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Studies of European countries show that bank taxes similar to the 0.06% bank levy  introduced
by the government in the 2017 federal budget will be largely borne by customers, not
shareholders.

The levy could also make the banking system more, rather than less risky. The fact that a bank
is asked to pay the levy is a confirmation that it is “ too big to fail ”. This could in turn encourage
riskier behaviour. The levy might also trigger a higher probability of default by reducing a bank’s
after-tax profitability

But it is difficult to say whether banks will pass the levy on to customers by increasing their loan
rates, fees or both.

In its response to the levy, NAB confirmed it will not just be borne by shareholders :

The levy is not just on banks, it is a tax on every Australian who benefits from, and is part of, the
banking industry. This includes NAB’s 10 million customers, 570,000 direct NAB shareholders,
those who own NAB shares through their superannuation, our 1,700 suppliers and NAB’s
34,000 employees. The levy cannot be absorbed; it will be borne by these people. 

Aware of this problem, the government has asked the Australian Competition and Consumer
Commission  (ACCC) to undertake an inquiry into
residential mortgage pricing. The ACCC can require banks to explain changes to mortgage
pricing and fees. 

When banks pass on these taxes

The bank levy is similar to taxes recently introduced by some G20 economies, including the
UK . These had
the dual purpose of raising revenues and stabilising the balance sheets of large banks in the
aftermath of the global financial crisis.
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https://theconversation.com/budget-bank-levy-too-big-to-fail-not-too-big-to-take-a-hit-77475
https://theconversation.com/au/topics/too-big-to-fail-3747
http://nabnews.efront-flare.com.au/wp-content/uploads/2017/05/NAB-response-to-Dept-of-Treasury-Major-Bank-Levy.pdf
http://sjm.ministers.treasury.gov.au/media-release/044-2017/
http://sjm.ministers.treasury.gov.au/media-release/044-2017/
http://www.nortonrosefulbright.com/knowledge/publications/32128/introduction-to-the-uk-bank-levy
http://www.nortonrosefulbright.com/knowledge/publications/32128/introduction-to-the-uk-bank-levy
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An analysis of bank taxes  in the UK and 13 other European Union countries shows that the
extent to which taxes are passed on to customers depends on how concentrated the banking
industry is.

The more the industry is dominated by a small number of banks, the greater the share of the tax
that is passed on to customers and the less that is borne by shareholders. In more concentrated
industries customers have relatively fewer alternative options and therefore tend to be less
mobile across banks. This in turn gives the large banks greater market power to increase
interest rates and fees without losing customers. 

Australia’s banking industry is quite concentrated. In fact, we’re around the middle of the pack
of OECD countries , much
higher than the US, but lower than some European countries. From this we can surmise that at
least some of the cost of the bank levy here will be passed on to borrowers through higher loan
rates, fees or both. 

An IMF study of G20 countries  suggests that a levy of 20 basis points (i.e. 0.2%,
approximately three times higher than the Australian government’s bank levy), could lead to an
increase in loan rates of between 5 and 10 basis points. This means that the monthly
repayment on a loan (assuming an initial rate of 5.5%) would increase by approximately A$6 for
every A$100,000 borrowed. 

The IMF also found that the bank levy doesn’t just hit customers. A 0.2% levy would reduce
banks’ asset growth rate by approximately 0.05% and permanently lower real GDP by 0.3%.

The impact on customers

If the banks pass on the levy to customers then it becomes just another indirect tax, similar to
the GST. The question then is whether this is regressive - does it have a greater impact on
those on lower incomes than higher incomes. 

Lower income earners are likely to borrow less than higher income earners. However, lower
income earners are also less able to bear an interest rate increase. They are also more likely to
be excluded from borrowing when the cost of borrowing increases.
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http://www.sbs.ox.ac.uk/sites/default/files/Business_Taxation/Events/conferences/2015/Doctoral_mtg_2015/kogler-paper.pdf
https://www.rba.gov.au/publications/confs/2007/pdf/davis.pdf
https://www.rba.gov.au/publications/confs/2007/pdf/davis.pdf
https://www.imf.org/external/np/seminars/eng/2010/paris/pdf/090110.pdf
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In this sense, then, if the bank levy is passed on to customers it could become a barrier to home
ownership for some lower income borrowers.

More generally, if the value of bank transactions is a higher proportion of low incomes than of
high incomes, then the bank levy would operate as a regressive tax and contribute to
sharpening (rather than smoothing) inequalities. 

Both of these would be unintended, but undesirable, consequences of the levy.
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Read more http://theconversation.com/research-shows-the-banks-will-pass-the-bank-levy-on-t
o-customers-77782
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