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UK banks face full industry inquiry 

By Claer Barrett, Martin Arnold and George Parker in LondonAuthor alerts 

©Bloomberg 

Britain’s biggest high street banks face the threat of being broken up after the UK competition 

authorities announced their intention to conduct a wide-ranging probe amid growing frustration among 

politicians, consumers and small businesses at the lack of competition between them. 

Before the markets opened on Friday, the Competition and Markets Authority confirmed it had 

provisionally decided to launch a full-blown competition review into the UK banking sector. 
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Banks had expected the probe to cover lending to small businesses, but it will also 
focus in great detail on personal and business current accounts, which account for 
more than £8bn and £2bn respectively of UK banks’ annual revenues. 
The CMA said two preliminary studies had shown that “essential parts of the UK 
retail banking sector lack effective competition and do not meet the needs of 
personal consumers or small and medium-sized enterprises (SMEs)”. 
Conducted in collaboration with the Financial Conduct Authority, the two agencies 
said the barriers to entry and expansion for newer and smaller banks “remain 
significant”, noting there was “very little movement in the market share of the largest 
banks” and that customers saw very little difference between them. 
On current accounts, it said there was “limited transparency” on overdraft charges, 
meaning it was difficult for customers to choose the cheapest, and “limiting banks’ 
incentives to compete”, which could be keeping charges at a higher level. It said it 
was also possible that there was “a degree of cross-subsidy, both from other retail 
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banking products and, on the ‘free-if-in-credit’ model, between different customer 
groups, which may distort competition.” 
The CMA will now consult on its decision and is expected to launch its review 
formally this autumn. Expected to last at least 18 months, when its recommendations 
are published, Royal Bank of Scotland, Lloyds Banking 
Group, Barclays and HSBC could face a range of remedial measures such as 
divesting parts of their businesses, sharing more data and improving transparency. 
In depth  

Latest news and analysis on the UK’s banking sector 

Despite repeated efforts to tackle the dominance of the UK’s big four banks, they still 
provide more than three-quarters of current accounts and a higher proportion of 
small business loans, according to the CMA. 
New entrants including Metro Bank, Tesco Bank and TSB have a combined market 
share of around 5 per cent, it said, with TSB accounting for the majority. 
Only 3 per cent of personal customers had switched their current account in a year, it 
said, a figure that had hardly increased since switching measures were streamlined 
by the banks nine months ago. Although customer satisfaction levels with the big 
four banks were lower than 60 per cent, their market shares have remained stable. 
“Other banks with higher satisfaction ratings have not been able to acquire market 
share quickly,” the CMA said. 
The CMA added that it had considered proposals to remedy problems in the SME 
banking sector that had been put forward by the big four banks, but added: “We 
provisionally consider that it would be more appropriate to conduct a full investigation 
than to accept these proposals.” 
 
It said only 4 per cent of SMEs switched their business bank every year, and that 
fewer than 30 per cent shopped around regularly for loans and current accounts. 
Only one in four SMEs told the CMA that they felt “supported” by their bank. 
Graham Fisher, head of policy at the Federation of Small Businesses, said there had 
been some “piecemeal” attempts to lower the barriers to entry for UK SME lending, 
but a more co-ordinated push was needed. “Unless you address these structural 
issues you are not going to get the dynamic market we want.” 
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He cited the lack of access for “challenger banks” to the data resources and payment 
systems used by the high street lenders as barriers to entry. 
The CMA investigation comes at an awkward time for the government, which is 
expected to launch the sale of a third tranche of the shares it owns in Lloyds in the 
autumn and still owns 80 per cent of RBS. 
Only months before the 2015 election, it is also a shot across the bows of Ed 
Miliband, Labour leader, who intended to tell the authority how to do its job if elected 
next year. 
Mr Miliband announced in January that he would tell the CMA to report within six 
months on how to create at least two new sizeable challenger banks and how to 
make existing banks divest a significant number of branches. 
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“Ed Miliband and I have repeatedly called for an inquiry into bank competition, so it’s 
welcome that the Competition and Markets Authority is now set to start this work 
later this year,” said Ed Balls, Labour’s shadow chancellor, on Friday. 
“Ministers claim there is no problem to solve, but everyone else recognises that we 
have a lack of competition in our banking sector. As we said earlier this year, in the 
next parliament we need to see at least two new challenger banks and a market 
share test to ensure the market stays competitive for the long term.” 
John Cridland, head of the CBI employers’ federation, said that while he wanted to 
see more competition it was “the job of competition regulators, not politicians, to 
judge how well a market is working”. 
Meanwhile, Vince Cable has written to RBS’s chief executive calling on him to push 
ahead with the divestment of Williams & Glyn’s, a small business lender formed from 
316 of its branches, which it has to sell by 2017 under European state aid rules. 
The business secretary called on RBS to accelerate the rebranding of the new bank 
and to publish a clear timetable on the divestment, which has already cost it more 
than £1bn and taken four years. RBS declined to comment, but it is expected to reply 
to the letter by arguing it is moving as fast as possible. 
 


