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Australian Securities and Investments CommissionThis study uses an adapted competition assessment framework to map structural risk in ASIC’s regulated markets to support decisions around resource allocation. It considers 19 markets in the financial services, wealth, and credit/banking sectors and compares them across a series of weighted quantitative and qualitive indicators on the demand side, supply side and related to product design. The study also compiles descriptive statistics for each market, including a standardised measure of size. We report two outputs for each market: a structural vulnerability score and a size‑at‑risk score. These scores are compiled in an interactive dashboard, facilitating cross-market comparisons of structural risk. Our findings demonstrate that poor accessibility and availability of information is a key source of structural problems in the retail setting, often due to excessive search costs. Consumer satisfaction is often reported to be high, even where there is evidence that the relevant product/service is not in consumers’ best financial interests. Additionally, while vertical integration of some markets has decreased in recent years, the level of vertical integration in a number of markets remains high. 

BACKGROUND
At least 96 markets across financial services, equities, and wealth[footnoteRef:1] are directly in the Australian Securities and Investments Commission’s (ASIC) regulatory remit or are close perimeter markets.  Each of these markets have unique characteristics, making cross‑market comparisons challenging.  [1:  ASIC teams identified at least 96 markets that were either within ASIC’s direct remit, or may be considered close perimeter markets, although the precise number of markets depends on market definition.] 

For example, is the financial advice market bigger than the market for life insurance? Are markets for managed funds riskier than the markets for their distribution? Allocating regulatory resources to the most productive input necessitates such general comparisons, and yet they are difficult to make without either significant caveats or, at a minimum, ongoing structural analysis. Caveats are unsatisfactory but full‑scale market structural assessments also present challenges in the regulatory context. This is because structural assessments tend to be relatively expensive and, if used thoughtlessly, could easily lead to an over-allocation of resources to ASIC’s resource‑allocation exercise.
To manage this problem, ASIC has developed a framework for efficient structural analysis and mapping of ASIC’s regulated markets, called the Health of ASIC’s Regulated Markets (HARMs) framework. The HARMs framework has the dual aims of: (1) improving the efficiency of resource allocation across markets using standardised size and risk measures, and (2) tracking structural changes in markets across time, making it easier for ASIC’s frontline teams to test the effectiveness of new regulatory constraints on market power issues. At this early stage, such issues and their potential regulatory solutions have been flagged in the assessments, although it is not yet possible to determine whether the framework has been successful on this front. 
For reasons already discussed, the assessments are subject to strict resource constraints and efficiency requirements. So far, 19 HARMs assessments have been completed across the financial services, wealth, and credit/banking sectors. We anticipate completing about 50 markets by the end of 2023, before beginning again.
METHODOLOGY
The initial HARMs assessment framework was informed by UK Financial Conduct Authority (FCA) methods (1), with input from the Australian Competition and Consumer Commission (ACCC) and the Productivity Commission (PC). It was designed to maximise the relevance and objectivity of ASIC’s market assessments, subject to reasonable resourcing constraints. Each assessment takes one to two analysts no longer than 6 weeks to complete, and relies on internal data or data that is publicly available and regularly updated. The framework aims to minimise analyst discretion by prioritising accuracy, objectivity and replicability over completeness. This results in data gaps, but is considerably more efficient than bespoke assessments. Furthermore, it facilitates easy comparisons across ASIC’s diverse regulated markets, and in the same market across time. 
Each market health assessment has two key outputs: 
· a measure of structural vulnerability 
· a standardised estimate of size (size‑at‑risk)
A range of descriptive statistics, data gaps, and topic for future research are also reported. Indicators

	Figure 1: Framework overviewMeasures



Measuring structural Vulnerability
A structural vulnerability score is constructed using the weighted sum of a series of demand side, supply side and product design measures. Figure 1 depicts the measures that are tested against every market.
Measures are scored as low, medium or high risk, then their weighted sum determines a risk rating for each indicator. The weighted sum of all measures determines the overall risk score for each market.
Weights were constructed based on the assessed contribution of each measure to a potential market failure, and are regularly reviewed and updated. 
Size‑at‑risk
A standardised estimate of the size of each market is constructed using the sum of z-scores for size-related overlay indicators, including revenue, consumers, producers and an exposure variable (for example funds under management, sum insured, or notional exposure).

where	 
Findings are reported in an interactive dashboard, which is used as an input to ASIC’s business and strategic planning processes. 
FINDINGS
The data used to estimate structural vulnerability and size‑at‑risk are confidential and could not be shared outside of ASIC, however we can report some general observations. 
Perhaps unsurprisingly, poor accessibility and availability of information is a key source of structural problems in retail settings, often due to excessive search costs. In particular, we observed a number of retail markets where, based on survey data and relative volumes of complaints, consumer satisfaction appeared to be relatively high despite evidence that the relevant product/service was poor value or not in consumers’ best financial interests. 
Another key finding was that, although vertical integration has decreased in recent years, the level of vertical integration in some markets remains high. This includes in markets where there is some evidence that firms may be exercising market power. 
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Access to, and assess-ability of, information


1. Access to accurate and useable information


2. Consumer financial capability


Capability to act


5. Consumer entry and exit costs


6. Portability and network effects 


3. Product complexity


4. Products are sold as bundled or add-on goods


Diversity of suppliers


Barriers to entry and expansion


7. Market concentration (HHI)


8. Market share stability


9. Horizontal integration ratio


10. Product differentiation


11. Barriers to entry and exit


12. Sustained profitability


Supplier incentives and behaviour


14. Vertical integration


15. Industry charging structure


Poor product design


16. Product alignment with consumer needs


17. Exploits niche market


18. Relies on passive consumers


19. Consumer satisfaction





