
5th Mc1rch 2018 

Submi sion t o t ho Product ivity Commission 

Draft Report - Competition In t he Austrollnn Flnoncl;:i l System, Januury 2018 

MoneyQuest thonks th Productivity Commission ('Commission') for the opportunity to SlJL)rnlt this r ·sponsc 

via https://www.pc.gov.au/lngulrles/ curreot/flpi)Qdfll:_w..stc,n/make•submission. 

In so doing, we have llmltcd our response to the specific l'efol'cnces made by the Commission to mortgagl! 

brnkc l"S in the Overview and Draft Recommendations report. 

That said, we would like it noted, that we SlJpport ony rcRulotory ch 1'18CS that pl'omote a more competitive 

and trnnsp~ rent housir)B loan market where consumers have even better Recess anci choice. 

Before turning to the draft report, we wou ld Ilk to nddl'css a couple of comments made by the Presiding 

Cornrnlssloncl" since th<l ruport was released: 

• Speaking ~ t il Committee for tht? Economic Deve lopment of Australla on 2S'h r,ebruary, It wo., Inferred 

that the $2.4bn allegedly now pale! to mortgage brok r., cnch yoal' of itsel f warrants a public ana lysis 

RIV n 'It Is so lorec' . To this end, we wou ld l ike t he Commission to pleRse conslcl r t here ore presently 

c.16,000 mortgage brokers and th is top line revenue number rupresents an average annual revenue per 

mortgnec broker of $150,000. While this number may appear high, wn would osk the Commission to 

consider that this number Is ....... -·w ·..._r nol'mal business operating costs - including administration Stflff, 

occupancy costs, compliance costs, training costs, rr,Rrketlng, IT nncl so on. 

In short, please do not confuse commission revenue with net corninBs, 

• Spet1kinB t1t the same event on the subject of the quanturn of commissions pnid, a con,n,1mt wt1s mt1du 

'that It Is only a custorncr or , sharnholdcr who could be paying this charge'. Our hope Is that the 

Commission recognises that commissions paid to rnortr.ogc brokers simply rGpresents for lenders an 

outs0LJrccd/vnri blc cost. ll is not u double-up or additional cost upon the lender or Its shareholclcrs. 

Simply put, if there were no mortgage brokers nnd th I nd rs had wri t ten these lot1ns, then the lenders 

would lmvu incurred the same sor t of origination costs. The question Is 11·1or on or - cnn lenders wl'itc 

the same vo lume of loans themsclv s for I ss than $2.4bn pu, considering the heavy fixed costs needed 

to be t1bsorbud? 
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TurninH now lo th • dr, ft r •port, we wotJld llke to raise comment on the fo llowing items in the hope of providir)~ 

better clarlflca tlon: 

• Page 2 - 'c;ustomcr loyalty Is often unrewcmJed with existing customers kept on high margin products 
thot boost ltJStltutlon profits. /:or this to persist, channels for provision of information and advice (such 
as mortgagr: brolwrs) mw;t be /al/Ing, ' 

The assumption here is incorrnct. Morteagc brokers ore not "ncourog d nor lncentlvlsed In any way to 

offer hiP.h rnorain orodlJct to our cllents. 111 fact, we operate to the contrary by considering lower priced 

products in the first instance. Additionally, morteuec brokers wlll olwnys look lo n gotlot the rnaxlmum 

discounl we con uchicve from, v, rlnble rote product to enhance the outcome for our clients. Again, we 

orn not lncentlvlsed nor penallsed based on the product or pricine of the loan we off er and n., SlJCh thP. 

inference here is incorrect. 

• Poeu 2 - 'the growth of mortgage brokers does not appear to have Increased price competition'. 

Since the cvolullon of rnortsase brokers In the 1990's, consumers have been the beneticiuries of 

Increased competition for their business liklc! nlc!vlc! r before. This comp tltlon Is nliv , ncJ w II todRy with 

record low inlornsl ro tes. Mortgogc brok rs contlnlJe to offer a proposition - which includes seekine 

QlJt R competi tive Interest rate - that no single lender is capable of offf?rin5. This cncop" lllOt"S why 
consumers are incrcasinely turning to mortgog · brok rs rather th n put bllnd faith In the hope their 

own bank Is offering a competitive proposition at that time they apply. In othlc!r words - why toke th 
chance when a mortgaglc! broker can scan w~,ot Is still competi tive m rketplace. 

Furthermore, on 16th March 2017, ASIC rolc.iscd Report 516 "ncJ within It concluded thRt 'Brokers have 

the potcrHlnl to xert downward pressure on home loan pricing by forcing lenders to compete', Wo 

would ask the Commission to consider simul taneo usly thf? subject of whether mortg" gc brol<ers have or 

have not increoscd price competition by also considering - what may be the consequence on price 

competition In a market void of a strong mortga13e broker presence? 

• Page 2 - 'non~transparcnt fees and tral/lng commissions are Inherent'. 

It would appear the Commission has been poorly advised on this sublcct. 
Mortsoge Brokers hove o statlJtory obllgatlon to disclose - amongst other things -how th~y arri 

remunerated for the services they provide. 

To assist lh~ Commission, we lrnv nlt.., chcd our: 

o Credit Guidf! which is issu ·d to our customers "t fi rst contact and prior to us providing any 

er dll ocM ce or RJ.Sl!i tance; 

o Ctf!dit Proposal Olsc/osure cJocument which Is Issued to our customers - after conducting a 

Client Needs Analysis and Preliminary Assessmf!nt - in order for them to authorise us to Sl~brnlt 

their loun appllcu l1011 . 

We are reasonably certain both documents would bt? striklnely sirnll, r lo those l1S d by our Industry 

peer's, W" would hope the Corn mission rP.cognlses that the level of disclosure and transparency is nol 

R::O per their finding and in the writers 17 years working within lllc mort11t.18c br'Ol<inP. lnclu try no t slngl~ 

custom~r compl t1 int nboul r -·rnuncrotlon dl"closurrs In pArtlculAr cA n be reca lled. 
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• Pa13e 5 - 'Fintc:chs rc:1Jresent a group that could fundamentally change the nature of competition In 

the banking system'. 

While much Is being mooted about the risine prnvt1lcncc of Fintcchs, w , rr: yet to ~ee any evidence 

they can deliver irnprnvcd consum r outcomes or Increase price competition . Until such t ime us Fintcchi. 

can s ·Cltr • funding c;ipabllity, they will continue to represent y!a!t i-Jnbl hcr dlstributlon chnnnel for 
existing lenders. 

• Page 7 - Mortgage brokers do not consistently get lower home loan Interest mtes for consumc:rs than 

would be avallable to the consumer by going directly to the provider. 

It ls v ry Important the Commission understand the relationship between lend -·r ond rnortftllSP. broker. 

Mortgage brokers iJrc a third-p rty distribution ch, nncl for lenders and have no discretion pertainine to 
credi t Of)prov, I or mortgage pricing. Such discretion solely rests with the lender uM ilS such w wish to 
hlghllght t o the Commission that this sh1ttm<rnt lacks ony r I v ... ~1c , 

That sa id, t11 ere Is ce rtainly dynamic pricing discrnpt1ncy bctwcch lend rs , nd It Is this variable that 

mortgage brokers provide o1ssislo11cc to custom rs In cornpiirlng iind identifying the right options. 

• Page 30 - 'Comm/ slon pc,yments made by lenders to aggregators and brol<crs ara high', 

We refute this stnl rncnt ~s slrnply untrue and without basis or foundation. Should the cornmls"lon 

conduct a forensic review into the net earnings of individunl rl)ortsosc broklnR businesses, It would find 

the overwhelmine majority nrc on cccptable Rverc1ge Incomes. To this end, M oneyQuest would 

wclcom such o review to once and for all, put a stop to irrational conclusions thnt h ve been going on 

for far too long when simply lookir'lg ill rcvcnu s nd not net Incomes 

• Page 33 - Draft Flndlr>(J 4.l A Consolidation In Banking 

MoneyQuest shi:1res the Commission's observation here and points out the correlation that hilS existed 

slt1c the Issue of new banking licenses in the 1980's - new cr1 trants Ii vc o history of cJellverlng exciting 

new product innovation. In r'l:!CCrit times there hos not been A lot of Innovation in the mortgag!a! spiJcc. 

• Page 35 - Draft Fir>ding 6.l Cost of APRA Interventions 011 Home Loans 

We concur and ath1ch two recent public, t ions we have Issued on the subject. 

• P.iee 35 - Draft Finding 8,l - lntere$t Rates from Brol<ers v Other Channels 

'Home lo(ms originated by mortgage brokers have only slightly lower Interest rates than those 

originated through direct chann Is'. 

We ask the Commission not lo s •c this In o negat ive llght, but rather take comfort that in a very low 

interest ro tu cnvl ronm nt, niortgage brokers are able to ne3otli-Jte sliehtly lower rn tcs thun the lenders 

are offering to customers in their fi rst pmly bronch networks. 

• Page 36 - Information R •(Ju ·st B.2 Should consumers pay brokers fee for service? 

Should consumers pay mot-tgage brolrnrs directly through fees for service (rC1ther thetn brol<ers 

receiving commissions from lc:nd •r )? 



We would strongly RSk the COr'i'H'nission not to pursue this line of thlnkln(l ~ to c1o so wou ld dis.idvantage 

con"ur'i'n:rs who presently enjoy a pricing p11rlty ocros" both lhe first and t hird-party channels of the 

banks and non-l)onk lenders. 

ihe Commission needs to ask itself - how levying a fee to ~ cces:, u rnorteage broker can be in the 

consumers best interests? Adcllt lona lly, should such ;i foe reduce t he usage of mortgog broker:,, how 

cou ld this be 1500d for mortgage marke t competit ion? 

• Part 36 - Draft recommendation 8.2 Mortgage Broker Disclosure: Requirements 

We support the Commissions call for plaln ,ngllsh docurn nts ;rnd offer my assistance or lnvolvem<>nt 

in any fu ture rnvlcw , 

• Page 44 - DrCJ/t finding 13.J. Mortgage Bro/cer Commission Structures w eaken Consumer Switching 
The payment of trail commissions creettes perverse Incentives for mortgage brokers by rewCJrdlng 
them for keeping customers in their existing loan. Broker loyalty Clppcars slccwed towards the 
institution, not the customer, (Ind thus likely discourages refinancing. The lnch,1 Ion of commission 
clawbetck in the remuneration structure for mortgage brokers acts as a direct disincentive to 
consumer switching of home loans. 

While we can understand how the Commission arrived at this finding, It If; lmportont for the Commission 

to understand t hat mortgage brokers first and forcrnost put the interests of our customers before our 

own. We walk tho to lk when it comes to aspiring to have customers for life tHid this means readily 

offcrine our customers the opportunity to rcflnoncc/ switch should a better opportunity arise wi th o 

competitor or wi thin th " sume llmder. 

i hRt s Id, It must be acknowledged that when we refl nonc / switch .i customer during the lnltlal 

clawback period it Is a zero-sum g me for us finuncially, That is, we are clawed back th lnltiol upfront 

cornrnlsslon received ;ind paid a new upfront comn1lsslon on th new lo.in put in place. Tra il commissions 

however present no such dlslnccrHive . 

On the subject of troll commissions ;ind refinancing/switching, there ~ re o number of points to be made: 

o Troll commissions are paid to mortgage brokers with an expectation from lenders that 

mortgage brokers mannec their customers throughout the li fe of loon; 

~ Lenders do not hovo this capacity and tra ll commission reprc., nts our remunera tion for doing 

this work; 

o Mortgage Rg(Irego tors and franchisors have invested slzeRb le , n-1ounts iMo ltrn ir CRM' s in 

order to rn.inage their customers and be their fi rst porl of ca ll tor any queries or assistance 

re.gimJlng their lot n; 

o Almo.i l oll morteage brokers wll l contact their customers at le.ist annually and offer the 

opportunity to r~vlew th sulloblli l y of l11eif housing loan against th custom ·r's person.ii 

circurnshrnccs and requirements which m y have ch~ nB cl; 
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u lWlt often during these reviews, a more competitively priced housing loan can be Identified 

however not proceeded wilh, unless Lhc monthly st1vir18~ urt: sufflcic1~l cnouRh low, rrnnt thr­

llrr1c, effort ond lnconwrnlence to the customer. This wllllngness or tolerance will be diHer~nt 

from customer to customer; 

u It nneds to be noted - and not underestimated - that refinancing/switching necessilt1 lcs t1 ru ll 

new credit applict1tion to be comr)ll ·cl "nd submitted to tlP n w I nclcr. In rer.P.nt times with 

tll lncre " cl focus on vP.rlfylng monthly living expenses, it Is taking much longer to complete 

a refinance application and soll'H! customers .ire IOiJthe to repcilt t he proces., nll over "goln 

urllcs., th rrlOrlthly s vlng" are significant. 

Ori the subject of clowbacks: 

o The nverne" loon llf of " housing loan l!'i c.5 years; 

o i he everage clawback period is 2 years: 

o Clawback periods differ from lender to lend r, but eencrally provid r or on of followlng: 

< 12 rnonths 100%, 13-24 months 50%, or 

< 12 months 100%, 13·18 mor,ths fi0%, or 

< 6 months 100%, 7-ll months 75%, j 3-18 months SO%, 19-24 months 25%, or 

< 18 months monthly pro ratil 

• Page 45 - Information Request J.3.3 What r ·d ttt1'<! barriers to switching i,erslst? 

Whlle we commend the Commission for seckine to remove unnecessary 'red l I) ·' borrl rs In 

rdimmeine/ switchin5, we n eel lo point out that the so le significant obstacle for customers to work 

through Is the need to submit a completely new credit application to the new lender OR exislinB lender. 

Both mwd to undertake n fresh ass ssment - notwithstanding the loan amount wlll most often not 

ch ns and notwithstanding the monthly loan repayments will be lower. 

It is this process w, musl put th customers through, that often sees them say 'no t hanks' even though 

they can access a lower Interest rate, a lower monthly repnyment und sisniflcnn l ovlnBS over the 

remainin3 term of the loan. 

The one feature In the current process thut is ut times frustratine il'I tryine to dellv r l 800d custon1cr 

outcome is that some I ndcrs are for more co-opP.ratlve when being refinanced than others. 

The Commission would do well by consum ·rs to h Ip establish some agreed working tlmellnes that all 

I riders wlll commit too - with respect to booking refinance settlements. 
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In closing, ltls Important for ui that the Commission cltiarly underst:1nds the f0Uow1n1: 

• Mon,11e brokers are not eredrt providers-we are credit advl.sers and as.such, we hava no Involvement 
In formulattns credit polfcy nor do we have .any credit approvtl capablllty; 

• Mortsaae brokers work solely within the tndlvfdual cr1dtt portcy at ov our lenders; 

• Morta11e brokers have alweys embraced enhancements to our professlonal standards; ., . 

• Mortaase. brokers have Iona-demonstrated a wflltn1ness to adopt additional regulatory obligations Into 
our credit advice proeessesi 

• Mort111• brokers continue to provide consumers with a service proposition that no sJn111 t1ndar can 
match and this pnMdei enormous peac1 of mind for consumers; 

• Mortaa1e brokers offer lenders a variable cost third party dlstrlbl.ltlon chan.nel. Much nol1e has been 
madl owr the past 20 years about th• Qri1tn1t1on cost between channels - bl.lt what Is .conveniently 
tfways overloc;>ked lsthatthe comparison ts nevar on.a Ilk• to Ilka basis u ltndal'S would ne~d to ,bSQrb 
a s1&nlftcant buffar In thetr fixed costs tQ originate the tame quantum of loans. 

• Mortgage brokers are 1pprop.rl1t1ly lncentlvlsed .with tha paymant of trail commission to manage their 
customers thn,u1hout the life of their loan; · 

• Morta•s• bro.kers view trail commtsslon as 1n o.blf1atlon to continue to undertake work for their 
customers - Including.for example loan variations which do not pnarata any faas or commtulons; 

• Morta••• brokers ar• mada up of normal small business people/who share I paulon for h1lpln1 to put 
people Into homes and 1en1ratln1 waalth throuah proparty Investment; 

• Mon111e brokers work for their eultomers flrstand fo,...most and not tha sh1r1hold1rs of our landers. 

Yours '-lthfu[ly, 

Michael Rus1elf 
M1n11ln1 Director 




