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Foreword

The evidence sessions for this
inquiry have taken place over two
Parliaments, two Chairs of the
APPG, and two years and I must
extend my thanks to all those who
gave evidence for their time and
expertise, but also their patience as
this report has come together.

overwhelming majority of the
observations of our early witnesses
remain as true today as they were
two years ago. The conclusions that
the APPG has reached in this report
and the recommendations we have
made reflect this and all lead us back
one inescapable fact.

The world today is a very different
place from how it was when we
set out to write this report, with
Brexit and the coronavirus having
a profound impact on almost every
area of our lives. This is as true for
the financial services sector as any
other.

The challenger bank and building
societies sector continues to be an
afterthought in financial services
regulation and legislation. And this
is something that needs to change
if we are every really going to have
a vibrant and diverse financial
services market which encourages
competition and innovation.

Yet despite this radically changing
landscape and recent regulatory
initiatives such as CP 9/20 the

Rt. Hon Karen Bradley MP
November 2020
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1 Executive Summary
The APPG on Challenger Banks and
Building Societies set out to investigate
diversity of provision in retail financial
services following concerns that there
was insufficiently diverse provision of
retail banking services available on the
high street.

new start-up institutions facing the
same regulatory burden as established
banks;
•
The Internal Ratings Basis (IRB)
weighting of capital helped to tip the
balance in favour of larger established
banks;
•
The UK’s regulatory system
contained an institutional bias towards
major banks which was stifling
competition the present regime had
a series of burdensome steps for
institutions seeking to grow;
•
Switzerland and the US have
more proportionate regimes for new
entrants;
•
A lack of competition meant
that major banks were able to exploit
more vulnerable customers at the
expense of the better off;
•
The major banks benefited
from considerable reductions in the
cost of capital which were not available
to new entrants;
•
There was evidence of many
poor practices by the major banks
such as back book price gouging where
institutions profited from predatory
pricing models luring in customers on
good deals before exploiting customer
inertia to profit from them;
•
Regulators were putting off
difficult decisions by relying on a digital
nirvana which might never come; and,
•
Other nations such as Australia
had changed their regulatory rules to
make setting up new institutions such
as mutuals easier

The APPG sought to examine whether
this was due to disproportionate
regulation or a lack of effective
competition, or perhaps both.
The APPG also sought to understand
what the practice and experience was
in other countries as well as whether
Brexit posed an opportunity or a threat
to UK banking diversity.
In recent months, there has been
some movement from the regulatory
authorities. As Sarah Breeden the Bank
of England’s Executive Director for UK
Deposit Takers Supervision set out in her
July 2020 speech launching consultation
paper CP 9/20, the Bank is aware of the
disproportionate nature of the present
regime. However, we question whether
the proposed reforms go far enough.
Summary of our findings:
•
There were unintentional
consequences of regulation where
regulatory rules such as leverage ratios
and minimum requirement for own
funds (MREL) combined to disadvantage
smaller players;
•
Innovation is still being stifled
by one-size-fits-all regulation with



Recommendations:

5.
In the spirit of the proposals
already outlined in CP 9/20 the FCA
and the PRA should go further to
adopt a more proportionate regulatory
regime post-Brexit. For example, they
should stop routinely demanding data
from smaller institutions which is
subsequently not used and keep the
regulatory landscape under review to
ensure that there are no unintended
consequences for competition.

1.
The Government use the
opportunity presented by the new
Financial Services Bill to reform UK
regulation and make it fit for a postBrexit future where innovation and new
market entrants are encouraged.
2.
A greater focus on competition
is needed in banking regulation to
ensure that new firms can enter the
banking market to provide consumers
with genuine alternatives.

APPG Challenger Banks and
Building Societies

3.
The Government and the
Competition and Markets Authority
should re-examine the break-up and
demerger of the major banks to drive
more competition in the market.

November 2020

4.
The Government should revisit
s348 of Financial Services and Markets
Act (FSMA) which prohibits the release
of what the Act defines as confidential
information when considering new
financial services legislation so that
the FCA could be empowered to give
consumers and journalists greater
access to data from banks and other
institutions so that there can be
increased public scrutiny.



2 Diversity in detail - what the APPG found
In dealing with each of the key questions that the APPG set out to answer the
responses it received were as follows:
Was regulation proportionate to encourage a diverse range of institutions?
The APPG received a range of responses
on regulation and its effect on diversity
both in oral and written evidence.

Resilience of the market was also
an issue which several contributors
referred to, especially in the context of
the 2008 crash and also COVID. Victor
Trokoudes, CEO of Plum, believed that
diversity within the sector encouraged
new approaches, more flexible products
and financial solutions.

The overwhelming conclusion was
that diversity was a good thing for
consumers.
Professors Christine
Oughton (SOAS, University of London)
and Jonathan Michie (University
of Oxford), from cited effective
competition from a diverse number
and type of competitors, diversity of
balance sheet strategies, and regional
economic growth all being fostered by
a diverse range of institutions.

Michie and Oughton also submitted
written evidence detailing how
diversity enhances stability and
raised consumer welfare by providing
effective competition. Their research
had demonstrated that:

Colin Field, Chief Executive of the
Saffron Building Society made the case
for having a range of options or flavours
of organisations to meet the needs of
consumers. In his view, mutuals took a
long-term view so they could add more
back for members and were not subject
to shareholder pressure.

“Greater diversity promoted consumer
welfare by providing consumers with
more competitive mortgage rates and
better savings rates.”
Their research also confirmed the
views of those giving oral evidence that
greater diversity also equated to greater
financial stability.

Andrew Gall of the Building Societies
Association (BSA) was of the opinion
that diverse financial institutions were
necessary to meet the needs of a
diverse customer base.
Tom Blomfield, former CEO of Monzo,
set out how competition ensured access
to service and price for consumers



However, Michie and Oughton also
stressed that, from their research using
a measure they had constructed to
show diversity in financial services in
the UK mortgages and deposits market
diversity had fallen to well below its
2000 level and below that of several G7

“Greater diversity promoted consumer welfare
by providing consumers with more competitive
mortgage rates and better savings rates.”
Professors Christine Oughton (SOAS, University of London)
and Jonathan Michie (University of Oxford)



“The big bank business model is based on
catching consumers out with large charges for
small mistakes.”
Dominic Lindley,
New City Agenda
reluctant to share their data with banks
and other financial institutions.

countries. This had been a consistent
trend over the last 18 years although
the most recent three had shown signs
of a slight recovery.

A point raised by Colin Field of the
Saffron Building Society was that his
Society was subject to large fixed costs
as the Society was of a size where it
needed large finance and risk teams
to cope with FCA rules. The required
resources in terms of IT could run an
organisation three times the Saffron’s
size.

The lack of providers was an issue
highlighted by Dominic Lindley of New
City Agenda, who told us:
“The big bank business model was
based on catching consumers out with
large charges for small mistakes.”

Contributors also raised questions
as to whether the vast amount of
information that smaller organisations
were required to provide to regulators
was ever looked at.

Lindley went on to say that he thought
the FCA should be doing more to stop
the abusive behaviour of the larger
banks. He felt it was failing to fulfil
its obligation to have “due regard to
diverse business models”.
There was a general perception that
smaller institutions did not get the
same level of service or focus from the
regulator as the larger banks.
There was a also a perception that the
Competition and Markets Authority’s
focus on open banking had proved a dead
end as customers were understandably
10

Is there effective competition and is
entrants?
Loughborough’s Professor of Money &
Banking, David T Llewellyn, argued in his
evidence to the APPG that competition
can be achieved through greater
diversity. For example, through the
presence of mutuals in the market as
they have a different ownership model.
Another advantage being that having a
mix of institutions lowered the systemic
risk to the system as a whole.

there the potential for new market

He cited a Financial Times editorial from
27th April 1999: With their contrasting
capital structures, banks and building
societies balance their risks and loan
portfolios differently. Systemic risk is
therefore reduced’.

However he cautioned that the degree
of diversity in UK institutions was low
and had been decreasing for decades –
partially driven by the demutualisation
of the ‘90s.
Oughton and Michie also submitted
evidence to the APPG in an update to
their Diversity Index. This demonstrates
a decrease in the diversity of institutions
following the financial crash.
Llewellyn also cited Bikker and
Groeneveld (2000) and Bikker and Haaf
(2002) in terms of whether the measure
should be competition in the market or

‘… a pluralist approach to ownership is conducive
to greater financial stability and loan portfolios
differently. Systemic risk is therefore reduced’.
Financial Times editorial 27th April 1999
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in the sub-markets. This was important
as sub markets could have different
consumer behaviour such as the market
for savings products or mortgages for
example. Llewellyn went on to flag that
the Competition and Markets Authority
had already used such a sub-market
categorisation in its decision to block
the bid by Lloyds TSB to take over Abbey
National as this would have diminished
competition in the markets for business
lending and current accounts.

Of particular concern was that the
Leverage Ratio discriminated against
low risk businesses particularly
when it compounded with the MREL
provisions.
Other markets had seen lighter touch
regulation such as in Switzerland and
the US and this provided some food for
thought post-Brexit.
Lindley set out that the larger
established banks used their back books
of customers as a resource which made
it difficult for new entrants to complete.
He highlighted TSB’s treatment of
former Northern Rock customers who
he believed had been taken advantage
of by the TSB as a revenue stream
to subsidise the acquisition of new
customers. This was not a problem
confined to one institution but an
issue across the industry. He was also
concerned that although the larger
banking institutions held two to three
times more capital now than they
did during the crash that this was not
really enough. The idea that this was
sufficient if a big bank needed to be
shut down was a fiction.

Llewellyn also argued that while
technology such as the internet had
lowered the barriers to entry for new
participants in the banking market this
was not the case in all sub-markets and
moreover branch networks gave some
players a competitive advantage both in
terms of market access and the cost of
capital.
Andrew Gall (BSA) argued that Sam
Wood’s speech to the Mansion House
in 2019 had introduced simpler
regulation of Credit Unions. However,
threshold effects and complexity were
still a barrier to smaller firms. This was
echoed by other evidence such as Victor
Trokoudes of Plum and Colin Field of
the Saffron Building Society. Growing
smaller business faced a series of steep
ledges in terms of treasury systems and
risk modelling which were required for
relatively simple businesses. This lack
of proportionality meant that once
firms reached a certain size they were
effectively presented with regulatory
hurdles which disincentivised their
growth.

There were also dangers for competition
moving forward in that established
players were setting up digital challenger
arms to challenge new digital disruptors
entering the market. However, this was
with the ability to leverage their back
book of established customers.
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Why are there so few retail banks in the UK compared to other countries?

There was a feeling from the witnesses
who gave oral evidence that the UK
regulatory authorities were unsuited to
supporting new business models due
to their inherently risk-averse nature.
Moreover, there was a concern that
COVID 19 would lead to even more riskaverse behaviour from regulators.

Michie and Oughton set out precisely
how the UK financial services sector
is more concentrated than that of
most other G7 countries and was also
less diverse than in Germany, France
or Japan. They referred the APPG to
the New Economics Foundation (NEF)
Resilience Index report .

Regulation seems to be at the heart
of the question as to why the UK retail
banking space has seen so few banks
compared to the size of the market.

They also highlighted regulation and
regulatory response as a root cause of
the UK’s banking mix:

The root of the APPG’s concern about
the lack of diversity in institutions goes
back to our inaugural meeting. Baroness
Susan Kramer flagged the relative lack
of diversity of the UK compared to the
US market where there are many more
banking institutions – many operating
at state level.

“Market structure is partly a response
to past regulatory decisions e.g. part
of the loss of diversity in the UK can be
traced to the decision to allow building
societies to convert to Plc banks, while
high levels of concentration are partly
the result of the use of mergers to
resolve financial failure.”

“Market structure is partly a response to past
regulatory decisions e.g. part of the loss of diversity
in the UK can be traced to the decision to allow
building societies to convert to Plc banks, while
high levels of concentration are partly the result of
the use of mergers to resolve financial failure.”
New Economics Foundation
14

Questions were also raised as to why
there were no new building societies
with Lindley setting out how the capital
requirements needed to set up a new
institution had proved insurmountable
since the establishment of the Ecology
in 1981. It was also disappointing that
there are no digital mutuals.

In his written evidence, Llewellyn was
also concerned that in contrast to
most European countries the degree
of diversity with regards to financial
ownership structures was low.

15

What should the regulator be looking at in terms of barriers to entry?

Tom Blomfield highlighted how the
UK was rightly held up as a beacon
for others in authorising new national
banks. Capital requirements had been
reduced to one million and a new high
street bank – Metro – had been created.
The first new high street bank in 100
years.

Former Chair of the APPG, Lee
Rowley MP (Conservative, NorthEast Derbyshire) gave evidence of his
dealings with the FCA which had left
him concerned that the regulator didn’t
possess a clear understanding of the
prioritisation between competition and
risk to consumers.

However, as Blomfield explained, there
were problems further down the line as
the UK regulatory authorities could be
very slow to process further applications
for permissions that growing institutions
might need. Monzo had waited for a
year for a response from the FCA for
example.

Lindley too was of the view that the FCA
and CMA had adopted switching as a
sinecure for genuine competition. The
volume of switching alone did not give
a value judgement about the products
to which consumers were switching.
Relying on the nirvana of “competition”
to solve deeper problems while putting
off difficult regulatory decisions was
viewed by several witnesses as the root
cause of the problem.

Colin Field raised also raised the issue
of high hurdles on capital and liquidity
faced by smaller organisations. Field
highlighted how smaller players faced
issues due to capital risk weightings and
the IRB advance model which effectively
meant that banks had cheaper access
to capital as their mortgage risk was
calculated as being 15-16% lower than
their smaller competitors.

One issue that was raised by witnesses
was s348 of the Financial Services and
Markets Act which prevented the FCA
publicly commenting on information
given by banks. Allowing the publication
of the detail of some of the misselling
scandals would be a powerful tool in
driving industry change.

Blomfield suggested regulators could
bar banks from price flipping on new
products – luring in customers with
predatory deals and then leaving
them stuck on higher rates. Customer
confusion and mortgage prisoners
allowed banks to exploit their
customers.
16
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Does Brexit pose an opportunity or a threat to UK banking diversity?
The view of the witnesses who gave
evidence to the APPG was that there
were opportunities as well as risks that
could arise form Brexit. The main risk
was the economic harm that could
result from a no-deal shock. However,
there was considerable scope for the UK
to set a more proportionate regulatory
regime outside the EU.

Colin Field was of the view that the
first order impact for building societies
would probably be nothing as they were
UK only businesses. However, there
could be implications from the sector
arising from economic shifts or changes
to employment.
Disproportionate
regulation was a self-created problem
in the UK and not an EU one.

Other CANZUK nations such as Australia
were changing their regulatory system
to make setting up mutuals easier
and have recently conducted a Royal
Commission into misconduct in their
banking and financial services sector .

Dominic Lindley was concerned that the
big risk for consumers and regulators
alike was that Brexit was absorbing so
much time and effort it was taking away
the focus on other matters. There were
opportunities for regulatory change
post Brexit as EU regulation as too
focused on disclosure documents as
could be seen with measures such as
Packaged Retail Investments Products
(PRIPs). This wasted a huge amount of
time and did not have good outcomes
for consumers.

Other witnesses were of the view
that Brexit left their plans to continue
growing across both the UK and EU
markets unaffected. However, there
were concerns about continued market
access depending on the outcome of
the negotiations.
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Effects of Covid 19 on market diversity
Building Societies had demonstrated
a high commitment to their customer
base during the pandemic keeping
over 90% of their branches open. They
had arranged over 400,000 mortgage
payment holidays for hard pressed
borrowers also.

staff of smaller banks and building
societies as key workers led to police
closing one branch and threatening to
close others.
•
A third of respondents
described the guidance provided
by government as “incomplete and
vague”. There was particular criticism
of government tendency to make snap
policy announcements and expect all
firms large and small to implement
these instantly.
•
A third (33%) of institutions
have had to furlough staff. Most
institutions now have between 50%
and 90% of staff working remotely.

The presence of a range of mixed
institutions was believed to have
added stability to the market during
the pandemic as demonstrated by the
APPG’s July 2019 COVID-19 research
which demonstrated a very wide range
of behaviours and responses from
different types of institutions.
Savings had grown during the crisis and
there would also be opportunities for
new market entrants post crisis.

The Financial Conduct Authority (FCA)
came in for specific criticism:
•
The FCA was considered by
many the worst amongst the regulatory
community with many organisations
forced to rely on their trade associations
to interpret their guidance.
•
A number of respondents
noted that FCA regulatory staff did not
understand how smaller firms worked.
One example flagged by multiple firms
was a failure to understand that lenders
rates don’t simply track the Bank of
England base rate.

The APPG’s recent COVID19 survey
demonstrated that the Challenger Bank
and Building Society sector was an
afterthought:
•
Challenger banks and building
societies risked being overlooked
by government and the regulators
during the lockdown with policy being
shaped with large banks in mind and
the effect on smaller institutions being
overlooked.
•
At no stage were Challenger
Banks consulted on government policies
that affected them, particularly the
mortgage payment holiday scheme.
•
The failure to explicitly identify

Here too there is clear evidence that
the FCA and the other regulatory
authorities in the UK need to do more
and be more proactive in establishing a
diverse financial services sector.
19
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Conclusion

The two oral evidence sessions for this
inquiry were held some time apart in
two separate sessions of Parliament.
While some of the faces in the House
of Commons might have changed, the
fundamental issues in the UK’s retail
banking space had not.

The Government should seize the
opportunity provided by the new
Financial Services Bill to drive radical
reform in the UK banking market looking
for examples from the CANZUK nations
to drive innovation and competition.
The APPG will be conducting a series
of inquiries into different aspects
of regulation in the coming months
and will be making further specific
recommendations about how regulation
can be reformed to encourage more
challenger institutions into the UK
sector.

The market is characterised by a lack
of effective competition. There are
plenty of new entrants in some areas
of the industry but in others capital and
regulatory barriers make either entry
or organic growth difficult or almost
impossible. Mutuals such as Building
Societies, whilst frequently lauded
as great drivers of home ownership,
still face a disproportionate burden
compared to their corporate banking
competitions. While we have seen the
emergence of new banks not a single
new Building Society has been set up
since the late 20th century.
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Recommendations

Recommendation 1
The Government use the opportunity
presented by the new Financial Services
Bill to reform UK regulation and make
it fit for a post-Brexit future where
innovation and new market entrants
are encouraged.

Recommendation 4
The Government should revisit s348
of Financial Services and Markets Act
(FSMA) which prohibits the release of
what the Act defines as confidential
information when considering new
financial services legislation so that
the FCA could be empowered to give
consumers and journalists greater
access to data from banks and other
institutions so that there can be
increased public scrutiny.

Recommendation 2
A greater focus on competition is
needed in banking regulation to ensure
that new firms can enter the banking
market to provide consumers with
genuine alternatives.

Recommendation 5
In the spirit of the proposals already
outlined in CP 9/20 the FCA and the
PRA should go further to adopt a more
proportionate regulatory regime postBrexit. For example, they should stop
routinely demanding data from smaller
institutions which is subsequently not
used and keep the regulatory landscape
under review to ensure that there
are no unintended consequences for
competition.

Recommendation 3
The Government and the Competition
and Markets Authority should reexamine the break-up and demerger
of the major banks to drive more
competition in the market.
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Appendix 1 - Summary of Oral
Evidence

choice and competition
encourages innovation.

Second Oral Evidence Session of
the Inquiry into Diversity of Banking
Services
16:00, 3rd June 2020

A diverse market is better able to
withstand shocks. This resilience will be
very important in the aftermath of the
COVID 19 Lockdown which will have a
damaging effect on the economy.

Witnesses

and

it

Andrew Gall (AG)		
Building Societies’ Association (BSA)
Kate Creagh

VT – diversity within the sector
encourages new approaches and these
lead to better, more flexible products
and financial solutions.

Victor Trokoudes (VT)		
Susanna Wood

Suitability of Current Regulations

Plum

AG – things are improving. Sam Wood’s
Mansion House speech last year marked
a new approach and introduced simpler
regulation for Credit Unions. Threshold
effects and complexity are still a barrier
for smaller firms who struggle to absorb
the overhead costs. These include both
the direct costs and the compliance cost
of meeting the regulatory requirements.
In smaller companies these costs form
a higher proportion of their overhead
and can be prohibitive.

Introduction
KB opened the meeting and thanked the
participants for taking part remotely.
She observed that COVID and Brexit
were both significant developing factors
so the committee report needed to be
as up to date as possible.
DS added that evidence submitted to
previous sessions would be updated,
including the evidence from SOAS.

There is still a feeling that regulations have
been built up over the years, creating
an ad hoc regulatory environment that
is unnecessarily complex and could be
better streamlined.

KB noted that the session was being
recorded and introduced the expert
witnesses from the BSA and Plum.
Benefits of Diverse Institutions
AG – diversity of financial institutions
is vital to reflect the needs of diverse
customers. It helps to provide greater
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Unfortunately the regulators often
have a systemic perspective, so tend to
focus on major banks so the regulations
are designed with them in mind and
can be unsuited to smaller providers.

It is natural for regulators to be risk
averse and the COVID restrictions
may further reduce that appetite for
risk. The Leverage Ratio discriminates
against low risk businesses, and this is
compounded by the way it interacts
with other regulations such as MREL
requirements on loss absorbency.

improvements.

EU Capital Regulations are very ‘one
size fits all’ and a lighter touch regime
as seen in Switzerland and the US would
be informative alternatives after Brexit.

VT agreed when KB asked whether
thresholds could result in barriers to
growth.

VT – The way they approve people for
different functions is disproportionate.
The background expectations are too
great. It needs to be related to the
number of staff, revenue figures, or
number of customers.

AG – The BSA has looked into capital
regulation in other countries. In
Switzerland and the USA they have
a much simpler regime for smaller
institutions. This shows a different
approach is possible.

VT – Regulation is well intended but
disproportionate. Start-ups with 20
employees are treated in the same way
as a major bank and this discourages
new entrants to the market. Capital
thresholds are the same for everyone but
this doesn’t take the size of a company
into account. The requirement for
management to have ‘prior expertise’
needs to be more flexibly defined – at
present it leads to “the same people
doing the same stuff.”

There is also no holistic view to reporting
requirements. They have been built up
ad-hoc in this country and there is lots of
room for digitisation and streamlining.
Driving Competition in the UK Market

We have had experience of using
the FCA Sandbox to evaluate new
business models but the process is not
sufficiently flexible or far thinking to
encompass and encourage innovation
and originality.

AG – Building societies are relatively
simple businesses with a focus on
savings and mortgages. These are
both very competitive markets on the
high street. An FCA review showed
large banks still have a competitive
advantage in the savings market
because customers remain reluctant
to transfer accounts away from their
current account provider even though
the banks are offering very low interest
rates.

Small companies don’t have the time or
resources to devote to compliance so
the regulations need to be lighter and
to reflect the capacity of new start-ups.
KB asked if there were any specific
changes that would make significant

23

New products including green financial
products
and
intergenerational
mortgages are being developed and
proving popular with customers.

There is also no clear line of
communication with the regulator.
Informal communications get you
nowhere and the formal route leads to
delays and increased overheads.

VT – the regulator is unsuited to
supporting new business models. The
ability to discuss innovations informally
would be valuable but in practice
they are risk averse and discourage
innovation. This means that new firms
are not inclined to waste their time
so instead go straight to the formal
stage of seeking approval for their
business models. They face questions
which delay their businesses and it is
difficult to know who to approach for a
sympathetic high level discussion.

Also concerned that the Covid-19
pandemic will make the regulator even
more risk-averse than before.
AG – They think about big banks first
and this has unintended consequences.
They need to have different sized
institutions in mind when creating
regulations rather than them being an
after-thought.
Anticipating Brexit on 31st December

The FCA claim to be in favour of new
competition but in practice their box
ticking approach stifles innovation.

AG – There are opportunities as well as
risks. Main fear is the wider economic
impact which could harm some of their
members in regions which suffered
economic decline post a No Deal
Brexit. Main opportunity is to set more
proportionate regulations outside the
EU regime. Current CRR2 regulations
are seen as beneficial and the UK should
consider which of these “inflight”
changes to legislation they adopt.

Leverage ratios are binding on low risk
assets and the capital floors are inflexible
with unintended consequences. The
regulatory regime claims to encourage
newcomers but in practice it is quite
restrictive.
KB asked how the witnesses would
hypothetically construct regulation if
they could.

VT – the business is still expecting to
grow beyond 40 people after Brexit.
However the UK market for their
services is smaller than the US and
EU markets so the regulatory regime
should ensure that they can continue
to access these markets. Plum intends
to expand into the EU and believe they
will still be able to do this after Brexit.

VT – It is murky between institutions
that are banks and those that aren’t
but still do banking activities. There is
no box for modern business models but
this is where the innovation happens.
24

Effects of COVID 19 on the Market

the prospect of the Covid-19 pandemic
making a No Deal Brexit more likely?
AG – It brings a different perspective to
the negotiations but the regional hits
are likely to still be significant.

AG – building societies have prioritised
their customers and employees during
the crisis with over 90% of branches
remaining open. They have arranged
over 400,000 mortgage payment
holidays for hard pressed borrowers.

VT – The slower progress we are seeing
now makes the timeframe to react to
the eventual outcome of negotiations
much shorter and that is not a good
thing.

The housing market has frozen but
is starting to move again. Savings
have increased substantially because
opportunities for consumer spending
have been curtailed. Corporate Purpose
will sustain their businesses, with
support for a wide range of stakeholders
including support for local businesses
and sustainable initiatives. The issue
of intergenerational fairness has been
highlighted by the crisis and the balance
between the generations will need to be
addressed by government and finance.

Financial Services Bill
AG – will be submitting some
recommendations on proportionality
of the new regulatory regime later this
year.
VT – We are happy with the initial
phase of regulations but subsequent
regulations need to be swifter and more
responsive to change.

VT – Savings have grown with some
deposits three times more than usual
pre COVID experiences.
The Fintech sector has been over
extended and will fall back as a result
of COVID. Businesses which have
models unable to show a short term
return are more likely to fail. Those
that survive will include some that are
destined to become significant players
and household names so there will
be opportunities in the post COVID
economy. Expect to see fewer new
products and more focus on revenue.
Those that survive can become bigger
players.
HH – Asked if there were any views on

Karen thanked everyone for attending
and
providing
valuable
expert
evidence.
The meeting closed at 17:00

25

First Evidence Session
11.00, 3rd December 2018

and her background as an engineer
by training. She had a background in
financial services sector at Coutts in
the online and mobile banking team.
She had a keen interest in examining
financial services provision from a freemarket perspective. She was wondering
whether an environment was being
created that allowed companies to
start up and zombie companies to fail.
Wanted to ensure that the consumer
was always getting the best service from
the players operating in the market at
the moment.

Witnesses:
Colin Field, Chief Executive Saffron,
Building Society
Dominic Lindley, Former policy head
at Which? and Financial Services
Consumer Panel
Tom Bolmfield, CEO Monzo
The chair Kemi Badenoch MP opened
the meeting with introductions from
the witnesses:

She set out how in the previous access
session the APPG had received evidence
concerning branch closures and what
provision could be made for customers
particularly in rural areas.

Colin Field (CF) , Chief Executive, Saffron
Building Society outlined how he was
keen to help contribute to the group’s
work on competition. A decade since
the financial crisis it was a good time to
look at the issue.

She addressed questions to all witnesses
at once:

Dominic Lindley (DL) set out how he was
a member of the FCA’s Financial Services
Consumer Panel having been previously
head of the Which? Financial services
policy team. He was also Director of
policy at New City Agenda, a think tank
run by Tom McFall, Lord Sharkey, Tom
Tughendat, Kirsty Blackman MP and
Lord Hollick
Tom Blomfield CEO of Monzo (TB)
introduced himself as a new digital
challenger bank CEO. Monzo had
benefited from the new competition
and could give a perspective on the
authorization process having recently
gone through this.
Kemi Badenoch (KB) introduced herself

Why is diversity of financial services
institutions and services a good thing
for the UK market and customers?
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CF – It was important to engage with
people in the way that they wanted.
Therefore it was good to have a range of
options or flavours of organisations to
meet the different needs of consumers.
Mutuals found it was easier to take
a long term view so could add more
back for the members as they were not
subject to the shareholder pressures of
a plc. With mutual business one of the
issues and ethos was the social need
to have a face to face presence in the
communities we are in.

allowed to get away with. Encouraging
consumers to switch was not enough
and strict regulation was necessary to
clamp down on some practices and to
stamp-out some of these practices.

TB – agree with everything said, you
get better outcomes for consumers in
terms of access to service and price
through competition. We were able
to bring in functionality that benefited
consumers such as the gambling block
which reduced incidents of problem
gambling by 70%. Competition helped
raise the bar in customer service.

What had been done for the big
banks was the equivalent of providing
Woolworths with large amounts of
subsidy to stay open in 2008 with the
same business model. It was difficult
for new entrants to compete with the
big banks due to their scale and retail
deposits.

How know 70 % reduction?
The app allowed people to self-exclude
and to decline transactions but only
after a 48 hour cooling off. The total
spent reduced by 70% amongst those
who gambled. We’ve had a number
of very vocal consumers who had said
that it helped them get over their
gambling problem. It was anticipated
that this would be replicated across the
major banks. The notion that banks
were too big to fail allowed institutions
that should cease to exist to continue
providing poor customer outcomes.

UK retail banking has a very high return
on equity despite high pay-outs for PPI
which had been missold for a decade
despite warnings from consumers
groups. They could alter their cost base
and offer better products or services.
You cannot allow a business model
to continue that targeted the most
vulnerable consumers. FCA did a good
job on payday lending. But the major
retail banks were allowed to carry on
charging vulnerable consumers which
was questionable and much more than
Wonga was allowed to get away with.
Big banks were using cross-subsidy to
stay competitive. Banks were using
vulnerable older customers to subsidise
headline accounts for others. It was
necessary to deliver for consumers who
switched and those who don’t. People
were not rewarded for loyalty

Was there enough variety and choice
for consumers?
DL – there were too few providers.
There was a need for a range of
business models and for consumers
to be prompted to switch to different
better value new entrants if this was
to drive competition. The big bank
business model was based on catching
out consumers with large charges for
small mistakes. These hit the most
vulnerable in society. The costs of these
were greater than those that Wonga was
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TB – Banks made their money from
the richest and the poorest not those
in the middle. Monzo’s model was
different and relied on low costs. There

were high-interest savings accounts for
wealthy customers. The problem was
that the middle group did not see a
difference with the big banks due to the
cross-subsidisation. A Monzo account
cost £15 a year as ultra-low cost with
no branches. High street account costs
£150 or so to run due to the branch
network. Despite being 90% cheaper
Monzo were finding it difficult to
demonstrate a cost difference and to
give customers a better deal than some
of their competitors.

most vulnerable. It was a question of
corporate ethics. If you were exploiting
intransigent customers, those stuck on
high rates who would not move. Saffron
did an assessment on its members to
see if they were better off switching.
Saffron could make more money if
it chose to be exploitative. But they
chose not to do that. They were far, far
lower scale than Monzo. When looking
at the smaller building society model
the challenge was what to invest in and
what to pull back from

KB – for someone with no overdraft
banks provide a costless service.

The cost of the Saffron branch network
was about £3 million. This was 0.3% or
30 basis points of Saffron’s margin. As
long as the members wanted it Saffron
would still provide this access. However,
mobile was going through the roof.
Monzo was a fantastic product and CF
really liked it. As a small scale operative
every time there was a new channel
in place costs increased. There was a
significant impact on the cost base.

TB - Monzo could compete on quality
of service. It was rated number one by
Which? and would open more accounts
this year than any other provider by
some margin with 3 million current
accounts compared to the next provider
Nationwide with 350,000. Monzo was
getting market share but its competitive
advantage was blunted due to the
cross-subsidy of the big banks. Monzo
opened 1.3m current accounts in 2018,
compared with the next provider
Nationwide with around 800,000.
What about vulnerable consumers - was
it possible to provide them a service?
TB - Monzo were not using a physical
outlet but did a lot of work with
vulnerable customers.
CF – it was possible to make an economic
return when people were at their
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TB - There were many ways that
people could be vulnerable in terms
of mental illness, debt or problem
gambling. When testing products they
were used with the widest possible
group – those who were blind / had
of hearing or supported by carers.
Allowing a gambling block or a switch
on credit card to turn it off or allowing
a carer a block on an account so that
a carer could switch off transactions or
just block them between midnight and
6am. These technological innovations
were cheap to enact but could have
large benefits for vulnerable customers.

There will be a fundamental shift in
the way banking is delivered in future
years. TB didn’t think bank networks
were sustainable unless the model
changed and they charged for access or
have some sort of state subsidy. There
were two different business models
– balance sheet lending with savings
deposits recycled into lending through
business or mortgage lending. But this
was relatively low touch. Once someone
put money on deposit you saw them for
two years and then not again.

KB - Where Does Metro fit in?

Transactional current accounts were
much more interactive. Salaries were
paid in and payments were made out.
There was much more contact. Monzo
customers opened app several times
a week but by contrast Monzo did no
balance sheet lending whatsoever.

Was the FCA doing enough in terms of
financial services providers?

TB - Metro were trying to replicate the
high street. The founder did not believe
in digital banking and TB was of the view
that they would be proved wrong.
CF – there was a huge pace of change.
High streets were changing with falling
footfall. There was a need to reinvent
branch banks to remain relevant
because of the high pace of change.

DL – the FCA needed to do more to stop
the abusive business models of some of
the larger banks. The FCA was failing
to measure the diversity of banks in
the market. It was not fulfilling its
commitment to “have regard in diversity
of business models”. They were not
collecting any data on diversity of
business models in the market so would
not be able to understand if anything
was successful. They were simply
referring people back to the sandbox.
What big banks had but smaller banks
didn’t have is a constant channel into
the regulator.

So you could do lending through having
a digital hub with spokes connected
such as a savings account, pension
dashboard or student loan. This could
bridge the gap between balance sheet
lenders and platform models.
There were 16 newly authorised banks
since 2013 and 14 were traditional
balance sheet lenders. These included
Oaknorth, Paragon, Masthaven which
all had balance sheet products. They
relied on price competition between
balance sheet products.
Other types of institutions offered
transactional accounts such as Starling,
N26, Revolute and Monzo.
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Smaller institutions did not get this
level of service. They were put through
to the contact centre and did not get
a reasonable response in a reasonable
length of time. The regulator could do
more by clamping down on business
models of the big banks and not relying
too much on competition. The CMA

had spent a lot of time promoting
competition using open banking. They
assumed a lot of comparison services
would open up. However, the number
of comparison services using open
banking is at zero. They were not being
set up due to complexity and cost. It
was much easier to have a website
listing accounts. Consumers also didn’t
feel comfortable sharing data. Also the
big banks were working in a way not
to inform people about it. 60 million
letters were sent out updating terms
and conditions telling consumers to
check if their open banking partner
was authorised. On the day that open
banking went live RBS put out a press
release highlighting the possibility of
scams.

the mainstream but not for vulnerable
customers.
Lee Rowley MP joined the meeting. Lee
outlined that before being elected he
was Director of Change at Santander for
5 years and was in a new job as Head
of Change for a few months before
his election. His background was in
banking risk.
What were the barriers to entry and
expansion?

The regulators seemed to think
that consumers only needed more
information and data to switch.
Regulators understand less than general
tradesmen about how they behave.
DL gave an example of his roofer told
to shop around and get three other
quotes. Not knowing any other roofers
this made him more likely to trust the
roofer more and less likely to swap
around and switch. Now know from
a decade of experience how switching
doesn’t work in this way.

DL– As long as the big banks had large
back-books of inert customers it was
difficult for new entrants to compete.
TSB bought Northern Rock customers
from Cerberis and these were being
kept at high rates much higher than
existing or new TSB customers. Despite
supposedly being an ethical lender they
were taking advantage of the Northern
Rock customers and using the revenue
to subsidise the acquisition of new
customers. As long as the incumbents
were allowed to do this they would
always make it difficult for new entrants
to compete on a price basis. Even when
new customers are attracted, rates
were dropped when the fleet of foot
moved on.

Big banks like customers to spend all
money and then have overdraft and
fixed payments coming out but this
doesn’t help those without access to
mobile banking or an ability to move
savings. Regulator love to propose
information solutions which worked for

In 1999 there was a view that the net
would revolutionise everything – Egg
and others were going to offer high
interest savings accounts. Egg also
missold payment protection insurance
and credit cards, crosselling to make the
economics add up. The people came in
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and then left as it was no longer so good.
There is a worry that some of the new
banks when they change their focus
to making money will switch business
model in the 1999 way.

they would be 3 million plus. With only
500 staff responding to the regulatory
questioning was demanding. Delays
were problematic. It took two years
to get a license and any changes in
business model could take a year. This
delay was tricky and burdensome. A
new service was ready to go and would
take a couple of weeks to build and be
ready to go but authorisation would
take much longer.

RBS was setting up a digital challenger
and the other large players were
doing this. New brands aim to attract
customers by copying services from
challengers and the likes of Monzo
wholesale.

Lee Rowley MP asked for an example
Most recently Monzo was looking to get
a permission to intermediate insurance
on different credit products by acting as
a broker on the Monzo patform. There
was no response from the FCA for a year.
The FCA would sit on an application for 6
months before deeming the application
complete. The application went into a
black hole for some months and then
some questions would emerge.

What should the regulator be looking at
in terms of barriers to entry?
TB - the UK was fairly held up as the best
in the world in terms of authorising new
national banks. Envoys were coming
from Australia and Canada to look at
how the UK did it and what could be
learned. Capital requirements had been
reduced to 1 million of capital but this
normally ended up at 5 million. Metro
was the first new high street bank in
100 years. A lot had been achieved.

What would deem an application as not
complete?
If no questions then not complete and
until they asked and answered questions
it was not complete.
It was a capacity issue as the FCA
regulated 56,000 firms. The FCA was
dramatically understaffed for what it
was trying to do.

Monzo’s business model was different.
Authorised as CEO at 30. Previously
GoCardless which raised £100 million
in funding. The FCA was taking its
remit seriously. It did have named
supervisors at both the FCA and PRA.
Instead of the contact centre problem
Monzo had the inverse problem. The
regulator was in the building every day
and Monzo was asked to participate in
many consultations and inquiries.
Monzo had 1.2 million customers and
was no longer a small bank. Next year
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Could the relationship manager
facilitate?
No as the named representative was
in a different team. The PRA had only

100 banks and therefore there was a
profound difference in turnaround time
compared to the FCA which dealt with
56,000 firms.

faced challenges of raising capital in the
market.
Risk to customers identical for to
£85,000 covered but needed to wait 7
days if bankrupt. Abusive pricing models
were the reason for the difference. So
good initial rate would be followed by a
terrible end rate after a year exploiting
consumer inertia. This was common in
gas and electricity for example. 60% of
consumers never switched.

CF – Saffron was not a new lender as
it had been around for years. It must
be very had for a balance sheet lender
coming in to the market competing
with established balance sheet lenders
who were getting very low cost funds
and lending at low rates. Generating
growth and expansion was very hard in
this market.

What could regulators do?
TB - one way of tackling it would be to
stop institutions flipping the price after
a year.

New entrants also faced problems
due to capital risk weightings. The IRB
advance model approach meant that
risk weighting was lower compared to
standard IRB model. For a standard
mortgage lender the risk weighting
was around 35% but for IRB advance
rated firms it was 15-16% lower. This
meant that firm’s capital went twice
as far. Saffron was going down the IRB
approach but it would be the biggest
project for two years and it was not
without risk. Could easily turn into three
to four years with cash haemorrhaging
all the time. CF gave the following
example:
TB – there was also a further issue
with the market cost of funding in the
first place. Major clearing banks had
a 0.7% cost of funding whereas most
building societies it was 1.6% or nearly
double. Institutions without massive
back books of customers therefore also

People switched to Monzo for the
visibility in controlling their money
in real time. The second reason was
because their friends used it and
believed in their vision and values.
Monzo did things because they believe
they are the right thing to do hence the
gambling block.
Kemi Badenoch MP: people switch
for different reasons as services were
fungible. Social reasons rather than for
0.2% interest.
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DL – some did switch for the 0.2.
However, too many banks relied on
gouging the back-book after initially
inviting people in with a high savings
rate. There was a regulation until 2003
which meant that banks had to upgrade
customers when they introduced better
savings accounts. However, this was

difficult to compare.

voluntary and was scrapped when the
banking code was changed.

CF – Compared financial services to the
energy market where switching was
picking up over time.

Halifax was offering an ISA saver variable
for new customers with a reasonable
rate. But the old customers were on
an ISA rate variable and getting a far
worse deal. Both these account names
sounded very similar.

DL – regulators liked to put off difficult
decisions. Therefore they liked to talk
about competition and digital nirvana in
5 years’ time. The CMA decided that it
didn’t need to cap overdraft charges as
it would rely on competition to solve the
problem. In the meantime consumers
were vulnerable paying hundreds of
millions while the digital nirvana was
never reached. The regulatory bias was
still towards inaction. The FCA would
not stop Halifax gouging its back book.
If they did the intermediaries and big
banks would be very annoyed as this
was how they made money.

The big banks with the big back books
and then those with savings customers
they could confuse with rates and
with mortgage prisoners. The more
incompetent institutions were before
the crisis the more mortgage prisoners
to exploit later after the crisis.
Lee Rowley MP – was with the FCA
earlier this week and could not get a
clear understanding of the prioritisation
between competition and balancing
consumer risk.
DL - the FCA and the CMA were still
to a certain extent obsessed with the
volume of switching. If switching went
up from 3 – 6% they would claim this as
a success. However, there was no value
judgement for example with overdrafts.
Monzo charged 50p a day, Lloyds 1p a
day for every six pounds in overdraft,
NatWest £6 a month with interest at
a rate of 20%. Whichever was best
depended on customers, how often
they used their overdraft, how much
they had and for how long. It depended
on the circumstances at a particular
point in time. It was not surprising
people were confused about whether
they should switch as they found it very

Why were there no challenger building
societies?
CF – this was probably because all the
competition coming to the market was
coming from challenger banks. Building
societies had an incredibly simple model
with a lot of restrictions. Why go down
this route when there was a lot more
freedom down the banking route.
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DL – individuals setting up a building
society had to ask where they attracted
the capital from. Banks could attract
venture capital. Building societies were
customer owned. The last building
society was established in 1980. It was
disappointing that there were no digital
mutuals. People would not get rich
setting up a mutual.

What was happening in the UK
compared to elsewhere?
TB – Building societies were not being
started anywhere in the world. In
the US there were 10,000 banks and
mutuals. Their problem was that they
were trying to consolidate them as they
had too many to supervise.

when the economy moved into a more
challenging period.
TB – of the challenger institutions 8580% were savings and loan models and
hub and spoke models. The savings
and loan institutions were funded with
private equity looking for a 5 year return
on investment. Then they were IPOed
some might then get bought up or stay
independent. Atom might be the first
snapped up. Some were publicly listed
and had a broad ownership.
Monzo’s lending book was 12 million
total. But Monzo could therefore lose
100% of book and shrug it off. Other
institutions could not do this. The cost
of retail funding was very important.
Capital requirements were also very
important with different requirements
for different institutions.

Lee Rowley MP - In Australia they were
changing the rules to make setting up
mutuals easier. There was an issue
getting under the skin of the problem
in the UK. There must be much bigger
barriers to entry.
CF – there was inertia in the movement.
There was more activity in Germany.
But there were quite a lot in the
UK so leveraging those was a good
alternative.
TB - there was a need to keep authorising
new banks with diverse business models
(which regulators didn’t like) with an
acceptance that some would fail. The
UK regulators were not achieving zero
failure but they were not far off.
New barriers coming through?
CF - How the economy would perform
in the future was difficult to tell. Easy
to lend money difficult to get it back.
Credit delinquency would put people off.
Competition was fierce. But there were
barriers to entry and large incumbents
with fundamental differences in
funding models and how they delt with
their back books. The challenge in
competition was what would happen

KB set other issues explore in the
remaining 25 minutes:
•
Brexit,
•
Cost of smaller versus major
banks,
•
What regulatory changes like to
see post Brexit and the balance between
creative destruction and looking
after both the employees of financial
institutions and their customers.
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Brexit
CF - For building societies the first order
impact would be probably nothing.
Building Societies were UK only
business’ and capital raising was only in
the UK. The second order impact was
the issue. For example, if the rates of

unemployment went up or there were
rises in interest rates and economic
dislocation then this would drive
arrears. It was second order effects that
concerned balance sheet lenders. For
example, the Nottingham did most of its
lending in the south east. If firms moved
overseas and there was unemployment
and disruption with house prices falling
then there would be impairment and
business model alterations to support
members through this challenge.
Brexit could be planned for but it was
the secondary order issues that could
fundamentally impact on the business.
Lee Rowley MP – suggested that this
was the description of a recession or any
self-inflicted problem that the country
might cause itself. The intricacies could
be debated and there were government
plans for this. The Government’s housing
strategy assumed a fall in prices.
CF - at some point there would be a
recession. It was just a question of
when. Any recession could have a
massive impact on the business and on
Saffron’s members. The Society had
planned for this situation but didn’t
want to see it.
Lee Rowley MP: how many banks would
have problems quickly in a distressed
situation?
TB – Monzo was shielded from the wider
market by its business model. Issues
and concerns included access to talent
and passporting. New offices would be
needed in Ireland or Germany to access
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the EU market on Brexit. There were
also issues in terms of whether more
capital needed to be raised.
DL - many consumer ‘goods’ such as
the right to a basic bank accounts came
from the EU as well as other consumer
friendly measures such as open banking.
The comparison was the UK’s “my data”
initiative which failed. The biggest risk
for consumers and regulators was that
Brexit was absorbing lots of people
time and work. It was depressing when
the best hoped for was no immediate
change. Overall, if the UK could decide
its own regulatory framework, it would
take a long time for changes to come
through.
KB – what would be the opportunities
of Brexit
Lindley: EU regulation was too focused
on disclosure documents such as under
PRIPs, putting investment funds into 7
baskets etc, huge amounts of time were
wasted on these projects which did not
have a good outcome for consumers.
This was continuing so there would
be less work rewriting documents
all the time such as current account
information documents.
KB – would Brexit impact competition
and diversity in the UK market? Would
there be fewer or more providers
collapsing?
DL – it was too early to say
TB - There was an opportunity to

simplify regulation in terms of capital
rules or identifications in KYC

Kemi: was there anything politicians
could do to help
CF - this was the market and there
were certain costs that had to be paid.
However, there was a vast amount of
regulatory information sent in which
Saffron was not sure was ever looked
at. There were high hurdles on capital
and liquidity.

Lee Rowley MP: these were global rules
and would need to be made at the FSB
CF – disproportionate regulation was
partially a self created problem in the
UK. For example UK liquidity reporting
is a UK created problem not an EU one.

Lee Rowley MP: There was a perception
that PRA systemisation was a problem
and that institutions had to have the
same resources in place.

Kemi: - anything could change?
DL - s348 of FSMA was a possible change
which had stopped the FCA from saying
things publicly about information given
from banks. So for example, the RBS
SME misconduct report prevented the
FCA from publishing the detail. HM
Treasury could not identify the specific
directive but this could be changed
allowing the regulator to be a lot more
open with customers.

CF – Given the size of the Saffron at over
£1 billion it came in like a sledgehammer
without graduation. You were below
the radar then it hit you. Treasury
systems, risk modelling etc all had to
be in place for what was quite a simple
business.
The billion pound hurdle was one
which hit you quite hard when firms
approached this. CF was Supportive of
the regulator and understood where
they came from. However, there was a
need for more proportionality. Why on
day 1 at 999 million was this acceptable
but over £1 billion it was not and there
needed to be a complete change.

KB - Costs for smaller institutions
CF – The Saffron was in a position that
it was too big to be small to small to
be big. This led to large fixed costs.
When look at the front office serving
customers have to have very expensive
resources in such as finance and risk
teams. Have the resources to run a
business three times as high as the fixed
costs of compliance and IT etc meant
this was the nature of the beast. The
other issue was change costs. GDPR
was a good example as the change costs
would have been comparable with firms
and not divisible.

Kemi: what does the future hold, future
concerns, what should politicians and
regulators be looking at
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TB – Monzo’s hub and spoke banking
with plug in modules such as balance
sheet banking was a likely future

model. This could allow for central
switching of accounts automating the
management of financial services. This
was overwhelmingly a great thing for
customers. There needed to be clarity
over KYC and AML. Each provider was
asked to repeat KYC and transaction
monitoring at great length for low risk
products.

data was collected and how this could
be made more efficient for example by
having an Experian type model.

Would like to be able to use central KYC
and identity checks, subject to audit etc.
The money laundering risk for investing
with money in and out through Monzo
was very low. It was tricky as the kinds
of risk were different but if the work
was done then others should be able to
rely on this. This was something being
explored with the FCA. There was a long
document on KYC and counter terrorism
funding which was very ambiguous and
produced by the Joint Steering Group on
Money Laundering. More clarity on KYC
combined transaction monitoring and
suspicious activity reports. Institutions
would sit on money for weeks and the
anti-tipping off laws prevented telling
the customer what was going on.
Firms then had customers complaining
on the net saying that they were
being scammed by Monzo. However,
explaining the situation would mean
breaking the law. There was almost no
information sharing between banks.
Central sharing of user identity could
dramatically reduce fraud.

KB - Anything else before wrap up?

LR - KYC completely superfluous for most
consumers and outlets. The question
was whether there needed to be a
fundamental requirement as to what

TB - Allowing people to reply on each
other’s KYC would help greatly reducing
the administrative burden and fraud for
example in the centralised hub model.

DL- there were a couple of things that
the regulator could do even though it
was the wrong time in the regulatory
cycle. Big banks should hold more
capital. They were holding 2 – 3 times
what they held in the crisis but they
should still hold more. The idea that
banks could be shut down safely if in
trouble was a fiction. Also, stopping
them taking advantage of loyal or
trapped customers – only the regulator
could do this.
Also, data sharing was limited as it
didn’t see ISA and savings data beyond
current accounts. Trends towards giving
consumers more control of their data
would help.
KB - Are products themselves diverse
and competitive or was the problem
that consumers struggled to find
them?
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DL - lots of banks products offered
similar products and took advantage of
customers’ inertia. Some of the new
entrants had a more customer focused
approach but the jury was still out on

scale and business model. Customer
focus was being eroded and there was
a temptation to cross-sell expensive
products once again.

had an inertia model based on churning
consumers every year.
KB - not sure that auto switching metrics
measure quality to all customers. For
example a 0.1 % better interest rate
might be offset by awful customer
service.

CF - the market was very competitive.
The APRC was irrelevant to lots of
consumers and the actual costs they
would face on a particular mortgage.
Behaviours started to change when
investors wanted their money back.
Were there issues with media reporting
of banking and financial services. For
example, were the City pages irrelevant
to what is important to consumers?
TB - there were a lot of stories in the
press last week which fundamentally
misunderstood the nature of Monzo’s
business for example. With its hub
model Monzo customers didn’t have
to worry about inertia as they were
switched every year.
CF – There was a balance between
convenience and stability. The FCA
dealt with convenience, the PRA with
stability. The hub approach was good
for convenience but the PRA would be
very nervous from a stability perspective
due to the volatility that could result.
DL - there was a massive overestimation
of the time that consumers had to switch
products so auto-switching could help.
Other intermediated markets such as
car insurance had demonstrated some
benefits but lots of these intermediaries
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Appendix 2
Sources of evidence submitted in

response to our call for evidence are to
be found on the APPG website https://
www.cbbsappg.org.uk/diversity-inbanking-services-written-evidence/:
•
•  
•

Evidence submitted by the
Building Societies Association
Evidence from Professor
Llewellyn of Loughborough
University.
Evidence from Professors
Christine Oughton SOAS,
University of London and
Jonathan Michie University of
Oxford.
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