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Introduction 

Both Commonwealth Bank and Westpac Banking Corporation are well-known financial 

institutions. They are Australia's two leading ASX-listed firms and mortgage lenders. They have 

both given consistent share price in the course of the most recent twenty years, in the midst of 

the worldwide monetary emergency, and they're likewise of the top profit paying ASX stocks. 

Despite the fact that they are probably going to be foundation resources in numerous venture 

portfolios, would we say we are too dependent on these stalwarts notwithstanding administrative 

changes and moderate credit development? In this paper, we take a gander at the new outcomes 

and possibilities for these two enormous banks. 

The production function principle is used in microeconomic theory to define an 

organization's input-output relationship. The production function portrays the greatest number of 

yields produced from a given arrangement of sources of info. Then again, the info arranged DEA 

model indicates the base number of information sources needed to accomplish a given level of 

yield (Seiford and Thrall, 1990). Charge, Grosscopf, and Logan (1983) and Banker, Charnes, and 

Cooper (1984) proposed models with variable re-visitations of scale after Charnes et al. (1978) 

proposed an information direction model accepting fixed re-visitations of scale (CRS) (VRS). 

This report is based on the DEA model. 

The DEA approach addresses the first study query by measuring the mean efficiency score of 

the sample banks. The essence of efficiency movements will be investigated using the Malmquist 

indices to address the second research issue. Three key topics will be examined in this analysis: 

1. Deciding the main cause of gain/loss due to improvement/failure of technological 

efficiency or scale efficiency by further decomposing the catching-up effect. 
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2. Decomposing these productivity improvements into the catching-up and frontier shift 

effects. 

3. Determining the fundamental driver of gain/misfortune because of 

progress/disappointment of specialized effectiveness or scale proficiency by further breaking 

down the getting up to speed impact.  

Parametric methodologies endeavor to isolate shortcoming from arbitrary blunder by 

assessing a utilitarian design that interfaces the sources of info and yields. The main flaw in this 

method is that the model form must be measured, leading to model misspecification (Berger and 

Humphrey 1997). Furthermore, Thanassoulis (2001) claimed that incorporating a combination of 

inputs and outputs is impossible. In light of these issues, nonparametric approaches are often 

used to assess the performance of financial institutions. 

Company Overview 

The Commonwealth Bank of Australia (CBA) is the largest retail bank in Australia and 

an ASX-listed firm. It provided financial services under well-known brands such as 

Commonwealth Bank, Bankwest, Colonial First State, and CommSec until 1996, when it was 

privatized in three phases (commbank.com.au). The company's operations are mainly based in 

Australia, New Zealand, and the Asia-Pacific region. Retail, corporate, and institutional banking 

and wealth management are among the services it offers. 

The second-largest bank is Westpac (WBC). Westpac, like CBA, has a strong retail 

banking activity, which distinguishes them from ANZ Banking Group and NAB, which focus on 

commercial banking and institutional banking (westpac.com.au). Westpac, St George Bank, 

Bank of Melbourne, and BT Financial Group are all Westpac names. Australia and New Zealand 
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it has a similar range of financial services. Brian Hartzer recently took over as CEO from Gail 

Kelly, resulting in a change in strategic direction. 

Financial Health 

CBA is well-capitalized, with an APRA Common Equity Tier One (CET1) ratio of 9.2%, 

higher than the industry average. Although capital levels are expected to rise due to the recent 

financial market investigation, we think Australia's major banks are well-positioned, considering 

their strong capital generation. Continued adherence to APRA regulations would suffice to 

maintain solvency. As a result, we believe CBA is in good financial shape. When it was last 

published, Westpac was in a similar strong spot, with a CET1 ratio of 9%. 

Management Assessment 

CBA posted a $6.4 billion cash profit before tax for the December half-year, owing to 

strong retail banking, above-framework loaning development in business banking, a lower cost-

to-pay proportion, and lower impedance charges. By and large, it expanded income per share 

(EPS) by 8.6% on an annualized premise. The annualized return on value (ROE) expanded to 

24.6%. 

Westpac's financial year ended September 30, 2020, with a strong performance, with cash 

profit before tax rising to $10.9 billion. St George benefited from the addition of the Lloyds 

business and lower impairment charges, while Westpac retail and business banking delivered 

solid revenue growth and good cost control. Compared to the previous financial year, this result 

resulted in a marginal increase in ROE to 22.2% and a 7.2 percent increase in EPS. 

Outlook and forecast 

Despite slowing machine credit expansion, CBA's prospects remain bright. When 

combined with signs of growth in business banking, its lead in home loan provision places it 
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well. However, we expect margins to be squeezed and injury costs to level off due to 

competition. The company has kept costs under control, and we expect the cost-to-income ratio 

to continue to increase, resulting in modest performance. 

Westpac's comparable high exposure to home loans could be a plus, though a regulatory 

emphasis on investor lending may be a worry. In the current climate, BT Financial Group has 

been performing well and is well-positioned for expansion. However, we conclude that the 

institutional banking future will be more difficult and that impairment charges have reached a 

bottom. Brian Hartzer, the new CEO, may change the policy and has already made management 

changes. 

Share Price Value 

CBA has consistently exchanged along with some hidden costs over its greatest rivals' 

rates. Notwithstanding, Westpac's stock has progressed nicely, and its forward value income 

proportion (P/E) of 15.1 is lower than CBA's 16.2. Westpac's end cost of $37.72 on February 23 

addresses a 9.6% premium to our Lincoln Valuation, while CBA's cost of $90.41 addresses a 

6.8% premium. 

After Westpac's rally, it isn't easy to pick between the two, though CBA seems to be 

somewhat more appealing in light of our Lincoln Valuation. However, based on fundamentals 

and historical multiples, the banking sector seems to be overvalued. This, we suppose, is due to 

the low-interest-rate setting and the appeal of comparatively strong, steady yields. 

Total Returns 

Both banks have a reputation for paying out big dividends regularly. Westpac has 

historically paid a higher dividend yield to buyers due to the price premium on CBA. Westpac's 

franked dividend yield has been between 5% and 7.5 percent in recent years, while CBA's has 
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been between 4.5 and 6.5 percent. Both banks, in our opinion, are capable of maintaining payout 

levels of 70% to 80%. The main concern associated with this viewpoint is that authorities will 

impose higher capital thresholds. 

Over the last year, CBA has generated a capital gain of 20.26 percent, outperforming the 

industry. Westpac, on the other hand, delivered 13.24 percent during the same period. CBA and 

Westpac had similar three-year results, with CBA up 82.57 percent and Westpac up 82.58 

percent. This compares favorably to the economy, which has returned 37.55 percent during the 

same period. However, over five years, CBA's 65.74 percent price increase outperforms 

Westpac's 43.10 percent. 

Reasons for disparities in the financial ratios of the two banks 

1. There could be bad loans accrued as a result of banking transactions that go unreported 

by banks. As a result, this problem would result in higher productivity scores. 

2. The DEA system does not use statistical ratios to calculate the firm's performance. 

Rather, it explores the inefficiency of a specific firm in comparison to similar firms. As a 

result, the technique's possible outliers can impact analytical outcomes, especially in 

studies with limited sample sizes. 

3. The value of the total assets shown in the balance sheet is used as the institutional size in 

this analysis to determine the relationship between the organization's size and its 

performance. This identification is dependent on the author's preference, and any other 

monetary value will be important in determining the scale. 

Conclusion 

Though we are satisfied with the financial risk faced by both firms, we believe CBA is 

slightly ahead of Westpac. Although it's impossible to blame any score, CBA's EPS growth was 
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better, and it has a higher ROE. Both companies have larger market positions in the mortgage 

lending and asset management industries. However, the payoff is likely to be limited by slowing 

credit expansion, margin pressure, and the normalization of impairment charges. 

Westpac has reliably beated CBA regarding profit yield lately, but the difference is 

closing. The fact that the dividends are often completely franked (or around 40% higher) adds to 

the stock's attractiveness for income-seeking buyers. Although Westpac has outperformed the 

market in the medium term, CBA has delivered more stable and better returns over the long term. 
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Appendix 

Appendix I: Westpac financial report 
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Appendix II: Commonwealth Bank financial statement 
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