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Executive summary

The FCA has carried out a considerable amount of work on the
cash savings market over the past few years. After its market study
in 2015, it rolled out a number of additional remedies to ensure
consumers received better information about the rates they were
earning, and to bring down the barriers to switching accounts.

Although progress has been made since then, in its latest paper,
the regulator believes there is still sufficient detriment in the market
to merit further, more intrusive interventions.

Many customers continue to sit in accounts that are closed to new
business, and which pay poor interest rates of as low as 0.01%.
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Its suggestion is to force companies to introduce a Basic Savings
Rate (BSR) onto which all customers in instant access accounts
would be moved after 12 months. Providers would also be
permitted to have a separate BSR for instant access cash Isas.

This would be likely to increase rates for many customers currently
languishing in the worst paying savings accounts, and would put an
end to the practice of companies launching new accounts, only to
close them to new business and then gradually lower the rates.

This report sets out to consider the potential impact of the Basic
Savings Rate and look at whether it is a proportionate remedy to
deal with the identified problems in the market.

Although, the BSR would be likely to increase the amount of
interest for certain groups of inactive customers, the FCA's own
analysis suggests that the average uplift to back-book customers
would be around £7 a year.

In addition, while we believe the BSR would be effective at
stopping companies from opening accounts for a short amount of
time, and then slowly lowering rates once the account is closed to
new business, we believe the remedy would have a number of
unintended consequences.

Firstly, we believe it would increase the amount of accounts with
teaser rates — a shift that would be unpopular with many
customers. We also have concerns about the impact the remedy
would have on firms — particularly building societies’ — ability to
manage their capital requirements and liquidity, as the remedy
would remove some of the current flexibility they have around

pricing.

It may also shift providers’ attention away from the instant access
markets to other markets that sit outside the new rules — such as
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notice accounts, or current accounts — where they would be free to
deploy similar tactics as they do in the instant access market today.

Given these potential downsides, and the very small incremental
benefit that the remedy would achieve for most savers, we struggle
to see how the BSR can be justified.

As part of our research, we reconsidered whether there could be
more mileage in attempting to increase switching levels by
better disclosure.

Although the FCA trialled a number of disclosure remedies in 2016,
we’re concerned that the quality of these trials was poor. The
letters, emails and texts that were trialled were often written poorly
and did not leverage the power of clear design as effectively as
they could have done. The trials also considered each disclosure
remedy in isolation.

We believe that the key to improving outcomes in this market is
more effective prompts at the right time. Firms should be forced to
send more effective “wake up” letters to customers around the
time of switching, including clear labelling on the outside of the
envelope, to alert customers to the importance of

the communication.

The letters should include very clear and simple messages about
the benefits in pounds and pence of making a switch.

Letters should be followed up with emails and text messages
around the time the rate is changing. And additional disclosures
should be mandated at yearly intervals, with the burden escalating
on providers in respect of those customers who have higher
balances, and where the gains would be most material.
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Research from other sectors — such as the energy sector —
suggests effective disclosure can increase switching levels very
substantially, and only once this has been applied in the savings
market do we believe the FCA should consider any supply-side
measures.

As well as additional disclosure remedies, we believe the FCA
should continue its work to reduce the barriers to switching in the
sector — ensuring providers use the Open Banking infrastructure to
allow customers to switch between providers as easily as they can
switch internally.

If additional disclosure remedies were not having any impact within
three years, we would suggest that the FCA could reconsider a
supply-side intervention that focused on those who are losing out
the most — those with high balances on low rates. This could
include a rule that companies must move customers with high
balances back onto their front-book within 12 or 24 months of them
moving to a rate that is 50% below their front-book rates.

Our research suggests that there are a number of customers who
remain ‘actively inert’ — fully aware that they could be earning more
elsewhere, but choose to stay put because there would be
materially very little benefit to moving. For this reason, we don’t
believe remedies need to focus on the whole market — only the
group of customers who are losing out materially and may

be unaware.
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1. Introduction

Background and Problem

In 2015, the Financial Conduct Authority carried out a market study
into the cash savings market.

The study found that many savers had money sitting in accounts
earning poor rates of interest.

Figures in the study revealed that in 2013, UK savers had some
£702bn in cash savings accounts — of which around half was in
easy access accounts, and a further 15% in easy access cash Isas.
Within these markets, there was a significant variation in the rates
on offer — with the worst accounts paying just 0.01%.

Across the easy access market as a whole, the FCA found that
those who had opened their accounts more than five years ago
were on average earning between 0.8 and 0.9 percentage points
less in interest than those who had opened their accounts in the
last two years.

The market study resulted in the introduction of a number of
remedies to improve transparency and remove barriers to
switching. These included requirements for firms to publish clearer
details of the rates that savers were earning, the introduction of
savings summary boxes, and an order to make it easier for
customers to switch accounts offered by their existing provider.

The FCA also began publishing a list of the worst rates offered by
each provider — the so-called Sunlight Remedy — designed to
leverage media pressure on firms with the worst accounts.




ﬂ Fairer Finance FULL DISCLOSURE: FIXING THE UK SAVINGS MARKET

In July 2018, the FCA reviewed the impact of its work, and
concluded that there had not been sufficient improvement in
the market.

Its new paper moved to consider more intrusive market
intervention to improve outcomes for savers. Its discussion paper
settled on a preferred proposal to force firms to introduce a new
Basic Savings Rate (BSR), onto which all savers in easy access
accounts would be moved onto after 12 months. Firms would be
permitted to have different BSRs for their cash Isa instant access
accounts and ordinary instant access accounts.

The FCA said it favoured the BSR as it would prevent firms from
being able to launch accounts with high rates, before closing them
and then slowly reducing rates over time — a key feature of the
instant access market today. Furthermore, they were attracted by
the fact it would greatly reduce the number of instant access
accounts in the market.
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About this report

Fairer Finance is a consumer group that looks to create fairer
markets for consumers and the businesses that serve them.

The FCA's recent paper shows a willingness to make material
interventions in the savings market to improve outcomes for
consumers. This report sets out to reconsider the considerable
work carried out by the FCA over the past four years, and to assess
the potential impact of its proposed Basic Savings Rate remedy.

It also looks to reassess some of the alternative remedies and
consider what the most proportionate response might be to some
of the market’s problems.

The report was sponsored by Coventry Building Society, but Fairer
Finance retained full editorial control over the content.

As part of our research, we conducted interviews in September
and October 2018 with senior stakeholders from several of Britain’s
largest savings providers, and industry bodies — as well as with the
FCA. The report will serve as our submission to the FCA's July 2018
discussion paper. The FCA has said it expects to follow its
discussion paper with a consultation paper in early 2019.
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2. Assessing the scale of the problem

The FCA's 2015 cash savings market study drew heavily on data
collected in 2013. At this time, the regulator found a significant
difference between rates being paid to customers who had
opened accounts in the past two years, compared to those who
had opened accounts more than five years ago.

In its latest discussion paper, the regulator stopped short of
updating this data — mindful of over-burdening providers with
another round of information requests.

Since 2014, there have been a number of positive moves by major
savings providers, which will have improved rates for some legacy
customers.

In 2014, for example, both Barclays and Lloyds Banking Group
rationalised a large number of their back-book accounts, moving
customers in some of their lowest paying accounts onto slightly
better rates.

Around this period, the number of accounts paying bonuses — or
teaser rates — in the market also began to fall.

At the start of October 2018, we found 238 instant access accounts
listed on the Which? website, of which just 14 (5.8%) had
introductory teaser rates. Of those accounts that did include teaser
rates, several had relatively small bonuses — for example, Goldman
Sachs’ new savings brand Marcus was offering a headline rate of
1.5% which included a bonus of just 0.15%.

Nevertheless, there is still evidence to suggest that a large volume
of deposits continues to sit in accounts paying low rates. At the
end of 2016, when the FCA last published its cash savings ‘Sunlight

10
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Remedy’ data, around 50% of savings providers listed had closed
accounts with rates of 0.1% or less.

And in its July 2018 paper, the FCA said its analysis of data from
Moneyfacts showed that the number of accounts closed to new
business had increased by more than 80% since 2013, to over
1,800.

Defining the detriment

We agree with the FCA that a large number of consumers are
earning less interest than they could be if they moved their money.
However, there remains a question over the scale of this detriment
on an individual basis. We are also interested in understanding
how many of those who are losing out are “actively inert” — aware
that they could switch, but choosing not to - as opposed to being
oblivious to their loss.

A supply-side intervention which would mostly support customers
who are comfortable earning less on their savings would, in our
view, not be a proportionate response to the market’'s problems.

Data from the FCA's 2015 Cash Savings Market Study found that
the average balance for an account opened between five and ten
years ago was £2,690 — compared to £13,379 for accounts opened
within the previous year'. The FCA report went onto calculate that a
back-book account would need an increase in interest of 1.7
percentage points for the consumer to gain £50 over the year.

However, the average difference between front and back-book
rates back in 2013 was a little over 0.8 percentage points. So for an
average consumer with £2,690 in a back-book account, there

1 https://www.fca.org.uk/publication/discussion/dp18-06.pdf (page 11)

1"
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would only be a gain of just over £21 a year by switching to the
front-book.

Interviews with industry representatives suggested there are two
main types of customers with money in the back-book, earning
poor rates of interest.

The first are the actively inert customers who know they could be
earning more but choose not to switch because the additional
interest does not add up to enough in pounds and pence to offset
the inconvenience. They may also not want to move due to loyalty
to their existing provider. For many of these, the benefits of
switching would amount to only a few additional pounds a year.

The second group are customers who are unaware that their
money is earning a low level of interest. Within this group, some
may have larger balances and could gain materially if they were to
switch. And a minority of these are vulnerable customers who may
have poor levels of financial literacy, or may be physically or
mentally impaired, and struggle with financial decision making.

In our view, this group of vulnerable customers are the ones who
firms need to be encouraged to identify and support.

For the actively inert, the focus should be on bringing down any
barriers to switching — so that those who stay put are doing so only
because of their loyalty to a brand, and not because of any obstacle.

In the middle, there remains a group who may be oblivious that
they could be earning more by switching. We believe there may be
more effective demand-side remedies which could be explored to
support these customers in getting a better deal.

12
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What good looks like

When we asked providers what a well-functioning savings market
looked like, they all talked about good levels of competition and
the ability to flex pricing to affect liquidity as and when they
needed it.

From a customer perspective, all agreed that there should be no
major barriers to switching, and customers should be given every
chance to make the best possible decisions for themselves — not
just from a price perspective but also from a security and service
angle.

Most were happy to admit that there was likely to be a minority of
customers with high balances on low rates who needed additional
support to make the best decisions for themselves.

We believe improving outcomes for this sub-set of customers
should be the core aim when considering regulatory interventions
in this market.

13
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3. Assessing the impact of the
Basic Savings Rate

The FCA's July 2018 discussion paper favours the introduction of a
Basic Savings Rate. All instant access accounts would have to
revert to this rate 12 months after they were opened, although
providers would be permitted to have different BSRs for their cash
Isa and non-cash Isa instant access accounts.

Providers would be free to set the level of their BSRs. However, the
FCA's hope is that providers will be forced to set it at a reasonably
high level, as they would risk losing customers in their mid-book —
those who have recently reached the end of their offer period - if
they provide too great a cliff edge.

If this assumption proves to be true, the introduction of a BSR
should automatically increase rates for those customers who
continue to languish in accounts paying the very lowest rates today.

The FCA believes the BSR could also provide a boost for challenger
banks and building societies, who have a relatively low volume of
back-book customers, and who would hence be impacted less by

14
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setting their BSR at higher levels. As a result, they would have
greater power to continue offering higher rates to their front-book.

The BSR would certainly be effective at putting an end to the
practice of bringing customers in on high rates, before closing that
account to new business and then slowly lowering the rate over
the next few years. It would also do away with the hundreds of
‘superseded’ accounts which are currently holding billions of
pounds of savers money.

However, with this business model extinguished, those we spoke
to in the industry felt it was likely that more providers would revert
to offering traditional bonuses. The most aggressive providers
would be likely to set their BSR low, whilst offering high
introductory rates for the first 12 months.

This would put pressure on the rest of the market to follow a similar
pattern if they wanted to compete in the front-book market.

The cliff edge drop in rates may encourage slightly higher switching
levels than we see today, and it will almost certainly increase rates
incrementally for many of those in the back-book today. But it will
reduce the ability of providers to offer good interest rates for all its
back, mid and front-book customers — as it will impact their flexibility
to adjust pricing across their customer base.

Although today’s back-book savers will see a boost in interest, the
FCA's Occasional Paper 41 suggests this will amount to an average
0.26 percentage points. For those with an average back-book
savings balance of £2,690 — that will mean an extra £6.99 a year in
interest. Across the instant access savings market as a whole, the
FCA calculates that the average uplift will be 0.084%, which would
amount to an extra £2.26 a year.

15
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Given the relatively small impact the measure will have for most
back-book customers, it’s hard to see how such an intrusive
remedy can be justified.

A number of providers told us that an unintended consequence of
the BSR would be to force them to move customers out of
accounts that were earning higher rates of interest than they were
able to set their BSR at.

For those providers who play less aggressively in the front-book
market, and have made a play of retaining longer-term interest
rates at a reasonable level, their ability to retain their current pricing
model will be diminished.

The FCA said that one key aim of its proposed BSR remedy was to
reduce the sheer number of accounts on the market, and reduce
complexity.

While it would be effective at reducing the number of back-book
accounts, it's likely that front-book pricing would become more
complex as this would be the only end of the market where
providers retained flexibility. As well as the overall number of
bonus accounts increasing, we believe firms may start to offer
bonuses for shorter periods than a year.

When the FCA first launched its cash savings market study, it
considered - and then discarded - the abolition of teaser rates, or
introductory bonuses. Such a model forces customers to always be
switching to get the best rates, an imperative which is unpopular
with many people.

PWC'’s ‘Cash Savings — an International Comparison’ report says
that this is already the case in the Netherlands, where ‘in

16
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collaboration with banks, it was agreed that teaser rates are not in
the best interests of consumers’.

Although we would stop short of calling for a ban on teaser rates,
the significant volume of media coverage on the issue of dual
pricing suggests it remains unpopular with customers.

We believe an unintended consequence of the BSR would be to
embed a fiercer dual pricing culture in the savings market —
pushing against the direction that many consumers would like to
see the market moving.

Beyond Price

Although price is arguably the most important factor when
choosing a savings account, there are a variety of other factors
which can be almost as critical for some customers.

Brand values and ethics, the quality of the digital interface,
consumer trust, security and customer service levels will all be of
varying importance to different customer sets.

In its report on the savings sector, the Financial Services Consumer
Panel backs up this point observing that increased switching based
solely on the rate offered ‘neglects the possibility that consumers
may be acting rationally in not switching, once all factors are
considered’.

Some customers choose to simply keep their savings with the firm
providing their current account, for ease of money management.
Being able to access all funds at once through a single platform

2 https://www.fca.org.uk/publication/research/pwc-cash-savings-international-
comparison-study.pdf (page 8)

3 https://fs-cp.org.uk/sites/default/files/fscp_consumers_and_competition_position_
paper.pdf (page 4)

17
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provides a degree of convenience that may make earning less
worth it - particularly in the current low-interest environment.

Consumers may also be aware of better rates elsewhere, but
actively choose not switch due to unfamiliarity with the brands at
the top of the best buy tables.

Unintended Consequences

As well as locking in a two-tier pricing model to the savings market,
firms raised a number of other potential unintended consequences
of the BSR — both within and beyond the savings market.

The FCA's Occasional Paper 41, which analyses the impact of the
BSR, concedes it hasn’t taken into account a number of factors.
One of these is ‘the potential impact on product design and
innovation™. Multiple industry representatives we spoke to
expressed concern that the remedy could limit experimentation,
and the improvement of products.

Not only are there adverse conseguences on savings products, but
also on other products offered. Rightly or wrongly, banks may
subsidise free in-credit current accounts with revenues from
superseded savings accounts. So while a customer may be losing
out by leaving their money in their bank’s easy access savings
account, they may feel they are receiving fair value based on the
wider package of services that they receive from their bank.

The paper admitted that nothing had been done to predict the
‘extent to which firms pass through any changes in their cost of
funding to other markets, such as changes in the lending market’®,
although these issues are considered in the FCA's discussion

4 https://www.fca.org.uk/publication/occasional-papers/occasional-paper-41.pdf (page 6)
5 https://www.fca.org.uk/publication/discussion/dp18-06.pdf (page 6)

18
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paper. This was of particular concern to one building society, who
suggested firms could increase lending rates to offset the
additional interest paid by savings accounts - citing mortgage rates
as a specific example.

Another possible consequence of the BSR is that banks begin to
compete more fiercely in markets other than the instant access
arena — where the BSR applies. For example, customers may be
incentivised to keep more of their money in their current accounts,
where the same bait and switch tactics could be used to attract
customers, only to lower their rates over time, as happens in the
instant access market today.

Other consequences could affect not just the firm, but the
consumer as well. If the issue is seen to stem from consumer
disengagement, then a remedy that doesn’t involve the consumer
could further promote inertia. One bank stated that a lack of
consumer engagement could be made worse by the remedy for it,
not better.

Other supply-side remedies

In its July 2018 paper, the FCA explored whether other supply-side
solutions could deliver improved outcomes for consumers.

It considered creating new rules which would force companies to
move customers out of superseded accounts (accounts which had
been closed to new business); it looked at introducing rules to limit
the amount by which companies could lower rates in comparison
to their front-book rates. And it looked at an outright ban on price
discrimination — meaning that front-book and back-book
customers would all be on the same rate.

Each of these potential solutions was dismissed. A ratio-based
pricing solution, and the superseded accounts rule, were seen as

19
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being unlikely to have any impact on consumer inertia or
transparency -and wouldn’t provide any advantage for challengers.

While the ban on price discrimination was flagged as potentially
being the most effective solution in terms of consumer detriment, it
was flagged as having the greatest potential for unintended
conseqguences.

Our main concern about all of these supply side remedies —
including the favoured BSR - is the impact they will have on firms’
ability to control liquidity.

During the credit crunch of 2008, the ability of banks and building
societies to flex their rates at a time where credit availability was
poor, was key to their sustainability.

Building societies, in particular, continue to be restrained in their
ability to raise new capital, with no access to equity markets, and
limited access to other capital raising markets.

A full ban on price discrimination would mean that firms would
need to pay their entire book a higher rate if they wanted to
compete in the best buy tables.

The other two lesser remedies would not be as drastic — but they
would limit deposit takers’ flexibility, which could be critical in
another credit crunch style scenario.

In our view, the detriment in the market is not great enough to merit
consideration of any of these supply-side measures.

The only supply side option which we believe merits consideration
is the introduction of a rule which forces firms to move customers
on low rates with high balances onto better accounts, within 12 or
24 months of their bonus ending — or their account falling below a
certain ratio in proportion to the best front-book rates.

20
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This would ensure that the impact would be proportionate — and
would only force companies to take action at a point where
material detriment was identified.

There is a need for further investigation around where the level
should be set to trigger an intervention. But a high balance could,
for example, be prescribed as anyone with over £10,000 — and the
ratio could be set at 50%.

This would mean that if anyone with more than £10,000 was in an
account that was paying less than 50% of the best equivalent
account, the firm would be forced to move them back onto their
front-book.

This would retain some pricing flexibility for the long tail of
customers with smaller balances.

However, we would want to see detailed economic modelling of
this scenario before any policy decision was taken. The FCA would
need to obtain some real time data for the number of customers
that would be affected — and what impact it could have on
providers’ capital flexibility.

A key downside to this remedy is that many customers would
continue to languish on poor rates — and these would be likely to
include customers for whom an extra £20 or £30 a year could be
seen as material.

We would suggest that any supply side remedy should be backed
up with additional disclosure remedies — to maximise the
customers of all customers making the best decisions for
themselves.

21
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4. Rethinking demand-side remedies

Much of the momentum behind the BSR comes from a suggestion
that demand-side remedies, such as improving disclosure, have
been exhausted. Both the FCA and Financial Services Consumer
Panel (FSCP) have cast doubt on the effectiveness of altering
consumer behaviour to improve the market - now instead favouring
direct, interventionalist action. But a re-reading of the FCA's
research into the effects of different disclosure remedies revealed
that there may be more mileage in looking further at these kind of
remedies.

In the FCA's Occasional Paper 19 — published in July 2016 - a
number of techniques were tested for prompting switching.

Adding prompts to the front page of mail communications
increased switching from 3% to 6%. While inclusion of a pre-filled
Return Switching Form, increased switching levels from 3% to 12%.
Reminders sent close to the date at which the savings rate was
about to drop also saw an increase of up to 9% in switching rates.
The report concludes ‘our interventions, especially the return
switching form, had modest positive effects in increasing switching
by long-standing customers on a low interest rate’®

One bank which took part in this trial told us it saw a material move
of customers to the front-book.

Furthermore, a similar study from Ofgem showed that effective
disclosure resulted in an impressive 22.4% of customers switching
providers, compared to 2.6% of the control group”’.

https://www.fca.org.uk/publication/occasional-papers/occasional-paper-19.pdf (page 30)

7 https://www.ofgem.gov.uk/system/files/docs/2018/08/ppt.active_choice_collective_
switch_headline_results.pdf (page 4)
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The appendices of Occasional Paper 19 show the tests that were
carried out.

While the messages were broadly the right ones, we believe that
the execution of the tests was not as strong as it could have been.
The letters contained few infographics and often a lot of text.

We also found that the text was difficult to read and had a high
reading age. One trial letter contained the following sentence:
‘Calculations based on interest rates at 26 May 2015 and show
interest earned prior to appropriate tax deductions dependant on
your individual circumstances and your current tax status’.

Some of these words will not be commonly understood amongst
customers with low levels of literacy. Almost 50% of UK adults have
a reading age of 13 or less. Using clear, conversational language is
key to engaging customer.

Text messages and emails that were sent as part of the study were
also easy to mistake as spam.

We believe better tests, with a combination of different prompts
could significantly increase switching levels.

New templates

Fairer Finance has created a series of examples (see appendix 2)
that improve on the versions used in these trials, aiming to ensure
each communication contains all the information that’s most
important for the consumer to receive. These have been created
using our extensive research, knowledge, and expertise that
underpins our consultancy services and Clear & Simple document
endorsements. The writing is simpler, while the design has been
actively engaged with to increase readability.

23
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We believe letters that draw on some of the language and design
concepts used in our letters could significantly improve
engagement.

The disclosure template used by the FCA (see appendix 1) in its
research was seen to be effective, despite still being relatively
difficult to read to understand.

The initial benefit of disclosure-based remedies is that they put the
consumer in control. Rather than deciding what account is best for
consumers, the customer can make that decision themselves once
they have been prompted to switch. This could lead to greater
consumer engagement, rather than further apathy.

What does good disclosure look like?

There are three main points of contact in the provision of savings
accounts. Firstly, the consumer has access to information before a
sale is completed. Secondly, consumers need to be contacted
when information about their account changes — be that a rate
change or any other change. Thirdly, consumers can be contacted
at a specified anniversary of the opening of their account. This
could be delivery of an annual statement.

At point of sale consumers should be given clear, comprehensible
information that allows them to make an informed decision. This
information should include clear illustrations of how much a
customer stands to earn in pounds and pence, as well as
percentages. Crucially, it should include clear information about
when rates will change — particularly if a bonus is included. There’s
no reason why, when customers open accounts electronically, they
couldn’t be offered the chance to put a reminder in their electronic
calendar which would notify them when their bonus is about to
expire.

24
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After an account is fully active, the next trigger to contact them is
likely to be a change in their rate.

In 2016, the FCA made improvements to the disclosure regime,
which meant firms have to notify customers of all changes to their
interest rates if they have more than £100 in their account. But the
rules stopped short of forcing providers to use multiple channels to
deliver these messages — ie letter, text message, email — and they
were not prescriptive about the need to provide illustrations about
how much customers could earn by switching.

We would like to see firms have to communicate all rate changes
to customers in multiple channels email, letter and text — as well as
provide explanations as to why their rates are not rising when the
underlying market rate is increasing.

25
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We’re sympathetic to the argument that there should be some
consideration of materiality in terms of how rigorous the disclosure
regime is.

Sending letters to every customer with more than £100 in their
account each time a rate changes may be putting an unnecessary
burden on firms, with little benefit to customers. While we’re
comfortable with this burden being placed in digital channels,
where the cost of communicating with customers is much lower, we
would support a move where firms only need to communicate by
post if customers have over £1,000 in their account, as long as post
is not their only means of receiving communication from their
provider.

The third line of communication is for inactive customers who have
been in the same account for a long period of time. For these
customers, we believe additional escalating messages are needed
on an annual basis. For example, if a customer has been in the
same instant access account for two years, and the rate on the
account has fallen below 50% of the front-book rates, firms could
be required to send out a first wake up letter with clear messages
about the amount of extra interest the customer could earn by
switching.

Materiality is once again important here. These additional
disclosures should only be required in postal form for customers
who have balances over £10,000, unless post is the only channel in
which they are communicated with.

In year 3, the onus on providers could escalate again — perhaps
forcing companies to put clear messages on the envelope. The
FCA should test what messages prove most effective — but these
could include borrowing language from the insurance market — eg
“Your renewal documents enclosed”. Or something softer such as
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“Your annual savings review — open to see how much more
interest you could earn by switching.”

Inside all wake up letters, there would need to be clearly illustrated
examples on page 1, which showed how much more you could earn
by switching and which made it as easy as possible to do it instantly.

After five years, firms could be forced to telephone the customer.

The timing of contact is crucial. Often consumers are overly
contacted with a variety of letters which make no material
difference to them or their account. This leads to an automatic
disinclination to read such letters, as it becomes presumed that the
letter will be of no importance.

An FCA trial measuring switching rates after a variety of contacting
methods showed that ‘well-timed reminders led to the highest
absolute increases in switching of up to nine percentage points’®.
One building society told us it was because of these factors that it
has moved to more targeted mailings, rather than mass
communications.

What to Disclose

Getting customers to engage with the ‘wake up’ message is only
part of the challenge. Once the letter, email or text has been
opened, the content also needs to be snappy enough and simple
enough to drive the customer to act.

When customers have been inactive for a period of time, the clarity
of the wake up messages is all the more important.

We believe letters need to be simply designed, with clear
illustrations in pounds and pence of how much a customer could

8 https://www.fca.org.uk/publication/occasional-papers/occasional-paper-19.pdf (page 6)
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earn by switching internally — as well as including a message
around where that rate sits in the context of the best rates from
other providers.

For example: “You could earn an extra £27 a year by switching to
our Easy Money account — and up to £35 by moving your money to
another savings company.”

Because the money consumers could be losing out on may not be
materially that much, the use of rate comparison could be the most
effective option. One building society agreed with this view, stating
that the money lost may not be too concerning, but the disclosure
of better rates offered could work better.

The final aspect to consider is the way this information is conveyed.
Information provided by firms is often difficult for consumers to
understand, and at times even incomprehensible. Research from
the National Literacy Trust shows that around 15%, or 5.1million
adults in England, are functionally illiterate — meaning they have
literacy levels at or below those expected of an 11 year old®. Fairer
Finance’s own research has shown consistently that many financial
documents are written at reading level far beyond this.

It's imperative that consumers understand the information they’re
given — both to encourage better decision making and to prevent
apathy towards it. One bank agreed with this view, stating that the
regulator often demands that certain types of disclosure happen,
but doesn’t follow up on whether this is being done well. For
example, in the home and car insurance markets, firms must now
include last year’s premium in their renewal letters. Some firms do
this very clearly, while others bury last year’s price on page two of
the letter.

9 https://literacytrust.org.uk/parents-and-families/adult-literacy/
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The regulator could take more action to ensure communications
are as clear as possible, either by issuing more guidance on writing
clearly or mandating an acceptable reading age for documents.

Breaking down the barriers to switching

Once you’ve successfully got customers attention and persuaded
them that it's worth their while to switch, the final step is to make
the process effortless.

Many consumers don’t switch because they see the potential gains
to be less than the effort required to do so.

The FCA trialled the inclusion of Return Switching Form in its letters
to customers — and this had increased switching from a baseline of
3% to 12%’"°. While these numbers may not be high, it still
quadrupled switching. And the idea behind this could be much
more effectively applied in digital or other channels.

For example, if a customer was contacted by text message, and
only needed to text back the word “YES” to switch, many may take
that step. While customers are logged into their online banking
platform, switching can be made even simpler. One bank stated its
customers could now switch with one click, and had seen an uplift
in internal switching as a result.

In its cash savings market study, the FCA talked about the need to
break down barriers to switching using the aggregators. Since
then, the development of the Open Banking project has created
many more possibilities, which may not need third parties as a
catalyst for change.

10 https://www.fca.org.uk/publication/occasional-papers/occasional-paper-19.pdf (page 6)
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Open Banking means you can easily channel transactions from
other accounts into a single digital interface. There’s no reason
why current account providers couldn’t use this technology to
allow customers to see their savings accounts within their online
banking site or app — even if the account was with another
provider. Through partnerships with other savings providers,
current account providers could make it easy for customers to
switch from one provider to another — whilst still sitting in the
comfort of the customer’s own online current account banking
platform.

This strand of the FCA's work appears to have fallen away since
the Cash Savings Market Study, and we think it's something that
should now be revived.
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5. Conclusion

Although the BSR would be effective at ending some of the unfair
pricing practices in the savings market, it would also have a
number of unintended consequences. Chief amongst these would
be a reduction in flexibility around liquidity. We also believe it
would kick start a new bonus rate price war in the savings market.

The benefit of the BSR would be small to most consumers. It
would increase the amount of interest for back-book savers by an
average of just under £7 a year.

We are not convinced that the benefits of introducing a BSR are
great enough, or that the current detriment in the market is
significant enough, to merit a supply-side intervention.

In the first instance, we believe there is much more mileage in
applying effective demand-side disclosure remedies.

These solutions are also less heavy-handed, create less market
distortion, and engage consumers — rather than passively trying to
improve outcomes. We believe the failure of different disclosure
trials up until now has been that they have been poorly executed.

Tests have tended to focus on one channel at a time, whereas we
believe more effective outcomes could be achieved by forcing
firms to communicate by email, text and letter — and ultimately
phone in the most extreme cases - at different stages in the
customer lifecycle.

Disclosure must be done well to be effective. It must be timely, but
not intrusive. It must make use of all channels of communications,
without barraging the consumer. It must have clear calls to action,
and allow consumers to make active decisions with as little friction
as possible.
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We would like to see clear calls to action across text, email and
letter at the time a customer is moving off a bonus, or is seeing
their rate fall materially.

There should be a responsibility on providers to work harder to
wake up those customers who have both high balances and low
rates. This could include a responsibility to telephone customers
after a pre-determined period of time has elapsed — if they have
remained inactive and are losing a material amount of interest.

We believe the FCA should only consider supply side remedies in
this market once a more rigorous disclosure regime has been
rolled out — and only if it can demonstrate that significant detriment
remains to a set of customers on an individual (not an aggregate)
basis.

Our favoured supply-side solution would be to force firms to move
customers with high balances, on low rates, back onto their front-
book within 12 or 24 months of them lapsing onto rate that was
below 50% of the levels available in the front-book.

However, our belief is that the effective roll out of a more onerous
disclosure regime would achieve the desired outcomes.
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Appendix 1: FCA disclosure templates

SMS reminder Email reminder

Your savings account interest rale is reducing g the

{0} This email Is intended for %%Title%% %%Last Nama%3%, %%Postal Code%%.

<logo and firm name>

il NETWORK S 13:09

<name> Remember,

your sngs sccount et Your savings account

has reduced. For options - - -
visit our website, your interest rate is reducing
local branch or call us.

Text STOP to #*=_to

end messages.

Dr Tester

The interest rate on your=aseemt= iwas for <esght= hs and will end soon. From
% closing-date’:%, your account will change 10 an =2enount= account and the
interest rate will reduce, as shown below

Current

New interest

R New balance tiers

AER (variable) name

o <K 3ot £ K

The interest rate on the | 2acoount= | i a variable rate, which can be increased or reduced at any time

You can change to a different savings account at any time.

Although you can camry on using your account as you do now, you may prefer to open
another=assosi= or <other

options=

Account name ition for interest ition for interest
rate tier= rate tier=

Interest rate Gross / AER
<account> (variable) for <ienght= Ahsz BEE%
on balances| | =&

The interest rates in the table above are comect as at 10 August 2015. This product can be withdrawn from
sale at any time

If you'd like mere information about the full range of options available:

Visit our website Find us in branch Call us
<weblink> <phone>
Atimes
of availability>
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FCA rate change letter

<Name:> <firm name
<Address 1> and address>
<Postcode>

<Dates=

Your <A/Cname> accountrate is reducing in  <date>
Dear <Name>

Following a review of savings rates. we're writing to let you know that the interest rate on your  =A/C
name= ccount will change from =date>

The rate applied to your <A/C name= account is cumently:

Rate applied on AER/gross
Account Account number Sakaiicac Som: Py Net %
<A/C name> XXX K1234> £0+ <X AKX %> KK T

From 25 August 2015, the variable rate below will apply:

Rate applied on
balances from:

“AIC name= <KNKX1234> 0+ K% Y YY%

Account Account number AER/gross % Net %

As we will be changing the interest rate on your account. you do have the option to close your account
or move your money elsewhere without charge. We do offer some other easy access savings accounts
that you may be eligible for. More infformation on altemative accounts is provided on the back of
this letter.

If you decide to close your account, move your money elsew here or want to speak to us about our other
savings accounts, we'd be happy to help you. If we don't hear from you before =date=  we'll
assume that you've accepted this change.

If wou have anv guestions abaut this chanoe or would like to speak to =AMMNaMe> piease call us on
<phone>  orvisit =weblink=

Thank you for saving with  =firm name=

Yours sincerely,

<name=
<position= Continued overleaf
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FCA rate change letter (reverse)

COULD YOU GETA BETTER RETURN ON YOUR <firm name= SAVINGS?
Your account: =A/C name=

Your balance: <£5,432> as at 30 April 2015 T T T >

Your rate: Our best Average of 3 of the
K% comparable rate: highest paying

! _ AER/gross <A/C name> B BB% accounts: 1.32%
Account type: <A/C name= _ you can withdraw AER/gross (inc.  AER/gross {may inc.

money without charge bonus) bonus)

Your new interest rate: XXX% AER/gross

How does my savings account com pare?

As at 26 May 2013, the highest interest rate available from <firm name=> account is B.BB%

AER/gross on our’  <AfC name>  (inclusive of <length> introductcry bonus of C.CC%AER/Qross). The
<A/Cname> s an easy access account that can only be managed online using Internet Banking — you

cannot access the account in branch or over the phone.

Three of the highest paying easy access account offered by other banks and building societies offer an
average rate of A AA%AER/gross. Price comparison websites can provide information on rates offered by
other providers.

How much more could | earn in interest?
Abalance of £5 452 in a <firm and A/C name> wouldearn, £XXX this year.

Best comparable  <altemative with firm: £YYY intotal (or EAAA more)a year.
Average of three of the highest paying accounts on the market:  <Exx.0¢ in total (or <£0¢ xx> more) a year.

Moving your money is easy.

Tomove your money to|  <alternative withfirm=  simply call us on  <phone> . visit =weblink> or visit
us in branch to find out more. To move your money to an account offered by an altemative provider, open a
new account with them and transfer your funds.

Average of 3 of the highest paying accounts currently on offer on the market at 26 May 2015 using moneyfacts.co.uk
Some restrictions may apply.

Calculations based on interest rates at 26 May 2015 and show interest earned prior to appropriate tax deductons
dependent on your individual cicumstances and your current tax status. Rates are variable and subject to
change. To open an =AC reme= account you rmust be 16 or over, and have a current account with us.

If you'd like this in another format such as large print, Braille or audio
please ask in branch.

<directions to customers with hearing or speechimpairment>
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Appendix 2: Fairer Finance

disclosure templates

SMS reminder in inbox

w027 9:41 AM 100% =
Edit )
Messages
Q Search

FF Bank
YOU
Your

JLD EA

Emily Hayes Y
I'll pick uf th
way back. S

Karl Nyland Y

Say yes to them

Taylor Grant Ye
flight is y r

ginN

Lucas Chan

Melissa Hunter
LoL

Pe000€@

Maddison Storey

Thatle

SMS reminder #1

w02 9:41 AM

<

FF Bank

Text Message
Tuesday

'YOU COULD EARN MORE FROM
'YOUR MONEY

Our Easy-saver account is
paying you 0.5%.

Simply switch and you could
earn more interest:

Account A could pay you 1.35%.
Account B could pay you 0.85%.
To switch account, simply reply
‘A’ or ‘B’ to this message.

Or by calling 0845 123 678 to
get through to the switching
team.

‘You might be able to get better
interest rates from other
providers.

(O ~)

SMS reminder #2

w02 = 9:41 AM 100% (-

YOU COULD EARN MORE FROM
YOUR MONEY

Your Easy-saver account is
paying you 0.5%.

Simply switch and you could
earn more interest:

Account A could pay you 1.35%.
Account B could pay you 0.85%.
To switch account in 30
seconds, press this link:

www.ffbank.com/personal/

Or by calling 0845 123 678 to
get through to the switching
team.

YYou might be able to get better
interest rates from other
providers.

& O o
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Internet banking notification

FFBank

You could be making more
from your money

Your Easy-saver account is paying you 0.5% interest, which could earn
you £13.19 over the next year.

But we've got two similar accounts that could pay you more. Click one of
the links below to set up your new easy-access account in 30 seconds:

Account A could pay you 1.35%, which Account B could pay you 0.85%, which
could earn you £35.61 over the next year. could earn you £22.42 over the next year.
{ Switch to Account A l { Switch to Account B l

The average rate offered by similar accounts is 1.13%.

You can also call us on 0845 123 678, or ask in-branch.
You might be able to get better rates from other providers

Please remember all rates can go up or down, and the exact money you'd
make is not guaranteed.

Average rate calculated on 14/11/18 using moneyinfo.com
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Letter

FX FFBank

10 October 2018 1 East Street, London E1

Mr R Whitehead
69 Broad Street
LOWER LANGFORD BS18 4BD

Dear Mr Whitehead,

You could be making more from your money

YOUR ACCOUNT YOUR BALANCE YOUR INTEREST RATE
Easy-saver £2,5666.80 0.85% APR
Over the next year (14/11/18 - 14/11/19) you could earn: £13.19

We've got two accounts that could earn you more:

Account A Account B

INTEREST RATE INTEREST RATE

1.35% APR 0.85% APR

Over the next year (14/11/18 — 14/11/19) Over the next year (14/11/18 - 14/11/19)
you could earn: £35.61 you could earn: £22.42

D Tick to switch to this account D Tick to switch to this account

What's the difference? A )
verage interest rate

Account A and Account B will both pay you more in interest offered by similar instant
than your Easy-saver account. You'll be able to access your access accounts on the
money in these accounts as easily as you can in your Easy- market: 1.13% APR

saver account.

How do I get this account?
Tick the box next to the account you'd like, return this form You might be able to get better
in the post, and we'll handle the rest. rates from other providers.

Please remember all rates can go
up or down, and the exact money
you'd earn is not guaranteed.

You can also call us on 0845 123 678, use your internet
banking portal, or take this letter in-branch to ask.

Average rate calculated on
14/11/18 using moneyinfo.com
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