
Where is the Australian Financial Services sector going?

Written by The Conversation

Andrew Robb, Minister for Trade and Investment, loves, and is very good at closing out, Free
Trade Agreements (FTAs).  He is especially enthusiastic  about the economic opportunities for
services, particularly financial services

The [FTA], with China, is set to deliver billions of dollars in additional revenue for industries
throughout Australia and a quantum leap in our investment flows. …. The opportunities are
spectacular - in health, in tourism, in hospitality, in education and training and in financial
services to name a few.

But if the Prime Minister of Australia doesn’t support  the local Financial Services Industry, Mr
Robb will have a hard job convincing overseas investors that they should instead.

The PM’s argument for moving his investments offshore – to avoid a conflict of interest  – not
only raises questions for investors about potential conflicts in holding money in Australia but
also implies that any former PMs, and even current cabinet colleagues, who did not shift their
money to sunnier climes, may have some conflicts of interest that may not be obvious to the
voters.

But the PM is not the only one to desert our local financial investment industry.

The latest statistics  from the Australian Tax Office (ATO) shows that over 1 million Australian
superannuants have chosen to be part of their own Self-Managed Superannuation Funds
(SMSFs) rather than trust their money to retail or industry super funds.  Together these
absconders now manage a pot totalling over half a trillion dollars.   The SMSF owners resemble
the PM.  They are well-to-do, with an average super balance about $500,000 compared to the 
national average
of around $80,000 for men (less for women) and on the greyer side of middle age, with 82%
over 45 years of age.

The reasons that these savvy, cashed-up investors have decided to do it themselves is that
they reckon that after the not inconsiderable fees charged by the largest retail superannuation
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http://www.andrewrobb.com.au/Portfolio/PortfolioMediaReleases/tabid/71/articleType/ArticleView/articleId/1928/2015-Ministerial-Investment-Statement.aspx
http://www.afr.com/news/politics/malcolm-turnbull-rejects-cayman-island-tax-haven-accusations-20151014-gk8l8a
http://www.news.com.au/finance/work/labor-accused-of-envy-and-smear-as-it-highlights-cayman-accounts/story-fn5tas5k-1227570449220
https://www.ato.gov.au/Super/Self-managed-super-funds/In-detail/Statistics/Quarterly-reports/Self-managed-super-fund-statistical-report---March-2015/?page=2
https://www.superannuation.asn.au/resources/superannuation-statistics
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funds (owned by the largest banks)  they can do a better job themselves. The retail funds have
produced a reasonable return of just over 6% over the last 15 years but this is less than the
returns produced by the industry super funds whose management by union bosses might find
resonance with investors used to less democratic jurisdictions.

It’s hard to think of a reason why international investors would consider such less than stellar
performance worthy of a look, especially as there are competitors aplenty elsewhere.

In respect of financial services, Minister Robb must feel a little like a jilted lover. Just this week,
Mr Robb’s new BFF, Chinese President Xi Jinping, had a very successful trip to London. In the
home of UK banking he talked about a Golden Age  in relations between the two countries and
the fact that London (not Sydney) will dominate the 
investment banking market
in China.

Surely Mr Robb’s other triumph, the Trans Pacific Partnership (TPP), will make up for London’s
muscling in on Australia’s potential markets. Despite the government’s and industry’s attempts
to reclassify  the TPP and other FTAs as primarily ‘export agreements’ there is of course a very
significant ‘import’ component, especially in financial services.

As an ex-partner of Goldman Sachs and chair of its Australian operations, the Prime Minister
will be well aware of the reach and rapaciousness of ‘The Great Vampire Squid ’ and other
New York investment banks.  Australia’s banks will find it hard to compete with these 
pirates
at home, never mind away.

Australian banks do not have a great record when venturing overseas, as NAB’s acquisitions in
the USA  and the UK  illustrate. But there again, Australian banks do not need to seek profits
overseas, they do very well in their protected niche Down Under thank
you very much
.

The concept of Australia being a financial hub has been spruiked for many years  but it remains
a pipedream .
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http://www.huffingtonpost.co.uk/2015/10/22/david-cameron-xi-jinping-pub_n_8362156.html
http://www.bloomberg.com/news/articles/2015-10-19/renminbi-dreams-coming-true-as-president-xi-stays-at-buckingham
http://www.smh.com.au/federal-politics/political-news/china-will-walk-away-andrew-robbs-blunt-warning-on-the-chinaaustralia-free-trade-agreement-20150910-gjjerf.html
http://www.forbes.com/sites/jakezamansky/2013/08/08/the-great-vampire-squid-keeps-on-sucking/
http://www.independent.co.uk/news/world/europe/greek-debt-crisis-goldman-sachs-could-be-sued-for-helping-country-hide-debts-when-it-joined-euro-10381926.html
http://www.theage.com.au/articles/2004/03/14/1079199094875.html
http://www.afr.com/brand/chanticleer/nab-steps-up-its-sale-of-clydesdale-bank-20150707-gi6oro
http://www.smh.com.au/federal-politics/political-news/westpac-and-the-commonwealth-bank-protect-their-mortgage-profits-no-matter-what-20151022-gkg3qp.html
http://www.smh.com.au/federal-politics/political-news/westpac-and-the-commonwealth-bank-protect-their-mortgage-profits-no-matter-what-20151022-gkg3qp.html
http://www.smh.com.au/business/the-economy/sydney-losing-battle-to-become-a-leading-financial-centre-20140925-10lscq.html
http://www.afr.com/opinion/columns/australia-has-25-trillion-in-managed-funds-but--finance-hub-still-a-dream-20150805-gisfca
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And the China Free Trade and TPP agreements will make it even more of a fantasy.

But this is neither a disaster for the local financial sector nor for the concept of free trade.

The intuitions of the recent Financial Services Inquiry  (FSI) were sound and the government is
to be congratulated that it accepted almost all of its 
recommendations
.  In particular, the FSI’s insistence that Australian banks must be ‘unquestionably strong’ has
been accepted as being the key to building a resilient economy going forward after the mining
boom.

A robust banking system is also essential to gaining the benefits of the free trade agreements
and to funding all of the other twinkles in the Prime Minister’s eye.

Rather than gallop off on a wild goose chase trying to be a London Mini-Me in the southern
hemisphere, the Australian financial services sector should look closer to home. If the financial
system was geared towards supporting those areas where Australia does have a real
comparative advantage in the FTAs, such as agriculture, tourism, education and energy,
everyone would benefit.

There would be more than enough profits, dividends and bonuses for everybody and the
financial system would be safer to boot. A win all around.

Read more http://theconversation.com/where-is-the-australian-financial-services-sector-going-
49702
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http://fsi.gov.au/
http://www.reuters.com/article/2015/10/21/idUSFit93760220151021
http://www.smh.com.au/technology/innovation/australia-can-be-the-startup-and-innovation-nation-under-new-prime-minister-malcolm-turnbull-20151022-gkfrff.html
http://theconversation.com/where-is-the-australian-financial-services-sector-going-49702
http://theconversation.com/where-is-the-australian-financial-services-sector-going-49702

