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Executive summary

Introduction

This report sets out the final findings of our cash savings market study! and our
proposed remedies to address the aspects of the market that are not working
effectively for many consumers. The report has two parts:

e Part I: our final findings
e Part Il: our proposed remedies

We are seeking views from interested parties on our proposed remedies, and have set
out a number of questions so that stakeholders can provide targeted answers and help
us develop our proposals further. Following publication of this paper, we will also hold a
number of meetings with interested parties on these remedy proposals.

Please send us your comments on our proposed remedies by noon on 18 February
2015. We will then refine our remedies and, where rule changes are required, subject
them to a cost-benefit analysis and consultation.

We will develop, finalize and implement remedies as quickly as possible following the
end of the consultation on this paper. We expect to publish a statement of our decision
on remedies.

Our approach

We focused on savings accounts that are available to retail consumers in the UK. These
accounts are used to save cash and generate interest, but typically offer limited
transaction functions compared with personal current accounts. We covered seven main
types of savings accounts — easy access accounts, fixed term bonds, cash Individual
Savings Accounts (ISAs) with no term, fixed term cash ISAs, notice accounts, children’s
accounts and regular savings accounts.

To arrive at our findings, we analysed a wide range of information, including:
e views expressed by providers, trade bodies and consumer organisations
e (uantitative and qualitative data collected from providers of savings accounts

e results of a randomised controlled trial with a large provider, which looked at the
effects of sending reminder letters following the expiry of introductory bonus rates

e results of a consumer survey commissioned for this market study

e results of a report comparing savings markets across several countries?
commissioned for this market study

The results of the randomised controlled trial and the international comparison by PwC
have been published separately alongside this report. Our analysis of the results of the
consumer survey is in Annex 2.

1
2

Market studies are the principal way in which we investigate markets to see how well they are working for consumers.
The UK, Germany, the USA, Australia and the Netherlands.
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Our final findings

Almost all adults in the UK (93%) have a cash savings account® and approximately
£700bn is held in savings accounts.* Consumers have different motivations for opening
savings accounts, including to save for something specific (such as home
improvements), to earn interest, or to have an additional transactional account
alongside their main personal current account. As a result, they focus on different
features to different degrees when choosing their savings product — these include
interest rate, service quality, convenience and brand/reputation of the provider.

Savings providers offer a range of products, from easy access accounts to fixed term
products that can satisfy consumers’ different needs. Easy access accounts are the
most widely held products, with total balances of approximately £354bn across the
providers we collected data from. Our headline findings correspondingly focus on easy
access products.®

We found that competition in the cash savings market is not working effectively for
many consumers.

e Providers have significant amounts of consumers’ savings balances in
accounts opened long ago (e.g. more than five years ago). Yet these
accounts pay lower interest rates than those opened more recently. Around
a third of balances in easy access accounts are held in accounts opened more than
five years ago.® Savings providers, on average, pay lower interest rates on easy
access accounts held for a long time than on accounts opened more recently. Often
providers have a wide range of products on their books as new products are
frequently introduced and older products are withdrawn from sale or no longer
marketed to new customers. Currently there are around 350 easy access products
offered on the market and just over 1,000 that that are no longer on sale to new
customers.”’

e Providers need to improve the transparency of their practices, with little
information currently being given to consumers about alternative products.
Despite the level of interest rate being one of the top three features that consumers
say they are looking for in an easy access account (alongside convenience of access
and a reputable provider), respondents could not even guess the interest rate on
half of easy access accounts and, for respondents whose account with the highest
balance was an easy access account, 63% of respondents did not know whether
their existing provider offered the same savings product with a different interest
rate.® When coupled with an abundance of products, it is difficult for consumers to
know whether or not they are getting a good deal on their existing savings account.
Many consumers have little reason to shop around for a new account with their
existing provider because they may not know that their provider offers a
comparable product with a higher interest rate.

GMI consumer panel - Taken from Mintel’s Deposit and Savings Accounts — UK — April 2014, base 1,571 internet users aged 18+

with savings and/or investments. These savings products include premium bonds which are not within the scope of this study into
cash savings products. Premium bonds are owned by 25% of British adults.

These are the balances held by the firms in our sample in December 2013. These balances account for the majority of cash savings

accounts in the UK.

We present additional evidence in relation to other products where relevant, commenting on whether our findings extend to these

products.

FCA analysis of data collected from firms.
FCA analysis of Moneyfacts Closed and Open Accounts Savings Reports based on input criteria as at 3 November 2014. Moneyfacts

Closed Savings Account Analyser includes those accounts which are operated but have been closed to new customers since 1 April
2004.

FCA analysis of the GfK online survey. See chapter 4.
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e Consumers are put off switching by the expected hassle and low perceived
gains from opening another account. 80% of easy access accounts have
not been switched in the last three years.® Some consumers do not switch or
do not consider switching, as the potential benefit from switching is low due to low
balances and/or small differences in interest rates available in the current low
interest rate environment. Interest rates offered on savings accounts have fallen
significantly since the reduction in the Bank of England base rate in 2008 and 2009
and the introduction of the Funding for Lending Scheme in 2012. The benefits in
cash terms of switching will increase if and when interest rates increase. Some
consumers’ perception that switching is a hassle arises in part because of the
significant variations between providers in how easy they make account opening
and switching services, even though the process for opening a new savings account
can, in many cases, be fairly straightforward.

e The Ilarge personal current account providers have considerable
advantages because they can attract most easy access balances despite
offering lower interest rates. The four largest personal current account providers
pay on average materially lower interest rates on easy access accounts than other
providers. Consumers’ desire for convenience of access to their accounts seems to
be a significant factor that drives them to use the same provider for their savings
account and personal current account. So in order to compete for customers,
challenger firms have to offer significantly higher interest rates than are offered by
the large personal current account providers.

There are significant total balances in savings accounts earning relatively low interest
rates where the benefits of switching even in the current interest rate environment
could be high enough to make switching worthwhile. In 2013, around £160bn of easy
access account savings earned an interest rate equal to or lower than the Bank of
England base rate of 0.5%. At least £145bn of these balances was held in accounts with
more than £5,000.° Even in the current interest rate environment, the benefits of
switching accounts of this size to one of the more attractive offers on the market could
be high enough to make switching worthwhile.** Consumers will get increased benefits
from shopping around if and when interest rates increase in the future.

We had initial concerns that introductory bonus rates (or so-called ‘teaser rates’) may
exploit consumer inertia, but we found that many consumers switch reasonably soon
after the bonus rate expires. For easy access accounts and easy access Cash ISAs, on
average across products, over half of balances are moved out of the account 12 months
after the bonus rate expires and over three quarters after 24 months. Better
communication of the timing and consequences of bonus rate expiry should lead to
consumers being more informed, shopping around more and potentially switching
sooner. Introductory bonus rates also have an important role to play in encouraging
switching and giving providers flexibility in their funding strategies.

For fixed term products, competition concerns are less pronounced. Providers have little
discretion to vary fixed rates and consumers tend to shop around more effectively and
have higher awareness of the interest rate on their accounts. We are however
concerned about the extent to which consumers knowingly choose what should happen
to their savings at maturity of their fixed term bonds.

9  FCA analysis of the GfK online consumer survey, Question 23. See Chapter 4, Figure 12.

10 FCA analysis of data collected from firms. See Chapter 7 for details.

11 For example, for savings with £5,000 that are held in an account for a year, an extra 0.5 percentage points would give an extra
£25 a year (pre-tax) and an extra one percentage point would give an additional £50 a year (pre-tax).
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Our proposed remedies

We want the cash savings market to change so that firms provide consumers with more
timely and helpful information on their savings products. Consumers should be able to
shop around easily and make informed choices. If consumers find a better product for
their needs, they should be able to switch easily and quickly. In the short-term, such
consumer behaviour will push providers to offer savings products with better interest
rates and/or a higher service quality to both existing and new customers. In the longer
term, challenger firms will be able to attract a greater pool of consumers more easily,
which will in turn push existing providers to innovate and become more efficient so that
they can retain their existing customers.

Our proposed remedies, if successful, would lead to:

e greater consumer awareness of the interest rates on their accounts and increased
understanding of the benefits of shopping around

e increased shopping around by consumers
e easier switching when consumers do change accounts

e competition that is more focused on trying to retain existing customers by offering
better deals

We are proposing a range of remedies to reflect consumers’ different needs for savings
products. Although we expect our remedies to benefit some consumers more than
others because those consumers that are most rate-focused are already benefitting
from competition, our proposed remedies will be capable of helping a significant
number of consumers across all consumer segments.

We are proposing and inviting views on remedies in four main areas:

e Giving consumers sufficiently clear and targeted information at the right
time so that they can easily and quickly compare their savings accounts
with alternative ones and know how to switch if they want to do so. Our
randomised controlled trial with a large financial firm showed that the way in which
customer communications are timed and presented can have significant effects on
consumers’ shopping around behaviour.*? This set of remedies include:

0 in pre-sale communications, providing clearer presentation of summary box
information and requiring accounts with low interest rates to be given names
that do not suggest they pay high interest rates and/or to carry an appropriate
warning

0 in post-sale communications, making the interest rate on savings accounts more
prominent on statements and online; providing clear explanations of how to
switch and the potential benefits of switching (through comparisons to
alternative products both from a consumer’s existing provider and alternative
providers); and giving timely notification and frequent reminders of interest rate
changes, including bonus rate expiry

o0 provide at the point of sale a choice of what happens to funds in fixed-term
products at maturity

e Making the switching process as easy as possible so that it does not put
consumers off moving their money to another savings provider or to
another savings account with the same provider. These remedies include:

12 See Stimulating interest: Reminding savers to act when rates decrease, January 2015, FCA Occasional Paper No.7
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0 making switching within the same provider as straightforward as possible

o facilitating switching between firms by reducing the 15-day target for cash ISA
transfers and encouraging more widespread use of electronic identity verification
checks

¢ Removing some of the advantages of the large providers by making it
easier for firms to provide a way for consumers to view and manage
accounts with different providers in one place. This remedy would seek to
lower barriers that restrict account aggregators (those providers offering facilities to
manage accounts online, not price comparison websites) from offering account
management services to consumers. We are therefore considering the benefits and
risks of greater sharing of consumers’ personal security information via account
aggregators (or similar such services). In particular, we intend to explore what
would need to be changed to allow safe sharing of consumer’s personal security
information and whether this can practicably be changed, and, dependent on this,
whether there are ways in which we can intervene to encourage wider use by
consumers of account aggregators (or other similar services). This would enable
those consumers who value convenience in access and manage their accounts
online to choose between a wider range of providers that may offer products that
better suit their needs, as it would make it more convenient to manage savings and
other products with multiple providers.

e Being more transparent about the way in which providers are reducing
interest rates on variable rate savings accounts the longer a consumer
holds the account. This remedy would require providers to disclose key
information about their product range, including products that are no longer on-sale
by, for example, prominently displaying online and in branch the interest rate they
pay on their lowest-paying savings account. This would make consumers more
aware both of the low interest rate that they may themselves unknowingly be
receiving and also of providers’ strategies. Providers would then face pressure to
improve the terms of their products.

During our study, a number of providers simplified their product ranges. We want to
encourage those providers that have not yet reviewed their product range to consider
whether their current product range is delivering good outcomes to consumers. We are
expecting to see some simplification, but at this stage we are not proposing to specify
the number or type of products that each provider should offer. We welcome product
simplification where it leads to efficiency gains and facilitates more competitive
offerings, while still providing the choices that meet consumers different savings needs.
Prescriptive rules risk some consumers not having products that meet their needs and
may stifle innovation in the way savings products are offered. Instead, we want to
encourage firms to consider proactively whether their product ranges and pricing
strategies deliver good outcomes and make it easy for consumers to compare products.
We will return to this area if we do not see greater clarity for consumers.

We are not proposing to ban introductory bonus rates or to require providers to offer all
customers the same interest rate. However, we are proposing that providers improve
customer communications on interest rate changes and bonus rate expiry.*® During our
study, a number of providers stopped using introductory bonus rates. Some smaller
providers and consumer organisations suggested banning introductory bonus rates or
requiring providers to offer all customers the same interest rate. However, flexibility in
pricing (including the ability to offer introductory bonus rates) is important in

13 See paragraph 1.17.



encouraging switching and allowing providers to manage their balance sheets
effectively. Rather than requiring that providers offer all customers the same interest
rate, we propose to improve notifications of interest rate changes in order to prompt
consumers to shop around for better offers. While it is possible that some providers
may choose to offer a single interest rate to all customers, this is only one possible
outcome that could emerge. Different prices for different groups of consumers can be
observed in a competitive market where different groups of consumers have different
needs from savings products and/or there are different costs in providing savings
products to them.
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PART I: Final findings

2

Our approach

b the evidence gathered to support our analysis

¢ the structure of part | of this report

We published the terms of reference of the market study in October 2013.**

Our study focused on interest-bearing cash savings accounts. These accounts enable
consumers to store their cash and generate an interest rate return, but they typically
offer limited transaction functions compared to personal current accounts (PCAs). We
provide further background on the types of cash savings products we considered in

We did not consider savings accounts for business customers as part of this market

Evidence gathered to support our analysis

We gathered evidence by collecting and analysing data from firms, requesting views
from stakeholders, commissioning a consumer survey, conducting a randomised control
trial and commissioning a report on international comparisons. We provide further
detail on each of these in this section.

We requested data and information in two information requests from a sample of 21
providers'® of cash savings products®®, including 20 firms regulated by the FCA'’ and
National Savings and Investments (NS&I).'® We estimated that these firms have
balances that make up the majority of the cash savings market (see paragraph 3.4).
We explain the data used in more detail in paragraphs 5.3 and 5.4 and Annex 3. The 20

2.1 In this chapter we outline:
a the scope of the study
Scope of the study

2.2

2.3
Chapter 3.

2.4
study.

2.5
Data from firms

2.6
firms regulated by the FCA include:

14

15
16

17

18

www.fca.org.uk/your-fca/documents/market-studies/cash-savings-market-study-terms-of-reference

Our second information request only covered 10 providers.

Our study focused on banks, building societies and National Savings and Investments. There are two other types of providers,
namely credit unions and peer-to-peer lenders, that offer products that potentially compete with the products investigated in this
study. However, we decided not to focus on these providers because the sectors are relatively small in scale. Also, the specific
differences in product features may mean they are not substitutable from a consumer’s perspective.

The 20 firms regulated by the FCA cover 26 large savings brands. Firms did not have to provide the requested information for their
brands that were relatively small.

NS&l also provides cash savings accounts. It is, however, exempt from FCA regulation by virtue of section 6 of The Financial
Services and Markets Act 2000 (Regulated Activities) Order 2001. The powers governing the way in which NS&I products are
structured and managed are derived from specific NS&I legislation. NS&I is therefore effectively regulated by HM Treasury, but
aims to comply with FCA requirements where applicable and appropriate on a voluntary basis.
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e Six ‘large providers’. These are the large high street banks and building societies,
which have been in existence for a long time, operate across the UK and have an
established branch and online presence.

e Seven ‘small and medium building societies’. These are building societies that have
usually have been in existence for a long time, but that sometimes only operate in a
particular region.

e Seven ‘small and medium banks’. These are mostly banks that have entered the
market more recently.

We asked providers for:

e Data including detailed account and balance information, interest rates, account
features, distribution channels, sales and the extent of cross-holdings, for all on-
sale and off-sale products.

e Strategy documents including information on each firm’s current strategy in
relation to savings products, how this strategy fits with the wider strategy of the
firm, its pricing practices and how the firm’s strategy is affected by external factors,
such as competitors, technology and macro-economic conditions.

e Consumer research including any research or analysis on consumer
segmentation, switching patterns, consumer decision-making, consumer practices
and the methodology used to measure switching.

e Transparency and disclosure documents including financial promotions and
other customer communications, such as letters to customers informing them that
their bonus rate would be coming to an end or their interest rate would be cut.

Views from stakeholders

We invited views from stakeholders and met with a number of firms, trade associations
and consumer groups, both after we published our terms of reference and in response
to the interim report we published in July 2014.

A summary of the views provided by stakeholders in response to the interim report is
set out in Annex 1.

Consumer research

To help us understand consumer behaviour and consumer outcomes, we commissioned
GfK to carry out two quantitative consumer surveys (a large-scale online survey and a
separate telephone survey targeting consumers less likely to use the internet).'®
Specifically, we sought to:

e understand whether and how consumers shopped around for their savings
accounts, any barriers to shopping around and reasons for opening accounts

e explore consumers’ understanding of product terms and characteristics, particularly
variable rates and introductory bonus rates

e explore consumers’ awareness of interest rates that are paid on their savings
accounts, and alternative products offered by their provider and by other providers

19 We refer to the consumer survey carried out by GfK as ‘our consumer research’ or ‘our consumer survey’ throughout this
document, as the FCA was heavily involved in the design of the questionnaire and carried out further analysis of the data collected
in the survey.
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e estimate switching rates for different cash savings products with variable interest
rates and explore reasons for switching and not switching

Chapter 4 discusses the key high level findings from this research. Detailed analysis of
the results for both surveys is set out in Annex 2. A technical report containing the
survey questions and a description of the methodology has also been published
alongside this report (the GfK technical report).

Randomised Controlled Trial

We carried out a trial in partnership with a large UK financial institution involving over
20,000 savings account customers whose interest rate was about to decrease or had
just decreased. We investigated the effects on switching behaviour of:

e an additional letter which reminded customers of the rate change

o different messages in the reminder designed to mitigate the effects of behavioural
biases

¢ the timing of the reminder, and in particular, whether the reminder was sent before
or after customers’ interest rate decrease

We found that reminders make a notable difference to switching behaviour in savings
accounts around the time of the interest rate decreases. The very fact of getting a
reminder is more important than the precise phrasing of the reminder and can increase
switching by at least 8% relative to not receiving a reminder.

Customers who received a reminder in which the cash loss from not switching account
was salient (i.e. ‘EX less interest per year’) or in which the cash gain was salient (i.e.
‘Move your savings and earn up to £X more’), among other changes, were slightly more
likely to switch or transfer money than those who received a reminder without any
particular emphasis.

The results from this trial are discussed in this report where relevant. We have also
published an occasional paper (Stimulating interest: Reminding savers to act when
rates decrease, FCA Occasional Paper No.7) setting out the research in full.

International comparisons

We commissioned PwC to compare the cash savings market in the UK with Germany,
the USA, Australia and the Netherlands.

The countries were chosen to cover

e a broad range of geographies across different continents and from a number of
major economies

e countries where the customer demographics and therefore savings behaviour are
broadly similar to the UK

e a country where there had been regulatory interest in the cash savings market,
which may or may not be a result of the market working for consumers

The evidence from this study is discussed in this report where relevant. The full report
by PwC (‘Cash Savings: An International Comparison’, the PwC report) has been
published separately. The report identified some similarities between the cash savings
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markets in these countries and the UK but found some material differences in the
Netherlands, due to the way in which the regulator, AFM, has intervened.?

Structure of Part I of this report

In the following chapters, we set out:

a

b

an overview of the market (Chapter 3)

the findings from our competitive analysis of the cash savings market:

consumer behaviour — how effective consumers are at driving competition in the
cash savings market, including consumer preferences, shopping around and
switching in the market (Chapter 4)

firm conduct — how firms compete in the market, including their pricing
strategies, the relationship between the supply of cash savings products and
personal current accounts and how providers disclose product information to
consumers (Chapter 5)

barriers to entry and expansion — the extent of observed entry and expansion in
the supply of cash savings products, any barriers to entry and expansion, both
in the wider retail banking sector and specific to the cash savings market
(Chapter 6)

our assessment of the effects of competition in the cash savings market and our
conclusions (Chapter 7)

20 See PwC report, page 5.
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3 Market overview

There are a number of different products in the cash savings market ranging from
easy access accounts to fixed-term products. Easy access accounts are the most
widely held, with total balances of approximately £354bn across the providers we
surveyed.

Around 93% of UK adult consumers hold a savings product, with savings per
account across the providers in our sample averaging £5,900. Consumers save for
a variety of purposes, and will focus on different product characteristics when
selecting their account and provider. Key characteristics include the interest rate,
other product features such as internet, branch and phone access, the provider’s
brand and service proposition, and whether the consumer already holds other
products, in particular a personal current account, with a provider.

Six providers hold roughly two-thirds of all cash savings balances, although there
are over 100 savings providers in the market. Firms’ strategies in relation to
savings are largely driven by their wider balance sheet management strategies. In
determining the level of deposits they wish to attract, firms consider a number of
factors, including their lending strategy, prudential requirements, wholesale
funding conditions and expectations about the Bank of England base rate. There
has been a fall since mid-2012 in the average interest rates that providers have
offered to savers, in part due to the Funding for Lending Scheme.

The provision of cash savings products falls within our regulatory remit as we
regulate the conduct of firms who accept retail deposits. We are also the principal
regulator in the UK under the Payment Services Regulations 2009. The regulatory
landscape has been changing in recent years with European Directives, such as
the Payment Accounts Directive and Payment Services Directive, as well as a
number of Government initiatives to improve competition in cash I1SAs.

3.1 This chapter sets out an overview of the cash savings market, including the products
within the scope of our study, the types of consumers of cash savings products and
their needs, the main providers and recent regulatory developments affecting this
market.

The seven cash savings products in our study

3.2 Our study covers seven main types of cash savings products, which we describe in this
section. All of these accounts enable consumers to store their cash and generate an
interest rate return, but they vary according to:

e the terms on which cash can be accessed - instant access, with notice, or no access
before the end of a fixed term without incurring penalties

e the type of interest rate offered - variable or fixed, and with or without an
introductory bonus rate

e the associated tax privileges - cash ISAs giving tax-free allowances

15



3.3

3.4

3.5

Some consumers may choose to deposit their money in other products, such as
interest-bearing personal current accounts (PCAs), offset mortgage accounts, premium
bonds and savings accounts offering returns tied to some form of investment, such as
stocks and shares 1SAs.? We noted in particular that some PCA products have offered
comparable (or in some cases higher) interest rates than many of the cash savings
products available.?> We did not focus on these products as the specific differences in
product features mean that in many cases they are not substitutable from a consumer’s
perspective. 2 We nevertheless considered how a consumer’s choice of PCA provider
affects their choice of savings provider.

The 21 firms in our sample provide the majority of cash savings accounts in the UK. In
2013, they held £702bn of savings in the seven types of accounts included in the
study?®*, with easy access accounts having the highest total balances (see Figure 1).

Figure 1: Total balances in the seven different types of cash savings accounts,
£bn

£400.bn -
£354bn
£350.bn -
£300.bn -
£250.bn -
£200.bn -

£145bn
£150.bn -

£108bn
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£9bn £8bn £2bn
E.bn T T T T _ —

Total balances, £bn

Easy Access Fixed term  Cash ISA Cash ISA Notice Children Regular
bonds (no term) (fixed term) savings savings savings
Source: FCA analysis of data collected from firms, based on balances at 31 December 2013.%°

The data received from our sample of firms (as set out in Figure 2 below) shows that
fixed term accounts tend to have higher balances in each account than easy access

21
22

23

24

25

Some consumers may also consider savings accounts offered by credit unions or investing their money with a peer-to-peer lender.
For example, according to the information published on their websites, in December 2014, Santander, Nationwide and Lloyds are
offering current accounts with significantly more attractive rates for in-credit balances than the rates offered on their standard
easy access accounts. While their easy access accounts typically pay less than 1.5% AER, Santander’s 123 current account offers
interest of 3% on balances between £3,000 and £20,000, Nationwide’s FlexDirect provides 5% AER on in-credit balances of up to
£2,500 for the first 12 months, and Lloyds’ Club account pays 4% on balances between £4,000 and £5,000.

For example, consumers are usually required to satisfy a more stringent set of conditions to open a PCA than an easy access
savings account (such as requirements on minimum values of monthly deposits or direct debits). For instance, as advertised in
December 2014, Santander’s 123 account requires customers to pay a monthly fee of £2, fund the account with £500 per month
and set up at least 2 direct debits; Nationwide’s FlexDirect account requires customers to pay in £1,000 each month; and Lloyds’
Club account requires customers to pay in two direct debits per month and does not pay interest on balances over £5,000.

Mintel estimated that the total value of household retail deposits was £1,225bn in 2013. However, this figure also included funds
placed in current accounts. See Mintel Deposit and Savings Accounts — UK, April 2014, page 12.

These figures are slightly different to our interim report due to further consistency checks with providers and one provider
updating the product categorisation it had used. Figures do not sum to £702bn due to rounding.
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3.7

3.8

3.9

accounts, and most easy access accounts have relatively low balances.?® Savings per
account across the providers in our sample averaged £5,900.%"

Figure 2: Proportion of accounts with balances falling into different balance
bands

T 1

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Cash ISAs (fixed term)

B Less than £10 ®£10 to £100 ®£100 to £500 ® £500 to £1,000
£1,000 to £5,000 B £5,000 to £10,000 ®£10,000 to £25,000 = £25,000 to £50,000
® £50,000 to £85,000 = £85,000 to £100,000 = More than £100,000

Source: FCA analysis of data collected from firms, based on balances at 31 December 2013.

Easy access accounts

Easy access accounts have few or no restrictions on making additional deposits or
withdrawals. These accounts include instant access accounts and no-notice accounts.

Easy access accounts usually offer a variable rate of interest (which means the provider
may vary the interest rate by as much as it wishes) and an unlimited term. They may
also offer a time-limited introductory bonus interest rate or a preferential interest rate
to certain groups of customers that qualify for it.

The firms in our sample had approximately 69m easy access accounts held by retail
consumers in the UK at the end of 2013. Approximately £354bn was held in these
accounts. This gave a simple average®® of just over £4,900 per account.

Fixed-term savings deposits®

Fixed-term savings deposits offer fixed rates of interest over a specified term, during
which consumers cannot access their money without incurring penalties. The term of
fixed rate products tends to range from one to five years.

26

27

28

29

Though some of the easy access accounts may no longer be used, as people may have switched or withdrawn the funds without
closing the account. We kept this data in our analysis as some of these accounts are likely to be used as transactional accounts,
for example.

None of the average balances in this chapter include NS&I products because we only had NS&I balance data but not the number of
accounts.

By ‘simple average’ we mean the total sum of balances divided by the total number of accounts, without any weighting. This
average does not include NS&I products.

These products include both fixed term bonds and fixed term deposit accounts.
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The firms in our sample had approximately 4m fixed-term deposits held by retail
consumers in the UK at the end of 2013. Approximately £145bn was held in total in
these deposits. This gave a simple average of around £24,300 per deposit.

Cash ISAs

Cash ISAs pay interest tax-free and there are limits set by the Government on the
amount of money that can be deposited in an ISA in a given year. There are two main
types of Cash ISA products: easy access (no term) Cash ISAs and fixed term Cash
ISAs.*°

Easy access (no term) Cash ISAs usually have a variable rate of interest and an
unlimited term. Consumers can withdraw money from them with few or no restrictions
(although doing so may affect the tax-free interest earned).

The firms in our sample have approximately 20m easy access Cash ISAs held by retail
consumers in the UK, with approximately £108bn held in these accounts. This gave a
simple average of around £5,200 per account.

Fixed term Cash ISAs have an interest rate that is fixed for a specified term during
which consumers usually incur a charge for making withdrawals. The term of fixed term
Cash ISAs tends to range from one to five years.

The firms in our sample had approximately 6m fixed term Cash ISAs held by retail
consumers in the UK at the end of 2013, with approximately £77bn held in these
accounts. This gave a simple average of around £12,400 per account.

Notice savings accounts

Notice savings accounts require a customer to provide a set amount of notice if they
wish to make a withdrawal. The notice period can typically range from 30 to 180 days.
Withdrawals before the end of the notice period usually incur a penalty. These accounts
usually pay a variable rate of interest and have no set term.

The firms in our sample had approximately 640,000 notice accounts held by consumers
in the UK at the end of 2013. Approximately £9bn was held in total in these accounts.
This gave a simple average of around £13,600 per account.

Children’s savings accounts

There are a number of types of children’s savings accounts, including easy access
accounts, regular savings accounts and fixed-term accounts. They tend to operate in
the same way as savings accounts for adults.

Children’s savings accounts also include Junior ISAs and Child Trust Funds*', which are
long-term tax-free savings accounts for children, usually with a variable rate of interest.
Money can be deposited into these accounts up to an annual limit and can only be
withdrawn by the child when they turn 18.

30 We discuss the Government changes to ISA rules, and the introduction of New ISAs in paragraph 3.49.
31 Junior ISA products replaced Child Trust Funds, which were made available to children born between September 2002 and 2
January 2011.

18



3.20

3.21

3.22

3.23
3.24

3.25

The firms in our sample had approximately 7m children’s savings accounts in operation
in the UK at the end of 2013. Total balances held in these accounts added up to
approximately £8bn, giving a simple average of around £1,000 per account.

Regular savings accounts

Regular savings accounts offer a fixed interest rate over a specified term providing
consumers make regular deposits into their account. Consumers are often unable to
make withdrawals from such accounts without incurring penalties.

The firms in our sample had approximately 1m regular savings accounts held by
consumers in the UK at the end of 2013. Approximately £2bn was held in total in these
accounts, giving a simple average of around £1,500 per account.

Consumers of cash savings products

Around 93% of consumers in the UK hold one or more savings products.®?

Based on the consumer research we commissioned (see paragraph 2.10), consumer
research submitted by providers (see paragraph 2.7), and conversations with external
stakeholders, we established that the key factors that consumers consider when
choosing a cash savings product fall into the following five categories:

e interest rate, including whether it is a variable or a fixed rate, and whether the
account offers a time-limited bonus rate

e other product features, such as terms around accessing funds, term of the
account and channels available for managing the account including branch, online,
post and/or phone

e providers’ service proposition as a whole, in particular the availability and
quality of online banking tools, customer service and a branch network

e existing and past relationships with the provider, in particular whether the
consumer already holds a PCA with the provider, and whether they consider it
important to have the convenience arising from keeping most of their financial
products with one provider

e perceptions of the provider, including the appeal of the brand and the perceived
financial stability and reputation of the firm

Consumers open savings accounts for different reasons and choose different types of
accounts or account features according to their specific requirements. We identified the
three main savings needs described in Figure 3:

32 GMI consumer panel - Taken from Mintel’s Deposit and Savings Accounts — UK — April 2014, base 1,571 internet users aged 18+
with savings and/or investments. These savings products include premium bonds which were not within the scope of this study
into cash savings products. Premium bonds are owned by 25% of British adults.
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Figure 3: Consumers’ savings needs

Investing: putting money into a savings account to generate
income from savings. For these savers, getting a market-
leading interest rate is most important.

Building up a savings pot: saving for a specific purpose (e.g.
house deposit, holiday) or a ‘rainy day’. These consumers value
putting money aside in a separate ‘pot’. Interest rate may be
less important, particularly where balances are not high.

Transacting: using a savings account as an additional
transactional account alongside their main current account (e.g.
to set money aside for paying monthly bills). Consumers
deposit and withdraw money from these accounts frequently.
For these consumers, the convenience arising from viewing and
managing their accounts in one place is more important than
interest rate.
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3.26 Our consumer research showed that the most popular reasons for opening savings

accounts were to get a better rate of interest (48%), keep money in a safe place where
it will not be spent (31%), start saving for the future (31%) and ‘saving towards a big
expense’ (19%). A further 8% said that they had opened an account to ‘dip into
regularly to pay everyday expenses’ (i.e. transacting).*

3.27 For some consumers the primary function of a savings account is to generate interest

on their existing balances. This is particularly likely to be the case for those who have
built up substantial reserves - the higher a consumer’s balance, the more they have to
gain from receiving a higher rate of interest on their savings.**

3.28 However, some consumers do not open savings accounts to earn interest, but rather to

set aside money in a separate ‘pot’. This can be explained by the behavioural
economics literature on mental accounting and self-control:

e First, people treat their money differently according to the specific purpose that
they have assigned to different pots of money (e.g. different types of accounts).

e Second, people may want to set aside money in a separate account to resist the
temptation to spend.®

3.29 Our consumer research showed that while some products are universally popular,

others, like fixed term bonds, are more likely to be used by specific groups of
consumers. The key patterns we observed were®:

e Age: 23% of the consumers that held cash savings products were older than 65
while 6% were aged 16-20 and 7% were aged 21-24. Savers were roughly evenly
spread among the remaining groups of savers aged 25-64.°%" Our consumer

33

34

35

36
37

Note that respondents could choose more than one reason so the sum of these percentages is more than 100 per cent. For full
results see Figure 19 in Annex 2. The question was asked only about respondents’ savings accounts that had been opened in the
preceding year.

For example, switching to an account that pays 1% more in gross annual interest will translate into only £1 more in gross interest
for someone with £100 in the account compared with £100 for someone with £10,000.

See Applying behavioural economics at the Financial Conduct Authority, April 2013, FCA Occasional Paper No. 1,
www. fca.org.uk/static/documents/occasional-papers/occasional-paper-1.pdf .

For more detailed analysis, see Annex 2.

Our research did not seek to determine the age distribution of cash savings holders. Quotas based on the GfK Financial Research
Survey were set on age to ensure that the sample would be representative of the population of savers in the UK. See Figure 12 in
Annex 2 and GfK’s technical report for the details of the methodology and sampling for our consumer research.
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research indicated that older respondents were the main users of fixed term
products and notice accounts, while easy access accounts were popular among
savers of all ages (depending on the age of the group, at least one easy access
account was held by 56%-82% of respondents).®®

¢ Employment status: The two largest groups of savers were those employed full
time (34%) and retired (27%).%° Savers who were retired were the main users of
fixed term products and those who were employed were the main users of regular
savings accounts.*® Easy access products were popular among savers in all types of
employment.*!

e Total savings and total personal income: The majority of savers were
consumers with less than £10,000 in their total savings (52%) and consumers with
total annual personal income below £35,000 (81%).“* Those with higher total
savings tended to have higher total personal income and were more likely to be
older or retired. Savers with higher balances tended to hold more than one type of
product, and were more prevalent users of fixed term products than savers with
lower balances. Take-up of easy access products was similar across balance
bands.*®

3.30 We explain the drivers of consumer behaviour further in Chapter 4.

Providers of cash savings products

3.31 Cash savings products are provided by deposit-takers such as banks, building societies,

credit unions and NS&I.

3.32 As at October 2014, 109 firms were offering cash savings products in the UK.**

However, six providers held approximately 68% of all cash savings balances.*®> Our own
analysis of market shares from the data submitted by firms in our sample was
consistent with this estimate.

3.33 Estimates of market concentration (based on the Herfindahl-Hirschman Index (HHI) #¢,

as set out in Figure 4) show that the savings market is not particularly concentrated.
However, the level of concentration has stayed relatively stable for a number of years.
The biggest impact on market shares in previous years has come from merger or
divestment activity. In particular, the divestiture of TSB from Lloyds Banking Group and
subsequent flotation in June 2014 is an important factor behind the decline in market
concentration over the last 12 months.

38
39
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46

By percentage of respondents holding at least one cash savings product (see Figure 13 in Annex 2).

A further 13% were employed part time, 13% were not in paid employment, 6% were self-employed, 6% were students and 1%
did not provide a response. By percentage of respondents holding at least one cash savings product (see Figure 14 in Annex 2).
41% of respondents who held at least one active fixed term bond were retired; 45% of respondents who held at least one active
regular savings account were employed full time, see Figure 15 (a) in Annex 2.

Across all employment types, easy access accounts were held by between 65% to 81% of respondents, see Figure 15 (b) in Annex
2.

See Figures 5 and 10 in Annex 2.

See Figures 8 and 9 in Annex 2. Between 66% and 88% of respondents in the different total savings bands held easy access
accounts.

Moneyfacts Treasury Reports, UK Savings Trends, October 2014.

FCA analysis of data provided by © GfK NOP Ltd, Financial Research Survey (FRS), 6 months ending June 2014. Provider shares
were assessed at the Group level but most large providers have several savings brands that have adopted different product pricing
strategies. Sainsbury’s bank was assessed as a separate provider (although we note that Lloyds Banking Group owned a 50%
share of the bank until January 2014).

See note to Figure 4 for an explanation of HHI.
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Figure 4: Market concentration in cash savings (by balances), 2010-2014

1500 -
X
(]
©
£
% 1139 \
% 1023
2
I
-
c
©
k)
£ 500 -
k=
(]
I

0 T T T T 1
2010 2011 2012 2013 2014

Source: Based on data provided by © GfK NOP Ltd, Financial Research Survey (FRS), 6 months ending June
2014

Note: The HHI is calculated by adding together the squared values of the percentage market shares of all
firms in the market. It therefore takes account of the different sizes of market participants as well as their
number. The Competition and Market Authority’s Merger Assessment Guidelines (September 2010,
CC2/0FT1254) indicate that a market with an HHI exceeding 1,000 may be regarded as concentrated. The
HHI scores for the cash savings market indicate that it is around, but not markedly above, that threshold.

Several new providers (including Virgin Money and Tesco Bank) have appeared in
recent years and begun to grow. Although some new entrants appear to be gaining a
foothold in the market and are developing increasingly strong brand identities (or
building on existing brands), no new entrant banks have yet succeeded in challenging
the larger providers’ market shares. The level of market concentration has therefore
remained relatively stable over time.

Providers’ strategies

Firms’ strategies in relation to savings are largely driven by their wider balance sheet
management aims. That is, they do not focus on simply attracting the largest possible
in-flow of retail deposits but rather assess their need for deposits (and at what price) in
the context of their lending strategy.

A number of internal and external factors influence the volume of savings a firm wishes
to generate and the interest rate it is prepared to offer. Internal factors include the
margins it can achieve and capital and liquidity requirements. External factors include
the competitive landscape, the macroeconomic environment, the cost and availability of
alternative funding sources and regulatory and government initiatives. Factors of
particular relevance during the period of our study have included:

e The Bank of England base rate, which has been at a historic low of 0.5% since
March 2009.

e The Funding for Lending Scheme (FLS), which was introduced by the Bank of
England and the Treasury in July 2012 to incentivise providers to boost their lending
to the UK economy by providing them with funding at a price and quantity linked to
their lending performance. The launch of this scheme made firms less reliant on
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funding from retail deposits (see paragraphs 3.57 to 3.58 for further discussion of
the FLS).

3.37 Since mid-2012 there has been a fall in the average interest rates that providers have
offered to savers (see Figure 5)*’ as well as a reduction in the spread of different
interest rates available on similar types of on-sale accounts.

Figure 5: Changes in average interest rates on various types of on-sale cash
savings products, January 2011 — October 2014
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3.38 Firms use a number of strategies to sell cash savings products and manage the volume
of savings balances they hold on their balance sheet. We summarize the main
strategies below:

e Focusing on different product types. Data from our sample of firms showed that
at the end of December 2013 large providers had the highest proportion of their
total balances in easy access accounts (54% of balances), whereas small and
medium sized banks and building societies held a greater proportion of their
balances in fixed terms bonds than large providers (34% for small and medium-
sized banks, 27% for small and medium-sized building societies compared with
15% for large providers) - see Figure 6.

47 Data taken from that available on the Bank of England website. The average interest rates represent the average interest rates
offered by firms in the Bank of England sample.
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Figure 6: Proportion of total savings balances held in different types of
accounts by type and size of firm

Large providers
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banks
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Percent of total savings balances

B Easy Access B Fixed term bond H Cash ISA (no term)
B Cash ISA (fixed term) ® Notice savings H Childrens savings

B Regular savings

Source: FCA analysis of data collected from firms, based on balances at 31 December 2013.

e Offering a wide of range of products and frequently introducing and
withdrawing products. As at 3 November 2014, there were around 350 easy
access products offered on the market and just over 1,000 that were no longer on
sale to new customers. Across the seven cash savings products in our study, there
were around 1,500 on-sale accounts and over 9,000 no longer on sale.*®

o During the course of our study, a number of large banks, including Santander,
Natwest, Lloyds/Halifax, Barclays in addition to building societies including
Nationwide, Leeds Building Society and Newcastle Building Society simplified the
number of products they offer. For some this involved moving all customers with
balances in old accounts that were no longer on sale to a reduced range of new
cash savings products. For example, Santander announced in mid-2013 that it
would close over 90 of its savings accounts and replace these with a range of
fewer than ten. More recently, in November 2014, Lloyds Banking Group
announced that it would be eliminating 47 of its superseded accounts and
replacing these with a single variable ISA, a web saver account and an instant-
access account; and Barclays moved all customers holding one of its 11 ISA
products no longer open to business to its newer Instant Cash ISA.

0 Such simplification processes can generate operational benefits to firms in terms
of account administration and management, while also having the potential to
benefit consumers by making the range of existing accounts easier to
understand. But they can also lead to some customers facing interest rate
reductions. We discuss product replacement strategies in further detail in
Chapter 5.

e Pricing. The interest rate a firm offers on its savings accounts (and so their
position in ‘best-buy’ tables) can have a significant effect on the in-flow of retail
deposits they are able to generate (as the most engaged and active consumers
‘chase’ the best available rates). A number of firms expressed concern about

48 FCA analysis of Moneyfacts Closed and Open Accounts Savings Reports based on input criteria as at 3 November 2014. Moneyfacts
Closed Savings Account Analyser includes those accounts which are operated but have been closed to new customers since 1 April
2004.
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placing themselves too near the top of best-buy tables as the in-flow of deposits
they would expect to follow would stretch them operationally. In addition, the
higher the interest rate, the more likely the firm is to attract a higher proportion of
‘rate chasers’ whose deposits are likely to be a less stable form of funding, as these
consumers are more likely to switch to a higher interest rate product if one
becomes available.

e Using promotional offers, conditional or loyalty rates. There are three ways
firms boost the interest rate they offer to consumers:

o0 Bonus (or so-called ‘teaser’) rates, where accounts offer a higher rate of interest
for a limited period of time (usually 6-12 months). Not all providers offer bonus
products and several providers (including RBS/NatWest, Nationwide and HSBC)
announced during the course of the market study that they would no longer
offer bonus rate products. Fewer than 5% of accounts available on the market in
October 2014 offered introductory bonus rates compared to over 10% in June
2010.*° However, data from our sample of firms showed that nearly half (49%)
of total easy access balances were held in accounts that offered, or in the past
had offered, bonus rates. We discuss bonus rates in further detail in Chapter 5.

o Conditional rates, where the interest rate paid depends on some action being
taken by the customer (for example, making a certain number/amount of
deposits or making no/up to a certain number of withdrawals). If the customer
does not take the specified action their interest rate usually drops substantially.

0 ‘Loyalty rates’, where firms offer higher interest rates to customers holding other
products with the firm (such as a PCA) or who have held savings with the firm
for a number of years.

e Providing different forms of access. Firms also allow consumers to manage
savings accounts in a number of different ways. The large providers mainly offer
branch, telephone, post and online access. A number of the small and medium sized
banks do not have a branch presence or their branch presence is not on the same
scale as that of large providers. Instead they offer a comprehensive internet
banking proposition. They can use certain access channels as a way to attract
certain groups of consumers (see also next bullet). In contrast, some of the small
and medium sized building societies’ accounts can only be managed in branch or via
post, therefore restricting product access to local residents or those prepared to
make a journey (either to a branch or a post box) to service their account.

e Targeting specific consumer segments. Firms seek to attract different sorts of
consumers in marketing their products. Many of the large providers offering PCAs
often focus on sales to their existing PCA customers. A number of the small and
medium sized banks have to offer market-leading interest rates to attract
consumers to save with them. This means they end up attracting those consumers
most interested in a high interest rate. We discuss this issue further in Chapter 5.

How cash savings products are regulated

3.39 The provision of cash savings products falls within our regulatory remit because we
have responsibility for regulating the conduct of firms who accept retail deposits.*® We

49 Base: All accounts. Moneyfacts Treasury Reports, UK Savings Trends, October 2014.
50 Excluding NS&I — see footnote 18.
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3.41

3.42

are also the principal regulator in the UK under the Payment Services Regulations 2009
(PSRs).>*

All firms wishing to accept retail deposits (such as savings) must be authorised by the
Prudential Regulation Authority (PRA) or benefit from a European Economic Area

passport, and are regulated by the FCA in relation to conduc

t52

In their provision of cash savings products, regulated firms are subject to various
obligations, the most relevant of which are found in:

Our 11 Principles for Businesses ®>®, which are a general statement of the
fundamental obligations of firms under the regulatory system. In particular they
state that a firm must pay due regard to the interests of its customers and treat
them fairly (Principle 6) and a firm must pay due regard to the information needs of
its clients and communicate information to them in a way which is clear, fair and
not misleading (Principle 7).

The conduct of business requirements of the PSRs, which implement the Payment
Services Directive (PSD)** and guidance in our accompanying approach document.®®
The PSRs apply to those savings accounts that are ‘payment accounts™® (those with
payment functionality). This includes most easy access accounts and potentially
some other types of cash savings accounts.

The Banking Conduct of Business Sourcebook (BCOBS)®’, which contains rules and
guidance on a number of matters, including on communications with customers,
financial promotions and post-sale conduct. BCOBS rules are complementary to the
PSRs and apply to retail deposit taking, except where incompatible with the
provisions of the PSD. Broadly speaking, when the account is a ‘payment account’,
BCOBS rules only apply where there is no corresponding provision in the PSRs.
BCOBS rules and guidance apply to all non-payment accounts.

General consumer protection legislation, such as the Unfair Contract Terms Act
1977, the Unfair Terms in Consumer Contracts Regulations 1999, and the
Consumer Protection from Unfair Trading Regulations 2008.

Prudential requirements emanating from EU law and the rules of the PRA (see
Chapter 6 for further details).

Recent regulatory developments

In this section we set out recent regulatory developments:

European Directives — the Payment Accounts Directive (PAD) and revisions to the
PSD (PSD2)

changes to the provision of cash ISAs arising from the Office of Fair Trading’s
(OFT’s) investigation into the cash ISA market in 2010 and recent Government
changes to ISA rules

51 SI 2009/209.

52 Some limitations apply in relation to incoming EEA firms.

53 See http://www.fca.org.uk/about/what/regulating/principles-for-businesses

54 Directive 2007/64/EC on payment services in the internal market amending Directives 97/7/EC, 2002/65/EC, 2005/60/EC and
2006/48/EC and repealing Directive 97/5/EC, OJ L 319, 5.12.2007, p. 1-36.

55 For further information see http://www.fca.org.uk/firms/firm-types/payment-services-institutions

56 A “payment account” is defined in regulation 2 as "an account held in the name of one or more payment service users which is
used for the execution of payment transactions”. The issue of which savings accounts can be considered ‘payment accounts’ is
dealt with in the FCA Perimeter Guidance (see question 16 of the Q&A) available at
http://media.fshandbook.info/content/full/PERG/15.pdf

57 See www.fshandbook.info/FS/html/handbook/BCOBS
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e developments in the regulation of PCAs including the Competition and Market
Authority’s (CMA’s) market investigation and the introduction of the Current
Account Switch Service

e other Government initiatives, which affect the provision of cash savings, including
the FLS and the Simple Financial Products Initiative

Payment Accounts Directive

Directive 2014/92 on the comparability of fees related to payment accounts, payment
account switching and access to payment accounts with basic features was published in
August 2014.%8 The PAD will require Member States to put in place new rules, including
two particular areas that could affect the firms and payment accounts covered by this
study:

e provision of fee information to consumers — this includes the provision of a
statement, at least annually, that will include information on interest earned, and
will require the standardisation of certain terminology

e switching of payment accounts — this requires firms to offer a service allowing
accounts to be switched with other payment services providers

We have been liaising with the Treasury on the future implementation of the PAD.

Revisions to the Payment Services Directive

On 24 July 2013, the European Commission published proposals®® for PSD2. The
Commission considered that while the PSD was generally functioning appropriately it
was necessary to amend the PSD due to technological developments and different
interpretations by different European regulators. The proposals were designed to:

e extend the scope of the regime to previously unregulated payment services
providers — this included introducing the requirement for third party providers of
payment initiation services and account information platforms to be authorised as
payment institutions

e |limit the scope of existing exemptions — this included limiting the scope of
exemptions for specific types of payments (e.g. payments outside the EU, payments
for digital content and payments through commercial agents or via ‘limited
networks”)

e increase consumer rights and payment security — this included introducing
additional authentication requirements for internet payments and reducing
customer liability for unauthorised transactions

At the time of writing this report, negotiations of PSD2 are ongoing. We have been
liaising with the Treasury during these negotiations. As the PSD is a maximum
harmonization directive, the final outcome of these negotiations will affect the firms and
some of the products covered by this study, as well as potentially affecting remedies we
might seek to pursue.

58 O0OJL 257, 28.8.2014, p. 214-246.
59 Proposal for a Directive on payment services in the internal market and amending Directives 2002/65/EC, 2013/36/EU and
2009/110/EC and repealing Directive 2007/64/EC (COM(2013) 547 final).
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OFT’s Cash ISA market study

In 2010, the OFT undertook a review of Cash ISAs following a super-complaint from
Consumer Focus and made a number of recommendations and interventions to increase
consumers' awareness of their interest rate and make them more confident of the ISA
transfer process.®® The OFT’s main initiatives were that:

e the maximum transfer time should be reduced from 23 to 15 working days
e industry should consider an electronic transfer system
e interest should be received during the entire transfer process

e customers should get their new interest rate no later than 15 working days after
requesting a transfer

e interest rates should be published on Cash ISA statements
e consumers should receive notification of bonus rate expiry on all types of cash ISA

On 14 March 2014, the OFT published an evaluation of the impact of their
recommendations on switching, transparency and interest rates.®® It found that these
recommendations had had a substantial and positive impact on the transfer process as
transfer times had more than halved since the intervention and interest was now paid
for the entire transfer process. In addition, a large number of providers had adopted an
electronic transfer system. However, the impact on consumers’ awareness of their
interest rate or actual switching was unclear. We consider the ISA switching process
further in paragraphs 5.84 to 5.87.

Government changes to ISA rules

Changes to ISAs were announced in the March 2014 Budget with the introduction of
New ISAs (NISAs).®? Consumers could previously save £5,760 per year in a Cash ISA
and £11,520 per year in a stocks and shares ISA. However, as of 1 July 2014
consumers were able to save a new allowance of £15,000 either in cash, stocks and
shares or any combination of both. Depending on how consumers view the relative
attractiveness of cash ISAs as compared with other savings options, the allowance
changes could result in a significant increase in the cash component of ISA products,
most likely at the expense of taxable savings accounts and possibly equity-based ISA
products.

CMA'’s market investigation into PCAs

In November 2014, the CMA announced that it was launching a market investigation
into PCA and small and medium sized enterprise retail banking.® The CMA was
concerned about:

e low levels of customers shopping around and switching

60 OFT (2010) Cash ISAs: Response to super-complaint by Consumer Focus, OFT1246,
http://webarchive.nationalarchives.gov.uk/20140402142426 / http://www.oft.gov.uk/shared_oft/super-complaints/OFT1246.pdf

61 OFT (2014) Evaluating the impact of the OFT’s 2010 Cash ISAs: Response to super-complaint by Consumer Focus
http://webarchive.nationalarchives.gov.uk/20140402142426/http://www.oft.gov.uk/shared_oft/reports/Evaluating-OFTs-

work/OFT1523eval.pdf

62 See HM Treasury (2014) Fact sheet on the New ISA:

www.gov.uk/government/uploads/system/uploads/attachment_data/file/293746/Fact_sheet_ISA_8.pdf
63 www.gov.uk/government/news/personal-current-account-and-small-business-banking-face-full-competition-investigation

28



3.51

3.52

3.53

3.54

3.55

3.56

e limited transparency, and difficulties for customers in making comparisons between
banks, particularly for complex overdraft charges on PCAs

e continuing barriers to entry and expansion into the sector, limiting the ability of
smaller and newer providers to develop their businesses

e very little movement over time in the market shares of the four largest banks,
which provide over three-quarters of personal and business current accounts

There are some similarities between the conditions for competition in these markets
with the market for cash savings products, including a large degree of overlap in
providers active in these markets. However, there are also many differences, so the
work on these markets has been taken forward separately. We continue to work closely
with the CMA across all retail banking work.

Current Account Switch Service

In September 2013 the Payments Council introduced the Current Account Switch
Service. The Current Account Switch Service is a free-to-use service for consumers
which enables them to:

e switch their PCA (including all direct debits) in seven working days (or in a longer
period, if requested by the consumer)

e have a single point of contact for any questions or concerns - the new bank is
responsible for the switch

e benefit from a redirection service that re-routes any payments made to or
requested from the old account for a period of 13 months after the switch

e receive a refund of any interest or charges if anything goes wrong

The service was introduced to increase competition, support the entry of new banks in
the current account market and give consumers a greater choice.®

At the time of writing this report, 36 brands have signed up to the service.®® These
brands comprise almost all providers in the PCA market. The Current Account Switch
Service does not cover cash savings accounts.

In its 2014 Autumn Statement, the Government announced two enhancements to the
Current Account Switch Service to be delivered by March 2015:°¢

a An extension to the service to include small and medium enterprises with a turnover
up to £6.5m, which is believed to include 99% of small and medium enterprises (in
addition to retail customers, the service is currently available to businesses with a
turnover up to €2m (or sterling equivalent)).

b An extension of the redirection service to 36 months (currently 13 months) to give
consumers greater reassurance that no direct debit or standing order will fail once
they switch to a new provider. In addition, the Government has asked us to advise
(before the March 2015 Budget) on whether a reduction in the switching time from
seven to five working days would deliver significant benefits to consumers.

We launched a review the effectiveness of the Current Account Switch Service in
September 2014 and expect to report back in the first quarter of 2015.°%’

64 See Payments Council Overview of Account Switching:
Wwww. paymentscouncil.org.uk/switch_service/overview_of account_switching/

65 For an up-to-date list, please see http://www.paymentscouncil.org.uk/switch_service/who_is_participating/
66  www.gov.uk/government/uploads/system/uploads/attachment_data/file/382327/44695_Accessible.pdf, paragraph 1.172.
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Funding for Lending Scheme

3.57 The Bank and the Treasury launched the Funding for Lending Scheme (FLS) in July

2012.°® This scheme was aimed at increasing lending to businesses by allowing banks
and building societies to borrow from the Bank of England at cheaper than market rates
for up to four years. One consequence of the scheme is that it has reduced banks’
reliance on retail deposits, and average interest rates on retail deposit accounts have
declined across the board as a result (see Figure 5).

3.58 The initial phase of the scheme ended in January 2014, but the Bank and the Treasury

extended the FLS, on revised terms, until January 2015. In December 2014 it was
extended again until 29 January 2016.°° The revisions for the extended FLS focused on
lending to the business sector, and particularly small and medium enterprises, by first
removing the direct incentives to expand household lending, and then expanding the
scheme to include certain forms of lending involving non-bank providers of credit, which
can be an important source of finance to some small and medium enterprises.”®

Simple Financial Products Initiative

3.59 Following a Government initiative and consultation in 2010/11 to introduce a new range

of simple financial products’®, an independent simple financial products steering group
chaired by Carol Sergeant was created to take the work forward.’? The Sergeant
Review of Simple Financial Products, published in March 201373, set out nine principles
for easy-to-understand financial products that consumers can trust. The review
recommended that the British Standards Institution (BSI) develop a set of specific
product standards based on these principles, and create an accompanying badge to be
awarded to a small suite of products found to meet these standards. It recommended
that the first set of products would be an easy access savings account, a 30 day notice
savings account, a regular savings account and a fixed term life insurance product.

3.60 Since the publication of the review, BSI has developed a ‘Simple Product’ accreditation

scheme and has certified the first Simple Product, a fixed term life insurance policy
offered by Barclays. A second accreditation scheme has also been developed by
industry (led by the Association of British Insurers, the British Bankers Association and
the Building Societies Association) in parallel using the Trading Standards Institute
(TS1) Consumer Codes Approval Scheme. The scheme has now been accredited by TSI
and is expected to become fully operational in the first quarter of 2015. To be badged a
‘simple’ easy access or notice savings product, the product must, among other things,
not have an introductory bonus rate and there must be only one product of that type
per channel.”

67
68

69

70

71

72

73

74

www.fca.org.uk/about/what/promoting-competition/current-account-switch

See King, M (2012) Speech at the Lord Mayor’s Banquet for Bankers and Merchants of the City of London at the Mansion House:
www.bankofengland.co.uk/publications/Documents/speeches/2012/speech587.pdf
www.bankofengland.co.uk/publications/Pages/news/2014/165.aspx

See ‘Bank of England and the Treasury re-focus the Funding for Lending Scheme to support business lending in 2014’:
www.gov.uk/government/news/bank-of-england-and-hm-treasury-re-focus-the-funding-for-lending-scheme-to-support-business-
lending-in-2014

See Speech by The Financial Secretary to the Treasury, Mark Hoban MP, at the Consumer Financial Education Body Conference,
www.gov.uk/government/speeches/speech-by-the-financial-secretary-to-the-treasury-mark-hoban-mp-at-the-consumer-financial-
education-body-conference-cambridge

See HM Treasury Simple financial products: a summary of consultation responses,
www.gov.uk/government/uploads/system/uploads/attachment_data/file/190139/condoc_simple_financial_products_responses_20
1011.pdf

See Sergeant Review of Simple Financial Products — Final Report (2013):
www.gov.uk/government/uploads/system/uploads/attachment_data/file/191721/sergeant_review_simple_products_final_report.p
df

This of course does not prevent other products without the ‘simple’ badge being sold with introductory bonus rates.
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4 Consumer behaviour

Low switching rates can be indicative of markets not working well for consumers.
Without consumers being willing or able to switch easily between competitors,
providers have little incentive to provide better offers and low switching rates
indicate a problem. However, markets can be competitive even when switching
rates appear low if consumers are able to switch easily and providers respond to
the threat of switching by offering better deals to retain existing customers.

Switching in the cash savings market is largely driven by the monetary gains from
switching and switching within an existing provider is as popular as switching
between providers. However, more than three quarters of variable rate accounts
have not been switched in the last three years, and consumers considered
switching the balances of only around a third of easy access accounts and easy
access Cash ISAs.

Lack of consideration of switching and lack of switching can be partially explained
by the low perceived gains from switching (due to low balances and/or small
differences in interest rates available, particularly in the current low interest rate
environment). However, the convenience of using one provider for all accounts
and actual or perceived switching costs are also factors that prevent some
consumers from shopping around or switching.

Interest rates in the market are currently at historically low levels, but the
monetary benefits of switching will increase as and when interest rates increase.
However, we are concerned that many consumers are not aware of what interest
rates are paid on their existing savings accounts, whether their current provider
offers alternative products with better rates or what other interest rates are
offered by other providers. This lack of awareness is likely to hinder many
consumers from being able to benefit from shopping around as interest rates rise.

4.1 This chapter outlines our findings on consumers’ behaviour and how effective
consumers are at driving competition in the cash savings market. These findings are
based on our consumer survey (for a detailed analysis of results and the survey
methodology and questions, see Annex 2 and the GfK technical report) and
representations from consumer groups, providers and trade bodies.

4.2 Consumers can drive effective competition in the cash savings market by:

e shopping around effectively when looking around for a new savings account, by
comparing both the interest rates and quality of the service propositions offered by
different types of providers, including smaller banks and building societies

e monitoring the competitiveness of the savings products they already hold and
switching if there is an alternative deal which better satisfies their needs

4.3 If consumers do not fully understand their savings products and cannot make effective
comparisons between providers, or face difficulties in transferring their savings
accounts within or between providers, then they do not push providers to compete
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effectively. This, in turn, means consumers miss out on the best deals and are not in a
position to provide incentives for providers to reduce costs, innovate and offer better
products.

In many markets, active consumers help to protect the interests of more passive
consumers and drive competition in the market as a whole. However, shopping around
and switching by active consumers may be less effective at improving outcomes for
passive consumers if providers are able to segment customers and offer higher interest
rates to active consumers and lower interest rates to passive consumers (see Chapter 5
for a discussion of providers’ conduct in this market and Chapter 7 for a discussion of
the competitive effects).

We received comments from several stakeholders on our analysis of consumer
behaviour presented in the interim report. Feedback was focused on the importance of
interest rates, links with PCA providers, switching rates in the market, reasons for not
switching and gains that could motivate consumers to switch. For a summary of
responses, see Annex 1.

In this chapter we consider:

e consumers’ savings needs, including why consumers open savings accounts, the
importance of interest rates and the importance of holding savings accounts with a
consumer’s main banking provider

o the extent and effectiveness of shopping around for a new account
e consumers’ awareness and monitoring of interest rates on their accounts

e switching rates and the reasons for switching/not switching, as well as monetary
gains that could motivate switching

Consumers’ savings needs and the importance of interest
rates

This section considers why consumers open savings accounts, and how important
interest rates and existing relationships with financial providers are in that decision.

Why do consumers open savings accounts?

As outlined in Chapter 3, when opening a new savings account, consumers consider and
trade-off a range of factors, including interest rate, terms around accessing funds,
channels available for account management, providers’ service proposition (e.g. quality
of online banking and/or local branch access), existing and past relationships with the
provider, the appeal of the provider’s brand and the perceived reputation and financial
stability of the provider.

Consumers trade off these different factors because they open savings accounts to
satisfy different needs (see paragraphs 3.25 to 3.28)."° Depending on consumers’
needs, interest rates paid on the account may be more or less important than other
considerations. For some consumers the interest earned may be of very little

75 The PwC report (pages 160 and 161) showed that across a range of countries a competitive interest rate was not the highest

ranked reason for choosing a savings provider — other factors such as instant access, competitive withdrawal fees and online
access were seen as more important by many consumers when considering what account features were essential for them.
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importance, particularly if the balance in their account is very low. Based on the
evidence, we identified three main savings needs:

e Investing: these consumers open savings accounts to generate interest income
from savings, so getting a market leading interest rate is important.

e Building up a savings pot: these consumers open savings accounts to build up or
keep savings for a specific purpose (e.g. house deposit) or a ‘rainy day’. These
consumers mostly value having the opportunity to set aside money in a separate
‘pot’ and the interest rate is likely to be of most importance to those with higher
balances.

e Transacting: these consumers use their savings account as an additional
transactional account alongside their main PCA (e.g. to set money aside for paying
monthly bills). For these consumers, the convenience arising from viewing and
managing their money in one place may be more important than interest rate,
particularly as they are likely to deposit and withdraw money frequently.

A particular savings account may satisfy more than one need (e.g. a regular savings
account could be opened both to build up a savings pot and to earn interest income on
the existing balances). Also, consumers may open several accounts to satisfy these
different needs: in our online consumer survey, 30% of respondents held one active
savings account, a further 29% held two active accounts and the remaining 40% held
three or more active savings accounts.’®

As different features are important to different consumers, we have not taken the
interest rate as the only measure of whether competition is delivering good outcomes
to consumers in the cash savings market (albeit it is the most easily observable
measure).

Importance of interest rates in the different cash savings product segments

Due to the differences in product features, the seven types of cash savings products
covered by our market study can satisfy the three needs identified above to a different
extent and consumers therefore often hold more than one type of product.”” Most
importantly:

e Easy access accounts usually have few or no restrictions on withdrawals and
deposits, compared to other products, so these are the main types of accounts
likely to be used for transacting. They may also be used for building up a savings
pot or investing (for example, where consumers have exhausted their Cash ISA
allowance and/or wish to access the money in the near future).

e Easy access Cash ISAs are more likely to be used for ‘investing’ and ‘building up
savings’, but are less likely to be used as transactional accounts because there are
restrictions on total annual deposits and money that is withdrawn cannot be
‘replaced’ if the consumer has exceeded the annual ISA allowance set by the
Government.

76 Estimates provided do not add up to 100% due to rounding. All of these accounts are ‘active’ accounts. Accounts were deemed
‘active’ based on the respondents’ self-report and there was no lower limit set on the value that needed to be held in the account,
see paragraph 11 in Annex 2. Source: FCA analysis of the online survey, Question 2. Base: all respondents (2996), active accounts

only.

77 Our online consumer survey found that while 36% of respondents only held one type of savings account, a further 38% held two
types of accounts and the remaining 26% held at least three different savings accounts, see Figure 2 in Annex 2. All of these were
‘active’ savings accounts.
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e Fixed term products, including fixed term bonds and fixed term Cash ISAs, are
most likely to be used for investing as these accounts require the consumer to lock
money away for a set term and mostly do not allow additional deposits/withdrawals
to be made (so the account cannot be used to build up a savings pot or for
transactional purposes).

e The other less popular types of accounts (see Figure 1), such as regular savings
accounts, notice accounts and children’s savings accounts, are most likely to
be used to build up a savings pot or for investing.

4.13 These differences imply that — driven by consumer needs — competition in the different

product segments will be focused on interest rates to a different extent. As fixed term
products and cash ISAs are more likely to be used for investing and building up savings
pots and tend to have higher balances than easy access accounts (see Figure 2),
competition is more likely to be focused on price (i.e. interest rate) than in easy access
products. In comparison, easy access accounts are likely to serve a range of consumer
needs (from transacting to building a savings pot to investing), so products offered by
providers may have a range of different features that appeal to different consumer
needs.”®

The importance of existing relationships in driving savings account
choices

4.14 One of the most important drivers behind consumer choice is the convenience of

viewing and managing accounts, as it is easier to manage several retail banking
products through a single branch or online banking site than through several different
providers. The large providers that responded to our interim report recognised that
many consumers choose to manage their savings alongside their PCAs due to the
convenience that arises from accessing and managing multiple products with one
provider (e.g. managing an easy access account and a PCA in the same branch or on
the same internet platform) and due to preference for a particular brand. One large
PCA provider noted that, as a result, PCA providers ‘naturally expect to hold a
proportion of PCA customers’ savings balances’.

4.15 To establish to what extent different types of products are held with a consumer’s main

banking provider, we asked respondents to our consumer survey to identify the firm
with which they had their ‘main banking relationship’.”® The most popular eight
providers accounted for 85% of responses and all of these were large high street retail
banking providers. 8 Most respondents had been with their main banking provider for a

long period of time (58% for ten or more years and 15% for five to ten years). &
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For example, online only accounts with higher interest rates but only one account management channel and a more limited service
proposition may appeal more to those with higher balances who expect to interact less with their savings account (e.g. only make
regular deposits or only deposit a lump sum) or those who are happy to manage their savings only online. In contrast, accounts
with lower interest rates that offer both branch and online access may appeal more to consumers with smaller balances who
expect to make frequent deposits and withdrawals and who value having the option to manage their accounts in-branch. One large
provider noted that consumers shopping around for Cash ISAs tend to be more rate focused and attach less weight to the
flexibility offered by different services (e.g. telephone banking, mobile accounts, simple transfers between providers) as they
expect to interact much less with their ISA provider. It said that in contrast, when consumers decide to put their savings in an
easy access account, the flexibility which is offered by having their savings with their PCA provider carries more weight and
consumers are willing to trade off slightly lower rates in return for this alternative value.

We did not specify which products had to be held with a provider for it to be classified as ‘the main banking provider’, as we
wanted to leave it to respondents to decide which relationship they found to be the most important one.

These were Barclays, Santander, Lloyds, NatWest, Halifax, Nationwide, HSBC and Royal Bank of Scotland. Source: FCA analysis of
the online survey, Question 12. Base: all respondents (2996).

A further 4% had been with their main banking provider for less than a year, 6% for one to two years, 7% for two to three years
and 10% for three to five years. Source: FCA analysis of the online survey, Question 13. Base: all respondents (2996).
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4.16 We found that 95% of respondents held a PCA and 74% held a savings account with

their main banking provider (see Figure 16 in Annex 2). %2 For the 95% of respondents
who had a PCA with their main banking provider, fixed term products were much more
likely to be held away from the main banking provider than easy access type products:
only 24% of fixed term bonds and 39% of fixed term Cash ISAs were held with the
main banking provider, compared with 62% of easy access accounts and 54% of easy
access Cash ISAs (see Figure 7).8%84

Figure 7: Proportion of each type of account held with or away from the main
banking provider (for those who held a PCA with their main banking provider)

B Away from main banking provider = With main banking provider
Fixed term bonds 76% 24%
Notice accounts 68% 32%

Fixed term Cash ISA 61% 39%

Children’'s savings accounts 61% 39%
Regular Saver 46% 54%
Easy access Cash ISA 46% 54%

Easy access accounts 38% 62%

Source: FCA analysis of the online survey, Questions 14 and 3c

Base: all respondents who hold a current account with their main banking provider (Easy access accounts
(2742), Easy access Cash ISA (1883), Regular Saver (741), Children's savings accounts (653), Fixed term
Cash ISA (674), Notice accounts (127), Fixed term bonds (415))

4.17 These results were consistent with consumers choosing to open accounts that they are

going to interact with the most (i.e. making deposits and withdrawals) with their main
banking provider, as it is more convenient to manage accounts with a single provider.®°
Such convenience is less important for fixed term products, as usually no additional
deposits/withdrawals can be made until the product matures.

4.18 Focusing on easy access accounts, where the links with PCA providers are likely to be

the strongest and where about half of total savings balances were held, we found in our
consumer survey that two of the three reasons most commonly cited for choosing an
easy access account were convenience and a reputable provider (i.e. a provider that
consumers can trust) - see Figure 8 below.®® However, 37% also said that one of three
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However, we recognise that some consumers have more than one PCA, so this may not necessarily be the main PCA for all
respondents in the sample.

Note that all of these are ‘active’ products, see footnote 76. For easy access accounts (the accounts that are most likely to be used
for a wide range of needs) our consumer research suggested that the higher the balance, the more likely the account was to be
held away from the main banking provider, though a large proportion of the accounts in the higher balance bands were held with
the main banking provider (47% of accounts with £10,000 or more and 43% of accounts with balances between £5,000 to
£9,999), (see Figure 18, Annex 2).

In our analysis, we focused on whether accounts of a specific type were held with or away from the main banking provider and not
on what proportion of a consumer’s total savings were held with or away from the main banking provider. This is because a
particular consumer may hold his/her savings across different types of accounts (e.g. easy access account, regular savings
account, fixed term bonds) that serve different needs. Examining the proportion of total savings would not take into account the
potentially different factors between different types of accounts that affect a consumer’s decision on whether to keep the account
with or away from the main banking provider.

This trend was consistent with the pattern in Australia, Germany, Netherlands and the USA, where between 58% and 78% of
consumers chose a savings account with a provider with whom they were already a customer (see PwC report, page 26).

For easy access Cash ISAs, see Figure 20(b) in Annex 2.
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factors was a market leading interest rate (and it was a factor ranked first for 21% of
respondents).

Figure 8: Proportion of respondents naming features that were important to
them when choosing easy access accounts

mRanked first ®Ranked second ®Ranked third

Convenient for you to access and use whether that
is online, phone, branch or by post

A market leading interest rate (i.e. at or near the
top of the best buy tables)

19%
9%  13%

A reputable provider (a provider | trust)

Past experience with the provider

Having all your accounts in the same place (with
the same provider)

An interest rate that is in line with what is being

P ; 8%
offered by the main high street providers

11%
1

11%

Holding your savings with your main current

(o) 0,
account provider 20 B

A well-known provider i.e. a big name on the high
street

A new provider (one that has recently started
offering savings accounts)

Source: FCA analysis of the online survey, Question 30

Base: all respondents holding at least one easy access account (2277)

The results in Figure 8 suggest that the convenience sought is largely ease of accessing
the savings account, which is likely to be of most importance to consumers who expect
to interact with the account frequently (i.e. deposit and withdraw funds): only 24% of
respondents said ‘holding your savings with your main current account provider’ and
only 28% of respondents said ‘having all your accounts in the same place’ as one of the
top three features they were looking for in an account, compared with 67% of
respondents who said ‘convenient for you to access and use whether that is online,
phone, branch or by post’ as one of the top three options. This suggests that
consumers do not necessarily have a strong preference for their main banking provider,
but end up choosing it because their existing provider offers this convenience through
single branch access and/or online banking platforms.

Shopping around for a savings account

To drive effective competition, consumers need to shop around — compare prices and
the quality of alternative products - and be able to choose suppliers that offer the best
deal that satisfies their specific needs. Unless a significant number of consumers shop
around before opening a new savings account or monitor the competitiveness of the
products they already hold, there is little incentive for firms to improve interest rates
and quality of service (e.g. online banking functionality). This section considers the
extent and effectiveness of shopping around, and consumers’ willingness to consider
different types of providers.
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Extent and effectiveness of shopping around

Consumers often do not shop around for their accounts, particularly easy access
accounts. In our consumer survey, we asked respondents who had opened a savings
account in the previous year what was the first thing they did when they shopped for
their account and whether they decided on the savings product they eventually chose at
that point or continued shopping around. Between 74% and 82% of the main account
types®’ were opened in the last year after the account holder made only one step in his
shopping journey, though for some respondents this involved looking at a comparison
website. Within this group of respondents:

e 259% of easy access accounts and 16% of easy access Cash ISAs were opened after
the account holder had gone directly to their main financial institution/provider,
with which they already had an existing relationship, suggesting that there was
limited shopping around.®®

e A larger proportion of fixed term products than easy access products were opened
after the account holder checked a price comparison website (35% and 41%
respectively of fixed term bonds and fixed term Cash ISAs compared with 18% and
25% of easy access accounts and easy access Cash ISAs).?°

Willingness to consider different types of providers

Many account holders in our consumer survey who had opened a savings account in the
last year said that they would not have been willing to consider an unfamiliar provider
for that account if they had shopped around more widely:

e First, across all product types, more account holders would have been willing to
consider providers with which they already had an existing relationship (a savings
account or a PCA) than a provider with which they did not have any products. For
example, for those who had opened an easy access account 76% would have
considered their PCA provider for that account, but only 47% would have
considered a provider where they did not hold any products. However, willingness
to consider providers with which consumers did not hold any products was higher
for those who opened fixed term products (see Figure 22 in Annex 2).

e Second, account holders had relatively low willingness to consider providers they
had not heard of even if they appeared at the top of price comparison tables.
Account holders generally favoured well-known brands:*°

0 When choosing an easy access account, 88% said that they would have
been willing to consider well-known banks, 85% would have considered well-
known building societies and 73% would have considered a provider covered by
the Financial Services Compensation Scheme (FSCS). However, only 26% and
30% respectively would have considered a bank or building society that they
had not heard of but that appeared at the top of a price comparison website.

87 Easy access accounts, easy access Cash ISAs, fixed term cash ISAs and fixed term bonds — see Figure 1.

88 For more results, see Figure 21 in Annex 2

89 For more results, see Figure 21 in Annex 2.

90 See Figure 23 in Annex 2. These results could be explained by consumers only being willing to consider providers that they
perceive as reliable and trustworthy. When asked about what was important when looking for an easy access account or a Cash
ISA, ‘a reputable provider (a provider | trust)’ was one of the top three features given by respondents.

91 The FSCS is the compensation fund of last resort for customers of authorised financial services firms. See
http://www.fscs.org.uk/. Given that, depending on the type of account opened, 73% to 86% said that they would be willing to

consider a provider covered by the FSCS, the low willingness to consider ‘unknown’ providers may be related to respondents being
unsure about whether these types of providers were likely to be covered by FSCS.
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0 When choosing a fixed term bond/savings account, account holders were
marginally more likely to consider providers they had not heard of but that
appeared at the top of a price comparison website (39% for banks and 45% for
building societies).

Awareness and monitoring of interest rates

Awareness and monitoring of interest rates is important for a well-functioning cash
savings market, as consumers can drive competition by monitoring:

e what interest rates are paid on their existing accounts and whether their existing
provider has launched better offers, so that they can switch if it is worthwhile

¢ what interest rates are paid by other providers and whether it would be worthwhile
switching to a different provider

The former is particularly important as we have found in Chapter 5 that many providers
reduce interest rates on their accounts over time while continuing to launch new offers
to attract new customers.

This section therefore considers:
e attitudes to monitoring (‘keeping an eye on’) interest rates and switching

e awareness of interest rates and interest paid on existing accounts and interest rates
offered on the market

e awareness of providers’ pricing strategies and the variability of interest rates

Attitudes to monitoring interest rates and switching

Many consumers do not monitor interest rates on their savings accounts. In our
consumer survey we found that most respondents did not monitor the interest rate on
their savings account with the highest balance, though respondents who did not
monitor interest rates generally tended to have relatively low balances. We found that
for respondents whose account with the highest balance was an easy access account:

e Almost half of consumers were happy with their account and said that they were
not likely to switch in the near future®: for 22% this was because it was convenient
to keep accounts in one place (61% of these respondents had balances below
£5,000)% and 17% were happy with the account for other reasons (53% of these
respondents had balances below £5,000).°* However, 19% said that they did not
have enough money in this account to make monitoring interest rates worthwhile
(83% of these respondents had balances below £5,000).%

e Those 10% who did actively monitor rates on their accounts and said that they
would switch to another account if they felt that it was worthwhile, had relatively
high balances (20% had balances below £5,000 and 64% had balances above
£5,000).%°

92 See Figure 26 in Annex 2.

93 A further 25% had balances above £5,000 and 14% did not state their balances. See Figure 27 in Annex 2.
94 A further 27% had balances above £5,000 and 20% did not state their balances. See Figure 27 in Annex 2.
95 A further 7% had balances above £5,000 and 9% did not state their balances. See Figure 27 in Annex 2.
96 A further 16% did not state their balances. See Figure 27 in Annex 2.
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Awareness of interest rates and interest paid on consumers’ existing
accounts and interest rates offered on the market

Consumers often are not aware of interest rates paid on their accounts, particularly
where balances are less significant. Respondents said that they did not know and/or
could not estimate what interest rate they were receiving on around half of savings
accounts of different types (see Figure 9). Across all account types, among respondents
who stated an interest rate, respondents said that they knew the exact rate for only
47% of accounts and had guessed the rate on 50% of accounts (e.g. based on what the
rate was when the account was opened).®’

Figure 9: Proportion of accounts whose holder specified the interest rate on
their account (all active accounts)

EDon't know ®0% - 1.00% ®=1.01% - 2.00% ®2.01% - 3.00% =3.01% - 4.00% ®m4.01% +

o
8%

12%

9%

Easy access Easy access Fixed term Fixed term Notice account Regular Children's
Cash ISA Cash ISA bonds savings savings
account account

Source: FCA analysis of the online survey, Question 8

Base: all active savings accounts (Easy access (2742), Easy access Cash ISA (1883), Fixed term Cash ISA
(674), Fixed term bonds (415), Notice account (127), Regular savings account (741), Children's savings
account (653)

Some of this lack of awareness could be explained by people not having high enough
balances in their accounts to make interest rate monitoring worthwhile, as the
differences in interest earned would be very small if the respondent switched to an
account with a different interest rate. However, we found that for easy access accounts,
around a quarter to a third of account holders with accounts in the two highest account
balance bands did not know what interest rate was paid on these accounts (see Figure
10).

97 A further 4% had recently been sent information about the rate. Source: FCA analysis of the online survey, Question 9. Base: all
accounts for which respondents provided a rate estimate (3660). We did not have an independent source of information on
interest rates received by respondents in the sample, so we could not verify whether the stated rates were correct. These statistics
are therefore likely to over-estimate consumer awareness of interest rates.
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Figure 10: Proportion of easy access accounts whose holder stated an interest
rate or did not know the interest rate in the different account balance bands

Account balance, £

B Stated a rate ®Don't Know

Total 49% 51%
Over £20,000 76% 24%
£10,000 to £19,999 69% 31%
£1,000 to £9,999 57% 43%
£500 to £999 49% 51%
Less than £500 41% 59%

Source: FCA analysis of the online survey, Questions 8 and 3

Base: all easy access accounts, note that 'total' includes those who did not state their balance (less than
£500 (935), £500 to £999 (244), £1.000 to £9,999 (758), £10,000 to £19,999 (162), £20,000+ (180), Total
(2742))

The lack of awareness could also be explained by the fact that consumers often have to
actively search for interest rates on their existing accounts and many had not seen their
interest rate for more than a year:

We asked respondents to think back to the most recent occasion when they found
out the interest rate on their account with the highest balance. While 43% were
provided with this information, 22% had to actively search for it and 14% never
found out the rate.®®

Respondents mostly had seen the interest rate on their annual statement (16%o),
when opening the account (12%) or when using online banking for day-to-day
banking (10%). Among those 11% who had found the rate using online banking,
68% said the information was easy to find without too much effort. However, a
further 24% said that they had to look for the relevant pages on the providers’
website and 4% said that they did not find the interest rate information in the
end.®®

Most respondents (60%) said that they had seen their interest rate in the last year,
though 14% had seen the interest rate one to two years ago and a further 18%
three or more years ago.'®® However, despite such a high proportion of respondents
saying that they had seen their interest rate in the last few years, respondents
could not even guess the interest rate on a significant proportion of accounts (see
Figure 9 and Figure 10 above).

We also found very low awareness of the amount of interest earned on accounts, as
69% of respondents did not know or could not estimate how much interest they earned
on their savings account with the highest balance in the last year.*®*

98 A further 22% did not know or could not remember. Source: FCA analysis of the online survey, Question 35, Base: account with
the highest balance (2996).

99 Source: FCA analysis of the online survey, Question 38, Base: all respondents who said they last saw the rate when using online
banking in response to Question 36 (284).

100 A further 8% did don’t know. Source: FCA analysis of the online survey, Question 37, Base: respondent’s account with the highest
balance (2604).

101 See Figure 28 in Annex 2.
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Respondents to our consumer survey also struggled to estimate interest rates offered
on the market. Among respondents whose account with the highest balance was an
easy access account, 67% of account holders could not estimate the highest rate that
could be offered on that type of account by any savings provider and 65% could not
estimate the typical rate that could be offered by a main high street savings
provider.t%?

Awareness of providers’ pricing strategies and variability of interest rates

More than half (56%) of respondents to our consumer survey did not know whether
their provider currently offered a similar account with a different interest rate to their
savings account in which they had the highest balance.'®® For easy access accounts,
63% said that they did not know.*%*

In addition, consumers are often overly optimistic about how little their variable rate
may change in the future, which may explain why they do not scrutinise what happens
with their interest rates over time. We tested consumers’ understanding of interest
rates by asking questions about what they expect from a variable rate product over
time. The answers revealed widespread misunderstanding and unrealistic expectations
about how much variable rates could change (see Figure 11). This lack of awareness of
providers replacing products and cutting interest rates over time could partly explain
why many consumers do not monitor rates and/or consider switching (see paragraph
4.26).

102 See Figures 30 and 31 in Annex 2.

103 See Figure 33 in Annex 2.

104 Source: FCA analysis of the online survey, Question 39 , Base: all respondents whose account with the highest balance was an
easy access account (1111).
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Figure 11: Proportion of respondents giving different answers to the
guestion: Consider an easy access savings account offering the interest rate
1.5%0 (variable). Which of the below describe what you expect from this
account?

N The provider can change the rate by as
much as they want

|

19%

The rate can change and the change may
be quite big (for example it could drop to
0.1%)

11%

The rate will change in line with BoE base
rate changes

22%

The rate could change but would average
around 1.5% annually

14%

The rate can change but any change will

be small 9%

The rate can change but | do not think it
will do so in the near future

6%

The rate can change but | do not think it
0,
ever will - 3%

| don't think the rate can change - 3%

Increasingly expect providers to vary rates

Don’'t know 17%

|

Source: FCA analysis of the online survey, Question 57a

Base: all respondents (2996)

4.34 We also asked respondents to our survey whether their providers had ever reduced
interest rates on their accounts, excluding accounts offering an initial bonus rate and
accounts older than five years. For easy access accounts:

e providers had reduced interest rates on 23% of accounts

e providers had not reduced their interest rates on 38% of accounts

e respondents did not know or were not sure about 38% of accounts®®®

4.35 For accounts which experienced an interest rate cut, account holders said that their
provider had notified them of the interest rate cut (e.g. they had received a letter or
email) on 74% of accounts, though for 13% of accounts respondents did not recall
being notified and for 13% of accounts did not remember.*%®

4.36 Most respondents to our survey (68%) said that they would like to be notified of all
interest rate changes no matter how small.**’

105 Source: FCA analysis of the online survey, Question 52, base: all active easy access accounts held by respondents (1198),
excluding accounts older than five years and accounts with an initial bonus rate but including accounts that respondents did not
remember if they had an initial bonus rate or when they were opened. Figures do not sum to 100% due to rounding.

106 Source: FCA analysis of the online survey, Question 53, base: all accounts on which rates have been cut (710), excluding accounts
older than five years and accounts with an initial bonus rate but including accounts that respondents did not remember if they had
an initial bonus rate or when they were opened.

107 See Figure 47 in Annex 2.
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Bonus rates

In our consumer survey, we asked all respondents who said they had a bonus rate on
their account why they chose the account and whether they were aware of the bonus
rate at the point of sale:

e 83% said they were aware of the bonus rate when they took out the product*®®

e 57% said they chose the product because of the bonus rate

e 519% said they intended to move the money when the bonus rate expired*®®

These results suggest that consumers do not always choose the accounts because of
bonus rates and do not necessarily intend to switch following bonus rate expiry. We
found that 45% of respondents whose bonus rate had expired recalled their provider
contacting them before the bonus rate expiry.**°

We also tested whether consumers understood bonus rate terminology by presenting
an offer similar to what they would see on a price comparison website. We found that
41% understood the general bonus rate structure (i.e. could identify the bonus rate,
the gross interest rate including bonus and the advertised post-bonus interest rate),
though 21% did not realise that the underlying variable rate can change during the
bonus period and/or afterwards. A further 37% did not correctly state what the
advertised bonus rate, gross rate or post bonus rate was (e.g. compounded the rates or
assumed that the rate would stay constant).'**

Switching rates in the market

Low switching rates can be indicative of markets not working well for consumers.
Without consumers being willing or able to switch easily between competitors, providers
have little incentive to provide better offers and low switching rates indicate a problem.
However, markets can be competitive even when switching rates appear low if
consumers are able to switch easily and providers respond to the threat of switching by
offering better deals to retain existing customers.

In this section we analyse the extent of switching in the cash savings market. We:
e Explain how we have analysed switching

e Examine headline switching rates in the variable rate segment of the cash savings
market

e Analyse the reasons for switching and not switching to establish whether more
information could persuade more people to shop around and switch if better interest
rates were available. We also consider separately the extent of switching at bonus
rate expiry.

108 Note that it is possible that a large proportion of respondents had a bonus rate product but were not aware of it. The results
should therefore be interpreted with caution, as they may overstate bonus rate awareness.

109 Results are not additive as respondents were asked each question separately and had to indicate ‘yes’ or ‘no’. Source: FCA analysis
of the online survey, Question 48, base: all respondents with a bonus rate product (1172).

110 A further 31% did not recall their provider contacting them and 24% could not remember. Source: FCA analysis of the online
survey, Question 49, Base: respondents with a bonus rate product, excluding those who said that their bonus rate had not expired
yet (1051).

111 See Figure 35 in Annex 2.
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Analysing switching in the cash savings market

4.42 Switching in the cash savings market can take many different forms, for example:

e consumers can switch to an account offered by a different provider or to a different
account offered by their existing provider by opening a new account and closing the
existing one

e consumers may move money from one account to another, but may not close the
account that no longer holds a significant amount of money

e consumers may add a new account and transfer some money from another account
instead of ‘switching’ to a different account, potentially blurring the boundaries
between what constitutes the purchase of an additional complementary product and
the practice of switching funds between substitute products

4.43 Firms have told us that because of this complexity, there is no established industry

level measure of switching. Instead, firms monitor a range of measures, including
internal and external flows of funds between different accounts, account opening and
closure by new and existing customers and balance attrition after key events such as
bonus rate expiry, the maturity of a term account, and the introduction of a
competitor’s product.

4.44 Given these difficulties, we have taken into account a number of different indicators of

switching activity, including switching rates reported by respondents to the consumer
survey and balance attrition data provided by firms in the sample (see Chapter 5).

Headline switching rates

4.45 Our consumer survey showed that most variable rate savings accounts have not been

switched in the last three years.*''3 In particular, only 15% of easy access accounts
and 23% of easy access Cash ISAs were switched at least once in the last three years
(see Figure 12). About half of this switching activity was internal: consumers switched
between different accounts offered by the same provider rather than between
providers.'* Based on respondents’ total balances in their accounts at the time of our
consumer survey, we estimated that the balances in the switched accounts amounted
to about 26% of total easy access balances and 28% of total easy access Cash ISA
balances.

112

113

114

Our analysis of switching rates excluded fixed term bonds and fixed term Cash ISAs due to difficulties with assessing fixed term
product switching. These products require consumers to lock away their deposits for relatively long periods of time (one or more
years) and at the end of the term consumers may no longer be willing to lock the money away for a similar period of time. We
were concerned that it would be particularly difficult to differentiate switching from withdrawals to spend or to put money in
another type of account where the money is not locked away for a similar term. Instead, we assessed consumer engagement in
the fixed-term segment by looking at consumers’ awareness of interest rates and shopping around. We considered that results on
consumer awareness of interest rates and shopping around gave us better evidence for analysing the fixed term bond segment of
the market.

In the consumer survey, we asked respondents whether they had switched each of their accounts in the last three years and
specified that “’switching’ means that you have replaced an old account by moving most or all of your balances to a new account
of the same type and using it for your savings needs. You may have remained with the same provider. You may have left a small
amount of money in your old account just to keep it open in case you need it, or you may have closed it” (Question 23).

62% of easy access accounts and 53% of easy access cash ISAs that were switched in the last three years were switched within
consumers’ existing provider. See also paragraph 60 in Annex 2. Source: FCA analysis of the online survey, Questions 23, 18(2),
19(2), Base: all switched easy access accounts (420), all switched easy access Cash ISAs (439).
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Figure 12: Proportion of active savings accounts switched at least once,
internally or externally, in the last 3 years

m Didn't switch m Switched once B Switched more than once m Not sure/not stated

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Easy Access Easy Access Cash Regular Savings Children’s Savings  Notice Account
ISA

Source: FCA analysis of the online survey, Question 23

Base: all active easy access accounts (2742), easy access Cash ISAs (1883), Regular savings accounts (741),
Children's savings accounts (653), Notice accounts (127)

However, taking respondents’ balances at the time of our consumer survey as a proxy
for balances in consumers’ accounts at the time of switching, our survey shows that
consumers tended to become more active as the size of balances in the account

increased (see Figure 13).%®

Figure 13: Proportion of accounts switched, internally or externally, at least
once in the last three years by current balances in the account

e—Fasy access  ====Easy access Cash ISA

40% - 38%
29%
30% - /6%
() Joot 24% 24% 26% /
(o]

20% - 17%// ﬁ% 24%
10% - _/16% 16%

9% 11%

0%
£0 - £99 £100 - £499 £500 - £999 £1,000 - £5,000 - £10,000 - Over £20,000
£4,999 £9,999 £19,999

Source: FCA analysis of the online survey, Questions 23 and 3c

Base: easy access accounts (361) and easy access Cash ISAs (370) switched in the last three years,
excluding accounts for which respondents did not specify balances

In response to our interim report, two providers noted that switching rates in cash
savings products are comparable to switching rates in other retail financial product
markets in the UK. Some providers also noted that switching rates in the UK are
comparable with switching rates in other countries.**® However, we do not consider that

115 We have taken balances in the account at the time of our consumer survey as a proxy for balances in the account at the time of
switching. Balances in the account at the time of switching may have been higher or lower than the current balances.

116 The PwC report also found that the percentage of accounts opened in the last two years (used as a proxy for switching) was higher
in the UK than in Australia, Germany, Netherlands and the USA, but it noted that this could in part be attributed to the ‘ISA
season’ in the UK pushing many consumers to re-consider their ISA savings annually. See PwC report, pages 27 and 124.
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such direct comparisons of switching rates are that informative as switching costs and
benefits will differ across markets. Also, as noted in paragraph 4.40, switching rates
only provide one indicator of effectiveness of competition, as markets can be
competitive even when switching rates appear low if consumers are able to switch
easily and providers respond to the threat of switching by offering better deals to retain
existing customers.

Why consumers switch and do not switch

In this section we analyse the reasons for switching and not switching to establish what
could lead more consumers to shop around and switch if better offers were available,
particularly in a higher interest rate environment.

Why do consumers switch?

Switching between variable rate products of a particular type is largely driven by the
potential monetary gains from switching (the ‘pull’ factors) - the top three reasons for
switching in our consumer survey were related to interest rates: 31% of respondents
switched after bonus rate expiry, 25% after their interest rate was cut by their provider
and 13% found a better interest rate (see Figure 14). Links with a consumer’s PCA also
were important, as 8% switched because they changed their PCA provider. The ‘push’
factors were less important: 7% experienced problems with the way the account was
managed and 5% encountered unexpected charges or penalties.
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Figure 14: Proportion of respondents who chose each reason for switching the
last time they switched an account (respondents could choose more than one

reason)
Interest My bonus rate expired and | found a better rate 31%
rate
related My rate was cut by the provider and | found a better
reasons rate
for
switching My rate had not been cut but | found a better rate

I changed my current account provider and changed
my savings account too

| wanted better internet access

Family or friends advised me to do so

| was dissatisfied with my current provider's quality
of service

| experienced problems with the way my account
was managed

| encountered charges or penalties that | did not
expect

I did not feel my money was safe with my existing
provider

Don't know

| wanted access to a larger number of branches
Other (please specify)

Came to the end of the term/matured
Automatically transferred by bank
Better/higher interest rates

Bank advised it/offered it

Access to the branch/location

Wanted instant access

Refused

Source: FCA analysis of the online survey, Question 24
Base: all accounts switched in the last three years, excluding Credit Union accounts (743)

4.50 The importance of interest rate factors is explained by switchers overall having higher
balances in their accounts than non-switchers (proxied by the balances in the account
at the time of the survey). For example, 35% of switched easy access accounts had
balances above £5,000 compared with only 17% of accounts that had not been
switched.**’

Why consumers do not switch and what could motivate them to switch?

4.51 There could be several potential explanations for why consumers have not switched (or
in some cases not considered switching) their accounts, including:

117 See Figure 41 in Annex 2.
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e low actual or perceived benefits from switching, given costs of switching, either
because of low balances and/or a perception that there is little difference in interest
rates offered in the market

e a perception that switching is difficult and not worthwhile, given the actual or
perceived benefits

e consumers wanting to stay with their provider for non-interest rate related reasons
(e.g. quality of service, local branches, trust)

e consumers putting off considering switching or switching due to general lack of
engagement or inertia

Respondents to our interim report said that lack of switching could be largely explained
by many consumers having low balances and not wanting to change product or provider
given the small benefits of doing so. Some large providers noted that they thought that
the differentials between introductory bonus rates and off-sale product interest rates
would make little difference to the average consumer’s financial well-being. Some said
that consumers may value other elements of the overall product and service offering
from their provider, not only the interest rate. However, one large provider recognised
that there are a small number of accounts that have relatively high balances and long
tenures, and these accounts are most likely to benefit from any regulatory
interventions.

Our analysis of reasons for switching (paragraphs 4.48 to 4.49) showed that switchers
tend to have higher balances than non-switchers and consumers tend to switch for
interest rate related reasons. However, as noted in our interim report, switching activity
had not decreased significantly in the last few years following the reduction in average
interest rates offered in the market.'® Given this lack of switching over time, even in a
higher interest rate environment, we wanted to understand further the motivations
behind not switching.

In our consumer survey, we split variable rate accounts into two categories — those
accounts that consumers had considered switching but decided not to switch and those
accounts that consumers had not even considered switching. We focused on accounts
opened at least three years ago, as consumers may not be willing to switch accounts
opened more recently (e.g. if the account earns a bonus rate or more frequent
switching is not worthwhile, given costs). We found that respondents had only
considered switching about a third of accounts and had not considered switching about
two thirds of accounts.'®

For easy access accounts, those who considered switching but did not switch were
mainly put off by the low potential benefits from switching, though some referred to the
potential hassle and worrying about something going wrong (see Figure 15).%%° It
appears that the switching costs are largely perceived rather than actual, as account
opening and balance switching is not particularly onerous, albeit there are some areas
for improvement (see Chapter 5 for more on the steps consumers have to take to open
an account). Only 1% said that they had not switched because they were ‘happy with
current provider’.

118 See Figure 9 in the interim report.

119 For easy access accounts, respondents had considered but did not switch 33% of accounts and had not even considered switching
67% of their accounts older than three years. For easy access Cash ISAs, respondents had considered but did not switch 34% of
accounts and had not even considered switching 66% of their accounts older than three years. Source: FCA analysis of the online
survey, Question 27. Base: all active easy access accounts (1481) and easy access Cash ISAs (655) older than three years.

120 Note that respondents could choose more than one response option. Further analysis of respondents’ balances showed that 81% of
those who said that their balances were not high enough to switch had balances below £5,000. See paragraph 65 in Annex 2.
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Figure 15: Reasons why account holders considered but did not switch their
easy access accounts ( proportion of accounts)

— | found that there is very little difference — 4204
in interest rates offered in the market 0

Little . .
benefit B My balances are not high enough 1.:0 gain _ 28%
(perceived enough from switching
or actual) | th ht | d b .
thought I could get a better interest rate, o
- but that wasn't the case _ 13%
was llJnhapp_y W|t!qlmy existing prgwd.er, - 6%
but I've decided it's not worth switching
Switching
costs | just haven't gotten round to doing this
: N 2o
(perceived yet
or actual)
potential — s too much hassle to move %
inertia
| worry about something going wrong if | - 7%
move money
I don't know how to switch 0%

Other - happy with current provider I 1%

Other - wanted all accounts with the same

provider 0%

Other 3%

N

Source: FCA analysis of the online survey, Question 27

Base: all easy access accounts older than three years that respondents considered switching but did not
switch (383)

4.56 Among those who had not even considered switching, the main reasons were not
related to the low actual or perceived benefits of switching or high actual or perceived
switching costs: 35% were happy with the quality of service, 26% had been with the
provider for a very long time, 23% said that they had no reason — they just had not
thought about it (see Figure 16).'?' Many of these consumers also referred to
convenience, either because they held other products with the provider (19%) or the
provider had a local branch (18%). Only 1% said that they did not consider switching
because they had experienced problems before or because they thought it was too
difficult to switch and only 3% did not trust the switching process.

121 Note that respondents could give more than one response option.
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Figure 16: Reasons for not considering switching accounts older than three

years only (proportion of respondents)

I am happy with the quality of service.

I have been with this provider for a very long time

No reason - | just haven't thought about it

Convenience, because | hold other financial products
with my current provider

Convenience, my current provider has a local branch

Other providers do not offer significanly better
products or rates

The rate | have may not be market leading, but from
what | have seen about rates available, | do not think
| can get a better rate from the providers | would
consider switching to

I've not compared rates in detail, but | think this rate

is probably a reasonably good rate.

| don't trust the switching process - I'm worried
about losing some of my savings or interest

The rate | have is market leading

| have experienced problems before in switching my
account/It takes a lot of time time and effort to
switch

Source: FCA analysis of the online survey, Question 29
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Base: all accounts older than three years respondents have not considered switching (1048)

4.57

For easy access accounts in particular, the potential benefits of switching in the current

interest rate environment are likely to be low, as most accounts that consumers had
not considered switching had relatively low balances: 68% of accounts older than three
years that had not been considered for switching had balances below £5,000 (see
Figure 17). The balance profile of accounts that consumers had not considered
switching was very similar to the balance profile of accounts that consumers had

considered switching.
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Figure 17: Proportion of easy access accounts in different balance bands split
by accounts switched/not switched in the last three years, and accounts older
than three years where the account holder has considered switching and has
not considered switching

B | ess than £500 B £500-£999 ®£1,000-£4,999
B £5,000-£9,999 m£10,000-£19,999 B Over £20,000

All Switched in the last 3 years 21% 9% 20% 12% 9% 15%
accounts™

—

Not switched in the last 3 years 37% 9% 20% 7% 95%bH%9
Considered switching 35% %) 21% 9%

Accounts
older -
than
3 years™* Had not considered switching 8% 20% 6%

Source: FCA analysis of the online survey, Questions 3, 23 and 27

Base: easy access accounts (all accounts switched in the last 3 years (421) and not switched in the last 3
years (2208), accounts older than 3 years considered switching (482) and not considered switching (999)),

* Accounts older than three years are a sub-set of all accounts (56% of all easy access accounts). Accounts
not switched in the last 3 years include both accounts not switched that are older than 3 years and accounts
younger than 3 years

Consumers not switching following bonus rate expiry

Our analysis of firm data on balance attrition following bonus rate expiry is set out in
Chapter 5. In our consumer survey, we found that, when asked about the most recent
bonus account held, 57% of respondents had not yet moved money out of their account
following bonus rate expiry, though 32% had moved money to an account with the
same provider and 11% to an account with a different provider.'??

The two most popular reasons for not switching were related to lack of perceived
benefits (29% said that they ‘could not get a much better rate elsewhere’ and 27% said
that they did not have enough money in the account to make switching worthwhile),
though 20% of respondents also thought that switching was too much effort and time
consuming.'?® Also, as noted in paragraphs 4.37 to 4.38, about half of consumers did
not open bonus rate products because of the bonus rate and so did not intend to switch
following bonus rate expiry.

o Monetary benefits required to switch

Given comments made in the consumer survey about switching not necessarily being
worthwhile, we assessed what monetary benefits would incentivise consumers to
switch, particularly because that would allow us to establish to what extent we could
see shopping around increase if consumers were provided with information about
interest rates paid on their existing accounts (where they are currently unaware of this

122 The proportion of consumers who had not switched following bonus rate expiry could be higher as some consumers may not have
been aware of the bonus expiry. Source: FCA analysis of the online survey, Question 50. Base: respondents with a bonus rate
product, excluding those who said that their bonus rate had not expired yet (1051).

123 See Figure 46 in Annex 2.
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information) and/or if interest rates in the market increased (e.g. due to an increase in
the Bank of England base rate).

In terms of monetary benefits that would make it worthwhile switching their savings
account with the highest balance to a high street provider, about half of consumers
struggled to provide a response (see Figure 18).'%* For easy access accounts, 56%
could not provide a response and those who did provide an estimate mostly referred to
annual gains of up to £100 (28% of respondents said that they would switch for gains
of up to £50, 8% would require £51 to £100 and 8% would require more than £100).*°

Figure 18: Proportion of respondents giving different answers to the question:
How much more would you have to earn in interest for you to consider
switching your account to an account offered by one of the main high street
providers (respondent’'s account with the highest balance)

H Below £50 m£51-£100 m£101-£200 m£200+ Don't know

10%

8% 3% 59

Source: FCA analysis of the online survey, Question 46, 3

Easy access Cash ISA 6% 7%

Easy access

Base: respondents whose account with the highest balance was an easy access (1114) and easy access Cash
ISA (1017)

For easy access accounts in particular, when asked about interest rate differentials
rather than monetary gains, about half of consumers could not provide an estimate. For
respondents whose account with the highest balance was an easy access account, those
who did provide a response, overall, said that less well known or regional providers
would have to offer higher interest rates than other providers, particularly high street
banks, (see Figure 19). Respondents were particularly averse to providers that were
described as ‘less well known’: 25% of respondents said they would consider switching
their easy accounts account to one of the main high street providers for an up to two
percentage point difference in interest rates, while only 9% would switch to a less well
known/regional provider for the same interest rate difference. Also, respondents found
it easier to provide estimates for high street banks than for smaller building societies
and new savings providers. This could be either because consumers may be implicitly
assuming that they would be trading off service or convenience offered by the larger
banks for a higher interest rate, or they may have concerns about whether their money
could be safe with the lesser known providers.

124 We asked respondents about switching to a high street provider to make it less likely that consumers could not answer this
question due to concerns about financial stability of a provider or its quality of service (these may have arisen if we had asked
about switching to ‘a different provider’).

125 We also found that the monetary benefits consumers said would motivate them to consider switching increased with total income,
see Figure 49 in Annex 2.
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Figure 19: Proportion of respondents whose account with the highest balance
was an easy access account who gave different answers to the question (split
by the type of provider): What rate increase would you need to switch your
easy access account to a different provider?

HBelow 1ppt _ mlppt - 2ppt ®E2ppt - 3ppt EMore than 3ppt Don't know

Less well know/regional providers ;M

New savings providers 6% 9%

Smaller building societies 5% 8%

One of the main high street providers 14% [11% 7% 14%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Source: FCA analysis of the online survey, Questions 45, 10 and 3

Base: respondents whose account with the highest balance was an easy access account (1111)

Given the relatively low differences in interest rates currently offered in the market due
to the low interest rate environment (see Chapter 3) and the relatively low balances in
many respondents’ accounts, most respondents who provided an estimate for the
interest rate differential required for them to consider switching (see Figure 19) most
likely would not be able to find this differential. For example, to gain £50 (gross) in a
market where the difference between interest rates is 0.5 percentage points, a
consumer would need at least £10,000 in the account.

In the data received from firms, only 9% of easy access accounts and 16% of easy
access Cash ISAs had balances of at least £10,000.%?° However, these gains will be
achievable for a greater proportion of consumers when interest rates increase and the
differences between interest rates offered on the market increase because the balance
required to achieve these benefits will decrease — for example, the balance required to
gain £50 annually in interest (gross) will fall to £5,000 where the difference in interest
rates is one percentage point and to £2,500 where the difference in interest rates is two
percentage points (see Figure 20). It is therefore important that switching is as easy as
possible and consumers have access to information about interest rates offered by their
existing provider and on the market so that when interest rates do change they are
capable of realising the potential gains.

126 Note that in the data received from firms some of the accounts, particularly those with zero balances, are likely to be ‘dormant’
accounts (i.e. accounts no longer used by consumers), so these estimates are likely to underestimate the percentage of active
accounts with balances above a particular level.
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Figure 20: Balances needed to achieve different gross annual monetary gains
from switching for different increase in interest rates
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or additional deposits are made during the year

Conclusion on consumer behaviour

Switching in the market is largely driven by the monetary gains from switching and
switching within an existing provider is as popular as switching between providers.
However, more than three quarters of variable rate accounts have not been switched in
the last three years, and consumers have considered switching the balances of only
around a third of easy access accounts and easy access Cash ISAs.

Lack of consideration of switching and lack of switching can be partially explained by
the low perceived gains from switching (due to low balances and/or small differences in
interest rates available). However, the convenience of using one provider for all
accounts and actual or perceived switching costs are also factors that prevent some
consumers from shopping around or switching.

Interest rates in the market are currently at historically low levels, but the monetary
benefits of switching will increase as and when interest rates increase. However, we are
concerned that many consumers are not aware of what interest rates are paid on their
existing savings accounts, whether their current provider offers alternative products
with better rates or what other interest rates are offered by other providers. This lack of
awareness would hinder many consumers from being able to benefit from shopping
around as interest rates rise. Also many consumers showed reluctance in considering
less familiar providers for their savings needs. More well-targeted and better designed
information could help these consumers put more pressure on providers to provide
better deals, particularly to existing customers.

We discuss provider responses to this consumer behaviour in Chapter 5 and the
competitive effects in Chapter 7.
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5 Firm conduct

Providers have significant amounts of consumers’ savings balances in accounts
opened more than five years ago. Yet older accounts pay lower interest rates than
those opened more recently.

The large personal current account providers have considerable advantages
because they can attract most easy access balances despite offering lower interest
rates. The five largest personal current account providers pay on average
materially lower interest rates on easy access accounts than other providers.

Providers need to improve the transparency of their practices, with little
information being given to consumers about alternative products. When coupled
with a proliferation of products, it is difficult for consumers to know whether or
not they are getting a good deal on their existing savings account and gives them
little reason to shop around for a new account.

Introductory bonus rates also have an important role to play in encouraging
switching and giving providers flexibility in their funding strategies. However,
better communication of bonus rate expiry should lead to consumers being more
informed and shopping around more.

There are significant variations between providers in providing account opening
and switching services, even though the process for opening a new savings
account can, in many cases, be fairly straightforward.

51 This chapter outlines our findings on how firms compete in this market. In the chapter
we discuss:

e current market outcomes

e firms’ pricing strategies that contribute to these market outcomes

e the relationship between the supply of cash saving products and PCAs
e disclosure of product information to consumers

e switching processes

5.2 The chapter focuses on easy access products, (no term) cash ISA products and fixed
term products (including fixed term cash ISA accounts and fixed term bonds). These
products accounted for around 95% of 2013 balances in our dataset. We present
additional evidence in relation to other products (notice accounts, children’s savings
accounts and regular savings accounts) in Annex 3 and comment on this where
relevant in this chapter.

5.3 Throughout this chapter we use data collected from two information requests. The first
information request was sent to 21 providers*?’ in January 2014. With this information
request we gathered data (interest rates, balances and other product characteristics at

127 These 21 providers accounted for 26 brands.
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the end of 2013, 2012, 2011 and 2006'?®) on 8,899 on-sale and off-sale savings
products that fall in the scope of the study.

5.4 The second information request was sent to ten providers*?® in July 2014 after the
publication of our interim report. We gathered quarterly data from January 2010 to
June 2014 on balances and interest rates on accounts opened in different quarters of
2010. We limited the analysis to the largest products by balance offered by the sampled
providers. In addition to that, we requested quarterly data on balances and interest
rates on products that were off-sale in 2010. We describe the data in more detail in
Annex 3.

Current market outcomes

5.5 In Chapter 4 we showed that while some consumers regularly shop around and switch,
there are also consumers who have not considered switching and have remained with
an account for a long period of time. We consider in this section how providers respond
to this behaviour and what market outcomes this leads to by considering balances and
interest rates. Figure 21 and Figure 22 show the balances and interest rates for
accounts that were opened at different points in time'*°, for easy access and cash ISA
products. The data is aggregated across providers and the average interest rates in
these charts and the similar ones in this section and Annex 3 are all weighted by
balances.

Figure 21: Proportion of balances and average interest rates for easy access
products by age of account, 2013
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Source: FCA analysis of data collected from firms. See Annex 3 for details.

128 Historical data from 2012, 2011 and 2006 were requested only from a subset of firms.
129 These 10 providers accounted for 16 brands.

130 The age of account refers to how long ago since it was opened by the consumer not the number of years since the product was
launched.
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Figure 22: Proportion of balances and average interest rates for cash ISA
products by age of account, 2013
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Source: FCA analysis of data collected from firms. See Annex 3 for details.

Figure 21 and Figure 22 show two common features:

First, accounts opened within the past two years held a higher proportion of total
balances than accounts either opened between two and five years ago or opened
more than five years ago, but there was a significant percentage of balances in
accounts opened more than five years ago. For easy access products, 46% of
balances were in accounts opened within the last two years, 21% of balances were
in accounts opened between two and five years ago and 33% of balances were in
accounts opened more than five years ago™*

Second, the interest rate paid on accounts opened more recently was, on average
and in aggregate, higher than on older accounts.®? For easy access products,
interest rates were on average 0.82 percentage points higher in accounts opened
within the last two years than accounts opened more than five years ago; this gap
was 0.87 percentage points for cash ISAs. This suggests that, in aggregate, firms
pay interest rates that vary with age of account.

Comparing easy access and cash ISA products, the former had a larger proportion of

balances in older accounts. **® This difference could be explained by the greater

switching rate on cash ISA products (see paragraph 4.45).

Our further analysis of market outcomes, contained in Annex 3, also showed that:

A similar distribution of balances by age of accounts and a similar pattern of the
interest rate declining with age (as described in paragraph 5.6 for 2013) were also
observed in 2011 and 2012.*%

131

132
133

134

Balances in new accounts may be explained by new (PCA or savings) customers opening savings accounts, new balances brought
in by existing customers (for example from the sale of an asset) and customers switching savings account.

This profile has occurred during a period in which the Bank of England base rate has been flat since 2009.

There was also a difference in that the decline in interest rates with age of accounts for cash ISA products was less marked than
the decline for easy access accounts. However, this was not a feature that we found to be consistent across other years of data.
We also considered whether the same was true for 2006, prior to the current low-interest rate environment. However, several
firms had problems providing this historic data, and the data that was provided was in many cases incomplete. As a result we were
not able to rely on the 2006 data.
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5.10

We

Interest rates typically declined with the length of time an account had been open
for all provider types. The exception to this was cash ISA products held with small
and medium sized building societies, which paid a similar interest rate to accounts
of all ages.

Interest rates declined with the age of account when looking separately at products
with an initial bonus rate and products without an initial bonus rate.

Smaller providers on average paid higher interest rates on easy access accounts
than larger providers, while all providers paid similar interest rates on cash ISA
accounts.™®® For easy access accounts, one explanation for the difference between
larger and smaller providers is that consumers value the convenience of having a
PCA alongside an easy access account (e.g. because funds can be easily transferred
or kept in separate pots). As a result, providers offering PCAs, which are typically
the larger banks, are able to pay relatively low interest rates on easy access
accounts while still attracting consumers (see paragraphs 5.31 to 5.37). The same
is not necessarily true for cash ISAs.

Larger providers typically had a higher proportion of balances in older accounts
compared with smaller providers. For easy access products, in 2013 33% of large
providers’ balances were in accounts opened more than five years ago compared to
27% and 23% for small and medium sized banks and building societies respectively
(see Figures 9 to 11 in Annex 3). For Cash ISA products, in 2013 17% of large
providers’ balances were in accounts opened more than five years ago compared
with 5% for small and medium sized banks (see Figures 12 to 14 in Annex 3).'%°
This is consistent with smaller providers attracting more ‘rate chasers’ than larger
providers (because smaller providers pay higher interest rates — see the previous
bullet), and therefore finding it harder to retain balances for longer.

Interest rates declined with age of accounts for most of the providers individually,
but there are some exceptions in some small and medium sized providers,
especially for Cash ISA products.

also considered the remaining product categories and found that:

Children’s accounts, notice accounts and regular savings accounts each exhibited
interest rates that declined with age of account (see Figures 15 to 17 in Annex 3).
However, the balance distribution for these products varied; for example, children’s
accounts had a relatively large proportion of balances in older accounts.**’

Fixed term accounts are different. The nature of the product—a fixed interest rate
for a fixed period—means that balances and interest rates do not decline with the
age of the product. However, where customers’ balances are transferred to an easy
access type product at maturity and the customer does not switch, the outcomes
will be consistent to those described above (i.e. the interest rate will decline over
time).

Overall, there was a substantial proportion of balances held in older accounts that
could, by switching the balances to another product or provider, benefit from higher
interest rates. This was most evident for easy access products and Cash ISA products,
but also applied to other product categories. These two product types accounted for,

135 Although as noted above, small and medium sized building societies paid higher interest rates on older cash ISAs than other types
of providers.

136 The exception was cash ISA products offered by small and medium sized building societies, where a relatively high proportion of
balances were in older accounts (about 42% were in accounts opened more than five years ago).

137 56% of balances in children’s accounts were held in accounts opened more than five years ago.
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around two thirds of total balances™® in our sample in 2013, and around a quarter of
these balances were held in accounts opened over five years ago. The same concerns
do not directly apply to fixed term products.

5.11 We have considered whether the payment of lower interest rates on older accounts is

the consequence of higher costs in the supply of those older accounts. We have not
seen any compelling evidence to support this view and note that the costs that
comprise the direct costs of a cash savings account*® do not generally increase with
the age of the account.

Pricing strategies used by firms

5.12 In this section we consider two strategies used by firms that explain the pattern of

balances and interest rates described in the previous section:**°

e Bonus rates - offering introductory higher interest rates on products, which then
revert to a lower interest rate after a set period of time.

e Product replacement - launching new products while at the same time
withdrawing existing products from sale to new customers, potentially offering a
higher interest rate on the replacement product and reducing the interest rates on
the withdrawn product. An alternative approach is to cut interest rates on accounts
that are no longer actively marketed but still on sale.

5.13 While there are variants of each strategy, this broad classification captures the two

main firm practices that can lead to the outcomes described in paragraphs 5.6 to 5.10.
In general, neither strategy is necessarily harmful to consumers and competition.
Offering higher interest rates for a limited period of time can help firms, particularly
new entrants and smaller providers, to attract new business. Therefore it can increase
switching and competition in the market. Similarly, by withdrawing old products and
launching new ones, firms are able to manage cash inflow and the cost of funding.
These strategies can give firms more flexibility to respond to changes in the market and
their wider business strategies. However, bonus rate expiry and product replacement
may lead to lower interest rates for consumers who do not switch. This may be a
concern where either practice is not clearly communicated. We now discuss each
strategy in turn.

Bonus rate products

5.14 Bonus rate products have a relatively high initial interest rate, which after a pre-defined

period (the bonus period), is followed by a lower interest rate. The bonus period is
typically one year, and the initial interest rate in our data was on average higher'*
than the rates paid on ‘non-bonus’ or ‘flat rate’ products.**? Throughout this chapter we

138
139

140

141

142

NS&I data was not included in this figure because of data limitations.

The direct costs of a cash savings account are (i) account opening costs (which tend to be fixed and do not vary with the account
balance or number of transactions); (ii) account maintenance costs (such as annual statements and processing changes of
address); and (iii) transaction costs (such as transfers in and out). Evidence we saw suggested that account opening and
maintenance costs are broadly flat as the size of balances and the volume of transactions increase, while transaction costs
increase with transaction volumes but are broadly flat as the size of balances increase.

Throughout this section we focus on easy access and cash ISA products although, as noted in paragraph 5.10, similar issues apply
to several other products.

This was based on the sample of products submitted in the second request for information, although there was a high variability
among interest rates for both bonus and non-bonus sampled products.

Although any variable rate product may offer a higher interest rate at launch than is offered subsequently, bonus rate products are
marketed to explicitly include the payment of a bonus rate of interest over a specified period of time.
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5.15

5.16

5.17

5.18

5.19

5.20

refer to ‘bonus products’ as all products that paid a bonus rate at some point, even if
the bonus period has since expired.

Our data shows that, for easy access and cash ISA products in 2013, around 17% of
products (corresponding to 53% of balances) offered an initial bonus rate.**® Not all
providers offer bonus products and several providers (including RBS/NatWest,
Nationwide and HSBC) announced during the course of the market study that they
would no longer offer bonus rate products (see paragraph 3.38). Our analysis of bonus
rate products was therefore carried out during a period of changing practices in the
market. ***

Our data (which was submitted in January 2014, before several firms announced that
they would no longer offer bonus rate products) showed that large providers used
bonus rates proportionately more than small and medium providers - large providers
held 68% and 53% of their Cash ISA and easy access balances respectively in products
that offered an initial bonus rate, whereas, small and medium banks held 5% and 9%
of their Cash ISA and easy access balances respectively in products with an initial
bonus rate. Percentages were smaller for small and medium building societies.

During the course of our study, we heard a variety of views on the advantages and
disadvantages of bonus rate products. We heard that bonus rates are beneficial
because:

e Bonus rates allow firms to offer high rates for limited periods of time so as to
attract deposits quickly to meet funding needs.

e Bonus rates increase switching, as consumers are more likely to move their savings
to a new account if they can gain more from doing so. If, however, the provider had
to offer the same rate to all its customers, it would not be able to offer interest
rates as high as the bonus rate (see Chapter 7 for a discussion of the zero-sum
game arguments submitted by some respondents).

e Bonus rates guarantee a fixed interest rate for a pre-defined period.

Some argued that bonus rates are a sign of competition between providers, and have
ensured that the top interest rates in the market remain relatively high even in the
current low interest rate environment.

However, others (including one large provider)**® argued that bonus rates are used to

induce consumers to open an account, but then the provider benefits from consumer
inertia, as a segment of consumers would be unlikely to switch after the bonus rate
expires. Furthermore, some argued that the presentation of bonus rate products has at
times been insufficiently clear, so many consumers did not realise that their interest
rate would reduce substantially at the end of the relevant period (see paragraph 5.45).

Our analysis of data from our sample of firms found that for easy access bonus
products (see Figure 23), the interest rate paid on accounts opened more than five
years ago was lower than that paid on accounts opened less than two years ago.
However, the interest rate paid on accounts opened between two and five years before
2013 was slightly lower than the interest rate paid on accounts opened less than two

143 The use of bonus products was greater on Cash ISA products compared with easy access products. 29% of Cash ISA products
(63% of Cash ISA balances) and 13% easy access products (49% of easy access balances) offered an initial bonus rate.

144 Introductory bonus rates are also used in Australia, Germany and USA but banned in the Netherlands (see PwC report, page 5).

145 One large provider reported that bonus rates are used to attract consumers to switch but are often to the detriment of existing
customers.
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years ago and more than five years ago.'*® Most balances were held in accounts

opened less than two years ago.

Figure 23: Proportion of balances and average interest rates for easy access
bonus products by age of account, 2013
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Source: FCA analysis of data collected from 21 providers.

5.21 We also examined the average interest rate over time for a group of bonus product

accounts opened in the same period of time (the first quarter of 2010).**" Our analysis
is set out in Annex 3. It shows that, on average for this group of accounts, the interest
rate on easy access bonus products was around 1.5% in 2010, and the interest rate for
cash ISA bonus products was around 1.7%. After one year, the bonus period typically
expired and the interest rate decreased, until in 2014 it reached around 0.5% for easy
access bonus products and 1% for cash ISA bonus products. The Bank of England base
rate has been set at 0.5% since March 2009.48 149

5.22 We also analysed the rate at which balances switch away from accounts over time and

in response to interest rate reductions so we could understand how price sensitive
consumers (and the balances that they hold) are.'®® We analysed the balances that
switched away from easy access and Cash ISA products®! of a given provider within

146
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150
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Although the interest rate in accounts opened between two and five years ago was slightly lower than for accounts opened more
than five years ago, the difference did not seem to be due to a practice of providers raising interest rates after five years.

The figures were based on the interest rates of 15 Cash ISA products submitted by 8 providers and on the interest rates of 28 easy
access products submitted by 10 providers.

The declining interest rate may be due to macroeconomic factors like the introduction of the FLS. See paragraphs 3.57 and 3.58.
We present further results in Annex 3 that show the general pattern of interest rates was similar to the average for most
providers. We also examined the results for groups of accounts opened at later dates (second quarter of 2010) and found these to
be similar.

To do this, we requested information from a subset of 10 providers accounting for 16 brands to focus on the accounts opened in
2010 and to track the evolution of balances and interest rates on these accounts quarter-by-quarter up to the second quarter of
2014. The information provided by firms was based on consumer-initiated switching (i.e. it did not include situations where firms
had replaced products and moved customers onto different accounts). To the extent that price sensitivity differs between
consumers, and providers attract different mixes of consumers, each provider may face a particular degree of price sensitivity
amongst its account holders. This explains price dispersion across providers, and influences a provider’s ability to retain balances
at a given interest rate.

Easy access and Cash ISA products represent the majority of balances in products without a fixed term. Regular accounts, notice
accounts and children’s accounts may or may not have a fixed term and represent a small proportion of the market.
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one year after the bonus expiry.*®® Further details of the results are set out in Annex
3.3 We found that, on average:

e for Cash ISAs, 57% of balances had been moved out of the account 12 months
after bonus expiry and 79% after 24 months

o for easy access accounts, 64% of balances had been moved out of the account 12
months after bonus expiry and 82% after 24 months*>*

5.23 We found that for the majority of savings providers, after the bonus expiry, consumers

with large balances were more price sensitive®®® than consumers with lower balances.**®

The results were similar for both Cash ISA and easy access products and across
different cohorts of consumers.’ An explanation for this observed behaviour is that
consumers with large balances are likely to expect higher benefits from switching, so
they may be more sensitive to changes in price (i.e. the expiry of the bonus rate).

Conclusion on bonus rate products

5.24 Bonus rates have an important role to play in encouraging switching and giving

providers flexibility in their funding strategies. Similar forms of promotions exist in
many other competitive markets. Our analysis leads us to conclude that a significant
proportion of balances are moved out of the account reasonably soon after the bonus
rate expiry. However, bonus pricing leads to lower interest rates for consumers who do
not switch at the end of the of bonus period, and we found that, of the balances held in
accounts older than five years, at least 17% were held in products that originally or at
some stage paid a bonus rate.'®® These lower interest rates are a particular concern
where the bonus rate expiry is not clearly communicated to consumers and their
switching options are not made clear. We consider in paragraphs 5.50 to 5.60 how well
the expiry of bonus rates is communicated to consumers.

Product replacement

5.25 Product replacement refers to the process of frequently introducing new products that

supersede existing on-sale products. This can lead to numerous products being on
providers’ books (either on-sale or off-sale) at any point in time and consumers holding
balances in products that are either no longer available to new customers or not being
actively marketed. By maintaining a combination of new products and old products
(either no longer available or not actively marketed), this also allows providers to pay
different interest rates to consumers with new accounts compared with consumers with
older accounts.
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We calculated the average balance difference between the year before the bonus expiry and the year after the bonus expiry
because bonus rates usually last four quarters (although certain providers offer bonus rates for a longer period). We then divided
this figure by the average balance during the year before the bonus expiry. This ratio measured the proportion of balances that
switched away within one year after the bonus expiry. We noted that certain providers ‘re-bonus’ some products, so we removed
these products from the sample, as it was not possible to analyse the effect of the bonus expiry on the balances. The balances
removed accounted for around 15% of the sample.

We also assessed whether consumers with larger balances were more likely to switch following bonus rate expiry (or switch
sooner) and whether those consumers who also held a PCA with the same provider were less likely to switch (or switch later) than
those who did not hold a PCA with the same provider. See paragraph 5.35.

These are averages across four cohorts of consumers that opened an account in each quarter of 2010.

l.e. consumers switched a larger proportion of their balances in the same period of time.

The results shown in Annex 3 were based on a threshold of £25,000.

In Annex 3 we show the results of the test for the four cohorts of consumers that opened an account in each quarter of 2010.

This is likely to understate the number of products with bonus rates, in particular it does not include those where the bonus rate
was paid a long time in the past and as a result the product was not flagged as a bonus product in our dataset.
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5.27

5.28

The number of on-sale and off-sale products illustrates the extent of product
replacement. At the end of 2013, the 21 providers in our sample had 761 on-sale easy
access products and over 1,300 off-sale products. Our data also shows that firms in our
sample launched 260 new easy access products in 2013. The number of products varied
significantly between providers showing that this strategy is not universal. At the end of
2013, 544 out of the 761 on-sale products and 944 out of the over 1,300 off-sale
products were offered by just five providers.**®

A number of providers (including large banks and several building societies) told us that
they had recently undertaken or completed initiatives to simplify their product range
(see paragraph 3.38). The impact of these initiatives is not captured by our collected
data. We noted that, as set out in paragraph 3.38, data across all providers, not just
those in our sample, showed that, as at 3 November 2014, there were around 350 easy
access products offered on the market and just over 1,000 that were no longer on sale
to new customers.*®°

Product replacement, as with bonus rates, can provide a way for firms to manage
balance inflows but it can also have two important effects on consumers:

e First, it leads to proliferation of products. We are concerned that this can inhibit
competition because of the confusion it can create for consumers. For example, it
can make it harder for consumers to identify which particular account they hold and
therefore the interest rate they receive so as to compare with other savings
accounts on offer. It may also lead to confusion on open products as well if products
are left on-sale but not marketed. This may result in less consumer engagement.
One large provider agreed with this general concern and noted that the number of
products in the market can be unhelpful for consumers.

e Second, it facilitates the payment of different interest rates on different products,
potentially resulting in higher interest rates on new products and lower interest
rates on older products. To the extent that this occurs, the competitive effects are
similar to the use of bonus products. One difference, however, is that while post-
bonus rates can be clearly communicated to consumers at the point of sale, the
potential change in future interest rates is less transparent with a product
replacement strategy. Our analysis of non-bonus account balances and interest
rates in aggregate showed that around 50% of balances were held in accounts
opened more than five years ago and that the interest rate on accounts of over five
years old was lower than that on accounts of two to five years and less than two
years old (see Annex 3 and Figure 24).*%*

159 This group of providers includes two large and three small and medium providers.

160 FCA analysis of Moneyfacts Closed and Open Accounts Savings Reports based on input criteria as at 3 November 2014. Moneyfacts
Closed Savings Account Analyser includes those accounts which are operated but have been closed to new customers since 1 April
2004. This data set is not comparable with our data set, which was for a sample of firms only.

161 We found that for most providers, there was a relatively flat profile when we tracked the interest rate on individual non-bonus
products over the last four years. We did not consider these results to be particularly informative because our analysis of non-
bonus products balances and interest rates for easy access products and Cash ISA products in aggregate showed that around 50%
of balances were held in accounts over five years old and that the interest rate on accounts of over five years old was lower than
that on accounts of two to five years and that on accounts of less than two years old. This meant that only tracking products over
the last four years does not capture the fact that many accounts are held for longer than four years and that the interest rate may
not yet have begun to fall. See Annex 3 for further details.
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Figure 24: Proportion of balances and average interest rates for easy access
non-bonus products by age of account, 2013
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Source: FCA analysis of data collected from 21 providers.

Some small and medium providers told us that product replacement is not always used
as a way to offer lower interest rates to existing customers. For example, one
respondent to our interim report submitted analysis that showed that small and
medium building societies’ interest rates on off-sale variable rate savings accounts were
higher than the interest rates on on-sale variable rate savings accounts. The
respondent argued that product replacement could protect or lock-in savings rates for
existing customers. However, our analysis based on the age of accounts, showed that
small and medium building societies have lower interest rates on older easy access
accounts but do not reduce interest rates on older accounts for Cash ISA products'®?
(see Annex 3).

Conclusion on product replacement

Our concerns regarding product replacement are twofold — first, that it can be used to
lower interest rates to consumers without them being fully aware and second, that
product proliferation has an adverse effect on consumer engagement. We consider the
effectiveness of customer communications in paragraphs 5.50 to 5.60.

The links between savings products and PCAs

Many consumers hold savings accounts with their PCA provider:

e Our consumer research found that many consumers have a preference for the
convenience of holding multiple accounts with the same provider (see paragraphs
4.14 to 4.15).

e Large PCA providers generally sell very high proportions of their savings products,
in particular easy access accounts, to their PCA customers. In 2013 over 75% of
sales of savings products by the largest PCA providers in our sample were to their

162 We also compared interest rates on off-sale and on-sale products and found that for certain providers interest rates on on-sale
products are higher than on off-sale products, while for other providers the relationship was the other way around.
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existing PCA customers. *®* This percentage increased to 85% for sales of cash ISA
products and over 90% for sales of easy access internet-only products.

e For banks with smaller PCA customer bases, the share of savings accounts held by
non-PCA customers is higher than for banks with large PCA customer bases. In
2013, banks and building societies with a smaller PCA customer base in our sample
sold on average over 50% of their savings products to non-PCA customers,
compared with an average of 15% for the largest PCA providers.

e Some banks told us that their PCA customers often hold a significant share of their
total savings balances away from their PCA provider. In particular, PCA customers
with larger total savings balances are likely to spread their savings between
different providers. Our consumer research (see paragraph 4.16 and Figure 7)
showed that fixed term products were much more likely to be held away from the
main banking provider than easy access type products: only 24% of fixed term
bonds and 39% of fixed term Cash ISAs were held with the main banking provider
compared with 62% of easy access accounts and 54% of easy access Cash ISAs.

The pattern of high sales of savings accounts to PCA customers would cause us concern
if, for example, the benefit of convenience could only be gained by consumers holding
accounts with their PCA provider, such that the PCA providers were able to offer worse
overall terms without the threat of switching away. We therefore examined (i) whether
large providers paid lower interest rates than smaller providers, and (ii) whether there
are any material differences in the behaviour of consumers that hold their savings
accounts with their PCA provider compared with those that do not.

First, we found that on average the top five PCA providers paid lower interest rates on
easy access accounts than those offered by smaller PCA providers or non-PCA
providers. Our analysis showed that the average interest rate offered by the top five
PCA providers on easy access saving accounts opened in the last two years was 0.47%,
while the equivalent rate offered by other providers was 1.65% (see Figure 25). The
chart also shows that there was a steeper decline in interest rates for other providers
over time. However, this pattern was not the case for all products. For example, in
relation to (no term) Cash ISAs, large PCA providers offered slightly more competitive
rates than other providers (see Figure 26).

163 Several PCA providers offer their PCA customers (or have offered in the recent past) savings rates that are higher than those they
offer to their non-PCA customers.
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Figure 25 - Interest rates offered on easy access accounts by the groups
and/or savings brands that have the highest shares of the PCA market
compared with those paid by others
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Figure 26 - Interest rates offered on Cash 1SAs by the groups and/or savings
brands that have the highest shares of the PCA market compared with those
paid by others

(a) Cash ISAs — Large PCA providers
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Source: FCA analysis of data collected from 21 providers.

5.34 Differences in funding strategies, cost base and service level may offer some limited
explanation for this interest rate differential between types of providers. Smaller PCA
providers tend to rely more on retail funding than alternative sources of funding (e.g.
wholesale funding), and therefore may need to offer higher rates to attract savings. In
addition, large PCA providers with greater branch networks may face higher underlying
costs in providing some savings products, but many of these costs are likely to be
shared costs with other products and are also likely to benefit from economies of scale.
However, since for cash ISAs large PCA providers paid on average a slightly higher
interest rate than other savings providers, consumer behaviour appears to be a
stronger driver of the effects we observed in easy access accounts.
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Second, we considered whether our balance attrition analysis varied by PCA providers
and non-PCA providers (see paragraph 5.22 for an explanation).'®* We found that for
the majority of savings providers, after the bonus expiry, consumers who did not have
a PCA with their savings account provider were more price sensitive'®® than consumers
who did have a PCA with their savings account provider. One explanation for this could
be that consumers who hold savings accounts and a PCA with the same provider may
value convenience more than price and are consequently less likely to switch after the
bonus expiry.

The evidence in Chapter 4 was also consistent with these results, and suggests that
consumers with different balances (high versus low) and those with or without PCAs
with their savings account provider may respond differently to changes in interest
rates. Table 27 shows that small and medium sized firms have, on average, higher
balances per account compared with larger savings providers for both easy access and
Cash ISA (no term) products.®®

Table 27: Average balance in Cash ISA (no term) and easy access products by
type of firms, 2013

Average balance per account in 2013

Cash ISA (no term) Easy Access
Large providers £5,000 £4,800
Small and medium sized banks £8,400 £6,700

Source: FCA analysis of data collected from 21 providers.

Note: These average balances per account were calculated using product averages and weighted by the
number of accounts per product.

Based on the evidence above and in Chapter 4, we concluded that:

e There is a close link between PCAs and some cash-savings products, particularly
easy access accounts. Large PCA providers hold significant savings balances from
their PCA customers. These links arise in particular from consumers’ preference for
the convenience of holding accounts with the same provider.

e Interest rates on easy access accounts held by consumers with the large PCA
providers are lower on average than those with other providers.

e Consumers that hold savings accounts with the large PCA providers tend to be less
responsive to reductions in the interest rate compared with consumers holding
savings accounts with small and medium sized banks.

e All else equal, these factors make it harder for small and medium providers,
compared with larger providers, to attract and retain retail deposits. To do so, they

164 We conducted these comparisons separately for each provider so as to take into account the fact that each provider may attract a
different mix of consumers with different preferences and needs. By analysing each provider separately, we also controlled, to a
degree, for differences in the outside options the consumers may have (e.g. alternative products, with the same provider or
alternative providers that may offer better interest rates). This outside option may change over time, and our analysis did not
explicitly control for this. Thus it may be that the best available outside option does not always have the same interest rate (ie it is
more attractive to switch accounts in some periods compared to others). We acknowledge that, while the base rate has remained
constant over the period we analysed, the introduction of the FLS had a significant impact on interest rates. However, since we
compared the rate at which balances switch away within every brand, we implicitly controlled for changes in the best available
interest rate.

165 See footnote 155 for an explanation.

166 However, within the large savings providers there are significant differences in the PCA customer base.
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must not only offer higher interest rates than the larger providers, but also
maintain these higher interest rates.

Disclosure and transparency

The provision and availability of information to consumers is important, not only from a
consumer protection perspective, but also for promoting effective competition. Clear,
engaging and straightforward information, provided at the right time, can prompt
consumers to consider their choice of savings account or provider and help them make
effective choices.

We considered what information providers make available to consumers both before
opening a savings account and post-sale in routine customer communications and on
websites and in branch. Where we found variation in the clarity and content of
disclosures made by providers to consumers, we have set out our concerns in this
section. This provides a basis on which to consider how to improve disclosure when
considering appropriate interventions.

Firms’ compliance with existing rules and guidance was not the primary focus of this
market study, but where we encountered any potential rule breaches we followed our
usual procedures.

Pre-sale: Information to help consumers make effective choices when
shopping around

We considered the information consumers are likely to be provided with before opening
a savings account, including financial promotions, marketing material, product literature
and the information contained on websites, including price comparison websites.

Provision of information by savings providers

Key product information is usually made available and done so in ways that meet the
relevant rules or legislation.®’

Industry guidance provides that firms can, where appropriate, use a summary box
when communicating (in writing or online) key product information to consumers before
purchase.'®® All firms we reviewed used the summary box but the way in which they
provided it or made it available varied, as did the prominence it was given in different
forms of publication and the information it contained. As a minimum, summary boxes
usually contained information about interest rates, tax status, conditions for bonus
payment, withdrawal arrangements and access. Some firms supplemented it with
additional information or re-formatted it.

The prominence of the summary box on providers’ websites varied between firms.
Some firms displayed it on their main product page but others required the consumer
to click on one of the ‘tabs’ on the product page to see it. For many firms’ websites, it
was possible for the consumer to apply for the account without having seen the
summary box. Some firms required the consumer to tick a box acknowledging that
they had read and understood the key information or terms and conditions.

167 The FCA’s BCOBS, in particular Chapters 2 and 4, and the Payment Services Regulations 2009, in particular Part 5.
168 Industry Guidance for FCA BCOBS, section 2.3 and 4.3.9, Annex A.
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5.45 We found that there were a number of areas in which provision of information to
consumers could be improved when making choices about their savings account or
savings provider. Given the importance to consumers of: (i) interest rates; and (ii) how
to access their savings, we focused particularly on these two aspects of information.

a Interest rate information:

i  Summary boxes did not always display the relevant information, such as interest
rate details. For example, some providers referred in the summary box to
additional printed material where the consumer can obtain the current interest
rates, rather than including the interest rate in the summary box itself.

ii  Firms often provided limited explanations around the extent to which interest
rates may change with most just stating that interest rates are variable. This is
concerning from a competition perspective given our consumer research shows
that consumers’ understanding of terminology such as ‘variable’ is poor (see
Chapter 4).

iii Providers adopted different approaches to displaying the underlying interest rate
and bonus term in promotional material. Our examination of the promotional
material submitted by firms in our sample revealed that while some firms tended
to state the bonus rate and underlying interest rates in summary boxes, in
newspaper advertisements and posters, they did not always explicitly set out the
underlying rate of interest, with several firms providing the headline and bonus
rates only. It was also not always clear in adverts, posters or summary boxes
how long the bonus rate would be paid for because often this information was
contained in the small print only.

iv Some accounts paid low interest rates despite being given or still having a name
that gave the impression that it paid a high interest rate. Which?, in its research,
identified a number of accounts that fell into this category.®®

b Access to savings:

i A small number of firms we reviewed placed restrictions on withdrawals from
accounts whose names contained terms such as ‘easy’ or ‘simple’ access. These
restrictions tended to limit the number of withdrawals that could be made in any
one month or over the period of a year. If the number of withdrawals exceeded
the limits, this might result in the application of a lower rate of interest to the
balance on the account (normally for the month in question).'’® We are aware
that some firms are now drawing greater attention to access restrictions, for
example by naming accounts as ‘restricted’ or ‘limited’ access.

ii  Fixed-term products (including fixed-rate Cash ISAs) usually have restrictions
and penalties for early withdrawal or closure. These penalties were usually
made clear in product information and often expressed in terms of days of
interest lost. However, even though these restrictions and penalties were
typically included in summary box information, they were not always included
prominently.

iii  In general we consider that there remains scope for restrictions and penalties to
be conveyed more clearly and prominently.

169 Which? The Savings Trap, July 2014, page 11.
170 While we found that restrictions on the number of withdrawals were typically outlined in the summary box, information on charges
for additional withdrawals or rate reductions in periods in which withdrawals are made was not always prominently displayed.
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Provision of information by price comparison websites

Price comparison websites play an important role in some consumers’ choice of savings
accounts. For example, our consumer research found that when choosing an account
over a quarter of respondents looked on at least one price comparison website.

We do not regulate price comparison websites in relation to the provision of savings
accounts. We nevertheless considered what and how information is provided to
consumers on price comparison websites. We found that there was variation in the
functionality of these sites as well as the way in which different products and related
information were displayed:

e Presentation of products - The factors that determine the default order in which
savings accounts are presented varied among websites and were not always clear.
Some price comparison websites gave prominence to certain savings accounts, for
instance because they had been sponsored, instead of those similar products that
might have offered a better rate of interest. They also used prominent, coloured
buttons to encourage consumers to apply for certain products immediately rather
than carrying out a comparison of products.

e Functionality of website - There was variation in functionality with some websites
offering richer search functionality and enabling a consumer to filter results
according to a range of criteria. However again there was variation in the way
different accounts were classified with some accounts with restrictions that were not
inconsequential being displayed as ‘easy-access’.

e Product features displayed - Some websites gave greater prominence than others to
important product features, for example bonus rates, FSCS protection and
restrictions and penalties on withdrawals.

e Presentation of interest rates — Some websites displayed limited information about
the interest rate including whether it was variable and included a bonus. This is
concerning from a competition perspective given our consumer research showed
that many consumers have difficulty identifying the bonus and non-bonus rates on
their accounts from the information they were provided with before sale (see
Chapter 4).

We do not intend to take action as part of this study to address the concerns we have
identified in relation to the role that price comparison websites have in shaping
consumers’ and providers’ behaviour in the cash savings market, as many of these
concerns could extend across other products. However, we will continue to consider the
role that price comparison websites play generally, including in the cash savings
market.

Post-sale: Communications to keep consumers informed and trigger
consideration of shopping around

We also considered the information made available to consumers post-sale, including
that available in branch and on websites and that included in routine customer

communications such as annual statements, bonus rate expiry, rate change notification
and maturity letters.
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Provision of interest rate information

Firms’ practices varied in the provision of interest rate information. We examined the
availability and prominence of the interest rate, how the interest rate was displayed,
and how and when customers were notified about changes to interest rates.

o Availability and prominence of the interest rate in statements

BCOBS 4.2 requires firms to provide or make available regular statements, which are
appropriate to the type of service. There are some exceptions, such as for accounts
that have passbooks or accounts, where the customer has access electronically to
account information. In general, firms are not allowed to charge for providing this
information. Guidance also states that the firm should indicate the rate or rates of
interest in each statement of account.

BCOBS 4.2 does not apply to payment accounts, but the PSRs require that information
about transactions, including associated charges, is provided as soon as reasonably
practicable. This may be done by providing or making available statements at least
monthly. Certain general information about payment accounts, including interest rates,
must be provided on request.

These requirements give providers a certain degree of flexibility as to whether they
provide periodic statements, particularly for online accounts where the customer can
access certain information electronically. We found that the majority of firms stated
that all customers received an annual paper statement except online customers who
were able to view their transaction history online (and in some cases these customers
were also provided with electronic statements).

We found that in paper statements most firms provided interest rate information.
However, this was not universally the case. Interest rate information was not always
prominently displayed. Specifically, while some statements displayed the interest rate
on the front page, others listed the interest rate or rates later in the document, such as
after the transactional information on the account. Other statements only provided
details of the interest rate and the interest earned on subsequent pages of their
statements. Likewise for accounts with tiered interest rates, the interest rate applied
was not always specified in a way that was specific to the consumer’s balance.
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o Awailability and prominence of the interest rate on online banking platforms

Neither BCOBS nor the PSRs require firms to display interest rates on their online
banking platforms. We therefore examined how easy it is to find the interest rate
information electronically. There was a range of responses from firms about how
interest rate information was provided online. While some make this information
available on the same page as balance and/or transactional information, other firms
noted that interest rate information was sometimes one or two clicks away.

Which? previously expressed concerns about the limited availability of interest rate
information online, noting that some of the larger savings account providers did not
consistently provide consumers with their actual interest rate for their savings account
on either their banking online platforms or online statements. Instead, customers were
directed to contact their bank via the branch or phone to receive this information. In
the case of one provider customers were able to download the last copy of their written
statement which could include an out-of-date interest rate. Which? also highlighted that
only one provider displayed the interest rate on the summary landing page next to the
balance when consumers first logged in. Most providers who made this information
available displayed the interest rate one click away from the summary page and some
displayed the interest rate away from the actual balance.*”*

e How the interest rate is displayed

As with some of the pre-sale information, some firms provided further helpful detail
such as illustrations of the monetary effect of interest rate changes. For example, for a
balance of £10,000, a reduction in interest rate from 1.25% to 0.5% would result in the
customer receiving £50 in interest rather than £125 (before tax). It was rare, however,
for firms to give such information in a way that was personalised to the customer’s
actual balance. In addition, when the structure of the interest rate applied to the
account was conditional on other aspects (e.g. interest rates that are tiered depending
on the balance), most of the notifications we reviewed did not attempt to explain how
an event such as an interest rate change related to an individual customer’s balances.

Certain respondents representing both consumers and industry raised concerns about
the Code of Conduct for the Advertising of Interest Bearing Accounts (the Code). In
particular, their concerns related to the enforceability of the Code in relation to firms’
use of Annual Equivalent Rates (AERs) and industry’s ownership of this Code. These
respondents argued that the FCA should take over the ownership and regulation of this
Code. Although one firm’s conduct was drawn to our attention, we were not presented
with sufficient evidence to conclude that the current arrangements are not fit for
purpose. If we had reason to suspect that an AER was incorrect or appeared unusual,
we consider that we already have the appropriate powers to investigate, challenge and
take action under our current rules. We are not proposing specific remedies on this
issue but will keep the matter under review.

e How and when customers are notified about changes to interest rates

The rules and guidance on notifying interest rate changes vary depending on whether
the account is or is not a payment account. For payment accounts, the PSRs apply and

171 Which? The Savings Trap, July 2014, page 17

73



firms are generally required to provide two months’ notice of rate changes.'’? Changes
can be made without notice only if the change is based on a change to a reference rate,
or the change is advantageous to the customer. For other accounts, BCOCBs rules
require firms to provide or make available appropriate information ‘in good time’.
Guidance states that firms should provide reasonable notice when they make a
‘material’ disadvantageous rate change and, where appropriate, notice within a
reasonable period before an introductory rate is to expire. Industry guidance in relation
to BCOBS confirmed by the FCA'”® says that this should be a minimum of 14 days in
advance. It also sets out what is considered ‘material’.

5.60 There was considerable variation in the quality, content and usefulness of information

provided by firms to customers when interest rates change. In reviewing firms’
practices it was clear that some firms had made more of an effort than others to
present information in a way that consumers would understand and engage with:

a The majority of firms responded that they notified customers of all disadvantageous
rate changes whether the account was considered by the firm to be a payment
account or not (14 out of 18 firms who responded) but some firms only observed
the confirmed industry guidance and did not notify customers of rate changes that
were not deemed material. The Financial Ombudsman Service received a number of
complaints on this issue and expressed its own concerns about the way in which
‘materiality’ was being interpreted by some firms.*™*

b Information was generally provided in a letter format, either in paper or online.
Some firms did use or were trialling the use of alternative channels such as
providing interest rate and balance information by text message.*’®

c We saw some examples of firms sending subsequent reminders to customers, for
example by text. However, these consumers had usually chosen to receive such
notification. Our own research (see the Randomised Controlled Trial in Occasional
Paper No.7) has shown that issuing reminder letters of bonus rate expiry can be an
effective means of prompting consumers to consider their savings account and the
option to switch.

d A number of firms applied the standards of the PSRs to accounts that were not
payment accounts. Therefore the amount of notice given by firms to consumers
varied significantly.

o In relation to interest rate changes the notice periods firms gave ranged from 14
to 60 days.

o In relation to fixed-term bonds one firm provided as little as seven days’ notice
of maturity.

e The content and layout of the information provided to consumers varied. Some
firms used clear headings such as ‘Your 2 Year Fixed Rate Bond with a current rate
of 3.05% is about to mature’ and made good use of sub-headings to guide the
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In 2011 the FSA re-confirmed its view that a payment service provider must give at least two months’ notice of a change to the
rate of interest payable on the balance of a payment account due to the expiry of a bonus or promotional period. This is because a
change of this sort is a change to the information specified in paragraph 3 of Schedule 4 and is, therefore, captured by regulation
42(1)(b) of the Payment Services Regulations. This is consistent with a purposive interpretation of the Regulations.
www.bba.org.uk/wp-content/uploads/2014/01/Final_BCOBS_IG_sept_2013.pdf

See page 65 of the Annual Review of Consumer Complaints 2013/2014, by the Financial Ombudsman Service,
www.financial-ombudsman.org.uk/publications/ar14/ar14.pdf

Which? found that for the majority of providers’ customers were primarily contacted by post when their bonus rate expired, with
four providers contacting consumers via email in addition to, or instead of, post. Which? also observed that some providers
contacted customers via an additional communication channel with one provider sending confirmation of the bonus expiry by text
message. See Which? The Savings Trap, July 2014, page 18.
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reader. In others the information provided was long-winded and communicated in
heavy paragraphs. Indeed the wording in the headings of some firms’ letters was
relatively neutral (‘your rate is changing’) instead of conveying to the consumer
that the rate change was disadvantageous to the consumer.

f The majority of rate change notification letters (16 out of 21 providers) informed
consumers of their ability to close or switch the account, but the extent to which
customers were informed of other products for which they were eligible varied
considerably. Some communications only gave the customer a point of contact for
more information (such as a telephone number) while other communications gave
specific information about alternative products. Which? observed similar patterns in
rate change notification processes, observing that only a small group of providers
proactively included details of other accounts that a customer may want to move
their savings to within their expiry notification letters. The majority of providers did
not provide this information with some indicating that they chose not to so as to
avoid ‘narrowing customers’ choice’ by quoting only one product rate.*’®

g Information on consumers’ ability to switch or close accounts was similarly limited in
other customer communications such as paper and online statements. Research
conducted by Which? revealed that 70% of consumers indicated that they had not
been made aware about the availability of a better savings account by their
provider. Consistent with this, only three providers it surveyed responded that they
provided the current interest rates for their open and closed savings accounts in
their paper statements.*’’

Automatic renewal of fixed term bonds

We also looked at what information and options are provided to consumers for when
their fixed-term bonds reach maturity (for example, whether it would default into an
easy access account or onto another fixed term bond).

In July 2013 we published an interim report on the automatic renewal of fixed-term
bonds.*”® The report noted that:

e ‘Customers are normally invited by their bank or building society to choose how to
use their maturing funds (i.e. the original lump sum plus the interest paid upon
maturity). Customers can withdraw part or all of the funds, choose a different type
of fixed-term bond or investment, or can transfer their funds to an instant access
account, either with the same or a different firm.’

e ‘Many firms operate automatic renewal where a customer does not decide before
the maturity date about what should happen to their money. Instead of transferring
the customer’s funds into an instant access account, the firm reinvests the
customer’s money into a new fixed-term bond.’

The report also expressed concerns in relation to the notice and cooling-off periods
used by firms.

In this market study we found that only a few firms (including large providers) use
auto-renewal, but these firms have their entire fixed term bond and Cash ISA balances

176 See Which? The Savings Trap, July 2014, pages 18-19.
177 See Which? The Savings Trap, July 2014, page 20.
178 www.fca.org.uk/your-fca/documents/thematic-reviews/tr13-04
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in products with the auto-renewal term.'”® Firms had different practices in relation to
the automatic renewal of fixed term bonds:

e For around half of the firms we reviewed, the default option should customers take
no action at maturity, was automatically to move their money into a matured funds
or easy access account.

e For just under half, the default option was to renew consumers automatically into
another similar fixed-term product. For those firms who did set out an explicit
notice period the minimum was 14 days.

e A small number of firms operated a policy whereby the customer was required to
have a current or easy-access savings account open with the firm which the deposit
automatically defaulted into when the fixed-term bond matured.

We appreciate the potential convenience to consumers of a product that auto-renews
into another product that offers a similarly attractive rate of interest. However, this
automatic renewal process will lead to consumer harm if: consumers are placed into
products they do not wish to be in and they are then unable to access or switch their
funds; it is used to place consumers in less competitive fixed-term bonds; or it reduces
the incentive to shop around.

Although consumers are often given the option to opt out of auto-renewal at the
maturity of the fixed term®°, we found that information provided about a number of
firms’ fixed-term products at the point of sale was not clear about what would happen
on its maturity, with the information sometimes buried in the detailed terms and
conditions. We understand that the Financial Ombudsman Service receives complaints
from consumers that have been auto-renewed into fixed term bonds upon maturity as
well as from consumers that have had their savings defaulted into an easy access
account.

Some of the firms in our sample provided examples of the notification letters they sent
to consumers at maturity of a fixed term account. The content and clarity of
information varied. The best communications presented the changes using a clear
heading (see the example in paragraph 5.60e) and stated explicitly what the default
and alternative options were, including clear warnings that if the consumer chose to
take out another fixed term bond their money would not be accessible.

The minimum information that seemed to be communicated to customers was the
maturity date, default and alternative options. In many cases this information was
communicated in heavy paragraphs and was not displayed prominently in the
customer’s naotification.

Overall, consistent with our earlier thematic work on auto-renewals of fixed term
products, we remain concerned about the extent to which consumers knowingly choose
what should happen to their savings at the maturity of their fixed term bonds.

Conclusion

Overall, although we did not find non-compliance with existing rules and guidance, we
considered that the form and timeliness of information provided to consumers both at
pre-sale and post-sale could be improved to engage consumers better and allow them

179 Based on 2013 data collected from the firms in our sample.

180 In particular, many firms provided consumers with reinvestment forms at maturity where the customer could tick their preferred
option and send it back to be actioned. Several providers also offered the option to complete this form online or discuss options in
branch or over the phone.
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to shop around effectively. Our main concern relates to post-sale information and the
communication of interest rate changes.

Switching processes

In this section, we set out the extent to which some consumers’ perceived ‘hassle’ of
switching or opening a new account (see Chapter 4) is borne out in practice.

Unlike for PCAs, no industry-wide mechanisms exist for switching savings accounts
(other than for cash ISAs) between firms. The process for transferring cash I1SAs, and
equally that for switching PCAs, allows the consumer to engage with the new provider,
which in turn takes care of having the funds (and any associated payments) transferred
from the other provider and closing the old account.

For most savings accounts, consumers wishing to move to a new provider will have to
open the new account and transfer any funds by themselves. Consumers might or
might not close the old account, depending on whether they want to transfer some or
all of their funds. The switching processes for many savings accounts are usually less
complicated because many are not payment accounts.

We reviewed the account-opening processes that firms follow for both new and existing
customers. We examined switching within a firm and between firms and switching
through different channels.

Switching within the same provider

Processes for existing customers opening or switching accounts within the same firm
tended to be relatively straightforward. Firms seldom required the customer to provide
further documentation to prove identity or carried out further verification. The
exception was when, for instance, the customer’s profile for online banking had not
previously been established or identity and verification information needed to be
updated.

However, processes varied quite significantly between the channel used and the
provider:

e A number of providers’ online banking facilities allowed a new savings account to be
established in less than ten minutes and for funds to be transferred immediately.
One firm stated that an account could be opened in three clicks on their online
banking platform and would take two to three minutes to open and fund. Another
provider reported that customers were able to open accounts on their mobile
banking platform in less than ten minutes on average. However, some providers
responded that establishing a new account online might take several days
particularly where the customer was not already registered for online banking and
applied via the website, or where the customer had not previously been through the
electronic verification process for their existing account.

e Most providers allowed existing customers to open accounts immediately in branch
(with the exception of ISA transfers which could take up to 15 days to establish).
Existing customers were usually not expected to provide additional documentation
for identification purposes, although in cases where customers had not already been
through electronic verification, it would be necessary to provide additional
documentation. The sales processes described were often longer than online
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processes — sometimes taking up to half an hour — but accounts tended to be open
the same day or the next day.

e Opening a new savings account over the telephone or by post was generally more
onerous, although again existing customers were not usually expected to provide
additional documentation for identity verification purposes. While some providers
allowed a customer to open an account by telephone directly, with the process
taking around 30 minutes, others sent a hard copy of the application form by post.
The customer had to sign and return the form before the account would be opened.
Postal applications usually took several days to complete, although many providers
allowed the customer to print the required form from their website, instead of
making them requesting it to be delivered by post, reducing the total time required
to open the account.'®*

Based on the evidence, we found that overall switching processes within a firm were
relatively straightforward but they varied between firms, which if improved might
reduce the perceived hassle of switching.

Switching between providers

For switching between firms, it is important that processes with both firms are effective
otherwise consumers will perceive or experience costs of switching. We considered two
aspects of the account switching processes between providers: first, the administrative
processes for opening new accounts, and second, the policies for the transfer of
existing cash ISA funds into new accounts (which is different to the processes for other
savings accounts due to the Government limits on annual savings deposits).

Administrative processes for opening an account

Accounts could be opened in branch, online, or by post or telephone, although these
options were not provided by every firm. Rather, seven of the 13 firms surveyed
responded that they did not open accounts by post, while two firms responded that
they would not open accounts in branch, two firms responded that they would not open
accounts online and two firms responded that they would not open accounts by
telephone.

The current UK Anti-Money Laundering legislation, the Money Laundering Regulations
2007, require that, when accepting a new customer, banks must carry out due diligence
measures to establish a customer is who they say they are.’®? However, the law does
not specify the detail of what firms must do to comply and since the requirements are
risk-based, they can vary depending on the product in question and the type of
customer. These requirements apply whenever a customer seeks to establish a
business relationship. Some challenger banks indicated that they believed that these
requirements added too much time to the switching process, which reduced the
likelihood of consumers switching.

181 Which? reported that as recently as January 2014 the Post Office required customers who had opened their Post Office Online
Saver 10 account to wait until they received written confirmation that the new account had been successfully opened before they
could transfer their existing balances from their old Post Office account resulting in new accounts taking as long as 2 weeks to set
up. See Which? The Savings Trap, July 2014, page 25.

182 In the Netherlands, AFM (the financial regulator) reached a voluntary agreement with banks that, in order to speed up the
switching process, an “acquiring” bank relies on the original banks’ customer due diligence checks (see PwC report). The UK anti-
money laundering framework also allows a firm to rely on another firm’s customer due diligence checks subject to certain
conditions, though it is up to individual firms to choose whether or not to adopt such an approach. We are not aware of any firms
that have chosen to adopt this approach.
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We examined what types of verification checks were used by savings providers. From
our sample of large and small firms, there was a range of approaches:

e Many firms used electronic checks to verify a customer’s identity, often using
services provided by credit reference agencies. Paper documents (typically original)
were then only subsequently requested when electronic checks failed to identify a
customer. Firms cited a success rate of between 70% and 90% of electronic
checks. Some firms told us that they asked customers to bring identity documents
into branch in case the electronic checks fail, whereas others only asked customers
to bring identity documents into branch in those cases where the electronic checks
had failed.

e A small number of firms, including some larger firms, did not use electronic
customer verification. For example, one large high-street firm still required all new
customers to present original documents in branch in order to open an account.
Another large provider would send an application form to the customer for
completion whether the customer was seeking to open the account online, by
telephone or by post.

When the application was made in branch, most providers were able to open the
account immediately or the same day and funds could be transferred into the account.
Some firms estimated that the process took as little as ten minutes. Processes took
longer when further identification was required or documentation had to be posted.
Some firms responded that certain documentation or credentials/tokens necessary to
operate the account (e.g. telephone or internet banking) might not be received by the
customer for a number of days following opening (anywhere between three and 15
days) and equally it might take a number of days for funds to be cleared on the account
(for instance if a cheque was used to deposit funds in the account).

Our evidence suggests that there remain a number of firms who do not use electronic
identity verification, leading to a more time-consuming switching process for some
firms than may otherwise be the case.

The ISA transfer process

Most firms reported that for ISA transfers the account opening process differed from
other products as additional information would be required (such as National Insurance
numbers and details of the existing ISA) and the process took longer (15 days). This
reflects that the process involves transferring an existing ISA product from another
provider.

We received representations from a number of challenger firms about the ISA transfer
process. These covered two issues:

e the voluntary basis for signing up to the service

e the speed of ISA transfers which, with a 15 working-day target, is slower than the
new seven-day Current Account Switch Service (which offers a seven working day
period as the shortest period in which a customer can request the switch to be
completed)

In March 2014, the OFT reviewed the impact of the changes to the ISA switching
process (see paragraph 3.48 for further background). We also receive certain
information about cash ISA transfers on a regular basis from the British Banking
Association (BBA). The OFT's evidence and our analysis of the BBA’s data suggested
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that the OFT’s package of measures had improved ISA switching, making it quicker and
more reliable:

e Transfer times — the OFT found that average transfer times had reduced by over
50% (from 18-20 working days to under nine working days). Indeed, over the 12
months to November 2014, based on the monthly ISA transfer data provided by the
BBA, over 95% of transfers were completed within the agreed 15 working-day
period.

e The electronic ISA transfer service (introduced in 2012 following the OFT'’s
recommendations) - based on the monthly ISA transfer data provided by the BBA,
around 75% of cash I1SAs were transferred using the electronic process over the 12
months to November 2014.

e Complaints - the OFT found that complaints about ISAs had also fallen following the
improvements industry had made to the switching process. Complaints per cash ISA
had fallen by 50% (from one complaint per 128 cash ISAs to one complaint per 260
cash ISAs).

Despite these improvements, 25% of ISA switches are still carried out manually and,
with an average transfer time of nine days, the transfer times are slower than that for
PCAs for a large proportion of cash ISAs. There therefore seems to be further room for
improvement so as not to create any unnecessary barriers to switching.*®3

Conclusion on switching between firms

We found that there were some good examples of smooth and easy switching
processes. However, we found that between providers there was significant variation in
the ease with which a savings account could be opened with a new provider. Given the
need for the process with both the old provider and the new provider to be effective
and experiences of switching with one provider potentially affecting perceptions of the
switching process with other providers, it is important that these processes are made
more consistent and more effective.

183 Any such improvements need to be weighed against the need for and cost of a faster switching process.
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6 Barriers to entry and expansion

New and expanding firms’ ability to attract retail deposits at a similar cost to
major incumbents is limited by the significant cohort of consumers that do not
shop around often. While there are a number of rate-focussed consumers who do

switch often, many consumers do not regularly shop around and it is therefore
difficult for other providers to attract them.

6.1 This chapter sets out our findings on the main barriers to entry and expansion in cash
savings. This chapter considers:

o the extent of observed entry and expansion in the supply of cash savings products

e barriers to entry and expansion of wider relevance to retail banking (including cash
savings)

e Dbarriers to entry and expansion that are specific to cash savings

e barriers for retail banking intermediaries and account aggregators

Entry and expansion in cash savings

6.2 As set out previously in Chapters 3 and 4:

e the market for cash savings is not particularly concentrated — the largest six firms
account for around two thirds of the balances held in cash savings products and
there are over 100 savings providers (see paragraph 3.32)

e although there has been some market entry over recent years, the larger
‘challenger banks’ have typically grown only through acquisition (see paragraph
3.34)

e switching is low and market shares have remained relatively stable in recent years
(see paragraphs 4.45 and 3.33)

Barriers to entry in retail banking generally

6.3 Certain previous studies (including those by the Independent Commission on Banking
(ICB)*®*, the OFT'®®, CMA'®® FSA and Bank of England®®’) highlighted a number of
barriers to entry and expansion relevant to retail banking generally. The barriers to
entry and expansion previously identified in relation to retail banking include:

a regulatory and prudential barriers

b structural barriers

184 Independent Commission on Banking (2011) Final Report Recommendations:
https://hmt-sanctions.s3.amazonaws.com/ICB%20final%20report/ICB%2520Final%2520Report%5B1%5D. pdf

185 Office of Fair Trading (2010) Review of barriers to entry, expansion and exit in retail banking:
http://webarchive.nationalarchives.gov.uk/20140402142426:
http://webarchive.nationalarchives.gov.uk/20140402142426/http:/www.oft.gov.uk/shared_oft/personal-current-accounts/oft1282

186 Personal current accounts - Market study update, (2014):
https://assets.digital.cabinet-office.gov.uk/media/53c834c640f0b610aa000009/140717_-_PCA_Review_Full_Report.pdf

187 Financial Services Authority and the Bank of England (2013) A review of requirements for firms entering into or expanding in the
banking sector: www.fca.org.uk/your-fca/documents/barriers-to-entry

81




6.4

6.5

6.6

6.7

¢ consumer behaviour

Given the scope of this market study, our focus was on those barriers to entry and
expansion that relate solely to the cash savings market, but we covered these wider
retail banking barriers to entry to provide a broader context.

Regulatory and prudential

The main prudential barriers comprise:

¢ Requirements for smaller banks and/or more recent entrants to hold proportionately
more capital due to their greater perceived riskiness compared with larger banks.
Sources of this greater perceived riskiness identified by the OFT and ICB include:

o strong regional concentration for some firms (thereby making them more
susceptible to economic developments in a particular region)

o lack of a ‘track record’ (including, for example, the management team’s running
of the business, or default rates in the firm’s lending book)

e Requirements for firms to consider regularly the adequacy of their liquidity
resources, including in periods of stress, which involves categorisation of their retail
deposit balances as either Type A (more likely to be withdrawn in a period of stress
and therefore ‘non-sticky’) or Type B (less likely to be withdrawn in a period of
stress, and therefore ‘sticky’).’®® The regime also gives guidance as to factors that
are likely to influence the stickiness of deposits.*®® For recent or new entrants into
the market, a deposit base is typically built up by offering market-leading rates of
interest (i.e. that are near the top of best-buy tables). This means that new
entrants attract deposits from more rate-sensitive customers, typically over the
internet, and therefore are likely to be categorised as non-sticky. Entrant banks are
likely to face the challenge of managing a greater proportion of rate-sensitive
deposits compared with those of incumbent banks with an established customer
base because of the characteristics of consumers using best buy tables (as
discussed in Chapter 4).

e An implicit subsidy provided to systemically important banks — the ICB concluded
that those banks perceived by investors as being ‘too big to fail’ benefit from a
lower cost of funding, reflecting their perceived lower risk to investors (see also the
recent developments at paragraph 6.7).

The PRA has put in place certain measures to reduce some of these barriers, including:

e allowing new banks to meet a much lower common equity tier 1 capital ratio*®° than
larger banks

e the removal of additional requirements previously placed on new banks to reflect
the greater uncertainty surrounding their business plans*®*

The Financial Stability Board (FSB), an international body that monitors and makes
recommendations about the global financial system, also recently proposed a set of
new rules for global systemically important banks (GSIBs). The proposed new rules,
which should take effect in 2019 (if confirmed, following consultation), would require

188 See BIPRU 12.6.11 R.
189 See BIPRU 12.6.12 G.
190 A measure of a bank’s common equity capital (such as common shares or retained earnings) as a percentage of risk-weighted

assets.

191 See the CMA’s PCA market study update.
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GSIBs to have sufficient capacity to absorb losses, both to reduce the risk of failure and
to reduce the impact of any failure on financial stability. The list of banks designated as
GSIBs includes some, but not all of the largest UK retail banks.

There are also some regulatory barriers to entry resulting from the process that new
entrants have to go through to obtain the appropriate permissions to provide certain
financial services. Many of those that existed in the past have been mitigated by recent
refinements to the authorisations process, including providing two options to entrants:
one for those with capital and infrastructure already in place (e.g. existing firms already
operating in other jurisdictions or markets) and one for smaller entrants requiring
certainty of authorisation before committing significant capital. In its PCA market study
update, the CMA concluded that evidence (such as the number of firms engaged in pre-
application meetings and feedback from firms working through the authorisations
process) indicated that the new process is not disproportionate and does not pose an
excessive barrier to entry.

Structural barriers

In its PCA market study update, the CMA identified three structural barriers:

a Branch networks - a number of consumers express a preference for banks with a
branch network for their main banking requirements. Larger banks have built up
extensive branch networks over time and continue to make significant levels of
investment in them. It is therefore more difficult for new banks with a limited
branch network to compete for those consumers that prefer to manage their
accounts through a branch (without incurring significant cost).

b IT investment — although the development of new IT platforms and more ‘usage-
based’ fee structures have reduced the fixed costs involved in developing the
necessary IT infrastructure.

c Access to payment systems - there can be challenges to new entrants in acquiring
access to payments systems such as Bacs and Faster Payments, although the
Payment Systems Regulator will become fully operational in April 2015, with a
statutory objective to promote competition both in the market for payment services
and the market for services provided by payment systems.

Consumer behaviour

In its review of entry barriers in 2010, the OFT found that a familiar brand can be an
important factor in attracting consumers as consumers tend to be wary of switching to
an unfamiliar banking brand. The OFT carried out an omnibus survey and found that
only 9% of customers were, for example, willing to consider using a new entrant to the
retail banking market. Our consumer research also illustrates this point in the context
of savings accounts - consumers were markedly less willing to consider unfamiliar
providers than familiar ones (see Figures 22 and 23 in Annex 2). This creates a barrier
for challenger banks when trying to expand in the retail banking market.
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Barriers to entry and expansion in cash savings

Given the recent consideration of barriers to retail banking in general by other
organisations such as the OFT, ICB and CMA, we focused on barriers of specific
relevance to cash savings.

A number of respondents to our interim report commented on barriers to entry and
expansion for the cash savings market (see Annex 1 for further details):

e Several large banks said that barriers to entry and expansion were low, pointing to
the large number of savings providers (see paragraph 3.32). One large bank
emphasised the difference between cash savings and the PCA banking market,
where it said entry barriers were much higher.

e Several challenger banks said there were barriers to entry and expansion arising
from barriers to switching for consumers; links between PCAs and savings accounts,
and lower funding costs for larger banks due to their existing customer base.

We identified the most significant barrier to entry and expansion as the lack of
consumer switching (see Chapter 4). While there are a significant proportion of rate-
sensitive customers who shop around, there are also a large number of consumers for
whom interest rate is not as important (and who value other features such as
convenience) and who do not shop around as effectively. We also found in Chapters 4
and 5 that consumers perceive there to be switching costs and that there is significant
variation between firms in switching processes. As a result there are many less active
customers, with significant balances in aggregate, which limits the pool of consumers
that challenger firms are able to attract and means that challenger firms are unable to
attract retail funds at comparable rates to those paid by larger firms.

In addition to barriers to switching, we considered two other specific barriers to entry
and expansion:*9?

a the volume of conduct regulations

b barriers to entry and expansion in the PCA market

The volume of conduct regulations

Some challenger firms cited the volume of conduct regulations falling disproportionately
on smaller firms with smaller central compliance functions.

The various FCA conduct sourcebooks are necessary and exist to protect consumers.
Compliance with them involves a cost to firms, and one that may fall proportionately
more heavily on smaller firms. There are some instances where we have been able to
adopt a lighter touch approach for smaller firms, but in many instances smaller firms
must adhere to the same standards as larger firms to protect consumers.

Most of our current rules were inherited from the FSA, which did not have a competition
objective — so we are reviewing the Handbook to understand where our rules may have
had unintended consequences and adverse effects on competition. Wherever it is
possible for us to change rules to make competition work better alongside our
standards of consumer protection and market integrity, we will make those changes.
However, in the course of this market study, we have not identified any specific rules

192 Many of these barriers are barriers to switching and so contribute to the lack of consumer switching.

84



6.18

6.19

6.20

6.21

6.22

6.23

related to cash savings that are overly burdensome. We note that we cannot in any
event change the requirements of the PSRs.

Barriers to entry/expansion in the PCA market

We considered in Chapter 5 whether or not firms with a large volume of PCA customers
have an advantage in the cash savings market. We found that many consumers’ desire
for the convenience of having access to their financial accounts in one place can act as
a barrier to providers of savings accounts that do not also offer PCAs. The consequence
of this is that those savings providers that do not offer PCAs face a barrier to
expansion; and those smaller savings providers that do offer PCAs must need to expand
in the PCA market.

We have not separately considered barriers to entry and expansion in the PCA market
itself, as these are outside the scope of this study and will be assessed as part of the
CMA’s market investigation of the PCA market. We note that where there are significant
barriers in the PCA market, a lowering of them will also reduce the barriers to entry and
expansion in the cash savings market.

Barriers for retail banking intermediaries and account
aggregators

In this section we consider barriers to account aggregators (those providers offering
facilities to manage accounts online, not price comparison websites) and retail banking
intermediaries. These issues were raised by respondents to our interim report.

Account aggregators

We were told that business models, such as those offering account aggregation
services, have been inhibited by risks around sharing of security information. To sign
up for such services, a customer may need to share security information for other
internet banking sites (e.g. their current account and savings account providers). This
enables the aggregator to access information across a range of accounts. However,
many banks’ terms and conditions prohibit the sharing of such information by
customers to third parties.

Given the importance to consumers of convenience of accessing accounts in one place,
the barriers to account aggregators providing services to view and manage accounts
are a factor that limits the effectiveness of competition in the cash savings market,
albeit account aggregators are only applicable to those consumers that use online
banking.

Investment intermediaries

One firm, an investment intermediary, highlighted a number of barriers to it providing
an intermediary service in retail banking. It said that these included:

e Client money rules, which require that stocks & shares NISA cash is treated as
client money and which prevent firms from placing client money in bank accounts
where there is an ‘unbreakable’ fixed term or notice period of longer than 30
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days.'®® It said that these rules combine to prevent an investment platform from
hosting a full range of cash savings accounts, including fixed term products, in a
stocks and shares NISA.

Lack of FSCS cover - if cash is moved out of a stocks & shares NISA (and therefore
out of the Client Asset Sourcebook client money regime) into a Cash NISA it ceases
to qualify for cover under the FSCS for investment business. It said that even if
cash savings are moved quickly into a bank account with a deposit-taker (and so
become protected in the event of that deposit-taker defaulting) no cover will be
available in the event that the investment firm defaults.

The impact of CRD IV (in particular changes to the liquidity regime), which would
have an impact on banks’ appetite for wholesale funds. It said that banks would
seek to raise longer-term deposits from retail customers and that demand for those
deposits classified as ‘wholesale’ will weaken significantly. It said that this,
combined with the client money rules on unbreakable term deposits, would mean
that interest rates paid to investment intermediaries on client money deposits on
behalf of clients would fall in comparison and may even mean that banks would
start charging for accepting wholesale deposits.

6.24 We did not consider that these points amounted to significant barriers that were
relevant for the purposes of our study:

The client money rules referred to above were introduced or reviewed in July
2014%*, following consultation. They are designed to tackle a range of different
risks, and will impact an investment firm with a particular business model wishing
to offer a retail banking intermediary service. However, if an investment
intermediary wished to take deposits it is open to that firm to seek authorisation as
a deposit taker.

One of the conditions of FSCS cover is that the activity concerned is a regulated
activity. While this currently could be amended under UK legislation, from July
2015, as rules under the Deposit Guarantee Schemes Directive are currently
drafted, the FSCS will only be able to pay out in respect of deposits where the failed
firm is a deposit taker.

The potential impact of CRD IV on the attractiveness to banks of wholesale deposits
affects the current models of investment intermediaries, rather than a specific
intermediary service for cash savings accounts (whose balances are more stable),
and is therefore beyond the scope of this study.

193 Client Asset Sourcebook 7.4.11 AR.
194 In Policy Statement 14/9 ‘Review of client assets regime for investment business’ and Policy Statement 14/10 ‘Client money held
in Individual Savings Accounts’.
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7 Competitive effects

Competition in the cash savings market is not working effectively for many
consumers.

There are significant total balances in savings accounts earning relatively low
interest rates where the benefits of switching even in the current interest rate
environment could be high enough to make switching worthwhile. In 2013 around
£160bn of savings earned an interest rate equal to or lower than the Bank of

England base rate of 0.5%6. At least £145bn of these balances could expect a
monetary benefit from switching that may be significant enough for many
consumers because they are held in accounts with balances greater than £5,000.
Consumers will get increased benefits from shopping around if and when interest
rates increase in the future.

7.1 In this chapter we set out our assessment of the competitive effects in the cash savings
market and the consumer harm that arises from these effects.

The interaction between competition and market outcomes

7.2 We expect competition between firms to affect market outcomes by giving providers an
incentive to offer better interest rates and other terms of service, so that when they
want to attract and retain retail deposits they are able to do so from or ahead of
competing providers.

7.3 The evidence and analysis described in Chapters 4 to 6 shows how consumer and firm
behaviour both lead to competition not working effectively for consumers because:

e there is a lack of awareness of interest rates and the way in which providers change
interest rates over time

e only a minority of consumers shop around and switch

e switching processes vary between firms and are perceived to be costly by some
consumers

e across most types of savings accounts and most providers, older accounts are being
paid lower interest rates than on newer accounts; bonus products directly lead to
interest rates that decline with the age of an account, and product replacement
used to lower interest rates on older accounts can have the same effect

e o0n easy access accounts, the advantages held by PCA providers in offering
convenience of access to a multitude of accounts means that large PCA providers
have to compete less hard to retain these consumers’ savings and are able to pay
lower interest rates than smaller providers while still retaining a large share of retail
deposits

7.4 We did not carry out a detailed profitability analysis*®® because we did not consider that
it would not have been proportionate and practicable to do so within the timeframe of
this market study. First, profitability is only one of the indicators that we consider in our

195 Some respondents said that we needed to understand the profitability of cash savings products.
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assessment of whether competition in the market is working effectively for consumers.
Even if we had found no evidence of excess profitability, we would still have concerns
about the potential distortions in this market due to many consumers not being aware
of interest rates on existing accounts or the potential benefits from switching, the
difficulties in switching between savings accounts and providers, and barriers to
expansion for smaller providers. Second, due to complexities in the savings market!%, it
would have been unlikely to reach reliable conclusions that would have significantly
enhanced our evidence base. Third, the additional data requests to firms would have
been overly burdensome.

Potential for improved consumer outcomes

Market outcomes can be improved if there are ways of addressing the causes of
competition not working effectively in the market without incurring significant costs in
the process.

In the short term, we would expect interventions to result in more shopping around,
particularly for consumers with older accounts, if they successfully increase consumers’
awareness of interest rates both on their account and alternative accounts, reduce
perceptions of switching costs, and find ways to make it convenient to hold savings
accounts with a provider other than a consumer’s PCA provider. Absent any immediate
firm response, this will reduce the proportion of balances that receive low interest rates
simply because some of these balances will move to higher interest rate accounts.
However, as set out in Chapter 4, while there is scope to incentivise significant numbers
of consumers to shop around, we do not expect all people with low interest rate
accounts to move to higher interest accounts, particularly where balances are low, as
not all of these consumers hold the account to earn interest.

In the medium and longer term, interventions that promote effective competition
should lead to significant dynamic benefits. Challenger firms will be able to attract a
greater pool of consumers more easily, which will in turn push existing providers to
innovate and become more efficient so that they can retain their existing customers. As
existing providers offer higher interest rates and more innovative products, there will
be greater choice and value for consumers.

In this market, there are two particular factors that we need to take into account when
considering whether potential interventions could improve market outcomes.

First, some providers told us that potential interventions in the cash savings market
would only lead to outcomes akin to a zero-sum game: they said that changes in
interest rates paid to one group of accounts (e.g. older accounts) would result in
directly offsetting effects in the interest rate paid to other groups (e.g. newer
accounts). We note that there is a relationship between the interest rates paid to
different consumer groups, and that changes for one group are likely to influence the
interest rates paid to other groups. In this sense interventions are likely to lead to some
redistribution - some product simplifications led to some consumers receiving higher

196 This is because deposits are a cost from firms’ perspective and profitability would have had to be assessed in relation to revenue

made from lending (which, in turn, would require us to assess firms’ competitive position in the lending market). For example, if
we had found that firms were making excessive profits, this could be either due to market power in the deposit market or the
lending market, or both, but it would not allow us to establish that profits were necessarily made due to competition problems in
the deposit market. Furthermore, many of the costs that arise are shared with other products (e.g. provision of branches,
provision of online banking facilities, other IT costs). Allocating these costs for the purposes of profitability analysis would not be a
trivial exercise and would be based on a number of assumptions which would be likely to influence the results.

88



7.10

7.11

7.12

7.13

7.14

interest rates and some consumers receiving lower interest rates (although those
whose interest rates fell could of course choose to switch).

Although some redistribution might occur, we did not find reason to believe that, in
general, the effect of an intervention would net out to zero across accounts. If there
were a zero sum game, those providers with more balances in older accounts would
also be the providers offering the highest interest rates for newer accounts. This is not
what we observe. In addition, as we have concerns that competition is not working
well*®” | interventions that improve competition can deliver benefits — for example,
interventions that lower artificial switching costs or that reduce barriers to entry and
expansion can lead to greater economic efficiency as well as stimulating competitive
pressure.

Second, some providers suggested that increased consumer engagement and switching
may reduce the stability or stickiness of deposits and have knock-on effects on banks’
liquidity management and retail funding costs. This has the potential to lead to effects
in lending markets. Any effects on firms will differ depending on the composition of
their retail funding. This will be a factor we will need to take into account when
considering interventions.

Potential gain from improved consumer outcomes

We took two approaches to estimating how significant the impact is of consumers
currently earning relatively low interest rates. First, we examined the amount of
balances held by consumers that are most likely to be affected by the competition
concerns we have identified. Second, we estimated how much interest could be gained
if the competition concerns were addressed.

Any estimates are subject to a number of assumptions and the estimates provided
below only indicate the magnitude of consumers affected who could get better interest
rates by switching. They may overestimate the effects for some consumers that are
losing out on interest but are receiving offsetting non-monetary benefits (for example,
where consumers currently receive a service proposition that meets their needs and/or
benefit from the convenience that arises from keeping accounts in one place). But, for
all consumers, our estimates do not capture the dynamic benefits of competition - more
shopping around that focuses on non-price factors would improve outcomes by putting
providers under more pressure to innovate, improve their service propositions and
reduce costs.

Value of accounts affected

We looked at the interest rates'®® paid on easy access and Cash ISA (no term) products
in 2013 because these are the variable rate products with the most significant balances.
We calculated the amount of balances falling into different balance bands and into
different interest rate bands. We focused on:

197 In addition, economic theory does not suggest that there are any reasons to presume that there is a zero sum game. For this to
happen the higher profits firms make from consumers with older accounts (with low interest rates) would have to be competed
away entirely when attracting new accounts and balances (with high interest rates). We have not seen evidence to support this
claim.

198 The interest rate used in these calculations includes the bonus rate.
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e Those consumers with balances over £5,000, as these are the consumers who are
most likely to make monetary gains from switching.*®®

e Those consumers earning interest rates below the current Bank of England base
rate of 0.5%.

7.15 Other consumers (i.e. consumers with balances below £5,000) may well be earning
lower interest than they otherwise could or may consider the gains they could make
from switching their lower balances to be material, but these assumptions provide a
useful focus for our consideration of those most affected. The Bank of England base
rate gives us a useful benchmark for assessing the potential benefits of switching.

7.16 Tables 30 and 31 show interest paid on easy access and easy Cash ISAs with different
balances:

a For easy access accounts, £160bn (or 47%) of balances earned an interest rate
below 0.5%. £145bn (or 43%) of balances were held in accounts that earned less
than 0.5% and had more than £5,000 in balances per account (Table 30).2%

b For easy access Cash ISAs, £15bn (or 14%) of balances earned an interest rate
below 0.5%. £12bn (or 11%) of balances were held in accounts that earned less
than 0.5% and had more than £5,000 in balances per account (Table 31).%%*

Table 28: Distribution of total balances in easy access accounts falling into
different balance tiers and earning different interest rates (2013)

Interest

rate Balance in the account (£)

paid,

including £0- £100- £1,000- £5,000- £10,000- £25,000- Above

bonus £100 £1,000 £5,000 £10,000 £25,000 £50,000 £50,000 Total %
0% -

0.25% £206m £1,803m £8,495m £104,203m 31%
0.25% -

0.50% £82m £779m £3,986m £56,730m 17%
0.50% -

1.00% £47m £671m £4,064m £5,329m £13,741m £16,422m £57,284m £97,557m 29%
1.00% -

1.50% £25m £396m £1,796m £1,703m £4,031m £5,148m £15,741m £28,840m 9%
1.50% -

2.00% £3m £64m £847m £1,709m £3,955m £5,873m £15,519m £27,970m 8%
Above

2.00% £4m £73m £607m £1,431m £2,194m £3,128m £13,869m £21,305m 6%
Other* £1m £10m £67m £101m £317m £525m £2,789m £3,810m 1%
Total £368m | £3,796m £19,861m £24,021m £52,328m £58,323m £181,718m | £340,415m | 100%
% 0.1% 1% 6% 7% 15% 17% 53% 100%

* ‘Other’ captures accounts where providers did not provide interest rate information or there were issues
with data quality

199 We use a £5,000 threshold for illustrative purposes but some consumers may switch on lower balances and some may not switch
on higher balances, See paragraphs 4.61 and 4.64 for a discussion of the gains required from switching. Changing the threshold to
£10,000 would reduce the number and value of accounts affected, but the figures are still significant.

200 In terms of numbers of easy access accounts, around 50m accounts (or 71%) earned an interest rate of less than 0.5%. Over 5m
of these accounts were held in accounts that earned less than 0.5% and had more than £5,000 in balances per account.

201 In terms of numbers of Cash ISA accounts, around 6m accounts (or 29%) earned an interest rate of less than 0.5%. Nearly 1m of
these accounts were held in accounts that earned less than 0.5% and had more than £5,000 in balances per account.

90



7.17

7.18

7.19

Table 29: Distribution of total balances in easy access Cash 1SAs falling into
different balance tiers and earning different interest rates (2013)

Interest Balance in the account (£)

rate paid,

including £0- £100- £1,000- £5,000- £10,000- £25,000- Above Total %

bonus £100 £1,000 £5,000 £10,000 £25,000 £50,000 £50,000

0% - .

0.25% £21m £144m £1,565m £8,418m 8%

0.25% - 0,

Y £14m £121m £1,205m £6,259m 6%
0% -

g‘gg‘ﬁ; £17m £246m £3,147m £5,669m £9,508m £5,570m £1,918m £26,075m 25%
05 -

1'gg£ £8m £100m £1,610m £3,666m £8,959m £8,212m £3,322m £25,876m 25%
05 -

;'gg;‘: £5m £80m £1,227m £3,795m £6,294m £4,290m £2,161m £17,851m 17%

gb(;)(\)lf;) £8m £120m £2,054m £5,586m £6,402m £3,680m £1,567m £19,416m 19%

Other* £1m £2m £31m £98m £22m £19m £5m £177m 0.2%

Total £72m £812m £10,839m £21,992m £36,267m £24,511m £9,579m £104,073m 100%

% 0.1% 1% 10% 21% 35% 24% 9% 100%

*’Other’ captures accounts where providers did not provide interest rate information or there were issues with
data quality.

Interest that could be gained

We estimated the aggregate amount of interest that could be gained by calculating the
simple average interest rate paid for each interest rate band, and comparing it with the
average interest rate on products that were available in the market at 31 December
2013. ?°2 The average interest paid by on-sale products at 31 December 2013
represented the interest rate a consumer could achieve by switching their savings
account.

Based on this approach, we estimated that for accounts with interest rates below 0.5%
and balances above £5,000, in 2013 there was £400m-£650m of interest that could
have been gained in easy access accounts and £100m-£250m of interest that could
have been gained in easy access Cash ISAs (see Annex 3 for further details of these
estimates).

Conclusions

We conclude that competition is not working effectively for many consumers because:

e there is a lack of awareness of interest rates and the way in which providers change
interest rates over time

e only a minority of consumers shop around and switch

e switching processes vary between firms and are perceived to be costly by some
consumers

e across most types of savings accounts and most providers, older accounts are being
paid lower interest rates than on newer accounts. Bonus products directly lead to
interest rates that decline with the age of an account, and product replacement
used to lower interest rates on older accounts can have the same effect

202 To the extent that there is some element of a waterbed pricing effect, the additional interest gained by consumers currently
earning relatively low interest rates may be to some extent offset by a reduction in interest paid to the other group of consumers
who are currently earning relatively high rates. This means that it would not be appropriate to take the best deals currently offered
by consumers’ existing providers and/or offered in the market as a benchmark for calculating consumer detriment in the market,
as these rates may not be sustainable if all consumers switched to these offers. Benefits that accrue to consumers who are
currently earning lower rates should be offset by losses to consumers who receive a lower rate than under the status quo.
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e o0n easy access accounts, the advantages held by PCA providers in offering
convenience of access to a multitude of accounts means that large PCA providers
have to compete less hard to retain these consumers’ savings and are able to pay
lower interest rates than smaller providers while still retaining a large share of retail
deposits

Some consumers are more affected than others, but there is a significant number of
consumers that could benefit from improved terms on their savings accounts if the
features above are properly addressed. The likelihood of increased shopping around wiill
increase if and when interest rates increase in the future.
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PART II: Proposed remedies

8

8.1

8.2

8.3

8.4
8.5

8.6

8.7

Our approach

In this chapter we set out our approach to considering remedies. We cover:
e our remedies powers and statutory requirements
e the remedies options we have considered

e the remedies process

Remedies powers and statutory requirements

As set out in our market studies guidance?®?, if we conclude that competition is not
working well, we have a number of tools at our disposal to propose and/or implement
remedies.

We may intervene to promote effective competition using a number of measures,
including:

¢ rule-making, including changes to or potential withdrawal of existing rules
¢ making recommendations to the PRA

e publishing general guidance proposing enhanced industry self-regulation

e using firm-specific enforcement powers

e asking the CMA to consider the market further.?**

We may also intervene to protect consumers.

We will carry out a Cost Benefit Analysis to test the proportionality of any changes to
rules or guidance.?®

Remedies options considered

We considered a wide range of possible remedies to address our concerns. This
included a number of suggestions made by providers and consumer organizations in
response to our interim report, which was published in July 2014%°° (see Annex 1 for a
summary of these responses).

We set out in Chapter 9 the remedies we propose to pursue further and those we do
not. We have not at this stage decided which remedies we would implement by rule
changes, by publishing revised guidance or by proposing enhanced industry self-
regulation, but we have indicated the probable implementation routes under each
remedy and invited views on these approaches.

203 How we carry out market studies, October 2013, www.fca.org.uk/static/documents/market-studies/how-we-carry-out-market-

studies.pdf. We are currently consulting on updated market studies guidance: http://www.fca.org.uk/news/cpl5-1-fca-
competition-concurrency.

204 For example, where we do not consider we have sufficient powers to intervene.
205 As part of our assessment we also consider Equality and Diversity Implications, including if proposed policy changes are

forthcoming.

206 www.fca.org.uk/your-fca/documents/market-studies/ms14-02-interim-report
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We have not found it necessary to:
¢ Make recommendations to the PRA.

e Use firm-specific enforcement powers. Firm compliance with BCOBS rules or
requirements under the PSRs was not a focus of this market study, but we dealt
with any potential rule breaches encountered during the study by following our
usual procedures. Where we found areas where the rules or guidance could be
improved so as to promote effective competition in the interests of consumers, we
have set out our proposals in Chapter 9.

e Request that the CMA consider the market as we believe we have the necessary
tools to address the problems that we have identified.

In light of the CMA’s market investigation into PCAs, we considered whether it remains
appropriate for us to consider intervening in the cash savings market. We decided that,
although there are links between the cash savings market and the supply of PCAs, the
interventions we are proposing in the cash savings market are not likely in any way to
limit the CMA’s remedy options in the PCA market, should it wish to intervene, or
impact firms’ ability to implement any such remedies, should they be required to do so.
If the CMA decides to intervene in the PCA market so as to increase competition in that
market, this is likely to have a beneficial effect on the cash savings market because of
the links between PCAs and savings accounts (see Chapter 5). We will continue to work
closely with the CMA throughout its market investigation.>®’

Remedies process

In this part of our report, we set out our proposed remedies and are seeking views from
interested parties. We have set out a number of questions on each remedy (‘issues for
comment’) so that stakeholders can provide targeted answers and help us develop our
proposals further. We are seeking written responses to these questions, as well as
general views.

Following publication of this paper, we will also hold a number of meetings with
interested parties on these remedy proposals. We will then undertake further analysis
of the effectiveness and proportionality of the proposed remedies, including a Cost
Benefit Analysis for any changes to rules or guidance.

We will develop, finalise and implement remedies as quickly as possible following the
end of the consultation on this paper. We would expect to publish a statement of our
decision on remedies. It is not possible to determine at this stage what the precise
timetable will be for this or any subsequent implementation as a number of factors will
affect this, including:

e the extent and nature of responses to this consultation

e the implementation route chosen, which if we decide to make rule changes will
necessitate a further consultation

e the need for and speed with which we can trial any disclosure remedies

o the potential fit with other FCA work programmes and other legislative or regulatory
developments, such as the implementation of EU measures

207 For example, our response to the CMA’s consultation on its provisional decision to refer the market for investigation is published at
www.fca.org.uk/your-fca/documents/market-studies/fca-response-to-the-cma-consultation-sme-banking.
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Our proposed remedies

In this chapter we set out the remedies we propose to consider further and the
questions for consultation. These are:

a Disclosure remedies (paragraphs 9.5 to 9.50)
b Switching remedies (paragraphs 9.51 to 9.75)
¢ Convenience remedies (paragraphs 9.76 to 9.86)
d Sunlight remedies (paragraphs 9.87 to 9.103)

We then set out interventions we are not intending to pursue at this stage. This covers
two areas where we would like to see changes made but do not intend to intervene
directly at this stage (paragraphs 9.106 to 9.111), and remedies we are not proposing
to pursue (paragraphs 9.112 to 9.118).

In considering the design and scope of any of our proposed remedies we will take into
account existing UK and EU legislation. In particular, the PSD?*® and PSD2 will affect
our ability to implement some of the disclosure and switching remedies for savings
accounts that are considered ‘payment accounts’.?®® The PAD?' also introduces new
requirements that may apply to some of the accounts covered by this study. The PAD
has yet to be implemented and PSD2 remains under negotiation.

Where we are aware of possible issues we have noted them under each remedy, but at
this stage we consider it appropriate to consider the remedies in relation to both
savings accounts that are payment accounts and those that are not. We will need to
consider further what proportion of the savings accounts we are examining are deemed
to be payment accounts but we will work with industry and other stakeholders so that
the proposed remedies are applied to as many savings accounts as possible.

A Disclosure remedies

There were a number of areas where we found that consumers, particularly those who
value interest rate, would benefit from improvements to the information made available
to them by firms, both at or before the point of sale and post-sale, including in
customer communications (see paragraphs 5.39 to 5.70).

Clear, engaging and straightforward information, provided at the right time, can prompt
consumers to consider their choice of savings account or provider and help them make
effective choices. The randomised controlled trial (see Occasional Paper No.7) we
conducted with a large financial institution demonstrated that the timing of reminder
letters and the way the letter is written both have positive effects on the way
consumers act after receiving the letter and on whether they switch.

We aim to apply lessons learnt from behavioural economics and psychology to design
more effective disclosure. The randomised controlled trial demonstrates that testing

208
209

210

Directive 2007/64 on payment services in the internal market, OJ L 319/1, 5.12.2007.

A “payment account” is defined in regulation 2 of the PSRs as "an account held in the name of one or more payment service users
which is used for the execution of payment transactions”. The issue of which savings accounts can be considered ‘payment
accounts’ is dealt with in the FCA Perimeter Guidance (see question 16 of the Q&A) available at
http://media.fshandbook.info/content/full/PERG/15.pdf.

Directive 2014/92 on the comparability of fees related to payment accounts, payment account switching and access to payment
accounts with basic features, 23.07.2014.
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proposed disclosures before making any changes helps us to understand the effects of
different forms of disclosure and to make disclosure as effective as possible. Where we
are proposing significant changes to the disclosures firms make, and where these
disclosures would particularly benefit from testing with consumers before
implementation, we would like to undertake randomised controlled testing with a
sample of firms prior to any formal consultation on rules. Linked to our work on smarter
customer consumer communications®**, we would like to hear from any firms that
are interested in assisting us with this testing process.

In this section we set out the following disclosure remedies:
e Al — Better information provision at or prior to the point of sale
e A2 — Better information provision post-sale

e A3 — Choices on auto-renewal of fixed term accounts

A1) Better information provision at or before the point of sale

Aim of remedy and how it addresses the issues we identified

Our findings show that currently the majority of firms use the summary box outlined in
the industry guidance for BCOBS when presenting key product information.?? We
remain supportive of this approach, but we believe that consumers’ understanding and
awareness could be improved through enhancing the way in which certain key
information is provided. Specifically, our findings suggest that improvements could be
made to the communication of information on interest rates, how a bonus rate relates
to the interest rate displayed, potential charges and penalties, what a variable rate is,
what happens at maturity of fixed term bonds, and how to switch or close an account
(see paragraphs 5.39 to 5.45 and 5.61 to 5.69).

0 This remedy is designed to enhance this communication, by improving the information
included in summary boxes, the way this information is presented and the consistency
with which firms use the summary box. It is also designed to ensure that account
names are not misleading where the interest rates paid are at low levels (see
paragraph 5.45aiv).

1 Better quality information at the point of sale will ensure that:
e consumers are able to make an informed choice when choosing a savings product

e awareness of interest rates and key product terms is increased

211

212

We want to drive improvements in the information that consumers receive about the financial products and services they are
considering buying or already have. We wish to encourage firms and their advisers to consider how disclosures can be made as
effective possible. We are particularly interested in stakeholders’ research, experience and ideas for improving the effectiveness
and delivery of information to consumers about products or services.

We are inviting firms to work with us to test new ideas or techniques that could better support customer understanding of financial
products and services and improve engagement, including ideas that take advantage of technological developments that are
accessible and helpful for the intended customers.

Where an idea has strong potential for consumer outcomes to be improved, we may consider waiving or modifying certain
disclosure rules if appropriate to allow testing.

Firms that would like to talk to us about testing ideas can find more information here: www.fca.org.uk/firms/firm-types/project-
innovate/test-ideas

Industry Guidance for FCA Banking Conduct of Business Sourcebook, September 2013, the British Bankers’ Association, the
Building Societies  Association and the Payments  Council, www.fca.org.uk/firms/being-regulated/meeting-your-
obligations/guidance/industry-guidance/confirmed-industry-guidance. See sections 2.3 and 4.3.9. Annex A provides the template
for the summary box used for savings account financial promotions, and for pre-sale material for savings accounts. This includes
the following product information for the account: Account Name, Interest Rate (AERs), Tax status, Conditions for bonus payment,
Withdrawal arrangements and Access.
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e consumers are better aware of possible future changes in interest rates and how to
switch or close the account

How the remedy would work and be implemented

We are proposing the following changes to summary boxes?*3:

a Ensuring necessary information, including the interest rate on the account, is
displayed clearly and prominently and that the summary box does not refer
customers to an alternative source to obtain the interest rate.?**

b Clearer presentation of bonus rates and underlying rates along with the length of
the bonus rate period.?*®

c Clearer explanations about the basis on which firms can change interest rates on
variable rate products - for example 'we can increase or decrease this rate at any
point'.2*®

d Clearer explanations of what happens at the maturity of fixed term accounts.?*’

e Clearer information about how the consumer can switch or close the account,
including presentation of any charges associated with switching and/or closing the
account.?!®

In relation to non-payment accounts, these changes could be implemented by changes
to BCOBS guidance or rules. We could, for example, make it a requirement within
BCOBS that firms present summary box information prominently to consumers at or
prior to the point of sale.?’® The information in the summary box would be revised
based on the proposals in paragraph 9.12. For payment accounts, we will consider
whether we can issue guidance on how the information is provided, but we would be
interested in whether there is scope for industry to take forward these proposals.

In addition, we are proposing that accounts with low interest rates are given names
that do not suggest they pay high interest rates and/or they should carry an
appropriate warning. We are proposing that accounts that pay below a particular
threshold (most likely the Bank of England base rate) should ensure the account name
does not create an image of paying a high interest rate and/or should carry a warning
that states “this account pays an interest rate below the Bank of England base rate”.

We would like to trial these proposed changes to disclosures with consumers so we can
identify the information that consumers would find most useful and the most effective
way of it being presented.

Expected costs

Any changes to disclosure will result in firms incurring one-off costs from having to
make changes to existing disclosure materials. However, we would not expect
significant incremental ongoing costs unless additional literature needs to be produced.

213 We note that specific requirements may vary for different types of accounts. For example, proposals regarding the presentation of
bonus rates would be applicable to the summary boxes for a subset of accounts only.

214 See paragraph 5.45ai.

215 See paragraphs 4.39 and 5.45aiii.

216 See paragraphs 4.33 and 5.45aii.

217 See paragraph 5.66.

218 See paragraph 5.45b.

219 Industry guidance currently covers in what promotional material the summary box should be included and what fields are best
used in the summary box.

97



Issues for comment A1
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Given consumers’ lack of understanding of the variability of interest rates, what
wording can best describe how a firm can change such interest rates over time?
Have any stakeholders tested their wording with consumers and with what results?

Is there a way in which the underlying interest rate and bonus rate can be
communicated so that consumers can consistently understand what their rate will
fall to after the end of the bonus rate period?

Please provide any examples not already provided to us of pre-sale literature which
you consider clearly and simply conveys (i) what happens at maturity of fixed term
accounts; and (ii) how consumers can switch and close an account.

What threshold should be used to determine accounts that need to carry a warning
about being low interest paying accounts and what warning should be used?

What one-off and ongoing incremental costs could firms incur from making these
changes to the pre-sale literature?

Would any of these proposed changes to the pre-sale literature have any
unintended consequences on consumers or competition?

A2) Better information provision post-sale

Aim of remedy and how it addresses the issues we identified

Firms are already under duties under BCOBS and the PSRs to provide customers with
appropriate information so that customers can make decisions on an informed basis.
This is done, for example, through the provision of regular statements, bonus rate
expiry letters, rate change notification letters and fixed-term bond maturity letters.

We found in paragraphs 5.49 to 5.70 that:

Firms' practices in relation to the provision of interest rate information vary both in
general terms and in specific communications, and, to maximise its impact, this
information should be made more easily available or displayed more prominently.

Customer communications should be improved through more timely notifications of
interest rate changes, clearer indications of pertinent information (such as whether
the communication is about an interest rate cut) and more information on how a
customer can switch and the potential benefits of switching to a different savings
account with either the same provider or another provider.

The aim of this remedy is to give consumers more salient information about their
situation to prompt them to consider their choice of savings account and provider, and
in doing so increase competitive pressure on savings providers.

How the remedy would work and be implemented

Subject to the considerations in paragraphs 9.3 and 9.4, we are proposing changes to
three aspects of disclosure:
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9.24

9.25
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a prominent display of current interest rates in communications and on websites

b information about the potential benefits of shopping around being included in
customer communications

c improvements to the presentation, timing and frequency of customer
communications

(a) Prominent display of current interest rates in statements, in other customer
communications and on websites

We found that interest rate information is not always easy to find on firms’ websites
and on firm’s online banking platforms (see paragraphs 5.55 to 5.56). It is also not
always given or displayed prominently in communications to the customer, such as in
paper and online statements (see paragraphs 5.51 to 5.54). BCOBS and the PSD do not
describe in detail, in general, when and how interest rates must be provided to
consumers.

This remedy would require the prominent display of interest rates in all paper and
online statements, other customer communications and on websites. The remedy would
apply to all on-sale and off-sale accounts so that consumers can have easy access to
their interest rate information through their preferred communication channel. For
example, we could require that interest rates paid on accounts are displayed next to
any balance information that is given to the consumer.

Before making such rules, or supplementing the guidance in BCOBS 4.2.2G, or seeking
industry-led solutions, we would want to test different ways of providing the
information so as to understand to what extent the provision of this information is likely
to change consumer behaviour.

(b) Information about the potential benefits of shopping around being included in customer
communications

As set out in paragraphs 4.27 to 4.30, our consumer research revealed that many
consumers were unaware of their current interest rate or unaware that there may be
better-paying accounts offered by either their current provider or other providers. Some
consumers also perceived there to be a hassle in the switching process (see paragraph
4.55). We also found relatively little information was given to consumers about their
switching options — see paragraph 5.60f and 5.60Q).

We are proposing changes in paragraphs 9.51 to 9.74 to the switching process.
However, any changes to the switching process will have a limited effect unless
consumers are made more aware of the switching process and are provided with
information on the benefits of shopping around.

The PSRs do not currently require information to be given on account switching, but the
PAD will introduce a requirement on all firms to introduce account switching for certain
payment accounts.

We are proposing that remedy (a) in paragraphs 9.21 to 9.23 could be built upon by
extending the information consumers are provided in paper and online statements and
other customer communications (such as rate change notification letters) to include a
switching box.??° This box would outline the consumer’s current interest rate, but would

220 A form of switching box has been introduced in the energy market, for example.
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also display the potential benefits of shopping around and how to switch. Better
information about the potential benefits of shopping around would prompt consumers to
consider their choice of savings account and provider.

The information contained in this ‘switching box' would be standardised so the
information provided by firms is consistent. It would also need to be displayed with
sufficient prominence (for example, on the front page of relevant customer
communications). At a minimum we would like firms to include information about:

a the balance in the account
b the current interest rate on the account

c other similar accounts offered by the provider that have better rates of interest
and/or account features

d what impact switching to the other account would make to them — either in terms of
the difference in interest rate or in monetary terms

e how to switch either to an account with the same provider or another provider

Figure 30 provides an example of the sort of information that could be effective in
prompting consumers to shop around (and includes an example of how a comparison
might be made to other accounts offered by the same provider and by other providers).

Figure 30: Example of a potential ‘switching box’

COULD YOU GET A BETTER RETURN ON YOUR SAVINGS?

Your balance: £45OO e i 2270 0.75% _0.5% 0%
Your interest rate is: < ,I\ /I\ /I\
| I I

O . 5% 10 highest paying Our besteasy Your account:

easy access access 0.5%
accounts: 1.25% account: 0.75%

How does my savings account compare? As of 1 January 2014, the best interest rate we
offer on an easy access account is 0.75% (0.25 percentage points higher than yours). The ten
highest-paying accounts on the market offered on average 1.25%.

How much more could | earn? Based on your current balance, you should earn £22.50
interest this year. By moving your money to our best easy access account you would earn an
extra £11.25 per year. By moving to an account offered by an alternative provider you could
earn an extra £33.75 per year on average.

Moving your money into our best easy access account is easy.
[Process for switching savings accounts. Contact details.]

A number of respondents (large providers, smaller banks and building societies and
consumer organisations) to our interim report proposed remedies that included
disclosure of interest rate on statements and the identification and notification of better
interest rates on other accounts (see Annex 1). Our proposed remedy incorporates
these proposals.

We intend to develop these proposals further with behavioural experts, and to test the
effectiveness of different variations of this switching box information (for example, by
running randomised controlled trials). We would also need to explore which
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communications this is best included in (for example, annual statements, bonus rate
expiry letters, etc).

We also intend to explore whether information on the benefits of shopping around
might be effectively communicated through other channels. For example, information
about the rates a consumer’s provider is offering on alternative accounts could also be
communicated in a text message alert service similar to, for example, Nationwide’s
‘SavingsWatch’ service.??*

We will also need to consider further whether there are any practical challenges or
unintended consequences in requiring the provision of information about other accounts
offered by the same provider or by another provider (for example, average interest
rates in the market or the average top ten products by interest rate).

We understand that the Information Commissioner’s Office would consider the provision
of such information about other accounts offered by the same provider as marketing.
Providers would therefore need to have obtained a customer’s permission before
sending such information electronically, while paper communications may be sent in
certain circumstances without explicit permission.?”> Some firms told us that around
50% of their customers have ‘opted in’ to receiving marketing communications. This is
a significant proportion, and this number might be increased further if firms adopted a
more tailored approach to establishing a customer’'s appetite to receive such
information.

We will also need to consider:

e whether for certain products with fixed terms, it might be inappropriate to
encourage consumers to shop around during the term of the product if they would
incur charges or penalties

e whether competitors’ interest rates can be gathered and displayed in
communications to customers whilst still being up-to-date

(c) Improvements to the presentation, timing and frequency of customer communications

We found that the presentation, timing and frequency of customer communications
varied significantly between firms (see paragraph 5.60). In part this is due to the
different rules that apply to different types of accounts:

e When the account is a ‘payment account,’ the PSRs apply and the firm is required to
notify all customers of changes to terms and conditions, interest rates and charges
and generally to provide them with two months’ notice, unless they are
advantageous interest rate changes or linked to a change in a reference rate. We
are unable to amend the notice period required in relation to payment accounts
because these are laid down in the PSD.

e When the account is not a ‘payment account,” BCOBS rules apply and guidance
states that firms should notify customers when they make a ‘material’
disadvantageous rate change or when an introductory rate is about to expire. They
must inform customers in good time and industry guidance considers this to be a
minimum of 14 days in advance.

221 Nationwide customers who sign up to the SavingsWatch service are alerted both when the rate on their account changes and when
Nationwide launches a new account. See www.nationwide.co.uk/support/ways-to-bank/text-alerts/savingswatch.

222 Data Protection Act 1998, The Privacy and Electronic Communications (EC Directive) Regulations 2003 , and Direct Marketing -
Guide to Privacy and Electronic Communications Regulations (2013).
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Our randomised controlled trial with a large financial firm showed that the way in which
customer communications at the expiry of a bonus rate are presented and the timing of
them can have significant effects on consumers’ switching behaviour (see Occasional
Paper No.7).

This proposed remedy has three aspects.

First, there should be clearer guidance on the way in which firms should present
information in their communications. As set out in paragraph 5.60e, some firms use
general or neutral headings in their customer communications, such as 'keeping you
informed of matters' such that it is not immediately obvious what the communication is
about. This remedy would build on the findings of our randomised controlled trial (see
Occasional Paper No.7), which shows that consumers would be more likely to shop
around and switch when they are told about missing out on a better deal or that there
is a better deal available than when they receive a standard reminder about the end of
a bonus rate.

Second, we would amend BCOBS guidance to say that firms should notify all affected
customers of any disadvantageous change to terms and conditions, charges and
interest rates (although a de minimis rule might remain appropriate, for example,
where balances are below a certain level or where an account is effectively dormant).
Our BCOBS rules currently set out that consumers should be notified of
disadvantageous changes to terms and conditions, charges and interest rates if they
are material changes. Despite the confirmed industry guidance on the matter,
respondents expressed dissatisfaction and uncertainty around the size of interest rate
changes which should be considered ‘material’ as to an extent this is dependent on the
customer’s balance. There is inconsistency in firms’ approaches (see paragraph 5.60a).
The majority of respondents to the consumer survey (68%) also set out that they
would like to be notified of all interest rate changes, regardless of their significance (see
paragraph 4.36). This remedy was proposed by many respondents to the interim report
(see Annex 1). Changing BCOBS in this way would bring the rules more into line with
the PSRs.

Third, practices regarding notice periods and subsequent reminders given to consumers
when interest rates change should be improved. We found that the notice period firms
provide before bonus rate expiry, interest rate changes and the maturity of fixed term
accounts vary (see paragraphs 5.60d). For example, we observed that notification
periods for interest rate changes for different account types range from 14 days up to
60 days. In part, this is due to the different rules that apply to different types of
accounts (see paragraph 9.36). Indeed, as a result we observed that some firms
applied the standards of the PSRs to all of their savings accounts.

To ensure that consumers receive sufficient notice of interest rate changes, we propose
to:

e amend the required notice period for accounts that are not payment accounts®?®, if
testing shows that there is benefit to be gained that is proportionate to cost from

having a longer initial notice period

e introduce a reminder scheme whereby, in addition to adhering to the notice
requirements described above, firms would be obliged or encouraged to issue
consumers with reminders about particular events, such as expiry of bonus rates,
other rate decreases or the maturity of fixed-term accounts

223 This remedy was proposed by three respondents to the interim report, including one large bank and a consumer organisation.
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e examine whether the use of different channels of communication (for example, text
messaging) may also have benefits (see paragraph 5.60c)?**

Expected costs of each intervention under Remedy A2

The costs of the above proposals depend on exactly what and how changes are made to
the information provided to consumers.

Provision of information in branch, online or via telephone banking would result in firms
incurring one-off costs from making the necessary changes. Again, we would not expect
any significant incremental ongoing costs other than the need to keep the information
updated.

Where no additional mailings to customers are required, we would expect most of the
costs to firms to arise from having to make one-off changes to existing
communications. However, where additional communications are required these will
lead to firms incurring additional one-off costs from having to make changes to existing
systems and additional ongoing costs from having to provide the notifications on an
ongoing basis.

Issues for comment A2

a. On remedy A2(a): How can information on current interest rates for existing
savings accounts be displayed so as to have maximum effect in informing
consumers (i) on firm’s websites; (ii) on online banking platforms; (iii) in paper and
online statements; and (iv) in other customer communications? What practical
considerations need to be taken into account?

b. On remedy A2(b): What information should be included in the proposed switching
box? To what customer communications and product types should the switching box
be applied?

c. On remedy A2(b): How should the accounts be categorised in order to provide an
indication of the best accounts in the same category in the switching box (for
example, the top 10 easy access accounts)?

d. On remedy A2(c): What testing have firms done on the presentation and timing of
customer communications when interest rates are changing?

e. On remedy A2(c): Should there be any de minimis rule when firms should not have
to notify customers of a disadvantageous change in terms (e.g. when an account
has not been used for a certain period of time)?

f. On each of the remedies above: what one-off and ongoing incremental costs are
firms likely to incur from having to implement each of the proposed remedies?

g. Would any of these proposed changes to the post-sale literature have any
unintended consequences on consumers or competition?

224 One large bank in response to the interim report proposed use of text message reminders.
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A3) Choices on auto-renewal of fixed term accounts

Aim of remedy and how it addresses the issues we identified

We found that some firms operate automatic renewal where if a customer does not act
before the maturity date of their fixed term account the firm automatically reinvests the
customer’s money into either a new fixed term bond or a matured funds or easy access
account. These firms with auto-renewal do not usually give consumers the choice of
how their savings will be treated. Although many firms have cooling-off periods, we
were concerned that consumers are placed into a type of savings account that does not
match their preferences and may lead to them not being able to access their savings
(see paragraphs 5.61 to 5.69).

The aim of this remedy is to ensure that automatic renewal only happens when the
customer has explicitly opted for this to happen, rather than this being the default
option that customers have to opt out of.??®

How the remedy would work and be implemented

We are proposing that firms should not renew fixed term accounts (i.e. place the funds
into a new fixed term bond) automatically unless the consumer has given explicit
consent for this when opening the account. This would not prevent firms offering to
renew the product at maturity, but this could not be presented as the default option
without consumers having made an active choice at the point of sale. There would also
be a need for effective reminders at maturity of the fixed term bond, but this is covered
by remedy A2.

The implication of this remedy is that all firms who want to offer auto-renewal upon
maturity would have to ask consumers at point of sale whether at maturity they want
their bond to be auto-renewed or whether they want their balances to be transferred to
an easy access (or other savings) account. Firms would not be allowed to ‘pre-tick’ any
of the options as the default choice. Consumers would still be given the choice when
letters are sent out at the maturity of the fixed term bond, but if they did not have time
to consider the options at that point, the action taken by the firm would be more likely
to reflect the consumer’s preference (because they would have expressed a preference
at the point of account opening).

Expected costs

There are likely to be one-off incremental costs for some firms in implementing changes
to their procedures at point of sale but the incremental ongoing costs are likely to be
minimal.

Issues for comment A3

a. What costs are likely to be incurred in changing procedures at the point of sale so
as to give consumers a default choice at product maturity?

225 In Australia, the regulator, Australian Securities and Investment Commission, intervened to require clear and effective disclosure
of dual pricing and risk of roll over onto lower rates in application forms, product disclosure statements and pre-maturity and post-
maturity letters (see PwC report, page 45).
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B Switching remedies

We found that a significant proportion of consumers do not shop around for savings
accounts. We found that for some the process of switching is seen as involving too
much hassle relative to the potential gains from switching (see paragraph 4.55).

We have already identified ways to give consumers more information so as to
encourage shopping around. But increased shopping around is only effective if
consumers can actually switch easily and do not perceive switching to be complicated
or time consuming.??® This set of interventions focuses on making the process of
switching easier. There is a range of possible ways that this could be achieved, and we
set out three proposed approaches:

e B1 - Facilitating switching between accounts offered by a particular firm; and
e Facilitating switching between firms by:
0 B2 — speeding up Cash ISA switching

o B3 — encouraging more widespread use of electronic identity verification
procedures

The PAD requires firms to offer a service allowing certain payment accounts to be
switched with other payment services providers. It is likely that at least some easy
access accounts will be caught by this requirement, so the switching process may need
to change as a result of this.

We would like to work with industry and consumer groups to find the most effective
way to implement the above proposals to all savings accounts. However, if industry-led
solutions are not likely to be quickly implementable we will consider taking action
ourselves through changes to rules or guidance.

B1) Facilitating switching between accounts offered by a particular firm

Aim of remedy and how it addresses the issues we identified

We found that the experience of switching accounts within a firm varied, although
overall the process was relatively straightforward (see paragraphs 5.75 to 5.77).

This remedy aims to provide a simple switching process for opening a new account with
the same provider, switching savings balances between the existing and the new
account, and closing the existing account by: (i) improving internet banking
functionality; and (ii) creating simple ways to transfer balances for paper-based or
telephone banking accounts. This would mean that consumers are easily able to take
action when information is provided on savings accounts with better terms (see the
disclosure remedies above).

How the remedy would work and be implemented

The remedy would involve offering internet functionality that enables a consumer to
switch account with just one or two clicks. It is likely that this simplified switching
would need to be limited to certain groups of accounts — for example, switching from

226 The proposed switching box could help change these perceptions if information is presented that sets out the switching process
and explains how long it is likely to take.
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one easy access account to another easy access account. This is because switching
from an easy access account to a Cash ISA would not be as straightforward as
switching to another easy access account given the possible need for additional
information.

The functionality would be featured prominently on a consumer’s internet banking
‘homepage’ along with simple information on: (i) the consumer’s current interest rate;
and (ii) the best available rate for that group of savings products (see the switching box
above). Once a customer has clicked to request to transfer their savings into the
alternative product, there would need to be a confirmation question before the switch
would be executed. Some firms, including some smaller building societies already offer
this functionality.

As more than half of savings accounts are not managed online??’, a new process would
also need to be introduced for accounts that are not managed online. This could
involve: (i) a simple form sent with customer communications that can be completed
and returned to the firm for branch and/or postal accounts; and/or (ii) a ‘one call’
option for telephone-based accounts.

This remedy could be implemented voluntarily or through FCA rules, subject to
consideration of the interaction with EU requirements.

Expected costs

To implement this remedy, we would expect firms to incur some incremental one-off
costs from making changes to their IT systems. We know that some banks and building
societies, including some of the smaller firms in the market, already offer this
functionality on their website, so we expect costs not to be insurmountable for this set
of firms. Other banks offer account opening online, which may easily be converted into
one-click functionality.

For paper-based accounts, there would be one-off costs to design the relevant forms
and ongoing costs for producing and sending the forms to be enclosed with customer
communications. For telephone-banking, we would expect one-off costs from changing
the telephone banking functionality.

Issues for comment B1

a. Are there any practical reasons why the simple functionality, described above, could
not be introduced to all online banking platforms of firms who sell and manage
accounts online?

b. What methods of simple switching between accounts with the same provider can be
offered for branch/postal accounts and telephone-based accounts?

c. What incremental one-off and ongoing costs would these changes entail?

227 See our interim report, page 17.
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B2) Speeding up Cash ISA switching

Aim of remedy and how it addresses the issues we identified

This remedy would seek to speed up the Cash ISA switching timeframes. As described
at paragraph 9.52, making savings account switching easier and quicker would allow
customers to switch more easily and quickly to an account that better suits their needs.

How the remedy would work and be implemented

The package of measures agreed between the OFT and industry in June 2010 has
helped reduce ISA transfer times materially (see paragraph 5.86). However, we
understand from one large provider that the electronic transfer system introduced in
2012, and now adopted by many banks, has enabled further efficiency savings to be
made, such that the transfer target could be further reduced.

The establishment of the Current Account Switch Service in September 2013 (see
paragraphs 3.52 and 5.85), guaranteeing a switch for PCAs (which are typically more
complex products to transfer) in seven working days, also suggests that the 15
working-day target could now be reduced.

This remedy would seek providers to commit to reduce the target ISA transfer time to
nearer seven working days.

This remedy would be best implemented through an industry-led solution, but we would
consider providing guidance or making rule changes ourselves, subject to consideration
of how such changes would interact with HMRC'’s rules.

Expected costs

The costs involved to firms will clearly depend on the extent to which the target time is
reduced. However, as the electronic switching system has already been introduced to
meet the 15-day target, we would expect the target time to be capable of reduction
without significant incremental one-off and ongoing cost to those firms that have
already adopted the automated system.

Those providers that have not yet adopted the electronic transfer system would be
likely to incur some incremental one-off costs from this remedy, but where this leads to
efficiency gains this could reduce their ongoing costs.

Issues for comment B2

a. To what extent is there scope for further reductions in switching times? Is there
any reason why the target time for ISA transfers should not be reduced to seven
working days, in line with the Current Account Switch Service?

b. To what extent would faster switching times increase shopping around and
switching?

c. What would be the incremental one-off and ongoing costs of adopting the electronic
transfer system be for those providers that have not yet adopted it?
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B3) Encouraging electronic identity verification procedures

Aim of remedy and how it addresses the issues we identified

As discussed in our findings, a number of challenger banks have, during the course of
this study, indicated that they believe that the requirements on banks to identify a
customer and verify that customer’s identity added too much time to the switching
process, which they felt increased customer inertia (see paragraphs 5.79 to 5.83).

We found that electronic checks to verify a customer’s identity are successful in the
majority of cases (firms cited a success rate of between 70% and 90%). However,
there remains a number of firms who do not use electronic identity verification, leading
to a potentially more time-consuming process than may otherwise be the case for some
consumers (see paragraph 5.81). This is not restricted to just the smallest firms.
Notwithstanding the flexibility afforded to firms by the UK Anti-Money Laundering
legislation, a number of respondents to the interim report said that we should seek to
simplify the identification and verification checks required when opening a new account
(see Annex 1).

This remedy aims to encourage more widespread use of electronic checks to verify a
customer’s identity. This would help reduce the perceived and actual inconvenience for
customers involved in switching accounts, and may encourage greater shopping around
by allowing customers to switch more easily and quickly to an account that better suits
their needs (for example, with a higher rate of interest).

We do not propose to pursue the approach used in the Netherlands, where voluntary
agreement was sought from banks to rely on identification checks of the previous bank,
because this seems unnecessary given the relatively widespread and successful use of
electronic verification.

How the remedy would work and be implemented

This remedy is to encourage those firms using only paper-based approaches to move to
electronic verification checks?®.

Expected costs

The fact that a majority of firms use electronic verification suggests that it can be more
cost effective for some firms. However, there may be circumstances where this is not
the case.

Issues for comment B3

a. For those firms using paper-based approaches to verification checks, what are the
major barriers to switching to electronic verification?

228 The JMLSG Guidance contains guidance on criteria firms should use when choosing an electronic verification provider and
measures they should take to reduce the risk of impersonation fraud (see Part | Chapter 5 Section 5.3, www.jmlsg.org.uk).

108



9.76

9.77

9.78

9.79

9.80

9.81

9.82

C Convenience remedies

Aim of remedy and how it addresses the issues we identified

As described in paragraphs 4.8 to 4.19, we found a significant proportion of consumers
do not just value the interest rate on their savings account; they value a range of
features, including the convenience of holding savings accounts and other accounts in
one place. These consumers may therefore place less weight on the interest rate than
these other features. They tend to use the accounts for ‘building up a savings pot’ or
‘transacting’ purposes and so the convenience of being able to view their balances on
one screen or to move their funds between accounts is important to them. As a result,
these consumers do not typically shop around for savings accounts and miss out on
accounts that have features that might better suit their needs.

We considered ways in which the convenience of viewing and managing savings and
other accounts in one place could be offered to consumers without needing to keep
their savings with their existing provider(s). Our study has identified account web
aggregation services as offering a potential solution but there may be other ways of
achieving such solutions.

This remedy aims to reduce any significant barriers to these or other similar solutions
becoming effective. Counter-balancing the advantage of incumbent savings providers
by offering such convenience could encourage more consumers to shop around. As PCA
providers benefit from a significant proportion of consumers that hold their savings with
their PCA, it would also open up a greater portion of the market to savings providers
that do not offer PCAs or are not typically providers of consumers’ main PCAs.

We would like to hear about: (i) both the potential usefulness to consumers of such
services as well as the potential risks; (ii) the potential level of interest and the nature
of services that could be offered by existing aggregators and other potential market
entrants offering similar services; and (iii) whether there are any regulatory barriers to
entering the market that could be lowered by the FCA to facilitate the development of
such services.

How the remedy would work and be implemented

We are aware of and have spoken with a small number of firms that currently offer
account aggregation services (or have done so in the past) in the UK.??®* 2% Such sites
typically enable a customer to see account information, such as balances and recent
transactions, on a range of selected accounts including savings and current accounts.
The sites typically allow read-only access to account information, but can offer
additional functions to help customers manage finances more easily, such as tracking
spending or setting savings targets.?*!

The providers offering such services have different business models and generate
revenue in different ways, including subscription fees and advertising.

A read-only service may provide useful functionality for those savers who are typically
seeking to ring-fence a pot of savings from their current account, enabling them to

229 Such services are typically likely to be unregulated since intermediary activities for retail banking currently fall outside the FCA
perimeter, provided that a firm does not hold deposits themselves or provide payment services.

230 A new trade association representing account aggregators was launched in December 2014 — the Financial Data and Technology
Association (www.fdata,org,uk).

231 Web aggregators are particularly prominent in the USA but mainly in investment products (see PwC report, page 113).
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keep track of growth in their savings balances. However, these services are currently
limited in the types of consumers they can serve because they do not offer the ability to
transfer money and make payments. This transacting functionality may appeal to a
wide range of consumers that want to manage as well as view their accounts in one
place.

While account aggregation has gained some traction in the US, in the UK it has been
more limited. Some business models have, in recent years, been inhibited by the low
interest rate environment. However, there are two important factors that limit the
growth of these sites :

e Consumers’ rights to share personal security information (such as internet banking
passwords) with account aggregators is limited by some banks’ terms and
conditions. By sharing such information, the terms and conditions indicate that
consumers are waiving certain rights, such as the right to a refund if there has been
an unauthorised transaction on the customer’s account. While there may be
legitimate reasons for such an approach, such as discouraging the sharing of
security information in order to reduce the risk of fraud, it may inhibit the
development of a sector that can provide customers with a useful service.

e Some consumers do not recognise the legitimacy of these sites, partly due to the
restrictions on information sharing and partly due to such sites having less well
known brands.

PSD2 is likely to require firms offering aggregation in relation to payment accounts to
be authorised and to set down conduct rules for them. This means that from 2017 they
would be within our regulatory remit.

We are considering the benefits and risks of greater sharing of consumers’ personal
security information via account aggregators (or similar such services). In particular,
we intend to explore two areas to see if there are interventions that we can make to
help create the convenience for consumers of viewing and managing savings and other
accounts in one place without the need to keep all their savings with one provider:

e what would need to be changed to allow safe sharing of consumer’s personal
security information and whether this can practicably be changed, and

e dependent on the above, whether there are ways in which we can intervene to
encourage wider use by consumers of account aggregators (or other similar
services)

Expected costs

The expected costs of this remedy depend to a significant extent on whether and, if so,
which rules are changed.

Issues for comment C

a. What views are there on the issues in paragraph 9.79?

b. Which are the most significant of the barriers described above and what action can
the FCA take to help reduce these (see paragraphs 9.83 and 9.85)?

110



9.87

9.88

9.89

9.90

9.91

9.92

c. Are there any additional barriers to solutions emerging? Does the scope of the FSCS
have an effect on consumers’ behaviour?

D Sunlight remedies

Aim of remedy and how it addresses the issues we identified

Our study has found that the cash savings market is not working well for a significant
group of consumers who, instead of actively shopping around for savings products, tend
to remain with the same account for long periods of time. Since providers have
responded to this behaviour by reducing the rates offered on older accounts, these
consumers tend to receive lower interest on their savings than consumers with newer
products (see Chapter 5).

We propose to introduce measures to improve the availability of clear, reliable and
consistent information on providers’ interest rates and number of products. The aim of
this remedy would be to raise awareness of certain providers’ strategies to reduce the
interest rates offered to longstanding customers, to encourage shopping around by
consumers, and encourage incumbent firms to offer better value products to existing
customers, especially those with off-sale products.

We are considering two specific ways in which this remedy might be implemented. We
could require firms to:

e report standardised statistics on a regular basis to an independent body (most
likely, the FCA), which would collate and publish the information

e provide specific information about their savings books alongside other information
typically provided in branches or on providers’ websites

We consider each of these proposals in turn below.

How the remedy would work and be implemented

Option 1: Centralised publication of provider data

The first option would require firms to report a specific set of information about the
composition of their savings books to an independent body on a regular basis.
Examples of information that firms might be required to report includes:

e the interest rate offered on the lowest paying account of a particular type
e number of on-sale and off-sale products by product type

e summary statistics on the interest rates paid by product type (e.g. average interest
rates, differential between highest and lowest interest rates, interest rate
percentiles)

The independent body would then combine the information received from the industry
into a single dataset, which would be made available to the public. This data collection
process might operate in a similar manner to our publication of complaints data.?*?

232 Currently, regulated firms are required to report information to the FCA every six months on the number of complaints they
receive and how they handle them. We then publish this information in a user friendly format so that firms are able to compare
their performance against their peers and consumers have access to additional information about the firms we regulate.

111



9.93

9.94

9.95

9.96

9.97

9.98

9.99

The intention would be that this information would then be used by consumer groups,
price comparison websites, the financial press, the FCA, Government and other
interested parties to report on the implications of these figures. Third parties could use
the information to draw attention to specific providers and/or accounts that offer
interest rates to existing customers that are materially worse than those that can be
achieved on other savings accounts offered by the same or other providers. In this way,
requiring firms to publish data about the interest rates and number of products off-sale
may put pressure on providers to improve their product offering.

While we intend to work closely with industry to understand how this data might be
used, we envisage that one possibility is that the data might be used in conjunction
with the other information third parties currently collect as a means to rank provider
offerings.

We note that an approach based on similar principles has been adopted in the
Netherlands. There the regulator itself publishes savings provider rankings that are
based on a set of indicators around firms’ communication with customers, the variety of
accounts offered, the use of bonus rates and the rate differences across products. The
Dutch regulator, AFM, has reported that the scheme has been successful in improving
both provider behaviour (with firms’ scores rising over time) and consumer decision
making.?*3

Option 2: Publication of provider data direct to consumers

The second option would require firms to provide specific information about their
savings books directly to consumers alongside other pre-sale information typically
provided in branches or on providers’ websites.

As under the first option, the types of information firms might be required to provide
include: the interest rate offered on the lowest paying account of a particular type, the
number of on-sale/off-sale products by product type or summary statistics on the
interest rates paid by product type.

The difference in this option is that the information would be provided more directly to
consumers to help inform their decision making (without interpretation via a third
party). For example, consumers could use the information providers report on the
interest rates offered on different accounts to assess whether these providers tend to
reduce the rates offered to longstanding account holders. We would want to understand
further the extent to which this information might effectively influence consumer
decision-making about which account/provider to use.

Challenges to consider

We recognise that there are a number of challenges associated with both options under
consideration which it will be necessary to take into account. These include: design
issues associated with determining the appropriate information to publish; distortion
risks if the transparency of any of these metrics leads to an increased risk of
coordinated outcomes; and practical considerations as to the scope of the intervention
(i.e. which providers/products should be covered) and possible cost implications. We
would also need to categorise products into the different types of savings accounts,
which may not always be easily determinable.

233 See summary of AFM Annual Report 2012 page 4 and summary of AFM Annual Report 2013 page 5 available at:
www.afm.nl/en/professionals/afm-actueel/jaarverslagen.aspx. See also PwC report pages 95 and 97.
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It will be necessary to consider these issues in detail when assessing how best to
design a measure that shines a light on provider strategies, and determining how best
to present this information and to whom.

We believe that by working closely with relevant stakeholders it will be possible to
develop a solution that helps to draw attention to instances where providers are leaving
consumers in poor value accounts, and so drive incumbent firms to offer better value
products to existing customers.

Expected costs

Option 1: Centralised publication of provider data

The implementation of this remedy would impose some incremental one-off and
ongoing costs on account providers, the independent body collecting firm data, and
third parties might incur costs associated with reporting, collating and analysing the
required information. The scale of these costs would depend on the specific design of
the remedy, including but not limited to factors such as: the range and type of
information firms are required to provide, the ease with which online reporting systems
can be established, and the extent to which intermediaries are already well positioned
to analyse the information and present it in a digestible format.

Option 2: Publication of provider data direct to consumers

We expect that savings providers will incur certain costs associated with providing the
required information in branch and online. The scale of these costs would depend on
the specific design of the remedy.

Issues for comment D

a. In what format is this information best provided to consumers to encourage better
decision making — via third parties or directly in branch and via providers’ websites?

b. Would publishing this information give rise to distortions or any other unintended
consequences? For example, is there a risk that consumers might make
misinformed or ill-informed choices as a result of the information being
misinterpreted or taken out of context (either by themselves or the third parties
disseminating it) or being inconsistently reported by providers?

c. What circumvention risks would this remedy pose and how could these be
addressed?

d. What information should be required to be provided?

e. Which third parties would be interested in using and communicating the information
to consumers in a digestible format?

f.  Which providers and savings products should be covered by the remedy? Should
providers be required to publish information that covers their entire product range
or a subset of popular offerings?
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g. At what level of detail would it be appropriate, practical and proportionate to

provide this information (e.g. by product, product type)?

h. What costs would the measures in this remedy entail?

Remedies we are not intending to pursue at this stage

In this section, we set out interventions we are not intending to pursue at this stage.
This covers two areas where we would like to see changes made but do not intend to
intervene directly at this stage:

extending the Current Account Switch Service to some types of savings accounts

simplification of firms’ product ranges

We then set out remedies we are not proposing to pursue.

E Extending the Current Account Switch Service to some types of savings

accounts

We considered a remedy designed to make switching savings accounts between firms
easier through an extension of the Current Account Switch Service to savings accounts.
The Current Account Switch Service provides an infrastructure to switch quickly and
simply PCAs, which are more complex than savings accounts. An effective switching
process, involving less perceived and actual hassle, would allow customers to switch
more easily and quickly to an account that better suits their needs.

We decided not to pursue this remedy at this stage because:

We have other interventions that are likely to improve the switching process — see
remedy B3.

The Government announced some changes to the Current Account Switch Service in
December 2014 (see paragraph 3.55), which need to be completed and embedded
before the service is extended to savings accounts.

Implementation of the PAD in the UK may involve the mandatory provision by firms
of a switching service for certain payment accounts. It is likely that at least some
easy access savings accounts will be caught by this requirement. An extension of
the scope of the Current Account Switch Service may therefore be required in the
future without our intervention. We would welcome such developments.

We launched a review the effectiveness of the Current Account Switch Service in
September 2014 and expect to report back in the first quarter of 2015.%%** The
results of this review will be helpful in considering whether there is merit in
extending the service further.

There are many more savings account providers than PCA providers. Extending the
Current Account Switch Service to include all or most of these providers may be

234 In its Autumn Statement, the Government announced two enhancements to the Current Account Switch Service to be delivered by
March 2015: (a) an extension to the service to include SMEs with a turnover up to £6.5m, which is believed to include 99% of
SMEs (in addition to retail customers, the service is currently available to businesses with a turnover up to €2m (or sterling
equivalent)); and (b) an extension of the redirection service to 36 months (currently 13 months) to give customers greater
reassurance that no direct debit or standing order will fail once they switch to a new provider. In addition, Government has asked
the FCA to advise (before the March 2015 Budget) on whether a reduction in the switching time from seven to five working days
would deliver significant benefits to consumers.
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more complex operationally and take longer than simply extending it for the PCA
providers and there is a risk that only extending the service for PCA providers in the
short term, until other firms are ready, may embed the position of the PCA
providers.

e The CMA’s market investigation into PCAs is ongoing.

However, we may wish to consider an expansion of the scope of the Current Account
Switch Service once these issues have been resolved.

F Requiring providers to simplify their product ranges

During our study, a number of providers simplified their product ranges (see paragraph
3.38). We welcome product simplification where it leads to efficiency gains and
facilitates more competitive offerings while still providing the choices that meet
consumers different savings needs. We want to encourage those providers that have
not yet reviewed their product range to consider whether their current product range is
delivering good outcomes to consumers.

We note that the Dutch regulator, AFM, intervened in 2010 to limit the number of
accounts providers may offer. It did not impose a fixed number of products but it
decided to assess the element and conditions of each savings product on offer on an
annual basis. As a result banks simplified the types of savings accounts they offered.
For example, ABN Amro reduced the overall number of savings accounts from 20 to six.
Although there are reported to be higher customer satisfaction scores, no detailed ex-
post impact assessment has yet been undertaken.?*®

We are expecting to see some product simplification in the market but at this stage, we
are not proposing to specify the number or type of products that each provider should
offer. Prescriptive rules risk some consumers not having products that meet their needs
and they may stifle innovation in the way savings products are offered. Instead, we
want to encourage firms to take the initiative to consider whether their product ranges
and pricing strategies deliver good outcomes and make it easy for consumers to
compare products. We will return to this area if we do not see greater clarity for
consumers.

Remedies we are not pursuing
In this section we set out those remedies that have been suggested by interested
parties which we are not intending to pursue. These are:
e interventions into firms’ product design, including:
0 banning bonus rates

0 requiring providers to put all customers with off-sale products or all customers
on a single interest rate

e taking ownership of the Code of Conduct for the Advertising of Interest Bearing
Accounts, including the calculation of the AER

235 See PwC report, pages 96 and 127.
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G Banning bonus rates

Some smaller providers and consumer organisations suggested banning introductory
bonus rates or requiring providers to offer all customers the same interest rate. We
noted that the Dutch regulator, AFM, intervened in 2010 to end the use of bonus rates.
Although there are reported higher customer satisfaction scores, no detailed ex-post
impact assessment has yet been undertaken.?*®

During our study, a number of providers have stopped using introductory bonus rates
(see paragraph 3.38). We are not proposing to ban introductory bonus rates. Flexibility
in pricing (including the ability to offer introductory bonus rates) is important in
encouraging switching and allowing providers to manage their balance sheets
effectively. However, we are proposing that improvements are made by providers to
customer communications on interest rate changes and bonus rate expiry (see remedy
A2).

H Requiring providers to put all customers with off-sale products on a
single interest rate

We also considered whether the effectiveness of competition in the market could be
improved by requiring firms to pay a single rate on all their off-sale products of a
specific type (e.g. all easy access accounts that can be managed via particular
channels) or to put all their customers onto a single ‘best’ interest rate. The Dutch
regulator, AFM, intervened in 2010 to limit price differentiation between products unless
they can be justified on cost grounds.

We noted that there may be some benefits from such an approach:

e it may improve transparency as it would make it easier for consumers to identify
what deal they are currently getting and may encourage more switching from off-
sale to on-sale products

e just after product simplification some consumers may see their interest rate
reduced and be encouraged to shop around and switch to an on-sale product with
better terms

e some consumers currently on the lowest off-sale interest rates may see their
interest rates increase (albeit at a cost of the interest rate reduction noted above)

However, we decided not to pursue this remedy. Interventions to ban price
discrimination would be likely to have unintended or distortive consequences because:

e They would make it more difficult for firms to manage their savings books, overall
balance sheets and liquidity.

e Rather than requiring that providers offer all customers the same interest rate, we
propose to improve notifications of interest rate change in order to prompt
consumers to shop around for better offers.

e While it is possible that some providers may choose to offer a single interest rate to
all customers, this is only one possible outcome that could emerge. Different prices
for different groups of consumers can be observed in a competitive market where
different groups of consumers have different needs from savings products and/or
there are different costs in providing savings products to them.

236 See PwC report, pages 96 and 127.
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I Code of Conduct for the Advertising of Interest Bearing Accounts

9.118 Four stakeholders raised concerns about the Code of Conduct for the Advertising of
Interest Bearing Accounts. These related both to the enforceability of the Code in
relation to firms’ use of AERs and industry’s ownership of this Code. We are not
proposing specific remedies in this paper. While we will keep the matter under review,
we have not been presented with sufficient evidence of detriment to suggest that
regulation by the FCA is necessary (see paragraph 5.58).

Issues for comment E-1

a. What views are there on whether we should pursue remedies E and F at this stage?

b. Are we right not to pursue remedies G, H and 1?
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10 Next steps

10.1

10.2

The publication of this report brings to an end the investigative phase of our market
study. We would like to hear your views on the remedy proposals in part Il of this
report. In particular we would like to hear responses to the issues for comment. Please
send us written comments by noon on 18 February 2015.

Our remedies will then be further refined and, where rule changes are required, subject
to a cost-benefit analysis and formal consultation. We will develop, finalize and
implement remedies as quickly as possible following the end of the consultation on this
paper. We expect to publish a statement of our decision on remedies.
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Annex 1

Views from stakeholders

Following the publication of our interim report in July 2014, stakeholders submitted
their views or evidence on matters covered by the report. They also put forward
proposals for remedies. We received responses from several parties and met with a
wide range of stakeholders including trade associations, consumer organisations and
firms (large and smaller providers).

We have grouped the responses and feedback under four broad headings:
e consumer behaviour

e firm conduct, including PCA links

e barriers to entry and expansion

e remedies

Overall, there were a wide range of views. Many of the points made covered similar
ground to the initial views submitted following the terms of reference published in
October 2013 (which we summarised in Annex A of our interim report). In general,
consumer organisations agreed with the analysis in our interim report, but there were a
number of criticisms from providers.

Consumer behaviour

Many providers, consumer organisations and trade associations said that interest rate
was not the only relevant consideration in consumers’ choice of savings
account/provider because consumers also value aspects such as convenience, service
and brand:

e As a result, a large provider believed that we should balance any monetary gains
which could be generated from switching against non-interest rate factors, such as
flexibility or the security of a well-known brand.

e A smaller provider felt it was important to define the entire ‘value equation’ because
different consumers have different requirements. Price is not the only consideration
or measure of value. An illustration given was the perceived value in savings
accounts and managing savings accounts being different for branch-based
customers and online customers. A branch-based customer values face-to-face
contact and advice and an online customer values accessibility and convenience.

e One smaller provider stated that there are some consumers on one end of the
spectrum who completely disregard interest rate and there are others on the other
end of the spectrum who focus only on interest rate.

Another key theme noted was that we should be careful about drawing inferences from
low levels of switching due to low balances in some accounts and the current low
interest rate environment:
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11.

e Some smaller providers and a consumer organisation warned that the current
market conditions were atypical.

e Some large providers said many customers were not active because of low balances
and the low gains from switching. A smaller provider and a trade association also
said that low balances on many accounts means there are low gains from switching.

e Some providers also referred to other industries, including mobile, broadband and
digital television, which have low switching rates but competitive markets. A large
provider said that 60% to 70% of its customers switched savings accounts 12
months after opening their accounts.

A consumer organisation said that certain people have barriers to shopping around and
switching. For example, many older people without access to transport and or the
internet may need help making decisions in relation to their financial affairs.

Firm conduct

Differences between interest rates on new and older accounts

Many providers agreed that there are differences in interest rates between on-sale and
off-sale products. However, some large providers said there is a ‘zero-sum game’
because any increase in interest rates on off-sale products would require a fall in
interest rates on on-sale products. As a result, in their view there is no possibility of
interest rates being improved overall, as the market structure does not currently
generate margins that are above the competitive level.

Another large provider identified a large proportion of balances on relatively high
interest rates and said that the obvious inference was that these customers are
engaged. At the same time the provider observed that a low interest rate did not
automatically mean low customer engagement. It said that interest rate in itself was
not a reliable indicator of the benefit that an account provides to a consumer.

One trade association said its evidence showed that consumers with off-sale products
get paid the same rates of interest, or slightly better, than consumers with new on-sale
products.

Providers’ strategies

Bonus rates were seen by some as an essential part of the competitive process. This
was seen as necessary to encourage engagement and customer activity and to ensure
that all providers are able to expand and compete.

However, one large provider suggested that poor customer outcomes could result from
practices such as ‘teaser’ rates, ‘new customer only bonus’ deals, product complexity
and legacy product ranges. The large provider argued that bonus rates are used to
induce consumers to open an account, but then the provider benefits from consumer
inertia, as a segment of consumers would be unlikely to switch after the bonus rate
expires. It also said that product versioning can make it difficult for consumers to obtain
important information.

Al-2



12.

13.

14.

15.

16.

17.

18.

19.

20.

A smaller provider said that large providers gradually reduce interest rates without
letting customers know. It said that it was not its policy to cut an interest rate for an
existing customer or offer a bonus rate to a new customer. It said that it treated both
new and existing customers equally. Another smaller provider said that there should be
no place in the market for excessive bonus rates.

One smaller provider said that when it used product replacement it moved those
customers with off-sale products to higher interest rates than those with on-sale
products.

Some providers noted that they had recently simplified their product ranges or stopped
offering bonus rates. One large provider said that it had withdrawn its bonus rates and
proactively moved existing customers to newer products that provide them with the
same interest rates as new customers. At the same time the provider noted that writing
to customers about switching to a better account only generated a small response in
switching.

A consumer organisation agreed with our findings on firm conduct, particularly in
relation to superseded accounts. It felt that bonus rates could work for some consumers
provided there are notifications when bonus rates expire and products mature.

A consumer organisation was also concerned about the practice of using similar-
sounding product names for products that pay very different interest rates, the use of
different issues of the same account paying different interest rates and accounts with
high value names which distort transparency.

PCA links

Providers considered that consumers hold savings accounts with PCA providers for
various reasons (convenience in accessing multiple products and managing funds,
strength of relationship with the provider and brand strength).

One large provider noted that, as a result, PCA providers ‘naturally expect to hold a
proportion of PCA customers’ savings balances’. However, some large providers said
that saving balances were not always held with a PCA provider. For example:

e One large provider estimated that its savings customers held two thirds of their
balances elsewhere. It argued that this demonstrated PCA providers did not limit
the size of the market available to smaller providers.

e Another large provider said that the majority of consumers’ savings are held away
from PCA providers. It believed that there was no correlation between savings
market shares and PCA market shares. This provider said that only 40% of
consumers held savings with their PCA provider and 60% of consumers choose to
look around.

A large provider believed that the key driver of demand for easy access accounts is
consumers wanting to ring-fence some savings from their PCA. It suggested that this
may be one reason why consumers focus less on interest rate. It also believed that
there are significant advantages to PCA providers when seeking to attract savings
balances.

A smaller provider also identified the benefits of having customers already with a PCA,

including a lower cost of acquiring savings balances from such customers rather than

having to compete through their position in best buy tables, and potentially being able
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to pay lower interest rates to savings customers, given consumers’ general preference
for convenience.

One smaller provider said that some consumers believe it will be difficult to keep track
of their money, manage their funds and have access to their money when they need it
if they split their savings across more than one provider.

One consumer organisation commented that PCAs were gateways to loyalty, stickiness
and further product sales.

One stakeholder said that building societies earn comparatively small net interest
margins, meaning there is little scope for improving the average interest rates payable
to consumers. It suggested that the higher net interest margins taken by the main PCA
providers mean that they would appear to have much more scope to increase the
average interest rates they pay to their customers. However, one large provider said
that smaller banks may benefit from a cost advantage relative to larger banks as they
do not have branch networks, call centres, etc.

Disclosure and switching processes

A consumer organisation wanted us to look into a number of aspects of disclosure,
including the impact of auto-renewal and roll-over practices upon maturity of fixed-
term accounts, particularly where cooling-off periods are not offered and notification
practices are poor.

A smaller provider commented on consumers’ misconceptions of the length of time it
takes to switch savings accounts, the security of online-only providers and the difficulty
in keeping track of accounts when using different providers.

Barriers to entry and expansion

There were generally mixed views on barriers to entry and expansion:

e Large providers said that the large number of providers and recent entrants
demonstrated that there are no significant barriers to providing cash savings
products. For example, one large provider said that smaller providers had been able
to raise deposits easily in the recent past.

e Smaller providers said that some of the large providers use the saving they make
from offering lower interest rates to existing customers to cross subsidise higher
interest rates for new customers, which effectively provides them with cheap
deposit funding from their less active existing customers. They said that this
created high barriers to entry for challengers or newer entrants. They also said that
prudential capital requirements give an advantage to those banks with more sticky
customers, which smaller providers have less of.

e An intermediary said that there are regulatory barriers restricting some firms
from providing an intermediary service. These included the client money rules on
unbreakable term deposits, requirements that stocks and shares ISAs be treated as
client money, FSCS coverage anomalies, CRD 1V liquidity rules for deposit takers,
and the definition of retail versus wholesale funding for deposit takers.
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Remedies

We have grouped comments on remedies under the following broad headings:
e Zero sum game concerns

e Disclosure remedies

e Switching remedies

e Convenience remedies

e Product design remedies

Zero sum game concerns

Some large providers said that any remedies would be likely only to rebalance interest
rates between different groups of consumers rather than leading to higher average
interest rates. One large provider said that introductory bonus rate offers are set on the
basis of expected lifetime return. It said that improving engagement would increase
customer activity and drive up industry costs so that average interest rates would fall.

Disclosure remedies

Proposed disclosure remedies included:
e providing better consumer education
e not using Annual Equivalent Rates

e better notification of interest rates

e identifying when better interest rates are available

Providing better consumer education

A trade association and a smaller provider said there was a need to promote financial
awareness and education. Consumer organisations agreed with this and considered
financial education as a key part of financial capability.

One large provider advised that it had recently introduced point-of-sale videos to help
improve the quality and consistency of communication, specifically to change consumer
behaviour.

Not using Annual Equivalent Rates

One consumer organisation and a smaller provider said that consumers do not
understand AERs. However, if AER is used, another consumer organisation said that the
FCA should regulate it because it is one of the main tools consumers use to compare
savings accounts. Two other stakeholders also commented that the regulation of AER
should be taken on by the FCA.
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Better notification of interest rates

Stakeholders generally supported any remedies that increase consumer engagement.
Disclosure suggestions from a range of respondents included:

e More timely notification of interest rate changes — for example, a trade association
suggested notification should take place a fortnight before a bonus rate comes to an
end.

¢ Notification of all reductions in interest rates — smaller providers and consumer
organisations were keen for all interest rate changes to be notified to consumers.

e Disclosure of interest rates on statements — A wide range of providers and
consumer organisations wanted interest rates to be more clearly and prominently
displayed on customer statements.

e Explaining the likely evolution of interest rates over time — some smaller providers
and a large provider suggested that displaying the current and future interest rate
would be helpful to consumers.

e Disclosing the lowest rate of interest offered by each provider.

e Using different communication channels (e.g. text messaging).

Identifying when better interest rates are available

Consumer organisations, a large provider and a smaller provider said that firms should
tell their customers when better interest rates are available on a comparable savings
account (potentially with a simple tick-box option to move their savings).

A potential issue identified by a large provider was that 50% of its customers request
not to receive marketing information. Therefore, even if a customer has funds in a low
interest account, the provider is unable to contact them about an alternative account
with a higher interest rate as this would be classed as marketing.

Switching remedies

Some smaller providers focused on ways to reduce switching costs by harmonising the
process and simplifying customer identification checks that are required to meet anti-
money laundering rules. A smaller provider also suggested that smaller providers
should be able to rely on Know Your Customer checks of large providers if money is
switched from accounts with large providers.

A large provider said that we should consider extending the Current Account Switch
Service to the easy access savings market. A consumer organisation said that all
providers should participate in an automated system to allow speedier switching. It also
proposed ‘one click’ switching within online banking platforms for switching to a new
account with the same provider.
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Conversely, another smaller provider did not support a switching model or process
being developed, as it believed switching was relatively clear in the current format and
it would be costly to set up and administer a switching model. Similarly, a large
provider said that increasing consumer awareness is key to switching rather than, in
their opinion, any industry wide solution being implemented.

Trade associations said that the current switching process is straightforward, though
some of its members said that identification and verification checks required under anti-
money laundering rules can act as a deterrent to switching. It therefore supported
measures to simplify these.

One smaller provider and a large provider said that we should consider what lessons
from the Government’s ‘midata’ scheme could be applied to the savings market.

Convenience remedies

A large provider said that aggregators may help break the link between PCAs and
savings accounts but involved risks around sharing of security information.

A consumer organisation said it would be supportive of measures making it easier to
multi-bank.

Product design remedies
These remedy proposals included:
e banning bonus rates

e simplifying product ranges

e putting customers onto a single interest rate

Banning bonus rates

A smaller provider suggested that bonus rates should be banned or severely restricted.
This was because this type of practice was better suited to fast moving consumer goods
than financial services products that might need to endure for a long period of time.

A variant of this put forward by a consumer organisation was that we should issue
guidance on fairness when dealing with customers with cash savings accounts, whether
at an introductory rate or an interest rate that has gradually reduced over time. The
consumer organisation considered that any guidance could include a limit to the amount
by which an interest rate could drop after an introductory rate expires.

Simplifying product ranges

A consumer organisation supported firms’ product simplification exercises. A trade
association was also sympathetic to the idea of rationalising product ranges where this
was in customers’ interests, but warned that this may involve a levelling off of interest
rates.
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A smaller provider said that providers should be required to simplify their range of
accounts by rationalising the number of closed products with similar terms and
conditions. A large provider also proposed that off-sale products should be simplified.

Putting customers onto a single interest rate

A consumer organisation suggested more interventionist measures that would require
all providers to automatically move customers on accounts with low interest rates into a
single default easy access or Cash ISA account. Details of this account, including the
AER offered, would be displayed prominently on providers’ websites and other customer
communication channels.

Other consumer organisations and a smaller provider had similar suggestions — that
consumers should be defaulted onto a firm’s best available interest rate or put onto a
specified minimum interest rate at the end of a bonus rate.

Smaller providers said that, in the interests of transparency and treating customers
fairly, providers should be obliged to give existing customers the same interest rates
and products offered to new customers. This suggestion was in part to avoid any
potential detriment from automatic rollover of maturing deposits into low interest rate
accounts.
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Annex 2

Analysis of consumer survey

Introduction

We commissioned consumer research to help us understand consumer behaviour and
outcomes in the cash savings market. Specifically, we sought to:

e understand whether and how consumers shop around for their savings accounts,
any barriers to shopping around and reasons for opening accounts

e explore consumers’ understanding of product terms and characteristics, particularly
variable rates and introductory bonus rates

o explore consumers’ awareness of interest rates that are paid on their savings
accounts, and alternative products offered by their provider and by other providers

e estimate switching rates for different cash savings products with variable interest
rates and explore reasons for switching and not switching

We commissioned two quantitative consumer surveys (a large-scale online survey and a
small-scale telephone survey) that were carried out by GfK. The technical report
describing the methodology and survey questions has been published separately at the
same time as this Annex. This Annex provides our analysis of the results of the
surveys.' Our interpretation of the results in the context of our competition assessment
is set out in Chapter 4 of the main report.

This Annex comprises the following sections:
e samples of the online and telephone (CATI) survey

e savers’ account portfolio and demographic profile, including the number of products
held and savers’ main banking relationship

e features consumers look for in accounts

e shopping around behaviour, including the extent of shopping around and
consumers’ willingness to consider different types of providers

e awareness of interest rates, including rates on existing accounts and rates offered in
the market

e awareness of providers’ strategies, including expectations around variability of
interest rates

e switching, including headline switching rates and reasons for switching or not
switching

1

We analysed the online survey raw data we got from GfK. The results from the telephone survey are based on the summary data
tables GfK provided.
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Samples of the online and telephone (CATI) survey

This section summarises key information about the sample of each survey.?

Online survey

An online survey was completed by 3,000 respondents.® To ensure that the sample was
representative of the population of savers in the UK, quotas (or targets) were set by
GfK on age, gender, region, personal and household income based on the results of
GfK’s Financial Research Survey, which is based on a much larger sample (60,000
respondents). The online survey sample was additionally weighted on these
characteristics, using Rim Weighting (see the Technical report for further details).*

Telephone survey (CATI)

GfK also carried out a small-scale telephone survey, with 260 respondents, to capture
the views and experiences of older respondents who, according to GfK, were less likely
to use the internet and whose views were therefore likely to be underrepresented in the
online survey. All respondents to the telephone survey were older than 55.° Quotas
were set on age, gender and region, but not on personal and household income.

Most respondents to the telephone survey did not use the internet or were light internet
users and did not manage their savings online:

e A third of respondents (33%) said they ‘never use the internet’ and the remaining
respondents used it for less than 10 hours a week. None of the respondents used
the internet for more than 10 hours a week.®

e Only 35% of respondents stated that they managed their savings online.” The most
popular method of account management was in branch (78%), and a minority of
respondents also stated that they managed their accounts by phone (18%) or by
post (19%).8

Importance of the two surveys

The online survey was designed to be the main survey to be used in the analysis, so
most of the results discussed in the following sections are based on the results of the
online survey. The aim of the small-scale telephone survey was to compare responses
to some of the questions where respondents who did not use the internet or who were

~

For further information on the samples, please see the technical report by GfK, published separately at the same time as this
Annex.

We excluded from the analysis four respondents who only held savings accounts with a credit union because these products fell
outside the scope of the study. This means that the base of the online survey was 2,996.

The initial weights allocated to the survey respondents sum to 3000, the total number of respondents. Where questions were
asked only to a subset of respondents, the number of respondents does not equal exactly the sum of the weights allocated to the
relevant respondents. Throughout the analysis, bases are reported as the number of respondents rather than the sum of the
weights allocated to the relevant respondents.

38% of respondents were aged between 55 and 64 and 62% were aged 65 or older. Source: telephone survey, Question S2. Base:
all respondents (260).

Source: telephone survey, Question C9. Base: all respondents (260).

Respondents were asked ‘How do you usually manage your savings (that is, pay in or withdraw funds, or check the balances)?’.
Respondents could choose all that applied, hence these percentages sum to more than 100%. A further 4% chose ‘other’ or ‘don’t
know’. Source: telephone survey, Question 3b. Base: all respondents (260).
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light internet users were likely to provide different answers (e.g. the importance of
branch networks in driving account choices). We discuss these results where relevant in
the sections below. Unless specified otherwise, all results are based on the results from
the online survey.

Savers” account portfolio and demographic profile

This section gives an overview of savers’ demographic characteristics (age, employment
status and total income) and savings account portfolio (total savings, number of
accounts and types of products held).® We also consider with whom savers stated they
held their main banking relationship.

In summary:
e consumers across all income and age groups held cash savings products

e about a third of consumers held only one product type (which was mostly either an
easy access account or an easy access Cash ISA), but the remaining 64% held two
or more types of products, often with different providers; those with higher total
savings balances tended to hold more product types than those with lower total
savings balances

e while easy access type products were held across all groups of consumers, the
largest group of respondents holding fixed-term products were those who were
older and retired; these respondents also tended to have higher total savings
balances

Number and types of savings accounts held

At the beginning of both surveys, respondents were asked to identify which of their
accounts were ‘active’ and which accounts they no longer used (‘dormant accounts’).
The remaining survey questions were only asked about the active accounts. Unless
specified otherwise, our analysis refers only to the active accounts.®

The most popular active cash savings products held were easy access accounts and
easy access Cash ISAs, followed by regular savings accounts and fixed-term Cash ISAs
(see Figure 1).

We did not seek to use the online survey sample to inform us about how the wider population of savers is made up according to
age, gender and personal income. Instead, quotas (or targets) were set for age, gender, region, personal income and household
income to help ensure the representativeness of the sample. The targets were based on data collected as part of GfK’s Financial
Resources Survey, which has a much larger sample (60,000 observations).

Accounts were deemed ‘active’ based on the respondents’ self-report and there was no lower limit set on the value that needed to
be held in the account.
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Figure 1: Proportion of respondents that held at least one active account of

each type
73%
57%
21% 20%
13% 12%
H B =
Easy access Easy access Regular Fixed term Children's Fixed term Notice account

Cash ISA savings Cash ISA savings bond

Source: FCA analysis of the online survey, Question 2

Base: all respondents (2996), only active accounts

13. Most respondents held more than one active savings account:

e in terms of number of active accounts held, 30% of respondents held one active
savings account, a further 29% held two active accounts and the remaining 40%
held three or more active savings accounts!

e in terms of number of different types of active accounts held, 36% of respondents
only held one type of savings account, a further 38% held two types and the
remaining respondents held at least three types of savings accounts (see Figure 2).

Figure 2: Proportion of respondents that held different numbers of different
types of active accounts

B One type of account
mTwo types of accounts
mThree types of accounts
m Four types of accounts

Five or more types of accounts

Source: FCA analysis of the online survey, Question 2

Base: all respondents (2996), only active accounts

14. Data on types of products held by those with one, two, three and more types of active
products (Figure 3) showed that:

e those that held only one product type mostly held an easy access type product, as
55% held an easy access account and 33% held an easy access Cash ISA

11 Estimates provided do not add up to 100% due to rounding. Source: FCA analysis of the online survey, Question 2. Base: all
respondents (2996).

A2-4



e easy access accounts were also popular among those who held two or more
different product types, as 80% of respondents with two different types of products
and 88% of respondents with three or more different product types held at least
one easy access account

e those that held more than one product type were also more likely to hold regular
savings accounts, fixed term accounts (both bonds and Cash ISAs), children’s
savings accounts and notice accounts, suggesting that these types of accounts are
added once consumers have expanded their savings product portfolio beyond easy
access products

Figure 3: Proportion of respondents holding (i) one product type; (ii) two
product types; and (iii) three or more product types that held at least one
active account of a particular type (easy access, easy access Cash ISA etc.)

B Respondents holding only one type of account(s)
m Respondents holding two types of accounts
90% - 88% m Respondents holding three or more types of accounts

80%
70%
60%
50%
40%

30%

account of the type, %

20%

10%

0%

Proportion of respondents holding at least one

Easy access Easy access Regular Fixed term  Children's  Fixed term Notice
Cash ISA savings Cash ISA savings bonds account

Type of active account held (at least one)

Source: FCA analysis of the online survey, Question 2

Base: all respondents (respondents with one product type (1093), two product types (1130), three or more
product types (774)), only active accounts

15. Those that held more than one savings account often ‘multi-banked’, as, for example,
42% of respondents with two accounts held these with two providers, and 63% of
respondents with three accounts held these with two or three providers (see Figure
4).12

12 Note that respondents with more than five active savings accounts were asked to choose five accounts that were most important
to them to limit the number of questions asked, except for Question 2.
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Figure 4: Proportion of respondents’ number of providers split by the number
of accounts held

B One provider ®Two providers B Three providers BFour providers ®Five providers

100% -
S

T . 90% -

g¢
53 80% - 42%
[olNs]
=& 70% -

9

T3 60% -
23

8% 50% | M

3.
=38 40% -

o £

c 3

g c 30% - 58%
€3

S35 20% -

0.

1.

n.g 10% -

o

O% T T T T 1

One account Two accounts Three accounts Four accounts Five accounts Total
Number of active accounts held
Source: FCA analysis of the online survey, Question 3

Base: all respondents (one active account (910), two accounts (910), three accounts (539), four accounts
(332), five accounts (305))

A2-6



16.

17.

Account portfolio by total savings

About half (52%) of consumers had less than £10,000 in their total savings and 35%
had more than £10,000 (see Figure 5).

Figure 5: Proportion of respondents with total savings in different balance
bands

25% A 23%

20% - 18%

15% - 13%

11% 11% 12% 12% ’

10% -

5% -

0%
£1 to £501 to £5,001 to £10,001to £20,001 to Over Not stated
£500 £5,000 £10,000 £20,000 £50,000 £50,000

Source: FCA analysis of the online survey, Question 10

Base: all respondents (2996)

Those with higher total savings balances tend to be older and retired. For example:

e 40% of savers with total savings exceeding £50,000 were older than 65 compared
with only 15% of savers with total savings balances below £500 (see Figure 6).

e 49% of savers with total balances exceeding £50,000 were retired compared with
only 17% of savers with total savings balances below £500 (see Figure 7).
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Figure 6: Proportion of respondents by age band in the different total savings

balance bands

Total

Not stated

Over £50,000

£20,001 to £50,000

£10,001 to £20,000

Total savings, £

£5,001 to £10,000

£501 to £5,000

£1 to £500

6% | 7% 16% 17% 17% 16%
5% 7% 11% 13% 20% 15%

6% 10% 15% 25%

12% 11% 17% 22%

5%05% 15% 17% 15% 19%
6% [ 8% 19% 18% 18%
7% | 9% 19% 22% 17%
8% | 11% 21% 19% 17%

Bm16to20 mM21to24 mW25t0o34 mM35to44 m45to 54 m55to 64 MWGE5+

23%

29%

40%

32%

24%

14% 17%

12% 13%

10% 15%

Proportion of respondents in the total savings band by age, %

Source: FCA analysis of the online survey, Question 10 and S2

Base: all respondents (£1 to £500 (531), £501 to £5,000 (698), £5,001 to £10,000 (331), £10,001 to
£20,000 (341), £20,001 to £50,000 (362), Over £50,000 (348), Not stated (385), Total (2996))

A2-8



18.

Figure 7: Proportion of respondents’ type of employment in the different total
savings balance bands

B Employed full time B Employed part time u Self-employed
B Not in paid employment ® Student H Retired

H Rather not say

Total 34% 13% 6% 13% [6% 27%
Not stated 24% 14% 6% 14% 7% 32%
W
%)
[@)]
E £20,001 to £50,000 37% 9% 5% 9% 37%
@®
()]
©
"5' £10,001 to £20,000 38% 14% 6% 9%
'_
£5,001 to £10,000 44% 13% 8% 9% 5% 21%
£501 to £5,000 39% 15% 6% 14% 9% 16%
£1 to £500 28% 15% 6% 24% 9% 17%

Proportion of respondents in the total savings band by employment status, %

Source: FCA analysis of the online survey, Question 10, Question 3 and C1

Base: all respondents (£1 to £500 (531), £501 to £5,000 (698), £5,001 to £10,000 (331), £10,001 to
£20,000 (341), £20,001 to £50,000 (362), Over £50,000 (348), Not stated (385), Total (2996))

Those respondents that held at least one active fixed-term account tended to have
higher total savings balances (31% of respondents that held at least one fixed term
Cash ISA and 39% that held at least one fixed-term bond had more than £50,000 in
their total savings) but the distribution of respondents’ total savings balances was more
even when we looked at respondents who held at least one easy access type product

(see Figure 8).
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19.

Figure 8: Total savings balances of respondents holding at least one product of
the type®®

B £1-£500 m£501-£5,000 m£5,001-£10,000
m£10,001-£20,000 ® £20,001-£50,000 B Over £50,000
H Not stated

100%

90%
80%
70%
60%
50%
40%
30%
20%

10%

0%

Fixed term  Fixed term Notice Regular Easy access Easy access Children's
bonds Cash ISA account savings Cash ISA savings

Source: FCA analysis of the online survey, Questions 3 and 10

Base: respondents with at least one easy access account (2194), easy access Cash ISA (1705), fixed term
Cash ISA (601), notice account (159), regular savings account (641), fixed term bond (356), children's
savings account (396)

Those respondents with higher total savings also tended to hold more than one type of
product, suggesting that consumers expand their product portfolio as balances increase
(see Figure 9). For example, 71% of respondents with total savings balances of less
than £500 held only one type of account compared with 47% of respondents with £501-
£5,000 in total savings and 20% of respondents with £10,001-£20,000.**

13

14

For those that held at least one product of the specific type. This means that some respondents appear in more than one column
because they hold more than one product type.

Note that respondents with only one type of account can hold more than one active account (e.g. two active easy access
accounts).
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Figure 9: Proportion of respondents with different number of types of
accounts held in each total savings balance band

B Respondents holding one type of product B Two types of products
B Three types of products m Four types of products
® Five types of products m Six types of products

H Seven types of products

100% ~

(¢}
4% 3% 3% p— 4%
90% - 11% 12%
18%
24% °
80% - 25%
70% - 27%
38%
60% -
50% - 49%
47%
40% -
71%
2006 ? 47%
b -
47%
20% -
27%
10% - 20%
o)
oo 10% 6%
6 -
£1 to £501 to £5,001 to £10,001 to £20,001to Over Not Total
£500 £5,000 £10,000 £20,000 £50,000 £50,000 stated

Source: FCA analysis of the online survey, Questions 2 and 10

Base: all respondents, by total savings (E1-£500 (531), £501-£5,000 (698), £5,001-£10,000 (331), £10,001-
£20,000 (341), £20,001-£50,000 (362), Over £50,000 (348), Not stated (385), Total (2996))

20. As set out in our report, some personal current accounts (PCAs) currently pay interest
rates on balances in credit that are similar to, or even exceed, interest rates paid on
many savings accounts. We therefore asked respondents whether they used a PCA as a
savings account:

e 17% said they did so because it paid a high interest rate that was comparable to the
best interest rates on savings accounts

e 23% said they did so because it was convenient, but the interest rate was not very
high and

e 60% said they did not use a PCA as a savings account®

Account portfolio by demographic characteristics

Account portfolio by personal income

21. 81% of respondents had total annual personal income below £35,000 (see Figure 10).

15 Source: FCA analysis of the online survey, Question 11. Base: all respondents (2996).
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22.

23.

Figure 10: Proportion of respondents with total annual personal income in
different bands

33%
27%
21%
7% 7%
3% 1%
. »
||
Up to £9,500 to £20,000to £35,000to £50,000 to £75,000 to Over Would rather

£9,499 £19,999 £34,999 £49,999 £74,999 £99,999 £100,000 not say

Source: FCA analysis of the online survey, Question C4

Base: all respondents (2996)

Those with higher savings balances tended to be those with higher total annual
personal income (see Figure 11).

Figure 11: Proportion of respondents with total annual personal income in
different bands split by different total savings balance bands

EUp to £9,499 ®£9,500 to £19,999 m£20,000 to £34,999

m £35,000 to £49,999 = £50,000 to £74,999 m£75,000 to £99,999

H £100000+ ® Would rather not say

Total 27% 33% 21% 7% 7%

" Not stated 25% 23% 11% 4% 35%
o]
g
Qo Over £50,000 14% 28% 25% 15% 9%
T‘: £20,001 to £50,000 23% 30% 24% 11% [6%
o]
7
g’ £10,001 to £20,000 23% 33% 25% 11% 4%
= £5,001 to £10,000 22% 35% 30% 7%
°

£501 to £5,000 32% 35% 24% 5%

£1 to £500 39% 40% 14% 4%

Percentage of respondents by total income bands, %

Source: FCA analysis of the online survey, Question 10 and C4

Base: all respondents (E1 to £500 (531), £501 to £5,000 (698), £5,001 to £10,000 (331), £10,001 to
£20,000 (341), £20,001 to £50,000 (362), Over £50,000 (348), Not stated (385), Total (2996))

Account portfolio by age profile
By age, the largest group among savers were those older than 65 (23%) (see Figure
12).16

16 Note that responses in relation to children’s accounts were most likely provided by the parents who opened the accounts.
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24.

Figure 12: Proportion of respondents in each age band

Source: FCA analysis of the online survey, Question S2
Base: all respondents (2996)

Fixed-term products were more likely to be held by older respondents as 58% of
respondents who held at least one fixed term bond and 50% of respondents who held
at least one fixed term Cash ISA were older than 55 (see Figure 13).
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Figure 13: Age and types of products held*’

(a) Age of respondents holding at least one active product of the
specified type (e.g. easy access account)

m16-20 m21-24 m25-34 m35-44
m45-54 m55-64 H65+
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
Children's Regular Easy access Easy access Fixed term Notice Fixed term
savings savings Cash ISA Cash ISA account bonds
(b) Percentage of respondents in a particular age band holding at least one
active product of the type
m16-20 m21-24 m25-34 m35-44
90% - m45-54 m55-64 m 65+
80%
70%
60%
50%
40%
30%
20%
10%
0%
Easy access Easy access Children's Regular Fixed term Fixed term Notice
Cash ISA savings savings Cash ISA bonds account

Source: FCA analysis of the online survey, Questions 2 and S2, only active accounts

Base: (a) all accounts (Easy access Cash ISA (1705), Fixed term Cash ISA (601), Easy access (2194), Notice
accounts (159), Regular savings (641), Fixed term bonds (356), Children's savings accounts (396)); (b) 16-
20 (166), 21-24 (208), 25-34 (465), 35-44 (495), 45-54 (509), 55-64 (478), 65+ (675)

17 For those that held at least one product of the specific type. This means that some respondents appear in more than one column
because they hold more than one product type.
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Account portfolio by employment status

25. By employment status, the two largest groups of savers were those employed full-time
(34%) and retired (27%) (see Figure 14).'®

Figure 14: Proportion of respondents by employment status

0, -
40% 34%
30% - 27%
20% -+
13% 13%
10% - 6% 6%
1%
0% Il
Employed Retired Not in paid Employed Self- Student Rather not
full time employment part time employed say

Source: FCA analysis of the online survey, Question C1

Base: all respondents (2996)

26. Looking at respondents that held different types of products, the largest group of
respondents that held fixed-term products were those who were retired (41% of
respondents that held at least one fixed term bond and 37% of respondents that held
at least one fixed-term Cash ISA) (see Figure 15).

18 Most respondents to the telephone survey (77%) were retired as all respondents to the telephone survey were at least 55 years
old. The remaining 23% were employed full time, part time, self-employed, not in paid employment or did not provide an answer.
Source: telephone survey, Question C1. Base: all respondents (260).
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Figure 15: Employment status and types of products held*®

(a) Employment status of respondents holding at least one active product of
the specified type (e.g. easy access account)

® Employed full time H Employed part time m Self-employed
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B Rather not say
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(b) Percentage of respondents with a particular employment status holding
at least one active product of the type
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m Not in paid employment m Student H Retired

90% ~
80%
70%
60%
50%
40%
30%
20%
10%

0%

Easy access Easy access Children's Regular Fixed term Fixed term Notice
Cash ISA savings savings Cash ISA bonds account

Source: FCA analysis of the online survey, Questions 2 and C1, only active accounts

Base: (a) respondents with at least one easy access account (2194), easy access Cash ISA (1705), fixed
term Cash ISA (601), notice account (159), regular savings account (641), fixed term bond (356), children's
savings account (396), (b) Employed full time (1030), Employed part time (396), Self-employed (180), Not in
paid employment (396), Student (174), Retired (797), excluding those who did not provide information about
their employment due to a small sample (23)

19 This means that some respondents appear in more than one column because they hold more than one product type.
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27.

28.

Main banking relationship

We asked respondents to identify the firm with which they had their ‘main banking
relationship’.?® The most popular eight providers accounted for 85% of responses and
all of these were large high street retail banking providers.?* Most respondents had
been with their main banking provider for a long period of time (58% for ten or more
years and 15% for five to ten years).?? We found that 95% of respondents held a PCA
and 74% held a savings account with their main banking provider (see Figure 16).%°

Figure 16: Proportion of respondents that held each product types with their
main banking provider®*

100% 1 95%

80% - 74%
60% -
40% - 36%

20%
? 9% 9%
4%

0% ] [ — o

Current Savings Credit card Mortgage Insurance Other loan  None of this
account account product

Source: FCA analysis of the online survey, Question 14

Base: all respondents (2996)

For the 95% of respondents who had a PCA with their main banking provider, we
assessed the proportion of active savings accounts held with or away from their main
banking provider. We found that fixed-term products were much more likely to be held
away from respondents’ main banking provider than easy access type products: only
24% of fixed term bonds and 39% of fixed term Cash ISAs were held with the main
banking provider compared with 62% of easy access accounts and 54% of easy access
Cash ISAs (see Figure 17).

20

21

22

23

24

We did not specify which products had to be held with a provider for it to classify as ‘the main banking provider’, as we wanted to
leave it to respondents to decide which relationship was the most important one.

These were Barclays, Santander, Lloyds, NatWest, Halifax, Nationwide, HSBC, Royal Bank of Scotland. Source: FCA analysis of the
online survey, Question 12. Base: all respondents (2996).

A further 4% had been with their main banking provider for less than a year, 6% for one to two years, 7% for two to three years
and 10% for three to five years. Source: FCA analysis of the online survey, Question 13, Base: all respondents (2996).

However, we recognise that some consumers had more than one personal current account, so this may not have been the main
PCA for all respondents in the sample.

Sums to more than 100% because respondents listed all types of accounts held with their main banking provider.
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Figure 17: Proportion of each type of account held with or away from the main
banking provider (for those who held a PCA with their main banking provider)

B Away from main banking provider B With main banking provider
Fixed term bonds 76% 24%
Notice accounts 68% 32%

Fixed term Cash ISA 61% 39%

Children's savings accounts 61% 39%
Regular Saver 46% 54%
Easy access Cash ISA 46% 54%

Easy access accounts 38% 62%

Source: FCA analysis of the online survey, Questions 14 and 3c

Base: accounts of all respondents who hold a current account with their main banking provider (Easy access
accounts (2742), Easy access Cash ISA (1883), Regular Saver (741), Children's savings accounts (653),
Fixed term Cash ISA (674), Notice accounts (127), Fixed term bonds (415))

29. Focusing on easy access accounts, a larger proportion of accounts with higher balances
were held away from respondents’ main banking provider than lower balance accounts
(see Figure 18). For example, 65% of easy access accounts with balances below £1,000
were held with respondents’ main banking provider compared with 53% of accounts
with balances above £10,000.
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30.

Figure 18: Proportion of respondents’ easy access accounts held with or away
from their main banking provider split by balances in the account (for those
who held a PCA with their main banking provider)

B Away from main banking provider B With main banking provider

£10,0000+

£5,000 to £9,999

£1,000 to £4,999

Less than £1,000

Source: FCA analysis of the online survey, Questions 14 and 3c

Base: all easy access accounts for respondents who held a current account with their main banking provider
(less than £1,000 (1179), £1,000 to £4,999 (550), £5,000 to £9,999 (208), £10,0000+ (342)), excluding
those who did not know their balance or preferred not to state it

Features consumers look for in an account

Reasons for opening an account

The need to get a better rate of interest (48%), keep money in a safe place (31%),
start saving for the future (31%) and saving towards a big expense (19%) dominated
the list of reasons that had motivated respondents to open a new saving account in the
last year (see Figure 19).%°> A further 8% said that they had opened the account to ‘dip
into regularly to pay everyday expenses’ (i.e. ‘transacting’) and a further 7% had
opened the savings account because it had been suggested to them while opening
another account.

25 Respondents could choose more than one reason so the percentages sum to more than 100%.
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Figure 19: Proportion of respondents naming features that were important to
them when choosing an account (all types of accounts)

To get a better rate of interest than you had
48%
elsewhere

To keep the money in a safe place - where it won't _ 310
be spent °
To start saving for a rainy day/the future _ 31%

Saving towards a big expense or occasion - a _ 19%

holiday, a car, home improvement °

To take advantage of tax free savings in this _ 18%
financial year 0
For your children/grandchildren - 9%
To dip into regularly to pay everyday expenses - 8%

It was recommended/suggested to you while you

were opening another product (e.g. a current - 7%
account, mortgage)

other [ 4%

A mortgage deposit F 3%

Source: FCA analysis of the online survey, Question 15

Base: all respondents who opened a savings account in the preceding 12 months (769)

Further analysis of results for different types of accounts showed that ‘getting a better
rate of interest’ was the most popular reason across all account types, apart from easy
access Cash ISAs and children’s accounts. However, getting a better interest rate was
much more often mentioned as a reason for opening fixed-term products (70% for fixed
term bonds and 61% for fixed term Cash ISAs) than easy access accounts (41%),
regular savings accounts (59%) or children’s savings accounts (22%).%°

Features consumers look for in an account

Focusing on easy access accounts, we found that two of the three reasons most
commonly cited for choosing an easy access account by those with at least one active
easy access account were convenience and a reputable provider (i.e. a provider that
consumers could trust) (see Figure 20(a)). However, 37% of respondents also chose a
market leading interest rate as one of the three most important factors. These three
factors were also the most important ones for Cash ISAs (see Figure 20 (b)).

Excluding notice accounts as the samples were too small (16 observations). For easy access Cash ISAs, the most common reason
was to ‘take advantage of tax free savings’ (44%), followed by ‘get a better rate of interest’ (42%). For Children’s accounts, the
most popular reason was ‘for children’ (75%). Source: FCA analysis of the online survey, Question 15. Base: accounts opened in
the last year (easy access accounts (292), easy access Cash ISAs (305), fixed term Cash ISAs (138), fixed term bonds (78),
regular savings accounts (176), Children’s savings accounts (88)).
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Figure 20: Proportion of respondents naming features that were important to
them when choosing an account

(a) Easy access accounts

B Ranked first ®Ranked second ®Ranked third

Convenient for you to access and use whether that
is online, phone, branch or by post

A market leading interest rate (i.e. at or near the

top of the best buy tables) 9% 7%

A reputable provider (a provider | trust)

Past experience with the provider

9% [19%  13%

Having all your accounts in the same place (with

the same provider) BERCMTCLZ

An interest rate that is in line with what is being

offered by the main high street providers KRN/ EENEL)

Holding your savings with your main current

account provider BALNEERARERL)

A well-known provider i.e. a big name on the high

Street waAUAL

11%

A new provider (one that has recently started
offering savings accounts)

(b) Easy access Cash ISA

ERanked first ®Ranked second ®Ranked third

A market leading interest rate (i.e. at or near the

0,
top of the best buy tables) e

7%

A reputable provider (a provider | trust) 20%

Convenient for you to access and use whether that
is online, phone, branch or by post

An interest rate that is in line with what is being
offered by the main high street providers

12%

14% 12%

Having all your accounts in the same place (with the

[9)
same provider) 2

8%

9%

Past experience with the provider [EiZl %) Bkl

Holding your savings with your main current

(o) 0, 0,
account provider 20N

A well-known provider i.e. a big name on the high
street

A new provider (one that has recently started
offering savings accounts)

6%16%

11%

Source: FCA analysis of the online survey, Questions 30 and 31

Base: all respondents holding at least one easy access account (2277) and at least one easy access Cash ISA
(1840)
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Shopping around behaviour

Extent and effectiveness of shopping around

33. We asked respondents who had opened a savings account in the last year what was the
first thing they did when they shopped for their account and whether they decided on
the savings product they eventually chose at that point or continued shopping around.

34. Between 74% and 82% of the four main account types®’ opened in the last year were
opened after the account holder made just one step in his shopping journey, though for
some respondents this involved looking at a comparison website (18% for those who
opened an easy access account and 41% for those who opened a fixed term Cash ISA).
Across easy access accounts, easy access Cash ISAs and fixed term Cash ISAs, the
three most popular steps taken by the respondents who took one step were the same
(see Figure 21).

Figure 21: Proportion of accounts for which the account holder took only one
step in their shopping journey and the top three actions taken (split by four
product types)

Fixed .
Fixed
Easy Easy Term term
access Cash ISA Cash bond
ISA
% who made a decision after the
first step (Q19) 82% 77% 74% 76%
Top three actions (Q18):
I went directly to a provider with
which | already had an existing
: . 25% 16% 13% 11%
relationship (e.g. a personal
current account)
Spoke to spm_eone_at a bran(_:h of 11% 10% 11% (Not in top
your main financial institution 3)
A comparison website e.g.
moneysupermarket.com or best 18% 25% 41% 35%
buy tables online
Spoke to someone at a the branch
of the eventual provider of your (Not in top | (Not in top | (Not in top 17%
account (where different to your 3) 3) 3)
main financial institution)

Source: FCA analysis of the online survey, Questions 18 and 19

Base: for Question 19 - all accounts opened in the preceding 12 months (easy access (292), easy
access Cash ISA (305), fixed term Cash ISA (138), fixed term bonds (78); for Question 18 — all
those who responded ‘yes’ to question 19 (easy access (241), easy access Cash ISA (236), fixed
term Cash ISA (100), fixed term bonds (61))

27 Four main account types by total savings balances in these accounts (easy access accounts, easy access Cash ISAs, fixed term
cash ISAs and fixed term bonds) — see Figure 1 in the main report.
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35.

36.

Willingness to consider providers of different types

We asked all respondents who had opened an account in the previous 12 months what
types of providers they would have been willing to consider for the account they had
opened (see Figure 22). Many respondents said that they would not have been willing
to consider an unfamiliar provider for that account if they had shopped around more
widely. Across all product types, more respondents would have been willing to consider
providers with which they already had an existing relationship (a savings relationship or
a PCA) than a provider with which they did not have any products.

Figure 22: Providers that account holders would have been willing to consider
for each of their accounts opened in the last 12 months

H Fixed term bond H Fixed term Cash ISA H Easy access Cash ISA H Easy access

59%
A provider where | did not hold any products 56%
48%
47%
69%
- 77%
A provider where | already held a current account 79%
76%
87%
A provider where | already had a savings 81%
relationship 84%
77%

Source: FCA analysis of the online survey, Question 21

Base: accounts opened in the last 12 months (easy access (292), easy access Cash ISAs (305), fixed term
Cash ISAs (138), fixed term bonds (78))

Account holders also had relatively low willingness to consider providers that they had
not heard of even if they appeared at the top of price comparison tables (see Figure
23). Respondents generally favoured existing and well-known brands. Respondents who
had opened fixed-term bonds or fixed-term Cash ISAs were marginally more willing to
consider providers they had not heard of but that appeared at the top of the price
comparison websites compared with respondents who had opened easy access
accounts.?®

28 These results could be explained by respondents only being willing to consider providers they perceive as reliable and trustworthy.

When asked about what is important to consumers when looking for an easy access account or a Cash ISA, ‘a reputable provider
(a provider | trust)’ was one of the top three features given by respondents.
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Figure 23: Proportion of account holders of each product type that would have
been willing to consider different types of providers for different types of
accounts (all accounts opened in the last 12 months)

H Fixed term bond H Fixed term Cash ISA

m Easy access Cash ISA B Easy access

86%
A provider which was covered by the 80%
FSCS 78%
73%
459%
A building society | had not heard of but 420 ?
that had appeared at or near the top of 36% 0
the price comparison sites °
30%
39%
A bank | had not heard of but that had
. 35%
appeared at or near the top of the price 2904
comparison sites 0
26%
90%
Well-known building societies (high street 87%
names) 84%
85%
92%

: 88%
Well-known banks (high street names

(hig ) 89%

88%

Source: FCA analysis of the online survey, Question 22

Base: accounts opened in the last 12 months (easy access (292), easy access Cash ISAs (305), fixed term
Cash ISAs (138), fixed term bonds (78))

Awareness of interest rates

Awareness of interest rates and interest paid on consumers’ existing
accounts

We found that consumers often were not aware of interest rates paid on their accounts,
particularly where balances were less significant. Respondents said that they did not
know and/or could not estimate what interest rate they were receiving on between a
third and around a half of active savings accounts of different types (see Figure 24).%°
Across all account types, among respondents who had stated an interest rate,
respondents said that they knew the exact rate for only 47% of accounts and had

29

In the telephone survey, 61% of respondents said that they did not know the interest rate, 1% refused to respond but the
remaining respondents provided an estimate. Source: telephone survey , Question 8. Base: respondents’ highest value accounts
(260). Note that the results of the telephone and online surveys reported here are not directly comparable, as respondents to the
telephone survey were only asked about their account with the highest balance, whereas respondents to the online survey were

asked about all their accounts.



guessed the rate on 50% of accounts (e.g. based on what the interest rate had been
when the account had been opened). *°

Figure 24: Proportion of accounts whose holder specified the interest rate on
their account (all active accounts)

mDon't know m0% - 1.00% m1.01% - 2.00%
®2.01% - 3.00% ®23.01% - 4.00% m4.01% +

5%

Easy access Easy access Fixed term Fixed term Notice account Regular Children's
Cash ISA Cash ISA bonds savings savings
account account

Source: FCA analysis of the online survey, Question 8

Base: all active savings accounts (Easy access (2742), Easy access Cash ISA (1883), Fixed term Cash ISA
(674), Fixed term bonds (415), Notice account (127), Regular savings account (741), Children's savings
account (653)

38. Although awareness of interest rates increased with the size of balance in the account,
we found that, for easy access accounts, even in the higher account balance bands
(£10,000-£19,999 and £20,000+) account holders did not know what interest rate was
paid on around a third and a quarter of their accounts (see Figure 25).

30 A further 4% had recently been sent information about the interest rate. Source: FCA analysis of the online survey, Question 9.
Base: all accounts for which respondents provided a rate estimate (3660). We did not have an independent source of information
on interest rates received by respondents in the sample, so we could not verify whether the stated interest rates were correct.
These statistics are therefore likely to over-estimate consumer awareness of rates.
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Figure 25: Proportion of easy access accounts whose holder stated an interest
rate or did not know the interest rate, split by the different account balance

bands
B Stated a rate ®Don't Know
Total 49% 51%

Over £20,000 76% 24%
8
8
< £10,000 to £19,999 69% 31%
Q
£
8 £1,000 to £9,999 57% 43%
38
<

£500 to £999 49% 51%

Less than £500 41% 59%

Source: FCA analysis of the online survey, Questions 8 and 3c

Base: all easy access accounts (less than £500 (935), £500 to £999 (244), £1,000 to £9,999 (758), £10,000
to £19,999 (162), £20,000+ (180), Total (2742)), note that 'total' includes those who did not state their
balance

Attitudes to interest rate monitoring and switching
39. When asked about their account with the highest balance (across all account types):

o only 12% of respondents said that they actively monitored interest rates and would
switch to another account if they felt it was worthwhile, and a further 10% said that
they did not monitor interest rates but would consider switching if rates on their
existing account were reduced

o a further 42% were happy with their accounts and were not likely to switch in the
future because it was convenient to keep accounts in one place or for other reasons,
and 14% would switch only if they were dissatisfied with service

e a further 14% said that they did not have enough money in the account to make
monitoring interest rates worthwhile3" 2

40. Results for easy access accounts were similar (see Figure 26).

31 A further 5% did not know what the interest rate was and did not really care and 2% chose ‘other’. Source: FCA analysis of the
online survey, Question 33. Base: respondent’s account with the highest balance (2969).

32 The results from the telephone survey were similar, as only 11% said they actively monitored the interest rates on their account
with the highest balance with a view to switching and a further 17% didn’t frequently monitor interest rates on their account but
might switch if rates were reduced. However, 35 % said they were happy with their account and were not likely to switch if rates
changed, 15% said they didn’'t have enough money in their account to make interest rate monitoring worthwhile, 8% did not know
or care what the interest was on their account, 7% would switch if they were dissatisfied with their service, 6% provided a
different reason and 1% did not know. Source: telephone survey , Question 33. Base: respondent’s account with the highest
balance (260).
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Figure 26: Proportion of respondents whose account with the highest balance
was an easy access accounts split by attitudes towards interest rate
monitoring and switching

I'm happy with this account because it is convenient
to keep accounts in one place and | am not likely to
switch in the near future

22%

|

I do not have enough money in this account to
make monitoring rates worthwhile

19%

I'm happy with this account for other reasons and

o)
not likely to switch in the near future 17%

I would switch if | were dissatisfied with service but
otherwise I'm not interested in changing this
account in the near future

14%

| actively monitor the rates on this account and |

will switch to another account if | feel that is _ 10%
worthwhile
I don't frequently monitor rates on this account but
I would consider moving money to another account _ 9%

/ transferring my account if my rates were reduced

I don't know what the interest rate is on this

o,
account and | don't really care %

Other 2%

—

Source: FCA analysis of the online survey, Question 33

Base: respondents whose account with the highest balance was an easy access account (1105)

For easy access accounts, more than half of respondents who said that they would not
switch due to convenience or other reasons had balances below £5,000 compared with
only 20% of respondents who said that they actively monitored the interest rates
having balances below £5,000 (see Figure 27). 83% of those who said that their
balances were not high enough to make interest rate monitoring worthwhile had less
than £5,000 in their account.
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Figure 27: Proportion of respondents with balances above and below £5,000
split by attitudes towards easy access account interest rate monitoring and
switching (for respondents whose account with the highest balance was an
easy access account)

H Below £5,000 m Above £5,000  mPrefer not to say/Don't know

I'm happy with this account because it is convenient
to keep accounts in one place and | am not likely to 61% 25% 14%
switch in the near future

| do not have enough money in this account to o . S
make monitoring rates worthwhile B B ©%
I'm happy with this account for other reasons and

(0) (o) 0,
not likely to switch in the near future el 20 A

I would switch if I were dissatisfied with service but
otherwise I'm not interested in changing this 49% 30% 21%
account in the near future

| actively monitor the rates on this account and |

will switch to another account if | feel that is 20% 64% 16%
worthwhile
I don't frequently monitor rates on this account but
I would consider moving money to another account 42% 45% 13%

/ transferring my account if my rates were reduced

I don't know what the interest rate is on this

0, (o) 0,
account and | don't really care e B 22

Other 24% 59% 17%

Source: FCA analysis of the online survey, Questions 33 and 3

Base: respondents whose account with the highest balance was an easy access account (1105)

Awareness of interest earned

The survey showed very low awareness of the amount of interest earned on accounts,
as 69% of respondents did not know or could not estimate how much interest they had
earned on their savings account with the highest balance in the last year (see Figure
28).
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Figure 28: Proportion of respondents earning different amounts of interest in
the last year in their account with the highest balance

Less than £5
5%

More than £5
up to £20
5%

More than
£20 up to
£100
7%

More than
£100
14%

Source: FCA analysis of the online survey, Question 34

Base: account with the highest balance, all respondents (2996)

When did consumers last found out what their interest rate was?

43. We asked respondents how they last found out what the interest rate on their account
with the highest balance was. While 43% were provided with this information, 22% had
to actively search for the information and 14% never discovered the interest rate.® The
most recent occasion when respondents had seen the interest rate on their account
varied greatly, but the most popular responses were that it had been seen on an annual
statement (16%), when opening an account (12%) or when using online banking for
day-to-day banking (10%) (see Figure 29).

33 A further 22% did not know or could not remember. Source: FCA analysis of the online survey, Question 35. Base: account with
the highest balance (2996).
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45.

46.

Figure 29: Proportion of respondents stating when they last saw the interest
rate on their account with the highest balance

Your last annual statement 16%

None of the above - | have never seen interest rate
on the account

When you opened the account

When using online banking for day-to-day banking

Another statement or information sent with a
statement

When | was looking at the provider's website

When visiting the branch

| was sent other material by my bank/building
society

When the provider informed you they were cutting
the rate

You decided to check the rates (i.e. separately to
your day to day banking)

During an annual review you carry out yourself

During an annual review with the savings provider
or an advisor

Using price comparison websites
Other

Using online forums

Looking at newspapers or other best buy tables

Source: FCA analysis of the online survey, Question 36

Base: account with the highest balance, all respondents (2996)

Most respondents (60%) had seen their interest rate in the last year, though 14% had
seen it one to two years ago and a further 18% three or more years ago.** However,
despite such a high proportion of respondents saying they had seen their interest rate
in the last few years, about half of respondents did not know what their interest rate
was.

Amongst those 11% who had found the interest rate using online banking, 68% said
that the information was easy to find without too much effort. However, 24% of
respondents said that they had to look for the relevant pages on their provider’s
website, 4% said that finding information was not easy and a further 4% did not find
the information in the end.*®

Awareness of interest rates paid on the market

For respondents’ accounts with the highest balance, we asked people whether they
knew or could provide an estimate of the following:

34

35

A further 8% did not know. Source: FCA analysis of the online survey, Question 37. Base: respondent’s account with the highest
balance (2604).

Source: FCA analysis of the online survey, Question 38., Base: all respondents who said they last saw the rate when using online
banking in response to Question 36 (284).
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o the highest interest rate being offered on that type of account by any savings
provider, and

e the typical rate being offered on that type of account by a main high street savings
provider

The responses showed that most respondents did not know or could not provide an
estimate, both for the highest interest rate offered and a typical interest rate offered,
across all product types (Figure 30 and Figure 31).

Figure 30: Proportion of respondents stating the highest interest rate being
offered by any savings provider on each type of account

m0% - 0.25% m0.25% - 0.5% m0.51% - 1.00%
m1.01% - 2.00% ®2.01% - 3.00% m3.00% +
EDon't know

Children's savings accounts 7% PI% | 11% 72%
Regular savings accounts 7% 1% 17% 66%
Fixed term bonds 16% 20% 8% 56%
Fixed term Cash ISA 16% 27% 9% 47%
Easy access Cash ISA 20% 12% 8% 58%
Easy access 12% 7% | 6% 67%

Source: FCA analysis of the online survey, Question 43

Base: respondents' account with the highest balance, excluding notice accounts due to small samples; (Easy
access (1099), Easy access Cash ISA (1005), Fixed term Cash ISA (274), Fixed term bonds (161), Regular
savings accounts (224), Children's savings accounts (151)
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Figure 31: Proportion of respondents stating the typical interest rate being
offered by a main high street provider on each type of account

m0% - 0.25% m0.25% - 0.5% m0.51% - 1.00%
m1.01% - 2.00% ®2.01% - 3.00% ®3.00% +
E Don't know

Children's savings accounts 1% 8% 68%

9%

Regular savings accounts 10%

10%

Fixed term bonds 5%

Fixed term Cash ISA 16% 4%

23% 9% 3%

Easy access Cash ISA

11%

11% 4%

Easy access

Source: FCA analysis of the online survey, Question 44

Base: respondents’' account with the highest balance, excluding notice accounts due to small samples; (Easy
access (1099), Easy access Cash ISA (1005), Fixed term Cash ISA (274), Fixed term bonds (161), Regular
savings accounts (224), Children's savings accounts (151))

For easy access accounts and easy access cash ISAs, a third to almost half of those
respondents that could not estimate the interest rates in the market had balances
below £1,000 (see Figure 32).

Figure 32: Proportion of respondents that could not estimate/did not know the
interest rates offered in the market split by balances in the accounts

Didn't know the highest rate offered Didn't know the typical rate offered

on this type of account by any on this type of account by a

savings provider main high street provider

Easy access Easy access Cash Easy access Easy access

Balance in the account Y ISA Y Cash ISA
Below £1,000 45% 31% 45% 31%
£1,000 - £4,999 18% 20% 17% 20%
£5,000 - £9,999 7% 15% 7% 14%
£10,000 + 9% 11% 9% 11%
Prefer not to say/don’t 2204 2304 2204 24%

know

Total 100% 100% 100% 100%

Source: FCA analysis of the online survey, Questions 43, 44 and Q3
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50.

51.

Awareness of providers’ strategies

When asked about their savings account with the highest balance, more than half of
respondents (56%) did not know whether their provider offered a similar account with
the same or a different interest rate (see Figure 33).3° For easy access accounts, 63%
said that they did not know.*’

Figure 33: Proportion of respondents that knew whether their provider offered
a similar type of account

Don't know 56%

The same type of account at a similar rate to that
you get now

The same type of savings account at a better rate

The same type of account at a lower rate to that you
get now

None of these

0% 20% 40% 60%

Source: FCA analysis of the online survey, Question 39, multiple responses permitted

Base: account with the highest balance, 2641 responses from 2588 respondents, excluding fixed term bonds
and fixed term Cash ISAs

Many of those who did not know had relatively large balances in their accounts:

e for easy access accounts, 21% of accounts had balances above £5,000, though 62%
of accounts had balances below £5,000%

o for easy access Cash ISAs, 30% of accounts had balances above £5,000, though
51% had balances below £5,000%

Those who knew that their provider offered different accounts found out mainly because
they had seen so in a branch or looked it up on a website (29%) or because it was
mentioned to them when they visited the branch (26%).%° 43% of these respondents
thought it very or fairly likely that they would switch to the account with the better

36

37

38

39

40

In the telephone survey, 50% said that they did not know whether their provider currently offered the same type of account as
their account with the highest balance at a better interest rate. 13% said their provider offered such an account and 25% said that
their provider did not. 11% did not provide a response. Source: telephone survey, Question 39a, Base: all respondents’ highest
value accounts (260).

Source: FCA analysis of the online survey, Question 39 , Base: all respondents whose account with the highest balance was an
easy access account (1111).

A further 17% did not state their balances. Source: FCA analysis of the online survey, Questions 39 and 3c. Base: respondents
whose highest balance account was an easy access account, those who said that they did not know whether their provider offered
similar accounts with different interest rates (699).

A further 20% did not state their balances. Source: FCA analysis of the online survey, Questions 39 and 3c. Base: respondents
whose highest balance account was an easy access Cash ISAs, those who said that they did not know whether their provider
offered similar accounts with different interest rates (507).

A further 20% found out the interest rate through other resources, the information was provided to 19%, 17% saw the interest
rate through advertising on online banking site and 11% as a result of contacting the provider. A further 4% chose ‘other’. Source:
FCA analysis of the online survey, Question 40. Base: respondent’s account with the highest balance, all respondents who knew
whether their provider offered different accounts (296).
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interest rate.*’ The most common reason for not intending to switch was that the
respondent was happy with the convenience/service provided (40%). Others thought
that the difference in interest rates were not very big (35%) and/or balances not high
enough to make switching worthwhile (33%). 19% thought that it would be too much
hassle to move.*?

Expectations around interest rate variability

We tested consumers’ understanding of interest rates by asking what they expect from
their variable rate product over time. The answers revealed widespread
misunderstanding and unrealistic expectations about how much variable rates could
change (see Figure 34).

Figure 34: Proportion of respondents giving different answers to the question:
Consider an easy access savings account offering the interest rate 1.5%
(variable). Which of the below describe what you expect from this account?

N The provider can change the rate by as

0,
much as they want 19%

|

The rate can change and the change may
be quite big (for example it could drop to
0.1%)

11%

The rate will change in line with BoE base
rate changes

22%

The rate could change but would average

0,
around 1.5% annually 14%

The rate can change but any change will
be small

9%

The rate can change but | do not think it
will do so in the near future

6%

The rate can change but | do not think it
0,
ever will - 3%

I don't think the rate can change 3%

Increasingly expect providers to vary rates

Don’'t know 17%

|

Source: FCA analysis of the online survey, Question 57a

Base: all respondents (2996)

We also tested whether respondents understood bonus interest rate terminology by
presenting an offer similar to what they would see on a price comparison website. We
found that 41% understood the general bonus rate structure (i.e. could identify the
bonus rate, the gross interest rate including bonus and the advertised post-bonus
interest rate), though 21% did not realise that the underlying variable interest rate

41 A further 28% said that it was neither likely nor unlikely, 18% said that it was fairly unlikely and 11% said that it was unlikely.

42

Source: FCA analysis of the online survey, Question 41. Base: respondent’s account with the highest balance, all respondents who

knew whether their provider offered different accounts (296).
The remaining options were less popular with between 1% and 8% of respondents choosing each of the options. Source: FCA

analysis of the online survey, Question 42. Base: respondent’s account with the highest rate, those who knew that their provider

offered an account with a different interest rate but did not intend to switch (88).
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could change during the bonus period and/or afterwards. A further 37% did not
correctly state what the advertised bonus rate, gross rate or post bonus rate was (e.g.
compounded the interest rates or assumed that the interest rate would stay constant)
(see Figure 35).

Figure 35: Proportion of respondents giving different answers to the question:
Consider an easy access savings account offering an initial bonus: “1%b6
variable, includes fixed bonus of 0.75% for 12 months”. Which one of the
below describes what you expect from this account?

41% I will get 0.75% fixed rate bonus for the first year
understood the but the underlying variable rate can change
general bonus
rate structure, _Z
though some

20%

The rate will remain at 1% for 12 months and will
then go down to 0.25% but it may change further

underestimated after that
interest rate The rate will remain at 1% for 12 months and will
variability L then go down to 0.25%

The rate will remain at 1% for 12 months and wiill
then go down to 0.75%

37%
misunderstood

the bonus rate  _
structure Will receive 1.75% for 12 months dropping to 1%
AER after 12 months

The rate will remain at 1%

Will receive 0.75% bonus rate for 12 months plus an
underlying variable rate of 1%

Don’t know 24%

Source: FCA analysis of the online survey, Question 57b

Base: all respondents (2996)

Switching

In this section we set out the consumer survey evidence on:
e switching rates

e reasons for switching

e internal versus external switching

e characteristics of accounts switched and not switched

¢ whether consumers had considered switching accounts that had not been switched
in the last three years

e switching following bonus rate expiry and interest rate cuts

¢ what would incentivise consumers to switch
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Switching rates

55. Our consumer survey showed that most variable interest rate savings accounts had not
been switched in the last three years.*®* In particular, only 15% of easy access
accounts and 23% of easy access Cash ISAs were switched at least once in the last
three years (see Figure 36).%° For these two types of products, about half of switching
activity was internal: consumers switched between different accounts offered by the
same provider rather than between providers.*® Based on respondents’ total balances in
their accounts at the time of our consumer survey, we estimated that the balances in
the switched accounts amounted to about 26% of total easy access balances and 28%
of easy access Cash ISA balances.

Figure 36: Proportion of active savings accounts switched at least once,
internally or externally, in the last three years

H Didn't switch ®m Switched once B Switched more than once H Not sure/not stated

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%
Easy Access Easy Access Cash Regular Savings Children’s Savings  Notice Account
ISA

Source: FCA analysis of the online survey, Question 23

Base: all active easy access accounts (2742), easy access Cash ISAs (1883), Regular savings accounts (741),
Children's savings accounts (653), Notice accounts (127)

56. However, taking respondents’ balances at the time of our consumer survey as a proxy
for balances in their accounts at the time of switching, our survey shows that

43 Our analysis of switching rates excluded fixed term bonds and fixed term Cash ISAs due to difficulties with assessing fixed term
product switching. These products require consumers to lock away their deposits for relatively long periods of time (one or more
years) and at the end of the term consumers may no longer be willing to lock the money away for a similar period of time. We
were concerned that it would be particularly difficult to differentiate switching from withdrawals to spend or to put money in
another type of account where the money is not locked away for a similar term. Instead, we assessed consumer engagement in
the fixed-term segment by looking at consumers’ awareness of interest rates and shopping around. We considered that results on
consumer awareness of interest rates and shopping around gave us better evidence for analysing the fixed term bond segment of
the market.

44 We asked respondents whether they had switched each of their accounts in the last three years and specified that ‘Switching
means that you have replaced an old account by moving most or all of your balances to a new account of the same type and using
it for your savings needs. You may have remained with the same provider. You may have left a small amount of money in your old
account just to keep it open in case you need it, or you may have closed it’ (Question 23).

45 In the telephone survey, 21% of respondents had switched at least one of their accounts in the last three years. A further 77%
had not switched their account and 2% did not know. Source: telephone survey, Question 23a. Base: 260.

46 62% of easy access accounts and 53% of easy access cash ISAs that were switched in the last three years were switched within
the existing provider. Source: FCA analysis of the online survey, Questions 23, 18(2), 19(2), Base: all switched easy access
accounts (420), all switched easy access Cash ISAs (439).
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consumers tended to become more active as the size of balances in the account
increased (see Figure 37).%

Figure 37: Proportion of accounts switched, internally or externally, at least
once in the last three years by current balances in the account

e FaSy access Easy access Cash ISA

40% 38%
29% 9
30% - o//6/0
() pook 24% 24% 26% /
o

20% - _17%// /24% 24%

9% 11%

0%
£0 - £99 £100 - £499 £500 - £999 £1,000 - £5,000 - £10,000 - Over £20,000
£4,999 £9,999 £19,999

Source: FCA analysis of the online survey, Questions 23 and 3c

Base: easy access accounts (361) and easy access Cash ISAs (370) switched in the last three years,
excluding accounts for which respondents did not specify balances

Most respondents (74%) had closed their old account the last time they switched but
26% had left it open.*® Those who had kept the account open largely did so in case
they needed the account in the future (32%) or because they still kept some funds in it

The top three reasons for switching were related to interest rates: 31% of respondents
switched after bonus rate expiry, 25% after their interest rate was cut by their provider
and 13% found a better interest rate (see Figure 38).°° Links with a consumer’s PCA
also were important, as 8% switched because they changed their PCA provider. The
‘push’ factors were less important: 7% experienced problems with the way the account
was managed and 5% encountered unexpected charges or penalties.>!

57.

(349%).4°

Reasons for switching
58.
47

48
49

50
51

We have taken current balances in the account as a proxy for balances in the account at the time of switching. Balances in the
account at the time of switching may have been higher or lower than the current balances.

Source: FCA analysis of the online survey, Question 25. Base: account last switched (745).

A further 11% had left it open but intended to close it in the future, 19% had found it easier to leave it open, 10% had needed to
keep it open to qualify for other products, 9% chose ‘other’ and 8% said they had kept it open for no particular reason. Source:
FCA analysis of the online survey, Question 26. Base: account last switched, all those who kept the account open in response to
Question 25 (188).

A further 1% also specified “better/higher interest rates” under “other”, see Figure 38.

We have not discussed the reasons for switching in the telephone sample due to the small sample (55 observations).
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Figure 38: Proportion of respondents who chose each reason for switching the
last time they switched an account (respondents could choose more than one
reason)

My bonus rate expired and | found a better rate 31%

My rate was cut by the provider and | found a better
rate

My rate had not been cut but | found a better rate

I changed my current account provider and changed
my savings account too

| wanted better internet access

Family or friends advised me to do so

| was dissatisfied with my current provider's quality
of service

| experienced problems with the way my account
was managed

| encountered charges or penalties that | did not
expect

| did not feel my money was safe with my existing
provider

Don't know

| wanted access to a larger number of branches
Other (please specify)

Came to the end of the term/matured
Automatically transferred by bank
Better/higher interest rates

Bank advised it/offered it

Access to the branch/location

Wanted instant access

Refused

Source: FCA analysis of the online survey, Question 24

Base: all accounts switched in the last three years, excluding Credit Union accounts (743)

59. Those respondents who chose interest rate related reasons for switching (the top three
reasons in Figure 38) tended to have higher total savings balances (see Figure 39).
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Figure 39: Proportion of respondents in each total savings balance band that
gave interest rate related reasons for switching

H Not interest rate related B Interest rate related

Total 34% 66%
Not stated 32% 68%
Over £50,000 10% 90%
£20,001-£50,000 25% 75%
£10,001-£20,000 25% 75%
£5,001-£10,000 36% 64%
£501-£5,000 53% 47%
£1-£500 74% 26%

Source: FCA analysis of the online survey, Questions 24 and 10

Base: all accounts switched in the last three years (707), excluding those who said ‘don’t know’

Internal vs. external switching

60. About half of switching activity was internal (i.e. switching between accounts offered by
the same provider). In the previous three years:

o for easy access accounts, 62% of accounts were switched only within the existing
provider, 34% switched between different providers and 4% had been switched
both within an existing provider and between providers®?

o for easy access Cash ISAs, 53% of accounts were switched only within the existing
provider, 40% switched between different providers and 8% had been switched
both within an existing provider and between providers °3

61. The cumulative distribution of current balances in the accounts did not differ much
between internal and external switchers (see Figure 40).

52 Source: FCA analysis of the online survey, Questions 23, 18(2) and 19(2). Base: all easy access accounts switched in the last
three years (420).

53 Source: FCA analysis of the online survey, Questions 23, 18(2) and 19(2). Base: all easy access Cash ISAs switched in the last
three years (439). Figures do not sum to 100% due to rounding.
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Figure 40: Cumulative distribution of accounts in the different balance bands
for internal and external switchers

(a) Easy access

e |nternal External
100%
50%
0%
Less than £100 - £999  £1,000 - £5,000 - £10,000 - £20,000+ Prefer not to
£100 £4,999 £9,999 £19,999 say/don’'t

know

(b) Easy access Cash ISA
e |nternal External

100% /

50%

0%

Less than £100 - £999  £1,000 - £5,000 - £10,000 - £20,000+ Prefer not to
£100 £4,999 £9,999 £19,999 say/don't
know

Source: FCA analysis of the online survey, Questions 23, 18(2), 19(2) and 3c

Base: accounts switched in the last three years (easy access (internal switchers (259), external switchers

(144)), easy access Cash ISAs (internal switchers (232), external switchers (174)))

Characteristics of accounts switched and not switched

62. Accounts switched in the last three years tended to have higher balances in the account
than accounts that had not been switched: 35% of switched easy access accounts had
balances above £5,000 compared with only 17% of accounts that had not been

switched (40% and 30% respectively for easy access Cash ISAs) (see Figure 41).
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63.

Figure 41: Proportion of accounts with balances above and below £5,000 that
had not been switched in the last three years compared with balances in
accounts that had been switched at least once

(a) Easy access

H Below £5,000 ® Above £5,000 m Prefer not to say/Don't know
Didn't
switch
Switched

(b) Easy access Cash ISA

m Below £5,000 = Above £5,000 m Prefer not to say/Don't know
Didn't
switch
Switched

Source: FCA analysis of the online survey, Questions 23 and 3c

Base: all easy access accounts (not switched (2208), switched (421)), all easy access Cash ISAs (not
switched (1360), switched (436))

Accounts that had not been switched in the last three years

More than half of easy access accounts and easy access Cash ISAs that had not been
switched in the last three years had balances below £5,000 see Figure 42). So the
benefits of switching may not have been worthwhile. However, the monetary gains
were likely to be more significant for some accounts, particularly older accounts that
may be receiving lower interest rates, as, for example, 11% of easy access and 15% of
easy access Cash ISAs were older than three years and had balances above £5,000.%*

54

Calculated using data underlying Figure 42, see base for Figure 42. Base includes accounts for which respondents did not provide
account and/or account balance information, so this may be an underestimate.
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Figure 42: Proportion of accounts that had not been switched in the last three
years with different balances split by different age of accounts

HLess than £500
H£5,000-£9,999

(a) Easy access

B £500-£999
®£10,000-£19,999

® Prefer not to say/don't know

B £1,000-£4,999
B £20,000+

Total 37% 9% 20% 7% [5% 5% 17%
Don't know 21% 6% 7% 6% 55%
More than 10 years ago 38% 9% 20% 7% 5% 18%
5-10 years ago 40% 7% 21% 7% [5%]5% 14%
3-5 years ago 38% 11% 19% 7% (% 15%
2-3 years ago 34% 12% 25% 8% 4% 9% 9%
1-2 years ago 33% 8% 22% 8% [6% 5% 17%
In the last year 38% 7% 18% 7% % 8% 15%
(b) Easy access Cash ISA
H Less than £500 B £500-£999 B £1,000-£4,999
B £5,000-£9,999 ®£10,000-£19,999 B £20,000+
u Prefer not to say/don't know
Total 23% 7% 23% 16% 8% 6% 18%
Don't know 16% 4% 16% 6% 55%
More than 10 years ago 23% 4% 24% 12% 9% | 7% 20%
5-10 years ago 23% 6% 20% 21% 9% 9% 13%
3-5 years ago 24% 7% 22% 12% 10% | 8% 18%
2-3 years ago 19% 10% 26% 12% 9% | 7% 17%
1-2 years ago 18% 8% 22% 24% (% 5% 17%
In the last year 34% 5% 27% 19% 12%

Source: FCA analysis of the online survey, Questions 23 and 3b

Base: easy access accounts not switched in the last three years (opened in the last year (172), 1-2 years ago
(255), 2-3 years ago (237), 3-5 years ago (353), 5-10 years ago (468), more than 10 years ago (649), Don't
know (75)), easy access Cash ISAs not switched in the last three years (opened in the last year (179), 1-2
years ago (248), 2-3 years ago (235), 3-5 years ago (232), 5-10 years ago (246), more than 10 years ago
(157), Don't know (60))

Had consumers considered switching?

64. Looking at variable rate accounts older than three years, the proportion of accounts

that respondents had considered switching was very low:
e 229% considered switching within the same provider

e 189% considered switching to a different provider
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20% considered moving balances to a different type of account®®**Those who had
considered switching but had not done so were mainly put off by the low potential gains
and low difference in interest rates (see Figure 43). Looking at easy access accounts,
81% of those who said that their balances were not high enough had balances below

Figure 43: Reasons why account holders considered but did not switch their
easy access accounts (proportion of accounts)

| found there's very little difference in

0,
interest rates offered in the market 42%

My balances are not high enough to gain
from switching

I haven't gotten round to doing this yet

It's too much hassle to move

| thought | could get a better interest
rate, but that wasn't the case

| worry about something going wrong if |
move money

I was unhappy with my existing provider,
but I've decided it's not worth switching

Other

I don't know how to switch

Source: FCA analysis of the online survey, Question 28

Base: all easy access accounts older than three years that respondents considered switching but did not

Most of the accounts that consumers had not considered switching had relatively low
balances: 68% of easy access accounts and 55% of easy access Cash ISAs had
balances below £5,000 (see Figure 44).

65.
£5,000.%
switch (383)

66.

55

56

57

The results are not additive. Source: FCA analysis of the online survey, Question 27. Base: all easy access, easy access Cash ISAs,
notice accounts and regular savings accounts older than three years (1657). For easy access accounts, respondents had
considered but did not switch 33% of accounts and had not even considered switching 67% of accounts older than three years. For
easy access Cash ISAs, respondents had considered but did not switch 34% of accounts and had not even considered switching
66% of accounts older than three years. Source: FCA analysis of the online survey, Question 27, Base: all active easy access
accounts (1481) and easy access Cash ISAs (655) older than three years.

In the telephone survey sample, when asked about all their accounts older than three years, 11% of respondents had considered
switching at least one of these accounts but had not switched, but 73% had not considered switching any of these accounts. A
further 4% had switched at least one of their old accounts but had left it open after switching, and 10% did not provide a
response. Source: telephone survey, Question 27. Base: all respondents with savings accounts more than three years old (260).
A further 14% had balances above £5,000 and 5% did not provide their balance information. Source: FCA analysis of the online
survey, Questions 23 and 3. Base: easy access accounts that respondents had considered switching but did not switch, all those
who said that their balances were not high enough to switch (108).
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67.

Figure 44: Proportion of accounts in different balance bands split by accounts
switched/not switched in the last three years, and accounts older than three
years where the account holder has considered switching and has not
considered switching

(a) Easy access

B | ess than £500 B £500-£999 E£1,000-£4,999
B £5,000-£9,999 ®£10,000-£19,999 ® Over £20,000

Switched in the last 3 years 21% 9% 20% 12% 9% 15%
All
accounts™*
Not switched in the last 3 years 37% 9% 20% 7%
Considered switching 35% 11% 21% 9% B%b%4
Accounts
older
than
3 years™* Had not considered switching 8% 20% 6%35%
(b) Easy access Cash ISA
H | ess than £500 m£500-£999 H£1,000-£4,999
B £5,000-£9,999 ®£10,000-£19,999 m Over £20,000
Switched in the last 3 years 16% (7% 22% 18% |20% 12%
All —
accounts™*
__Not switched in the last 3 years 23% 7% 23% 16% [8% 6%
Accounts Considered switching 20% 5% 21% 16% [12%  11%
older
than )
3 years*
Had not considered switching 25% 7% 23% 15% [#% 6%

—

Source: FCA analysis of the online survey, Questions 3, 23 and 27

Base: easy access accounts (all accounts switched in the last 3 years (421) and not switched in the last 3
years (2208), accounts older than 3 years considered switching (482) and not considered switching (999)),
easy access Cash ISAs (all accounts switched in the last 3 years (436) and not switched in the last 3 years
(1360), accounts older than 3 years considered switching (220) and not considered switching (435)); the
underlying data includes those who did not state their account balance, but this data has not been reported in
the chart

* Accounts older than three years are a sub-set of all active accounts (56% of all active easy access accounts
and 36% of all active easy access Cash ISAs). Accounts not switched in the last 3 years include both accounts
not switched that are older than 3 years and accounts younger than 3 years.

The main reasons for not even considering switching were not interest rate related:
35% were happy with the quality of service, 26% had been with their provider for a
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very long time and 23% just had not thought about switching. A further 19% stated
convenience as they held other products with that provider (see Figure 45).%8

Figure 45: Reasons for not considering switching accounts older than three

years (proportion of respondents)

I am happy with the quality of service.

| have been with this provider for a very long time

No reason - | just haven't thought about it

Convenience, because | hold other financial products
with my current provider

Convenience, my current provider has a local branch

Other providers do not offer significanly better
products or rates

The rate | have may not be market leading, but from
what | have seen about rates available, | do not think
| can get a better rate from the providers | would
consider switching to

I've not compared rates in detail, but I think this rate

is probably a reasonably good rate.

| don't trust the switching process - I'm worried
about losing some of my savings or interest

The rate | have is market leading

I have experienced problems before in switching my
account/It takes a lot of time time and effort to
switch

Source: FCA analysis of the online survey, Question 29

35%

|

26%

23%
19%
18%

13%

8%

8%

N -

3%

Pl%

Base: all accounts older than three years respondents have not considered switching (1048)

58

In the telephone survey sample, being happy with the quality of service was an even more important consideration as 65% of

respondents referred to it as a reason for not seriously considering switching, which was followed by 25% stating that their
provider had a local branch. Note that the questions in the online and telephone surveys were not comparable as in the online
survey the question was asked about all of the respondent’s accounts but in the telephone survey the question was asked about

accounts older than three years.
who have not considered switching (190).
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Switching following bonus rate expiry and interest rate cuts

Bonus rate expiry

We asked all respondents who said they had a bonus rate on their account why they
had chosen their account and whether they were aware of the bonus rate at the point

e 83% said they were aware of the bonus rate when they took out the product®

e 57% said they had chosen the product because of the bonus rate, and
e 519% said they intended to move the money when the bonus rate expired®

e Only 45% of respondents whose bonus rate had expired recalled their provider
contacting them before the bonus rate expiry.

Amongst those whose bonus rate had expired, 32% had moved their money to an
account with the same provider following bonus rate expiry and 11% to an account with
a different provider. However, 57% of respondents had not yet moved their money.

The two most popular reasons for not switching were related to lack of perceived
benefits (29% said that they ‘could not get a better deal elsewhere’ and 27% said that
they did not have enough money in the account to make switching worthwhile), though
20% said they had not moved because it ‘takes too much time and effort to move’ (see

68.
of sale:
69.
70.
Figure 46).
59

60

61

62

Note that it is possible that a large proportion of respondents had a bonus rate product but were not aware of it. The results should
therefore be interpreted with caution, as they may overstate bonus rate awareness.

Results are not additive as respondents were asked each question separately and had to indicate ‘yes’ or ‘no’. Source: FCA analysis
of the online survey, Question 48. Base: all respondents with a bonus rate product (1172).

A further 31% of accounts had not been notified and 24% could not remember. Source: FCA analysis of the online survey,
Question 49. Base: respondents with a bonus rate product, excluding those who said that their bonus rate had not expired yet
(1053)

Source: FCA analysis of the online survey, Question 50. Base: respondents with a bonus rate product, excluding those who said
that their bonus rate had not expired yet, the most recent bonus rate product (1051)
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71.

72.

73.

Figure 46: Proportion of respondents with different reasons for not moving
money out of their account following bonus rate expiry

I couldn't get a much better rate elsewhere 29%

There is not enough money in the account to make
it worthwhile switching

It takes too much time and effort to move
accounts

27%

| intend to but haven't gotten round to it
Other reason
| forgot about when the bonus rate would expire

My provider gave me another bonus rate

I worry about errors/losing money when moving
accounts

Source: FCA analysis of the online survey, Question 51

Base: respondents who did not move money out of their accounts with bonus rate following bonus rate expiry
(600)

Switching following disadvantageous rate changes

We asked all respondents whether their providers had ever reduced interest rates on
their accounts, excluding accounts offering an initial bonus rate and accounts older than
five years as respondents may not remember interest rate cuts that took place so long
ago:

o for easy access accounts, respondents said that providers had reduced rates on
23% of accounts, had not reduced rates on 38% of accounts and did not know or
were not sure about 38% of accounts

e for easy access Cash ISAs, respondents said that providers had reduced rates on
23% of accounts, had not reduced rates on 42% and did not know or were not sure
about 35%.%3

Among those whose interest rate had been cut, account holders said their provider had
notified them of the rate cut (e.g. they had received a letter or email) for 74% of
accounts, though for 13% of accounts the respondent did not recall being notified and
for 13% of accounts the respondent did not remember.®*

Respondents stated that they had a clear preference for receiving information on
interest rate cuts: 68% said they would like to be notified of all interest rate changes no
matter how small (see Figure 47).

63 Source: FCA analysis of the online survey, Question 52. Base: all active easy access accounts (1198) and easy access Cash ISAs

64

(1070) held by respondents, excluding accounts older than five years and accounts with an initial bonus rate but including
accounts that respondents did not remember if they had an initial bonus rate or when they were opened. If we excluded these
accounts where respondents were unsure, providers had reduced rates on 30% of easy access accounts and not reduced rates on
46% of them ( Base: 752), while providers had reduced rates on 27% of Cash ISA accounts and not reduced rates on 52% of
them (Base: 700)

Source: FCA analysis of the online survey, Question 53. Base: all accounts on which rates had been cut (710), excluding accounts
older than five years and accounts with an initial bonus rate but including accounts that respondents did not remember if they had
an initial bonus rate or when they opened them. If we exclude these accounts, providers had notified account holders of rate cuts
for 76% of the accounts, and did not notify account holders with regards to 12% of accounts (Base 580).
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Figure 47: Proportion of respondents with different answers to the question:
What type of disadvantageous rate changes would you like your provider to
notify you of?

All rate changes no matter how small 68%
Only rate changes of greater than 0.25% 8%
I would rather not be notified of any rate changes 8%
Only rate changes of greater than 1% 8%
Only rate changes of greater than 0.5% 7%
0% 20% 40% 60% 80%
Source: FCA analysis of the online survey, Question 56
Base: all respondents (2996)
What would incentivise consumers to switch?
74. We asked respondents what monetary benefit and/or interest rate gain would motivate

them to switch to a high street provider. About half of respondents struggled to provide
a response.®® The results were consistent across all account types. For easy access
accounts, 56% could not provide a response and those who did provide an estimate
mostly referred to annual gains of up to £100 (28% of respondents said that they
would switch for gains of up to £50, 8% would require £51 to £100 and 8% would
require more than £100) (see Figure 48).

Figure 48: Proportion of respondents giving different answers to the question:
How much more would you have to earn in interest for you to consider
switching your account to an account offered by one of the main high street
providers (respondent’'s account with the highest balance)?

H Below £50 m£51-£100 E£101-£200 B £200+ Don't know

Easy access Cash ISA 10% 6% 7%

Easy access 28% 8%

Source: FCA analysis of the online survey, Question 46, 3c

Base: easy access (1114), easy access Cash ISA (1017)

75. However, respondents’ ability to state what increase in interest would be required
increased with total income: whilst 60% of consumers with total annual income below
£9,500 could not state what monetary benefits would motivate them to switch, the

65 We asked respondents about switching to a high street provider to make it less likely that consumers could not answer this
question due to concerns about financial stability of a provider or its quality of service (these might have arisen if we had asked
about switching to ‘a different provider’).
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76.

same was true only for 34% of respondents with total annual income above £50,000
(see Figure 49).

Figure 49: Proportion of respondents giving different answers to the question:
How much more would you have to earn in interest for you to consider
switching your account with the highest balance to an account offered by one
of the main high street providers, split by respondents' total income

EBelow £50 ®B£51-£100 ®£101-£200 ®Qver £200 = Don't know

Over £50,000 5% 10%

£35,000 - £49,999 14% 5% 9%

£20,000 - £34,999 11% 5% 7%

£9,500 - £19,999 8% 4% 6%

Up to £9,499 6% 3%

Source: FCA analysis of the online survey, Questions 46, 3c and 10

Base: respondent's account with the highest balance, all respondents who stated their total income (Up to
£9499 (721), £9,500 - £19,999 (830), £20,000 - £34,999 (550), £35,000 - £49,999 (182), £50,000+ (111))

Less well known or regional providers would have to offer higher interest rates than the
main high street providers to induce switching: 25% of respondents said they would
consider switching their easy accounts account to one of the main high street providers
for an up to 2 percentage point difference in interest rates, while only 9% would switch
to a less well known/regional provider for the same interest rate difference (see Figure
50).%¢ Almost half of respondents whose account with the highest balance was an easy
access account said that they would not even consider less well known or regional
providers for their account.

66 Question 45 asked respondents to enter a value in a statement ‘I would want % more in interest rate.” The question was asked

in this form as many people may struggle to understand references to ‘percentage points’.
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Figure 50: Proportion of respondents whose account with the highest balance
was an easy access account who gave different answers to the question (split
by the type of provider): What rate increase would you need to switch your
easy access account to a different provider?

HBelow 1ppt | ®1ppt - 2ppt M®2ppt - 3ppt MWMore than 3ppt = Don't know

Less well know/regional providers
New savings providers - 10% 8% 6% 9% 67%
Smaller building societies | 10% | 7% 5% 8% 70%
One of the main high street providers - 14% 11% 7% 14% 55%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Source: FCA analysis of the online survey, Question 45

Base: respondents whose account with the highest balance was an easy access account (1111)
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Annex 3

Supporting analysis of data provided by
firms

1.

In this annex we provide analysis of the data provided by firms to support our findings
in Chapters 5 and 7. The annex is structured as follows:

a Details of the data underlying our analysis and how we have processed this data
b Supporting analysis for current market outcomes
¢ Supporting analysis for pricing strategies used by firms

d Supporting analysis for estimation of interest that could be gained by consumers.

Details of our dataset

The data used in our analysis was based on two sets of data collected in two requests
for information — a first request in January 2014 and a second one following our interim
report in July 2014.

First request for information

We requested information from 21 firms covering 26 brands. We asked these firms to
provide for each brand a series of product level information, including interest rates
earned on cash savings products. For large firms, the information was requested for
2006, 2011, 2012 and 2013. Small and medium firms were asked to limit the
information they submitted to 2013 because of the size of such firms.

Some of the firms were unable to provide 2006 data. Of the firms who did, there were
gaps in the information provided. Providers offered various explanations for the
difficulty they faced in extracting information on 2006 from their systems. Most of the
reasons offered were related to changes to their IT systems. These, together with
difficulties in matching some of the information provided, meant that we mainly used
2011 to 2013 information.

For each product, we asked firms to provide the interest rate, balances and other
product characteristics. In our analysis we only used those products that did not have
any missing balances or interest rates. In calculating the average interest rates
applicable to the various balance age groups analysed®, we weighted interest rates by
the end of year balances on their respective product accounts. The total number of

1

Up to two years, two to five years and more than five years.
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10.

products reported in 2013 was 8,899.7 In certain instances, the data submitted was
updated after discussions with firms.

Second request for information

We asked ten providers® to track from January 2010 to June 2014 balances and interest
rates for on-sale accounts opened in different quarters of 2010 and for products that
were off-sale in 2010. We requested the data split by balance bands and separately for
savings customers who held a PCA and for savings customers who did not.

Supporting analysis for current market outcomes

In this section we show the balances and interest rate by age of accounts for various
years and various types of providers for Cash ISA and easy access products.

The charts show that the interest rate paid on recently opened accounts was higher
than the interest rate paid on older accounts. The proportion of balances in older
accounts (i.e. opened more than five years before the reference date) varied across
years, types of providers and products.

This section contains the following supporting analysis for accounts of different ages:

a balance distribution and interest rate patterns for easy access and cash ISA
products by year (2012 and 2011)

b balance distribution and interest rate patterns for bonus and non-bonus easy access
and cash ISA products (2013 only)

¢ balance distribution and interest rates by firm type for easy access and cash ISA
products (2013 only)

d balance distribution and interest rates for notice accounts, children’s accounts and
regular savings accounts (2013 only)

Proportion of balances and average interest rates for easy access accounts
by age of account, at 31 December 2012 and at 31 December 2011

Figure 1 and Figure 2 show that, for easy access accounts in 2012 and 2011, the
proportion of balances in accounts that were opened within two years of either 2012 or
2011 was higher than either of those opened between two and five years earlier, or
opened more than five years earlier. The interest rate paid on accounts opened more
recently was higher than on older accounts.

Of these 8,899 products, 24 had missing values for the end of year balances and so were dropped from the analysis. About 1,000
products had no interest rate information or we were unable to extract the appropriate rates from the interest rate tiers provided.
As a result, these products did not feed into the weighted average calculations though balances on these products were used
where balances alone were being analysed.

These ten providers accounted for 16 brands. Ten brands representing small providers were excluded from the second information
request because of the potential burden that could be placed on them given their size, and because they accounted for a small
share of easy access and cash ISA products.
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11.

Figure 1: 2012 Easy access

60%

50%

w N
? 2
ENR

Proportion of Balances
N
o
S

10%

0%

Accounts opened up to 2 Accounts opened between

years ago

2 & 5 years ago

Accounts opened more
than 5 years ago

B Balances == |nterest Rates

Source: FCA analysis of data collected from 21 providers.

Figure 2: 2011 Easy access
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Source: FCA analysis of data collected from 21 providers.

Proportion of balances and average interest rates for Cash ISA accounts by

age of account, at 31 December 2012 and at 31 December 2011

Figure 3 and Figure 4 show that, for Cash ISA accounts in 2012 and 2011, the
proportion of balances in accounts that were opened within two years of either 2012 or
2011 was higher than either of those opened between two and five years earlier, or
opened more than five years earlier. The interest rate paid on accounts opened more

recently was higher than on older accounts.
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Fiaure 3: 2012 Cash ISA
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Figure 4: 2011 Cash ISA
60% - - 3.00
50% - - 2.50
[%]
[0]
Q o
5 40% - - 2.00 &
< 4
@ I
© 30% - - 150 T
< 7]
Q o
t a
S 20% - - 1.00 €
IS =
a
10% - - 0.50

0% -
Accounts opened upto 2  Accounts opened between  Accounts opened more
years ago 2 & 5 years ago than 5 years ago

s Balances == |nterest Rates

Source: FCA analysis of data collected from 21 providers.

Proportion of balances and average interest rates for bonus and non-bonus
products by age of account, at 31 December 2013

Figure 5 and Figure 6 show the interest rates and balances in 2013 for easy access
accounts on products with and without an initial bonus rate.

For easy access bonus products (Figure 5), the interest rate paid on accounts opened
more than five years ago was lower than that paid on accounts opened less than two
years ago. However, the interest rate paid on accounts opened between two and five
years before 2013 was lower than the interest rate paid on accounts opened less than
two years ago and more than five years ago. Most balances were held in accounts
opened less than two years ago.
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14. For easy access non-bonus products (Figure 6), the interest rate paid declined with the
age of accounts. Around 50% of balances in non-bonus easy access products were held
in accounts opened more than five years ago.

Figure 5: Easy access — Bonus products, 2013
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Figure 6: Easy access — Non-bonus products, 2013
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15. Figure 7 shows that for bonus Cash ISA products in 2013 the interest rate declined with
the age of accounts. Most balances were held in accounts opened less than two years
ago.

16. Figure 8 shows that, for non-bonus Cash ISA products in 2013, the interest rate paid on
accounts opened more than five years ago was lower than that paid on accounts
opened less than two years ago. However, the interest rate paid on accounts opened
between two and five years before 2013 was higher than the interest rate paid in other
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17.

age bands. Around 50% of balances were held in accounts opened less than two years
ago.

Figure 7: Cash ISA — Bonus products, 2013
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Figure 8: Cash ISA — Non-bonus products, 2013
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Proportion of easy access balances and average interest rates for different
types of firm by age of account, at 31 December 2013

Figure 9, Figure 10 and Figure 11 show for easy access accounts in 2013 for different
provider types that the proportion of balances in accounts that were opened within the

last two years was higher than either of those opened between two and five years
earlier, or opened more than five years earlier. The interest rate paid on accounts
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opened more recently was higher than that paid on older accounts. Also, the interest
rate paid by large providers was lower than that paid by small and medium providers.

Figure 9: Large providers - Easy access
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Figure 10: Small and medium banks — Easy access
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19.

Figure 11: Small and medium building societies — Easy access
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Proportion of cash ISA balances and average interest by age of accounts
for different types of firm, at 31 December 2013

Figure 12, Figure 13 and Figure 14 show that, for Cash ISA products in 2013 for the
different provider types, the proportion of balances in accounts that were opened within
the last two years was higher than either accounts opened between two and five years
ago, or accounts opened more than five years ago for large providers and small and
medium banks only. For small and medium building societies, the proportion of
balances in accounts older than five years ago was higher than in either of the more
recent accounts.

The interest rate paid on accounts opened within the last two years was higher than on
accounts opened more than five years ago for large providers and small and medium
banks. The interest rate paid by small and medium building societies providers was
similar for all ages of accounts.

A3-8



Figure 12: Large providers — Cash ISA
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Figure 13: Small and medium banks — Cash ISA
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Source: FCA analysis of data collected from 21 providers.
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Figure 14: Small and medium building societies — Cash ISA
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Proportion of balances and average interest rates for other product
accounts by age of account, at 31 December 2013

20. Figure 15 and Figure 17 show that in 2013 the proportion of balances in children’s and
regular accounts older than five years was higher than either accounts opened between
two and five years ago, or accounts opened more than five years ago.” Regular
accounts require regular periodic payments into these accounts and children’s accounts
do not normally allow withdrawals until the child turns 18. It is therefore intuitive for
older balances in these accounts to have a relatively higher proportion of balances.

21. In contrast, Figure 16 shows that for notice accounts, the proportion of balances
declined over time.

22. The interest rate paid on all of these account types was again higher for more recently
opened accounts compared with older accounts.

4 The chart for children’s accounts and regular accounts could include fixed term and ‘no term’ products.
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Figure 15: Children’s accounts
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Source: FCA analysis of data collected from 21 providers.

Figure 16: Notice accounts
60% -
50% -
40% -
30% -

20% A

Proportion of Balances

10% -

0% -

Accounts opened up to 2 Accounts opened between  Accounts opened more

years ago 2 & 5 years ago

mmmm Balances == |nterest Rates

Source: FCA analysis of data collected from 21 providers.

A3-11

than 5 years ago

3.00

2.50

2.00

1.50

1.00

0.50

3.00

2.50

2.00

1.50

1.00

0.50

Interest Rates %

Interest Rates %



23.

Figure 17: Regular accounts
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Supporting analysis for pricing strategies used by firms

Bonus products

As many balances in bonus products were held in accounts opened less than two years
ago (see Figure 5 and Figure 7), we examined the evolution of the interest rate on
accounts opened in the first quarter of 2010 up to the second quarter of 2014. We used
data from ten providers of easy access products and eight providers of Cash ISA
products. The top chart in Figure 18 is for easy access bonus products, and the lower
chart is for cash ISA bonus products.
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25.

Figure 18: Average interest rates for easy access and cash ISA bonus products
opened in the first quarter of 2010 over time, 2010-2014
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Source: FCA analysis of data collected from firms. See Annex 3 for details.

Figure 18 shows that, on average for this group of accounts, the interest rate on easy
access bonus products was around 1.5% in 2010, and the interest rate for cash ISA
bonus products was around 1.7%. After one year, the bonus period typically expired
and the interest rate decreased, until in 2014 it reached around 0.5% for easy access
bonus products and 1% for cash ISA bonus products.

Figure 19 shows that the general pattern of interest rates was similar to the average for
most providers — it declined at the expiry of the bonus rate (typically the first quarter of
2011, ie after one year) and continued to decline thereafter on some easy access
accounts, as discussed in Chapter 5 of the main report.
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Figure 19: Interest rate on easy access and Cash I1SA bonus products on
accounts opened in the first quarter of 2010
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Source: FCA analysis of data collected from firms.

Non-bonus products

26. We conducted a similar analysis for non-bonus products but found that for most
providers, there was a relatively flat profile when we tracked the interest rate on
individual non-bonus products over the last four years. We did not consider these
results to be particularly informative because our analysis of non-bonus products
balances and interest rates for easy access products and Cash ISA products in
aggregate showed that around 50% of balances were held in accounts over five years
old and that the interest rate on accounts of over five years old was lower than that on
accounts of two to five years and lower than that on accounts of less than two years old
(see Figure 6 and Figure 8). This meant that only tracking products over the last four
years did not capture the fact that many accounts are held for longer than four years
and that the interest rate may not yet have begun to fall.
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27.

28.

29.

30.

Balance attrition analysis

We compared how consumers’ response to interest rate reductions differed between:
e savings accounts with larger balances compared with accounts with small balances

e savings accounts that are held with a consumer’s PCA provider, compared with
accounts held with a different provider

These comparisons were conducted separately for each provider by following balances
on savings accounts opened in each quarter of 2010. The total number of brands in the
sample changed quarter by quarter for of a number of reasons. First, not all providers
offered an easy access or a Cash ISA product in all quarters of 2010. Second, some of
the providers were not able to submit the data with the requested split. Third, some
providers ‘re-bonus’ accounts, so we could not observe the effect of the bonus expiry.

Table 1 shows quarter by quarter that, for most providers, consumers with larger
balances were more price sensitive than consumers with smaller balances.

Table 2 shows quarter by quarter that, for most providers, consumers who did not have
a PCA with their savings provider were more price sensitive than consumers that did
have a PCA with their savings provider.

Table 1: Larger balances versus smaller balances

Hypothesis: Larger balances switch away faster than smaller balances
Q1
Cash ISA Easy access
Total brands in the sample 8 7
Number of cases (i.e. brands) consistent with the hypothesis 7 7
Number of cases (i.e. brands) not consistent with the hypothesis 1 0
Q2
Cash ISA Easy access
Total brands in the sample 6 7
Number of cases (i.e. brands) consistent with the hypothesis 5 7
Number of cases (i.e. brands) not consistent with the hypothesis 1 0
Q3
Cash ISA Easy access
Total brands in the sample 6 9
Number of cases (i.e. brands) consistent with the hypothesis 4 9
Number of cases (i.e. brands) not consistent with the hypothesis 2 0
Q4
Cash ISA Easy access
Total brands in the sample 6 8
Number of cases (i.e. brands) consistent with the hypothesis 5 8
Number of cases (i.e. brands) not consistent with the hypothesis 1 0
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Table 2: PCA balances versus non-PCA balances

Hypothesis: non-PCA balances switch away faster than PCA balances
Q1
Cash ISA Easy access
Total brands in the sample 7 5
Number of cases (i.e. brands) consistent with the hypothesis 6 3
Number of cases (i.e. brands) not consistent with the hypothesis 1 2
Q2
Cash ISA Easy access
Total brands in the sample 5 5
Number of cases (i.e. brands) consistent with the hypothesis 5 4
Number of cases (i.e. brands) not consistent with the hypothesis 0 1
Q3
Cash ISA Easy access
Total brands in the sample 5 7
Number of cases (i.e. brands) consistent with the hypothesis 5 5
Number of cases (i.e. brands) not consistent with the hypothesis 0 2
Q4
Cash ISA Easy access
Total brands in the sample 5 6
Number of cases (i.e. brands) consistent with the hypothesis 4 5
Number of cases (i.e. brands) not consistent with the hypothesis 1 1

31.

32.

33.

34.

Supporting analysis for estimation of interest that could be
gained by consumers

This section considers the amount of interest that could be gained by those consumers
on lower interest rates.

We estimated the aggregate amount of interest that could be gained by calculating the
simple average interest rate paid for each interest rate band, and comparing it with the
average interest rate on products that were available in the market at 31 December
2013. The average interest paid by on-sale products at 31 December 2013 represented
the interest rate a consumer could achieve by switching their savings account.

We used the difference between the average interest rate earned in each interest rate
band and the average interest rate available on on-sale products as a proxy for the
interest rate that could be gained. We then multiplied the interest rate that could be
gained by the amount of balances in accounts with more than £5,000.°

We estimated that:

e First, assuming that consumers could open an easy access account that paid 0.68%
(the average interest rate on open easy access products at 31 December 2013), the
total interest that could be gained in 2013 would be around £655m.°

We assumed that only consumers with more than £5,000 in their accounts would expect benefits larger than their costs to switch.
Given the proportion of balances in these accounts (around 93% of sampled easy access balances), the impact of removing

accounts with less than £5,000 was small.

6 The simple average interest rate paid on on-sale easy access products at the 31 December 2013 was 0.68%. If instead of using
the simple average we used the average interest rate weighted by balances (i.e. 0.59%), the interest that could be gained would

be around £522m.
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35.

36.

37.

e Second, if consumers could open a Cash ISA account that paid 1.32% (the average
interest rate on open Cash ISA products at 31 December 2013), the total interest
that could be gained would be around £216m.”’

This analysis was subject to a number of assumptions that could lead to it being both
an under or over-estimate of the amount consumers could gain:®

e It may be an over-estimate because:

o it assumed all those affected consumers could open an account at the average
interest rate, but this rate might not be available if all consumers switched?®

o it did not take into account whether all of these affected consumers considered
the interest rate on their account to be an important feature

e It may be an under-estimate because:

o it excluded accounts with less than £5,000 and accounts with interest rates over
0.5%, where some consumers with these accounts would be willing to switch
and could make gains in interest earned

o it did not take into account any potential adverse effects on quality of products
or innovation (for example, service quality might be higher if competition were
more effective).

We also applied the methodology above just to those accounts opened more than five
years ago (ie those that had not been switched) and without any filtering for balances
below £5,000. This approach, for 2013, gave an estimate of interest that could be
gained of £396m for easy access accounts and £109m for Cash ISA accounts.

Based on the estimates above, we estimated the interest that could be gained on easy
access accounts for 2013 at £400m-£650m and for Cash ISA accounts at £100m-
£250m.

The simple average interest rate paid on on-sale Cash ISA (no term) products at the 31 December 2013 was 1.32%. If instead of
using the simple average we used the average interest rate weighted by balances (i.e. 1.27%), the interest that could be gained
would be around £198m.

We also applied the methodology above to 2011 data and found that the interest that could have been gained was £219m on easy
access accounts and £190m on Cash ISA accounts. These figures were lower because the average interest rate on on-sale
products at 31 December 2011 was lower — 0.45% for easy access products and 0.99% for Cash ISA products.

We consider the zero sum game argument in chapter 7 of the main report.
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