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Consultation by the High-level Expert Group on reforming the structure of the EU banking 
sector 
 
A submission by the Building Societies Association, United Kingdom 
 
 
Introduction and summary 
 
The Building Societies Association (BSA) is the trade body representing mutual lenders and deposit 
takers in the UK, including all 47 UK building societies. Mutual lenders and deposit takers have total 
assets of over £375 billion (470 billion Euros) and, together with their subsidiaries, hold residential 
mortgages of nearly £240 billion (300 billion Euros), 19% of the total outstanding in the UK. They hold 
more than £250 billion (310 billion Euros) of retail deposits, accounting for 22% of all such deposits in 
the UK. They employ approximately 50,000 full and part-time staff and operate through approximately 
2,000 branches. The BSA is registered under ID No. 63624534740-06 in the European Commission 
and Parliament Joint Transparency Register. 
 
This submission answers in general terms the questions to banking groups in the High-level Expert 
Group’s list of consultation questions. It also relates to some of the Group’s questions to retail 
customers, drawing on the BSA’s recent wide-ranging survey of UK banking consumer opinions. 
 
In summary; 
 

• There are a considerable number of ongoing regulatory reforms affecting retail financial service 
providers across Europe. Any further reforms need to consider how they will interact with these 
existing and planned reforms, and to what extent the objectives for any further reforms will 
already be met by ongoing reforms. 

• Furthermore, consideration should be given to how proposed reforms would affect different types 
of business to ensure the recommendations are proportionate to the risks posed by different 
corporate forms. 

• The UK has already embarked on structural reforms of its banking system. This reflects the size 
and importance of the financial services sector to the UK, and rests on an analysis of the UK 
market. The UK’s reforms should not, therefore, simply be replicated in the EU. Any EU measures 
should be founded on a thorough assessment of the impact on each national market. 

• A diversity of corporate forms can add to financial stability, because the different firms face 
different incentives and therefore are not affected by external shocks in a uniform way. The 
difference in approach also adds to competition. 

• Financial service providers that are owned by their own customers do not have the incentive to 
increase short-term profits, as may be the case at shareholder-owned banks. They therefore 
serve their customers better, as well as providing a pricing constraint on quoted banks. 

 
 
Ongoing regulatory reform 
 
Following the financial crisis there has been a large number of international and national regulatory 
reforms to try to make the financial system safer and more resilient in the future. These include (but 
are not limited to) reforms to capital requirements, liquidity, market structure, firm resolution, 
supervision and conduct of business and macro prudential policies. Many of these reforms are 
therefore interdependent. Furthermore, many are still being designed and implemented. One of the 
dangers of ongoing regulatory reforms involving several different sets of measures due to be 
implemented in fairly quick succession is that it is difficult, even impossible, to ascertain how far any 
one set of measures goes towards achieving the overall goal of stability before resorting to the next 
set of measures. 
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Any additional reforms aimed at increasing financial stability need to consider, and to the greatest 
extent possible, model, how they would add to the stability of the system, including how they would 
interact with all the other concurrent regulatory reforms. In the EU context such analysis should, at a 
minimum, consider whether, once fully implemented, the "CRD 4" package of higher capital and 
liquidity plus a leverage ratio and the long-awaited EU crisis management framework directive 
addressing bank resolution with radical new tools such as bail-in (debt write-down) are sufficient in 
achieving the objective before mandating new measures at Union level. And as well as assessing 
how the concurrent reforms affect financial stability, it should be assessed to what extent the reforms 
in combination affect the flow of credit to the real economy, and therefore economic growth. 
 
Furthermore, when considering how reforms can improve financial stability, and in particular deal with 
systemic risk, it is essential to consider the extent to which reforms can be successfully limited to 
those firms whose failure would risk harming the system as a whole so that the burden of complying 
with the reforms is not unnecessarily placed on non-systemic firms. This is especially true, for 
example, with the ongoing reforms to resolution regimes, where requirements should be proportionate 
to the risk posed. The absence of proportionality risks favouring powerful incumbents and increasing 
barriers to entry and other barriers to competition. 
 
Structural reform in the UK 
 
Structural reforms were necessary in the UK because the largest and most complex banking groups 
were benefitting from implicit guarantees from the UK Government, as these banks were not, and 
could not credibly have been, allowed to fail. This resulted in these banks enjoying a lower cost of 
funding, which though difficult to value and likely to vary in value across time, was estimated by the 
Independent Commission on Banking (ICB) in the UK to be in excess of £10 billion per year. (ICB 
Interim Report, Annex 3: http://bankingcommission.s3.amazonaws.com/wp-
content/uploads/2011/04/Interim-Report-110411.pdf) 
 
The establishment of an independent commission in 2010 to investigate bank structures in the UK 
reflects the size and importance of the financial services sector to the UK economy. As the chart 
below ( taken from the ICB’s Interim Report) shows, the UK’s banking sector had assets that were 
more than four times the UK’s annual economic output, considerably greater than was the case in 
many other developed nations. The BSA therefore cautions against automatically regarding the 
reforms recommended by the UK’s ICB as a suitable prescription for the whole EU, when it is very 
much grounded in UK-specific analysis. The UK context - of a highly concentrated banking 
market with major banking groups both dominating domestic retail (or utility) banking and exposed to 
high risks via international investment (sometimes called casino) banking - may not be replicated in 
many other member states. 
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Domestic banking assets as a percentage of GDP, consolidated by nationality of headquarters 

(2009) Taken from ICB Interim Report 

 
 
 
In the UK, we are currently moving towards implementation of the ICB recommendations, which the 
BSA has broadly welcomed. There are, though, points of detail that we want to get right. UK building 
societies are already ring-fenced by existing legislation, so done correctly, the negative impact on our 
members of the ring-fence may be minimal. Indeed, in its final recommendations the ICB itself 
considered that existing building society legislation provides “a particularly good basis for the risk 
management functions of ring-fenced banks”, so it would be surprising if building societies were to be 
as affected by the structural reforms proposed by the ICB to the same extent as more complex banks. 
As simple structures, building societies pose much smaller resolvability challenges and are unlikely to 
have to undertake considerable restructuring as a result of the implementation of the ICB proposals. 
However, because the ICB proposals for structural reform should affect UK building societies (as 
simple lenders and deposit takers) relatively little, this may not be true should similar proposals be 
applied in other parts of the EU where co-operative banks undertake a wider range of activity. 
 
 
Financial stability from diversity of provision 
 
Research has indicated that having a diverse range of corporate forms operating in a market can add 
to competition and to financial stability, so ensuring a diverse range of providers may be one of the 

most effective ways to make the system overall more resilient
1
. Having firms with different ownership 

structures “creates a corresponding diversity in forms of corporate governance; risk appetite and 
management; incentive structures; policies and practices; and behaviours and outcomes.  It also 
offers wider choice for consumers through enhanced competition that derives in part from the 
juxtaposition of different business models.” (Michie, J 2010 “Promoting Corporate Diversity in the 
Financial Services Sector”.) Having different types of firm may therefore do more to add to 
competition rather than having merely a greater number of the same types of firm. In the UK, mutuals 
impose a competitive constraint on their bank peers, as shown by mutuals consistently having a 
considerable proportion of the most attractive interest rates available on the market. In 2011, mutuals 
made up 73% of the mortgages in the “best-buy” tables compiled by price comparison service 
Moneyfacts, and 49% of savings “best-buys”. Mutuals also compete strongly on non-price factors, as 
set out in the section below. 

                                                           
1
 See, for example: Ayadi et al, Centre for European Policy Studies, 2010, ‘Investigating Diversity in the Banking 

Sector in Europe’; Hesse and Ĉihák, IMF, 2007, ‘Cooperative Banks and Financial Stability’; Beck et al, 
Bundesbank, 2009, ‘Bank ownership and stability: Evidence from Germany’ 
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Furthermore, because of the different approaches under each model, external shocks affect different 
firms in different ways, making a diverse system more resilient than one that is dominated by one 
ownership form. And mutual ownership does not incentivise management to take excessive short 
term risks, as external shareholder ownership may do, further adding to stability

2
. And mutuals rely 

predominantly on retained profits to raise capital, which also incentivises a long-term, low risk 
approach. 
 
Customer-owned mutual and cooperative banks across Europe did not cause the crisis, but in many 
cases have emerged in better shape than many shareholder-owned banks, and endeavour to 
continue providing credit to citizens and businesses. So perhaps the best contribution to furthering 
stability would be to ensure that mutuals and cooperatives are not disadvantaged in any proposed 
reform measures. 
 
 
Customer experience and bank type 
 
The BSA has recently conducted research through independent research agency GfK NOP that 
shows that mutually owned retail financial service providers in the UK score better in customer 
satisfaction and in a variety of aspects of customer service than do shareholder owned banks. 
 
Satisfaction: Proportion of customers extremely or very satisfied 
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Source: GfK Financial Research Survey, 6 months ending January 2012. 
 
In the research, customers of mutuals were also found to rate their provider better in terms of various 
aspects of service, including value for money (mutuals scored 19 percentage points higher than 
banks in terms of net agreement), trust (15 percentage points higher), treating their customers fairly (7 
percentage points higher) and looking after the community in which it operates (21 percentage points 
higher). In the UK mutual lenders and deposit takers are open for business, with savings inflows of 
£5.5 billion in 2011, an 18% share of the market and, together with their lending subsidiaries, gross 
lending of £32.3 billion, 23% of all new lending in the UK in 2011. 
 
Therefore, a substantial and thriving mutual sector can add to competition and improve financial 
stability in a banking system. Reforms need to be introduced with care so that they do not produce 
undesirable consequences when combined with other concurrent reforms, but also so that they do not 
constrain or disadvantage mutually owned firms relative to other firms. 
 
 
May 2012 

                                                           
2
 See, for example, http://www.bankofengland.co.uk/publications/Documents/speeches/2009/speech400.pdf 


