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Questions to retail customers 

The FSUG welcomes the opportunity to respond to this consultation on reforming the 
structure of the EU banking sector which has had a devastating effect on consumers1. The 
following details our response to the questions posed on retails customers: 

− What impact do the current and ongoing financial regulatory reforms have on the 
availability and cost of financing and other retail customer services of banks (including 
access to basic payment systems)? 

FSUG believes that the current and ongoing regulatory reforms are necessary to protect the 
financial system from future turbulences and to minimise the probability of systemic risk. This 
is of utmost importance, as the 2008 global financial crisis and the current sovereign debt 
crisis have revealed several negative aspects of the way the financial system functions. 
Many financial institutions that were ‘too big to fail’ were saved by tax-payers’ money, 
especially after the panic caused by Lehmann Brothers’ default. Similar actions are taken to 
respond to the sovereign debt crisis. This situation should be avoided in the future and the 
current and ongoing reforms should be aimed in this direction. 

Following the recapitalisation of many Member States’ banks at substantial cost to their tax-
paying citizens, the FSUG believes that the Commission should now add its weight to that of 
individual governments in pressurising banks to recommence lending particularly to SMEs 
and other income/employment-generating enterprises. 

On the other hand, regulation does have a cost for consumers. For example, the impact 
assessment study of CRD IV2 concludes that financing costs for banks are expected to 
increase at least in the short run. In general, the access of users of financial services 
(consumers, micro investors and micro enterprises) to finance is expected to be more difficult 
and more costly. 

The main conclusion is that, as a principle, regulation does not come without a cost. It is 
always a trade-off between higher protection and higher cost. FSUG believes that at this 
point the ‘higher protection’ side should be seen as a priority. FSUG supports the main 
rationale that the financial sector must be adequately regulated and supervised to avoid 
future financial turbulences that could lead to a systemic crisis. In this context, initiatives like 
building a regulatory framework for the so-called shadow-banking system and preparing 
an EU framework for banking recovery and resolution are very important. 

− What are the views of retail customers with respect to structural reform of banking in 
general and in particular with respect to the structural reform proposals to date (e.g. US 
Volcker Rule, UK ICB proposal)? What structural reforms would be desirable from their 
point of view? 

Commercial banks collecting of deposits and transforming the deposits into loans is 
fundamental to the effective running of the real economy (Retail Banking function). 
Commercial banks enjoy the unique privilege to access funds from Central Banks to support 
their role of funding the real economy. The funds held by Central Banks is public money and 
belongs to the citizens of the EU and therefore their support of the real economy is 
an essential and legitimate function. The critical importance of protecting retail deposits and 
                                                 
1 For this paper the reference to consumers also includes micro-business entities. 
2

 http://www.europarl.europa.eu/document/activities/cont/201108/20110818ATT25062/20110818
ATT25062EN.pdf 

http://www.europarl.europa.eu/document/activities/cont/201108/20110818ATT25062/20110818ATT25062EN.pdf
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payment systems means that to some extent public funding mechanisms must always need 
to support the Commercial banks. The Central bank funds, however, should not be utilised to 
fund other growing activities of Commercial banks, including trading securities, currencies, 
derivatives, investment banking, asset management and insurance. It is these activities that 
have been at the heart of the banking crisis. There is strong evidence indicating that 
consumers support a structural reform of the banking system which differentiates between 
these two functions of Commercial banking, namely Retail banking and these other activities 
described above. 

The most desirable reforms that have been proposed to address this structural banking 
problem is the ring-fencing of the retail banking function. The FSUG believes that the 
benefits of ring-fencing retail banking from other more risk-bearing activities of these 
Commercial banks include: 

 The support of the public purse would be confined to the ring-fenced activities of the 
retail banks. There is no rational arguments why the EU public should subsidise banks, 
for example, making loans to hedge funds outside the EU. 

 Retail banks are less likely to fail. 

 It would secure the payment system that is critical to a well-functioning economy. 

 Commercial Banks should be smaller and simpler. There is no evidence that larger 
banks are inherently more secure. Conversely, there is an argument that suggests 
larger banks are more risky because of their complexity. 

 Ring-fencing would prevent commercial banks using their deposits which implicitly is 
linked to EU public support as collateral for speculative trading. 

 It helps with transparency in a more competitive market. 

 It is likely to lead to better access to funds and more stable interest rates. 

 It is likely to enhance responsible lending. 

Ring-fencing should mean that a Retail bank has its own balance sheet, liquidity and funding 
mechanisms and is governed by an independent board which can be effectively scrutinised 
and monitored by the market and regulators. Ring-fencing, as proposed in the Report of the 
Independent Banking Commission chaired by John Vickers, may not be enough to prevent 
conflicts of interests with other entities of the same banking group. A real and legal 
separation of non-commercial banking activities is necessary to address the identified 
problems with the structure of the banking system. 

Another issue of concern relating to the current structure of the banking system in a number 
of EU Member States is the concentration level leading to the lack of competition. This is 
an issue that must be addressed if regulation is to be effectively implemented and to 
enhance market efficiency which ultimately should benefit the consumer. 

− What are the main concerns of retail customers in their relationship with their bank? 

Consumers rely on the banking system to meet their economic needs. In this context 
consumers’ expectations primarily wish to operate in a stable banking system where deposits 
are secure and there efficient ways to transfer money within payment system. Consumers 
have an expectation that they should be able to access loans and interest on borrowing and 
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savings are set at a fair level and are not subject to significant volatility. In terms of 
borrowing, it is critical in the relationship with the bank that the terms in particular of any 
charges is transparent and comparable to other products offered by competitors. 

Accepting the massive advances in technology and the benefits derived therefrom, the 
consumer need to be able to have access to the bank about requests and queries relating to 
their banking needs. At present there is much criticism from consumers of accessing bank 
officials to discuss their needs. 

The European Commission recently published the annual Consumer Markets Scoreboard, 
according to which “financial services, investments (including pensions and securities), 
mortgages and real estate services are the markets which are the most likely to be failing 
consumers across the EU […] in terms of consumer trust, satisfaction, the ease of comparing 
offers, problems and complaints, consumer choice, the ease of switching service providers or 
tariffs, and price differences between countries”3. It is thus obvious that retail customers do 
not seem to have a good relationship with banks in general. 

Supervision and regulation, that by default increase transparency, could be expected to lead 
to higher levels of trust regarding the sound function of the banking system as a whole. 

− What are retail customers’ recent experiences in terms of access to credit and savings 
and investment? Do they identify differences according to bank type (specialised bank, 
universal bank, etc.)? 

The evidence across the EU indicates that consumers are finding more difficult to access 
funds. In cases where they are successful the cost is significantly higher than in the past 
whilst bank base rates are generally lower. 

                                                 
3 http://europa.eu/rapid/pressReleasesAction.do?reference=IP/11/1221 
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