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Westpac chief executive David Morgan said yesterday that banks should be able to retain their profitability through an era of heightened scrutiny on performance and ethics. But in a thinly veiled reference to the woes of rival National Australia Bank, he said banks faced heightened "reputational risk".

Dr Morgan said Westpac had to go through a period of cultural change in the wake of its near collapse in the early 1990s and remained in transition during a period of "far greater pressure on performance and ethics".

"My guess is that industry profitability might be able to be maintained, but it will be challenging for those not operating on the efficient frontier and those lacking an engaged and committed workforce," he said. "Escalating reputational risk has already well and truly arrived. The risks will be heightened and individual banks will need to conscientiously manage them if they are to maintain public confidence."

A good corporate culture included an environment in which people could act ethically and air issues or concerns without fear.

"I don't want to comment on NAB. All I can say for ourselves is we do have robust policies and structures in place but at the end of the day it's the culture that determines the use and abuse of those policies and of those structures," Dr Morgan said after a Trans-Tasman Business Circle lunch in Sydney. 

"We have been working very hard at getting an open culture so I'm confident had something like that occurred at Westpac it would have come to light very early."

Commenting on the NSW Government's stamp duty impost on investors selling property announced yesterday, he said it was "not going to be helpful" to the home lending market.

"But I do think the market is coming off because of the natural forces of demand and supply coming in. 

"I do believe that will be a gradual adjustment.

"My own view is that the housing market was returning to equilibrium under those fundamental forces of demand and supply and lagged effect of interest rates . . . I wouldn't have thought there was a need for some additional instrument, but I need to look at the measure."

Dr Morgan also said he expected another interest rate rise because of the buoyant world economy and warned the fall-off in home lending would have an impact on bank results.

"We are reporting our half-year in early May so you understand I can't pre-empt that but you have seen that 20 per cent decline in new dwelling finance approvals in that first quarter and obviously we participated in that.

"[The housing downturn is] pretty broadly based. In price terms, we are seeing greater price adjustments in the investment sector than in the owner-occupied segment and within that in some of the more hotspots, which have been inner Melbourne and inner Sydney."

Dr Morgan also said the banking industry should examine back office facilities to reduce transaction costs.
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