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Abstract 

 
Mortgage fees that are charged by lenders have caused increasing concerns to 

borrowers and policymakers, and heighted debate over the time with particular scrutiny 
during the recent global financial crisis. Interestingly however, there is almost no research 
on mortgage fees in the Australian context. This paper analyzes mortgage fee differentials 
among banks, mortgage corporations, building societies and credit unions operating in 
Australia during the research period. Findings suggest that banks charged the highest total, 
origination and ongoing fees while mortgage corporations have the lowest ongoing fees. 
The results also suggest that mortgage corporations require the same level of total fees as 
those of member-based institutions (building societies and credit unions), however banks 
and building societies have about 7 and 3 basis points of ongoing fees respectively more 
than mortgage corporations. Ongoing fees are an important mortgage cost because a 
borrower must pay them for a whole life of a loan, unlike the upfront fees that are paid just 
once. It also suggests that unlike mortgage corporations (the securitizer), depository lenders 
that charged higher ongoing fees probably maintain the customer relationship. This 
provides preliminary evidence in line with the existing US literature that there are 
statistically significant differences between the fee structures of Australian mortgage 
products. 
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1.  Introduction 
Mortgages in most developed countries are the largest household debt and the underlying property is 
the largest household asset. As mortgage finance is directly linked to the housing market, mortgage 
finance, therefore, plays an important role in the capital market and the economy. For example, by 
December 2009, Australian mortgages outstanding reached the one trillion dollar mark. The recent 
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U.S. subprime mortgage crisis and the global financial crisis further highlight the issues relating to 
mortgage finance and costs. Mortgage costs have long concerned borrowers, banking regulators and 
lenders as well. In recent years, mortgage fees charged by lenders in Australia have heighted debate by 
consumer groups and banking regulators as to their scale, legality and morality. Although the issue is 
of importance for all stakeholders, research of mortgage fees in an Australian context is very limited. 

As an addition to interest costs, origination and ongoing service fees are commonly paid by 
borrowers as partial mortgage costs. As ongoing fees are charged over the mortgage’s life, any fee 
reductions affect borrower costs of not only newly originated loans but also existing loans. Fee income 
has become important for Australian banks in recent years as a key (and significant) source of non-
interest income. Indeed, when comparing mortgage fees across Australia, Canada, New Zealand, U.K., 
and the U.S, and, Martin (2004) and Australian Securities and Investment Commission (2008) indicate 
that Australian lenders charged the highest fees among these surveyed countries. 

Literature on mortgage securitisation, mortgage costs and fee points concentrates on the U.S. 
market where three government-sponsored enterprises1 dominate the secondary mortgage market. So, it 
may be difficult for researchers to distinguish their impact on mortgage costs from that of securitisation 
(e.g., Ambrose, LaCour-Little and Sanders, 2004). Most other securitisation research on private label 
and asset-backed securities transactions2 suggests that securitisation can reduce costs (e.g., reduced 
funding costs, information costs, agency costs, and regulatory tax) and improve mortgage marketability 
and liquidity. Similarly, U.S. based fees research seeks to predict borrower mobility and the trade-off 
relationship between fixed-rate mortgage (FRM) interest rates and points in the self-selection menu 
(e.g., Kau and Keenan, 1987; Chari and Jagannathan; 1989; and, Martin and Smyth, 1992). 

This paper attempts to fill the research gap and provide new findings in the Australian context. 
We test monthly standard mortgage rate and fee data with 1,950 observations from four groups of 180 
lenders. One group, mortgage corporations, securitise effectively all of the mortgages they originate 
while the other groups, depository institutions (commercial banks, building societies and credit unions) 
securitise less than 10% of their mortgage lending, so they should have different fees profiles due to 
their different funding channels. 

The remainder of the paper is structured as follows. Section 2 reviews relevant literature on 
securitisation and mortgage costs, and fees (points). Section 3 describes the data while Section 4 
discusses the results of tests. Section 5 draws conclusions. 
 
 

2.  Literature Review 
The review focuses on the aspects of previous studies pertaining to securitization effects on mortgage 
costs, and fees points because there is almost no previous research that directly addresses mortgage fee 
differentials between lenders. Firstly, securitization and its cost advantage studies are in relation to this 
research on whether securitization companies (mortgage corporations securitizing all their loans) 
require fewer fees. In addition, previous fee point studies are examined. 
 
2.1. Securitization and Cost Advantages 

Previous securitization studies primarily address advantages with which securitization can provide 
originators and other market participants. These advantages are relevant to the above mentioned 
question on fee differentials. Several researchers (e.g., Greenbaum and Thakor, 1987; Cumming, 1987) 
examine the regulatory tax theory from various perspectives. Securitization banks can reduce their 
reserve, capital requirements and deposit insurance premium, known as “regulatory tax”. 

                                                 
1 These are the Government National Mortgage Association, GNMA or Ginnie Mae; the Federal National Mortgage 

Association, FNMA or Fannie Mae; and, the Federal Home Loan Mortgage Corporation, Freddie Mac. In contrast, 
Australia has no equivalent bodies. It is entirely a private sector market. 

2 Private label mortgage securitisation is known as a non-agency transaction. Asset backed securitisation is known as ABS, 
involves securitising other categories of assets (e.g., credit card loans, auto loans and receivables). 
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In contrast, other researchers examine various non-regulatory advantages of securitization. The 
liquidity theory that predicts a direct effect of securitization on the bank liquidity risk has three aspects: 
(1) improved overall market liquidity (e.g., Black, et al., 1981); (2) the process of securitization 
transforming the nature of assets in terms of liquidity (e.g., Berger and Udell, 1993; Schwarcz, 1994); 
and (3) security design with pooling and tranching (e.g., DeMarzo, 2005). An additional advantage of 
securitization is the reduced funding cost (e.g., Schwarcz, 1994; Hill, 1997). Schwarcz (1994) suggests 
that the goal of securitization is to assist firms to access to low cost funding in capital markets by 
separating all or a portion of an originator’s receivables from its associated risks. Therefore, without 
securitization, the company would have more aggregated costs in their loans (higher interest rates and 
fees). 

Advantages of securitization should be reflected in mortgage costs (including yield spreads or 
rates and fees)3. Empirical studies of securitization on spreads and rates are divided into two broad 
groups. The first group (e.g., Black, et al., 1980; Kolari, et al., 1998; Kumar and Ralston, 1999; Liu 
and Skully, 2008) uses series data to test its effects over time. The empirical results generally suggest 
that the growth of MBS markets positively impacts on mortgage costs. Later research extends on this 
approach (e.g., Todd, 2001). For example, Todd also examines origination fee series data, as well as 
yield spreads. It was found that securitization can low loan origination fees. It does not investigate total 
fees and ongoing service fees. 

Some researchers use lender or loan level data to investigate securitization’s effects and 
originator pricing behavior (e.g., Hendershott and Shilling, 1989; Benjamin, et al., 1994; Ambrose, et 

al., 2004; Liu and Skully, 2005). Using different datasets they consistently find that mortgage firms 
that securitize their assets offer lower mortgage rates or spreads than those of depository institutions. 
However, they do not investigate fee differentials of lenders. 
 
2.2. Mortgage Fee Points 

Loan origination fees and other initial charges in the U.S. are taken as prepaid interest or points (a 
percentage of a loan principal). Some authors, focusing on the U.S. market4, propose explanations to 
the existence of points. They offer at least three such explanations that: (1) they are the consequence of 
regulation and/or tax induced distortion (e.g., Kau and Keenan, 1987); (2) they help address the role of 
risks or uncertainty (interest rate risk, default risk and prepayment risk) (e.g., Kau and Keenan, 1987; 
and, Chari and Jagannathan; 1989; and, Martin and Smyth, 1992); (3) they allow borrower mobility 
and rates/points tradeoff in the self-selection menu (e.g., Chari and Jagannathan, 1989; Stone and 
Zissu, 1990; Yang, 1992; Brueckner, 1994; Chan 1996). 

Based on conventional wisdom, the self-selection of points in a fixed rate mortgage is used to 
predict expected mobility (Chan, 1996). When taking a mortgage, the borrower can choose for a menu 
to pay higher 'points' (upfront fees) in exchange for a lower fixed interest rate. If the borrower plans to 
move in the near future, there is no incentive to pay more points. In contrast, a non-mover (who plans 
to hold a mortgage for years) has an incentive to trade points for a rate reduction. Points are therefore 
regarded as an indicator of expected mobility and there is a tradeoff of rates (FRMs) and points. 

Authors using various models (e.g., Chari and Jagannathan; 1989; Stone and Zissu, 1990; 
Yang, 1992; Brueckner, 1994; Chan 1996) support such trade-off relationships. Stone and Zissu (1990) 
and Yang (1992) offer theoretical discussions of the trade-off. Brueckner (1994) and Chan (1996) 
provide empirical evidence of this behaviour. Kau and Keean (1987) propose an alternative model 
where points emerge as a result of asymmetric tax treatment of lenders and borrowers. In addition, 
Martin and Smyth (1992) find that variations in risks (default, interest rate and prepayment) lead to 

                                                 
3 Some studies include origination fees into effective rates or effective yield spreads. 
4 The U.S. market differs from Australia in various ways. Firstly, ARM adjustment periods, 1-year and 3-year, normally 

have maximum upward adjustment caps (period cap and lifetime cap) in the U.S. where Australian lenders do not have 
such requirements. Secondly both interest payment and points for residential mortgages in the U.S. are tax deductible (see 
Kau and Keenan, 1987) but this is not the case in Australia (owner-occupied house). 
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variation in prepaid interest or points. They also predict that monopoly lenders use points more 
intensively (charge more) than do perfect competitors. However, these researchers only consider FRMs 
with certain assumptions (e.g., constant interest rates)5. Similarly, they do not examine the ongoing fee 
and fee differentials and structure of lenders. 
 
 

3.  Data 
The data consists of 1,950 observations of standard ARMs from January to December in 2001 from 
180 lenders (mortgage corporations, banks, building societies and credit unions), gathered from 
Cannex’s monthly survey of Australian lenders. To make data comparable across lenders, only 
standard residential mortgages with 25 and 30 years maturity, excluding other purpose loans, are used. 
The dataset includes nominal interest rates and annualized average percentage rates (AAPR)6 that take 
account all kinds of fees. AAPR uses standard calculations stipulated in the government’s Uniform 
Consumer Credit Code (UCCC). AAPR is regarded as a benchmark for comparing mortgage products 
in Australia. This dataset includes almost all kinds of originators’ fees, such as set up fees and ongoing 
service fees. 
 
 

4.  Results and Analysis 
4.1. Total Fee Differentials 

This section reports on the comparison of the total fees across the four groups of lenders. As shown in 
Table 4.1, the t-test results suggest that mortgage corporation total fees are lower than banks’ in each 
of quarters and the whole year data at the 1 percent level of significance. 
 
Table 4.1: t-test on Total Fee Differentials across Lenders 

 

2001 Q1 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union Mean Std.dev No.obs 

Mtg. Corp 0.000    0.119 0.062 127 
Bank (4.642)*** 0.000   0.163 0.073 82 
Bld. Society (0.399) 3.156*** 0.000  0.12.3 0.059 46 
Crd. union (1.322) 4.013*** (0.514) 0.000 0.12.75 0.052 222 

2001 Q2 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.114 0.055 129 
Bank (6.304)*** 0.000   0.166 0.066 86 
Bld. Society (0.743) 3.939*** 0.000  0.121 0.055 45 
Crd. union (1.640) 2.309** (0.632) 0.000 0.133 0.127 232 

2001 Q3 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.115 0.055 123 
Bank (5.824)*** 0.000   0.170 0.075 90 
Bld. Society (0.661) 3.822*** 0.000  0.123 0.056 46 
Crd. union (1.107) 2.997*** (0.356) 0.000 0.128 0.123 238 

2001 Q4 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.119 0.054 126 
Bank (5.952)*** 0.000   0.171 0.070 82 

                                                 
5 Chan (1996) gives more discussions on the limitations. For example, a FRM trade-off between rates and points is based 

on the assumptions that the borrower does not expect interest rates fall i.e she does not expect to refinance the mortgage. 
6 The calculations of AAPR consider all kinds of upfront fees (e.g. documentation fees, valuation fees, application fees) 

and ongoing service fees. Other parameters in the AAPR include loan amount and maturity into its calculations. The 
APPR is calculated in accordance with a standard formula under the UCCC that takes into account: The amount of loan, 
the term of loan, the repayment frequency, interest rates and fees and charges. Fees and charges are excluded from: 
Government charges, e.g. stamp duty or registration fees; fees may not be charged because they depend on some events 
that may or may not occur, e.g. early payment or redraw; and fees are not ascertainable at origination. More detailed 
information about AAPR can also be found at an Australian government’s website: http://www.creditcode.gov.au/. 
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Bld. Society (0.857) 3.571*** 0.000  0.127 0.056 45 
Crd. union (1.318) 2.537** (0.374) 0.000 0.134 0.123 236 

2001 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.117 0.057 505 
Bank (11.488)*** 0.000   0.167 0.071 340 
Bld. Society (1.318) 7.789*** 0.000  0.123 0.056 182 
Crd. union (2.655)** 5.654*** (0.899) 0.000 0.131 0.111 928 

Note: This table reports t-test results on total fee differentials between the four groups of lenders in each of four quarters 
and the whole year. Comparisons are made from top to the left hand as arrows indicate. Figures in parenthesis are 
negative t-statistics. Mtg. Corp stands for mortgage corporations; Bank for banks; Bld. Society for building 
societies; and, Crd. union for credit unions. Total fees include application fee; documentation fee; valuation fee; 
securitisation fee; ongoing service fee; discharge fee; and, any others fees. This fee is calculated by the differences 
between the nominal interest rates and annual average percentage rates (AAPR). 
*** denotes the 1 percent level of significance; 
** denotes the 5 percent level of significance; 
* denotes the 10 percent level of significance. 

 
This is also supported by the t-test results for equality of means and effect size statistics7, eta 

squared as shown in Table 5.2. For the whole year, banks require 5.1 basis points (the mean difference) 
more than mortgage corporations. In each of the four quarters of 2001, bank total fees (4.4, 5.4, 5.3 and 
5.2 basis points respectively) are higher than mortgage corporations. The eta squared for the effect size 
statistics for the whole year is 0.135, indicting a large effect or 13.5% can be explained by the type of 
lenders. Similarly, regarding a quarterly effect size, the eta squared values for the four quarters (0.176, 
0.157, 0.139, 0.147 separately) further confirm the large effect. 

This is consistent with prior securitisation cost-reduction and advantages (both regulatory and 
non-regulatory) studies, as well as rates or spreads research (e.g. Schwarcz; 1994; Benjamin, et al., 
1994; and, Ambrose et al., 2004). Because total fees are treated like rates or spreads, with the lowest 
unit cost through securitisation can offer the lowest costs to consumers in a competitive market. 

For the whole year mortgage corporations’ total fees are also found significantly lower than 
credit unions’ at the 5 percent level in Table 4.1. However there are no differences in the quarterly 
results between mortgage corporations and building societies and between mortgage corporations and 
credit unions. Regarding effect size, as demonstrated in Table 4.2, for both the whole year and the four 
quarters, the eta squared values are below 0.01. This suggests that the effect is very low (magnitude) or 
the differences can be explained at a very low level by the types of lenders. These results suggest that 
mortgage corporations that securitize their loans require the same level of total fees as those of 
member-based institutions. 
 

Table 4.2: Mean Difference of Total Fees among Lenders and Effect Size 
 

 Mean Difference/Eta squared   

2001 Q1 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.044)/0.176 0.000/0.000   
Bld. Society (0.004)/0.001 0.040/0.073 0.000/0.000  
Crd. union (0.004)/0.001 0.035/0.051 (0.004)/0.001 0.000/0.000 

2001 Q2 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.053)/0.157 0.000/0.000   
Bld. Society (0.010)/0.003 0.046/0.107 0.000/0.000  
Crd. union (0.019)/0.007 0.033/0.017 (0.012)/0.001 0.000/0.000 

2001 Q3 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    

                                                 
7 More detailed discussions regarding t-test and effect size statistics are found in Cohen (1988) for interpreting eta squared 

values, 0.01 = small effect, 0.06 = moderate effect, and 0.14 = large effect. 
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Bank (0.054)/0.139 0.000/0.000   
Bld. Society (0.006)/0.003 0.048/0.098 0.000/0.000  
Crd. union (0.013)/0.003 0.042/0.027 (0.007)/0.000 0.000/0.000 

2001 Q4 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.052)/0.147 0.000/0.000   
Bld. Society (0.008)/0.004 0.044/0.093 0.000/0.000  
Crd. union (0.015)/0.005 0.040/0.020 (0.007)/0.001 0.000/0.000 

2001 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.051)/0.135 0.000/0.000   
Bld. Society (0.006)/0.003 0.044/0.104 0.000/0.000  
Crd. union (0.014)/0.005 0.037/0.025 (0.008)/0.001 0.000/0.000 

Note: Comparisons are made from top to the left hand as arrows indicate. Figures in parenthesis are negative t-statistics. 
Mtg. Corp stands for mortgage corporations; Bank for banks; Bld. Society for building societies; and, Crd. union 
for credit unions. Total fees include application fee; documentation fee; valuation fee; securitisation fee; ongoing 
service fee; discharge fee; and, any others fees. This fee is calculated by the differences between the nominal 
interest rates and annual average percentage rates (AAPR). Number of observations are 1950. More details 
regarding total fees are provided in Section 3.3.1. 

 
The formula for eta squared is as: 

t2 
Eta squared =  

t2 + (N1 + N2 -2) 
Where t denotes t-value, N1, sample size of the first group, N2, sample size of the second 

group. 
Bank total fees also are significantly higher than building societies at the 1 percent level for the 

whole year as well as for the four quarters. The eta squared values all are over 0.06, indicating the 
moderate effect. Credit unions have similar results. Bank total fees are significantly higher than credit 
unions at the 1 percent level for the whole year as well as for the four quarters except for the 2nd and 4th 
quarters (at the 0.5 level). However, their eta squared all are between 0.01 and 0.06. This may reflect 
that by 2001, most Australian banks were actively involved in securitisation (e.g. Westpac, CBA, St. 
George Bank). They could therefore achieve some cost saving benefits through securitisation while 
only a few credit unions were doing so. In addition, differences on total fees between building societies 
and credit unions are found to be insignificant. This indicates that they require similar fee charges 
because they are member-based cooperative bodies and not so active in securitization funding. In 
summary, this section provides evidence of total fee charge differentials between types of lenders 
based on their total fees. It does not mean that their fee structure or strategies are the same in terms of 
ongoing fees and origination fees. These issues are addressed instead in the following sections. 
 
4.2. Ongoing Service Fee Differentials 

This section compares ongoing service fees across the four groups of lenders. As shown in Table 4.3, 
mortgage corporation ongoing fees are significantly lower than banks and building societies in both the 
quarters and the whole year at the 1 percent level. Regarding the effect size, the eta squared values for 
the first pair of groups (mortgage corporations and banks) are 0.449, 0.470, 0.430 and 0.418 for the 
four quarters respectively and 0.433 for the year as given in Table 4.4. These value are far more than 
0.014 (the large effect benchmark). 

In the year, mortgage corporations have 6 basis points less than banks. In the later pair of 
groups (mortgage corporations and building societies), the eta squared are 0.095, 0.087, 0.095 and 
0.108 for the four quarters and 0.097 for the year, which are larger than 0.06. 
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Results in Table 4.4 also indicate that mortgage corporations require less ongoing fees than 
credit unions at the 1 percent level for the whole year and the 5 percent level in the first three quarters 
(but not the 4th quarter). Their difference however is very narrow, around 0.5 basis points. The eta 
squared for the whole year and first three quarters are between 0.01 and 0.06, except for the 4th quarter 
(with a 0.005). These fees for banks are significantly higher than those of building societies and credit 
unions at the 1 percent level in the whole year and the four quarters. The first pair (banks and building 
societies) has the eta squared, 0.133, 0.170, 0.191 and 0.165 for each quarter and 0.165 for the year 
(see Table 4.4), being large effect. Similarly, the second pair (banks and credit unions) has large 
values, regarded as the large effect (0.14). This suggests that cooperative institutions require less 
ongoing fees than banks. 
 
Table 4.3: t-test on Ongoing Service Fee Differentials across Lenders 

 

2001 Q1 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union Mean Std.dev No.obs 

Mtg. Corp 0.000    0.003 0.012 127 
Bank (12.979)*** 0.000   0.063 0.041 82 
Bld. Society (4.242)*** 4.388*** 0.000  0.03 0.043 46 
Crd. union (2.443)** 11.498*** 3.409*** 0.000 0.007 0.025 222 

2001 Q2 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.003 0.012 129 
Bank (13.735)*** 0.000   0.074 0.047 86 
Bld. Society (4.043)*** 5.521*** 0.000  0.028 0.042 45 
Crd. union (2.571)** 12.3691*** 3.167*** 0.000 0.008 0.026 232 

2001 Q3 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.003 0.012 123 
Bank (12.605)*** 0.000   0.077 0.055 90 
Bld. Society (4.192)*** 5.235*** 0.000  0.028 0.041 46 
Crd. union (2.250)** 11.656*** 3.442*** 0.000 0.007 0.024 238 

2001 Q4 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.004 0.018 126 
Bank (12.169)*** 0.000   0.081 0.056 82 
Bld. Society (4.535)*** 5.088*** 0.000  0.032 0.041 45 
Crd. union (1.405) 11.690*** 4.054*** 0.000 0.007 0.024 236 

2001 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.003 0.013 505 
Bank (25.368)*** 0.000   0.074 0.05 340 
Bld. Society (8.568)*** 10.129*** 0.000  0.03 0.041 182 
Crd. union (4.293)*** 23.387*** 7.083*** 0.000 0.007 0.025 928 

Note: Comparisons are made from top to the left hand as arrows indicate. Figures in parenthesis are negative t-statistics. 
Mtg. Corp stands for mortgage corporations; Bank for banks; Bld. Society for building societies; Crd. union for 
credit union. According to the Uniform Consumer Credit Code (UCCC) points are calculated for seven years and 
AU$ 100,000 of the standard loan amount. 
*** denotes a 1 percent level of significance; 
** denotes a 5 percent level of significance; 
* denotes a 10 percent level of significance. 
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Table 4.4: Mean Difference of Ongoing Service Fees among Lenders and Effect Size 

 
 Mean Difference/Eta squared   

2001 Q1 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.061)/0.0.449 0.000/0.000   
Bld. Society (0.0270)/0.095 0.034/0.133 0.000/0.000  
Crd. union (0.005)/0.017 0.056/0.304 (0.022)/0.042 0.000/0.000 

2001 Q2 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.072)/0.470 0.000/0.000   
Bld. Society (0.025)/0.087 0.046/0.191 0.000/0.000  
Crd. union (0.005)/0.018 0.067/0.326 (0.020)/0.035 0.000/0.000 

2001 Q3 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.074)/0.430 0.000/0.000   
Bld. Society (0.026)/0.095 0.048/0.170 0.000/0.000  
Crd. union (0.004)/0.014 0.070/0.294 (0.028)/0.040 0.000/0.000 

2001 Q4 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.077)/0.418 0.000/0.000   
Bld. Society (0.029)/0.108 0.048/0.172 0.000/0.000  
Crd. union (0.003)/0.005 0.074/0.302 (0.026)/0.056 0.000/0.000 

2001 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank (0.071)/0.433 0.000/0.000   
Bld. Society (0.027)/0.097 0.044/0.165 0.000/0.000  
Crd. union (0.004)/0.013 0.067/0.302 (0.023)/0.043 0.000/0.000 

Note: Comparisons are made from top to the left hand as arrows indicate. Figures in parenthesis are negative t-statistics. 
Mtg. Corp stands for mortgage corporations; Bank, for banks; Bld. Society for building societies; and, Crd. union 
for credit unions. This fee is calculated by the differences between the nominal interest rates and annual average 
percentage rates (AAPR). There are 1,950 observations. Ongoing service fees are discussed previously Section 
3.3.1. 

 
The formula for eta squared is as: 

t2 
Eta squared =  

t2 + (N1 + N2 -2) 
Where t denotes t-value, N1, sample size of the first group, N2, sample size of the second 

group. 
In summary, a few mortgage corporations charged ongoing service fees. In contrast almost all 

banks do. Thus banks and building societies have around 7 and 3 basis points respectively more than 
mortgage corporations. This type of fee is an important mortgage costs because a borrower must pay 
them for a loan life, unlike the upfront fees that are just paid once. In each of quarters and the whole 
year banks charge the most fees. This is due to their higher operating costs (see Liu and Skully, 2004 
and 2005). However more tests are needed to check whether lenders use different strategies on their 
fees structure or a trade-off of ongoing fees and origination fees exists. These are examined in the 
following sections. 
 
4.3. Origination Fee Differentials 

This section reports origination fee differentials across the four groups of lenders and the testing of 
hypotheses on a trade-off between ongoing fees and origination fees. Based on prior studies on a trade-
off of interest rates (FRMs) and points in the self-selection menu this section preliminary examines on 
the trade-off between ongoing fees and origination fees. As demonstrated in Table 4.5, the results are 
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generally opposite to those in Table 4.3. Mortgage corporation origination fees are higher than bank at 
the 1 percent level for the year and quarters except for the first quarter (at the 0.5 percent level). 
However, the eta squared values in Table 4.6 do not exceed 0.06 except for the 4th quarter (0.070). Its 
whole year, 0.041, is also below 0.060. These indicate a weak effect despite around about 2 basis point 
difference. 

Compared to building societies, mortgage corporations have higher origination fees at the 0.5 
percent level except for the 2nd quarter and at the 1 percent level for the year. Similarly the eta squared 
in Table 4.6 is far below the moderate value, 0.06, so that there is a weak effect. Furthermore, when 
comparing banks to building societies, there is no difference in both t-tests and effect size. In contrast 
bank upfront fees are significantly higher than credit unions at the 1 percent level again. The eta 
squared values are between 0.01 and 0.06. 

In summary, banks charged the most total fees. This is consistent with a basket of 
securitisation-related literature. Securitisation might help reduce a range of costs reflected in the 
average unit cost. Thus total securitisation originators (mortgage corporations) can consistently provide 
lower cost products to borrowers. However, in an increasingly competitive market, banks may have 
switched their strategies from higher rates to higher fees as discussed by RBA (2001). If lenders use a 
tradeoff strategy in setting their mortgage rates, ongoing service fees and origination fees are positively 
related. 
 
Table 4.5: t-test on Origination Fee Differentials across Lenders 

 

2001 Q1 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union Mean Std.dev No.obs 

Mtg. Corp 0.000    0.116 0.061 127 
Bank 2.237** 0.000   0.1 0.045 82 
Bld. Society 2.246** 0.644 0.000  0.094 0.048 46 
Crd. union (0.603) (3.061)*** (3.057)*** 0.000 0.12 0.054 222 

2001 Q2 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.111 0.053 129 
Bank 3.056*** 0.000   0.093 0.036 86 
Bld. Society 1.969* 0.129 0.000  0.093 0.048 45 
Crd. union (1.186) (3.508)*** (1.632) 0.000 0.125 0.128 232 

2001 Q3 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.113 0.053 123 
Bank 2.947*** 0.000   0.093 0.043 90 
Bld. Society 2.117** (0.031) 0.000  0.094 0.05 46 
Crd. union (0.715) (3.005)*** (1.475) 0.000 0.121 0.124 238 

2001 Q4 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.116 0.054 126 
Bank 3.952*** 0.000   0.091 0.035 82 
Bld. Society 2.307** (0.353) 0.000  0.094 0.054 45 
Crd. union (1.020) (4.030)*** (1.765) 0.000 0.128 0.125 236 

2001 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union mean Std.dev No.obs 

Mtg. Corp 0.000    0.114 0.055 505 
Bank 6.012*** 0.000   0.094 0.04 340 
Bld. Society 4.334*** 0.095 0.000  0.094 0.05 182 
Crd. union (2.155)** (6.828)*** (3.492)*** 0.000 0.123 0.113 928 

Note: Comparisons are made from top to the left hand as arrows indicate. Figures in parenthesis are negative t-statistics. 
Mtg. Corp stands for mortgage corporations; Bank for banks; Bld. Society for building societies; Crd. union for 
credit union. Origination fees are calculated by the differences between total fees and ongoing fees. Number of 
observations are 1950. 
*** denotes a 1 percent level of significance; 
** denotes a 5 percent level of significance; 
* denotes a 10 percent level of significance. 
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Table 4.6: Mean Difference of Origination Fees among Lenders and Effect Size 

 
 Mean Difference/Eta squared   

2001 Q1 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank 0.017/0.024 0.000/0.000   
Bld. Society 0.022/0.029 0.006/0.003 0.000/0.000  
Crd. union (0.004)/0.001 (0.020)/0.030 (0.026)/0.034 0.000/0.000 

2001 Q2 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank 0.019/0.042 0.000/0.000   
Bld. Society 0.018/0.022 (0.001)/0.000 0.000/0.000  
Crd. union (0.014)/0.004 (0.032)/0.037 (0.032)/0.010 0.000/0.000 

2001 Q3 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank 0.019/0.040 0.000/0.000   
Bld. Society (0.019/0.026 0.000/0.000 0.000/0.000  
Crd. union (0.008)/0.040 (0.027)/0.027 (0.028)/0.008 0.000/0.000 

2001 Q4 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank 0.024/0.070 0.000/0.000   
Bld. Society 0.021/0.031 (0.003)/0.001 0.000/0.000  
Crd. union (0.012)/0.003 0.036/0.049 (0.036)/0.011 0.000/0.000 

2001 ↵↵↵↵ Mtg. Corp Bank Bld. Society Crd. union 

Mtg. Corp 0.000/0.000    
Bank 0.020/0.041 0.000/0.000   
Bld. Society 0.020/0.027 0.000/0.000 0.000/0.000  
Crd. union (0.009)/0.003 (0.029)/0.036 (0.030)/0.011 0.000/0.000 

Note: Comparisons are made from top to the left hand as arrows indicate. Figures in parenthesis are negative t-statistics. 
Mtg. Corp stands for mortgage corporations; Bank, for banks; Bld. Society for building societies; and, Crd. union 
for credit unions. There are 1,950 observations. 

 
The formula for eta squared is as: 

t2 
Eta squared =  

t2 + (N1 + N2 -2) 
Where t denotes t-value, N1, sample size of the first group, N2, sample size of the second 

group. 
 
 

5.  Conclusions 
As mortgage fees that are charged by lenders have caused an increasing concern to consumer and 
banking regulators in Australia, this paper, using a unique dataset, analyses the differentials of total, 
origination and ongoing service mortgage fees among four types of lenders that are Australian banks, 
mortgage corporations, building societies and credit unions in 2001. 

As expected, there were statistically significant differences in fee charges across types of 
lenders. The findings suggest that banks require significantly more total fees and on-going fees than the 
other lenders. In contrast, mortgage corporations charge the lowest ongoing fees. These findings are 
generally consistent with literature (e.g., Ambrose et al, 2004) and the expectations. 

In addition, a tradeoff relation is found between ongoing fees and origination fees. This 
suggests that loans with higher fees that are charged upfront require less ongoing fees in later periods. 
This reflects different lender fee strategies (or a tradeoff). This is consistent with previous mortgage 
point literature (e.g., Brueckner, 1994) and the expectations. These results confirm that mortgage fee 
setting behavior differs across types of lenders. 
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