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7 February 2025 

Council of Financial Regulators 

Via email: CFRReview@treasury.gov.au 

Dear Council 

Review into Small and Medium-sized Banks 

The Insurance Council of Australia (Insurance Council) welcomes the opportunity to provide a 
submission to the Council of Financial Regulators (CFR) and the Australian Competition and 
Consumer Commission’s Review into Small and Medium-sized Banks (the Review).1 

The Insurance Council is the representative body of the general insurance industry in Australia and 
represents approximately 89% of private sector general insurers. As a foundational component of the 
Australian economy, the general insurance industry employs approximately 46,000 people, generates 
gross written premium of $66 billion per annum and on average pays out $159 million in claims each 
working day ($39.4 billion paid out per year). 

We wish to provide information on the role of lenders’ mortgage insurance (LMI) in supporting lending 
by small and medium-sized banks. 

LMI supports increased competition among lenders by assisting smaller lenders, such as non-banks, 
customer owned, and regional banks, to manage risk. LMI helps these cohorts of lenders manage the 
risks associated with lending to higher loan-to-value ratio (LVR) borrowers. 

As the Review notes, non-banks, regional banks and customer owned banks have active Residential 
Mortgage-Backed Security (RMBS) programs. These programs are a vital part of the funding 
mechanisms for these lending institutions and LMI is an important input for RMBS programs. As 
Reserve Bank of Australia research has stated “LMI on the mortgage pool is the main type of credit 
enhancement used in Australian RMBS.”2 

LMI can be distinguished from the Australian Government’s Home Guarantee Scheme (HGS), which 
offers less financial protections to lending institutions. We note that small and medium lenders use 
both the HGS and LMI to support their customer bases. 

Where a mortgage has LMI and the property must be sold for less than the mortgage value, the LMI 
provider guarantees to cover the shortfall, for the life of the loan. Comparatively, when a mortgage is 
guaranteed under the HGS and the property must be sold for less than the value of mortgage, the 
Government guarantees to covers at most 15 per cent of the mortgage value.  

This creates a risk for lenders and the broader financial system, which LMI would otherwise protect 
against. If lenders do not accept the greater risk associated with high LVR lending back by the HGS, 

1 Council of Financial Regulators. 2024. Review into Small and Medium-sized Banks.  
2 Ivailo Arsov, In Song Kim and Karl Stacey. 2015. Reserve Bank of Australia Bulletin, Structural Features of Australian 
Residential Mortgage-backed Securities. 








