
inward migration.

Note: Banks’ comparative positioning here is based on approximation. Cash Profit and Operating Costs have been stated on a continuing operations basis including  
large notable items. CBA’s first half ended 31 December 2019 and therefore no provision was made for the impact of COVID-19.

  Indicates increase/decrease in numbers with respect to the previous corresponding period. 
No arrow indicates no change from the previous corresponding period.

Source: 1H 2020 Results and Investor presentations for ANZ, CBA, NAB and Westpac and Deloitte analysis.
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Key questions
Questions CROs and business units should be  
asking include: 

1. Have we reassessed the organisation’s risk tolerance 
in light of the COVID-19 crisis?

2. Have we and are we continuing to effectively stress 
test our risk management processes? 

3. Have we a clear cross-enterprise customer view  
of risk and have we effectively communicated it? 

4. Have we effectively added risk assessment into  
our new products and services? 

5. Is our data collection, aggregation, use and  
reporting robust? 

6. Is operational risk effectively incorporated into our 
key controls enabling us to rapidly and effectively 
respond to shifting business needs, risk exposures, 
regulatory change and community expectations? 

7. Are we continuing to monitor and supervise third 
parties to mitigate risk, particularly with a view to  
the changed supply chains? 

8. Do we effectively measure our performance in 
meeting the promises we make to our customers? 

9. Do we have the right capabilities in our risk and 
compliance teams?

Asset quality is a substantial earnings risk for the majors for 
FY20 and beyond. All the majors, (except CBA) have experienced 
increased asset impairments for 1H 2020. 

The NAB’s total impairment charge was $1.16bn, 38 basis points  
of gross loans and acceptances (GLA), which included a provision  
of $807m for COVID-19. Whereas ANZ’s impairment charge  
was $1.67bn (53 basis points of GLA), and Westpac reported  
$2.2bn (62 basis points of GLA), which included a $1.6bn  
provision for COVID-19.

However, the Australian banking sector is relatively better 
positioned than when it went into the 2008/09 GFC to withstand 
the structural economic shock from COVID-19. 

The RBA in its latest Financial Stability Review, 
noted: “Stress tests of Australian banks show 
they have sufficient capital to withstand quite 
severe downturns. ‘Top-down’ stress tests 
indicate that even if there is no economic 
recovery in the second half of 2020 (so that  
asset quality issues grow) banks will remain 
above their minimum capital ratios, although 
they may need to make use of their capital 
conservation buffer.”17
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Recasting Operational 
Risk in COVID-19

As we navigate through this ‘respond’ phase – perhaps the most 
disruptive period of the crisis – we need to be prepared to be 
effective in our immediate environments and strengthen our 
resilience into the future. 

The following seven themes require recasting as key risks to the 
financial services industry emerge as we respond to COVID-19:

1. Conduct

Effectively balancing obligations between customers, shareholders 
and other stakeholders will require leaders to make complex  
and sometimes difficult decisions for instance the complexities  
that are arising in areas such as managing between principles  
for responsible lending and assessing eligibility for assistance.

 • As such, organisations need to have clear, defined, defendable 
and robust processes for managing an increasing number  
of potentially sensitive customer requests.

 • Managing hardship obligations and dealing with default will 
be of particular focus, especially where credit extensions are 
provided and related parties involved such as guarantors and 
joint accounts.

2. Technology, cyber and data privacy

The sudden imperative to work virtually, where the industry as  
a whole pivoted their entire workforces in record time to access  
the organisations systems and information remotely, has exposed 
the industry to heightened operational risks. 

 • This shift in working rhythm has meant a critical dependency  
on effective security, identity management, and system 
availability controls. 

 • The Deloitte Australia Cyber Intelligence Centre (CIC), along with 
its network of 33 CICs across the world, has observed a material 
uptick in malicious attempts by third parties to penetrate client 
systems and access sensitive information. 

 • This includes phishing and ransomware attacks, remote  
working security risks and supply chain attacks, as well  
as delays in detecting and responding to cyber-attacks  
and an influx of cyber criminals.

The COVID-19 pandemic is no Black Swan 
event, rather it is what Michele Wucker 
describes as a Grey Rhino – highly obvious 
and highly probable, but still neglected. 
And as such it has meant that almost 
every company was unprepared and is 
now scrambling to manage the financial 
and operational capacity shocks that 
directly challenge their existing risk, 
control, and defence models. 
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6. Collateral

With the introduction of payment deferral options provided to 
customers, there are heightened concerns over loan guarantees 
and the collateral underpinning the assets. These risks are further 
exacerbated due to:

 • Concerns over significant asset revaluations which could 
potentially lead to negative equity.

 • Additional restrictions on the ability of organisations to  
access collateral, such as family homes, particularly given  
the sensitivities around vulnerable customers.

7.  Implementation Risk

Significant and uncharacteristic changes to policies, such as 
automatic extensions of credit are happening rapidly in response  
to changing needs.

 • As such, organisations need to ensure that their processes  
and systems can adapt and apply the changes to both customers 
and products in an accurate, consistent and timely manner.

While these risks will continue to evolve, organisations need  
to focus on the key controls they will rely on to rapidly and 
effectively respond to shifting business needs, risk exposures  
and community expectations. 

3. Staff resilience

In this rapidly changing environment, a wave of ancillary health 
risks is coming to the fore. This means that organisations are 
obliged to ensure their staff members are appropriately supported 
and empowered in their resilience.

 • Many staff members will be experiencing new levels and forms 
of stress and uncertainty, driven by health, financial or the social 
consequences of distancing due to COVID-19. 

 • Leaders need to consider both what they need to do and 
evaluate whether they are doing enough to help their teams 
adapt and respond. 

 • Having a proper way to educate and support staff members 
who are struggling to make the right decisions in the current 
unprecedented environment, is key to ensuring the organisation 
pivots effectively.

4. Staff re-allocation

With the rapid shift in priorities due to COVID-19, organisations  
are increasingly moving ‘non-essential’ staff into essential  
customer services. As such, there is a need to rapidly upskill 
staff members to ensure they understand their new roles, 
responsibilities and obligations. 

 • In tandem, organisations need to react quickly to on-board 
these staff members into their new roles to ensure continuity 
of essential services, including provisioning appropriate system 
access, monitoring compliance with processes, and documenting 
efficient and effective procedures for business critical service 
decisions such as hardship decisions. 

 • The focus needs to be on the processes and controls that must 
now be relied upon to manage these new ways of working.

5. Fraud

In previous times of hardship, such as during the Global Financial 
Crisis, there were marked increases in fraud and financial crime. 
With the additional banking and government relief measures  
being made available to businesses and individuals impacted  
by COVID-19, we may see similar trends occur.

 • Although there may not yet be a clear estimate over how  
severe the fraud risk will be in this unprecedented environment, 
it is a continually emerging risk which needs to be adequately 
monitored over the coming period. 

 • Organisations will need to ensure their controls and assurance 
activities across hardship and relief determination processes  
are robust and effective.


