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About the RSA

The RSA (Royal Society for the encouragement of Arts, Manufactures
and Commerce) believes in a world where everyone is able to participate in
creating a better future. Through our ideas, research and a 30,000 strong
Fellowship we are a global community of proactive problem solvers,
sharing powerful ideas, carrying out cutting edge research and building
networks and opportunities for people to collaborate, influence and
demonstrate practical solutions to realise change.
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Foreword

At almost exactly the moment that the UK Government officially aban-
doned the austerity strategy which had framed policy since the 2008
global financial crisis, the Covid-19 pandemic struck. As, once again, we
have to rebuild a shattered economy, the question of fitness for purpose
of our financial services system has re-emerged. Some of the problems of
that system may have changed in the last 12 years but it is still in need of
major reform, especially if it is to serve the organisations, communities
and places most in need of support.

This report combines an analysis of some of the problems in our
financial services system with the story of a group of RSA Fellows who
are seeking to build a new financial architecture from the ground up. In so
doing it speaks to the history, methodology and values of the Society.

There is a long tradition of practical RSA-driven reform in financial
services. These initiatives range from the first ‘Penny Banks’ — accounts
that could be set up with tiny sums and thus radically altered the land-
scape of financial inclusion in Victorian England — to the creation of the
modern ‘unforgeable’ bank note. In more recent times we have looked
more systemically at the foundations for reform. Tomorrow’s Company,
(a major RSA project before being spun off as an independent charity)
contributed to a stronger focus on the purpose and governance of major
businesses, while Tomorrow’s Investor has led directly to significant
reforms of our pension system.

This report also reflects the methodology of today’s RSA, summarised
as ‘thinking like a system and acting like an entrepreneur’. On the one
hand, there is a broad analysis of the limitations of the UK’s financial
services, particularly in relation to a lack of support to SMEs, failing
to serve some of the communities which this government is aiming to
‘level-up’ and disregarding the needs of those who are being left behind
by a ‘cashless’ economy. On the other hand, the report describes the work
of growing group of social entrepreneurs — many of them RSA Fellows —
seeking to create national network of local banks.
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The report also embodies the values of the Society; a commitment to
enabling individuals and communities to create their own better futures.
Our financial services sector is vital to the entrepreneurial dynamism,
social inclusiveness and environmental sustainability of the UK. To meet
our goals, including those set by our current government, it needs major
reform and practical, social, innovation. Reflecting our history, values and
model of change the RSA intends to make a major contribution to that
task.

Matthew Taylor
Chief executive, RSA
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Executive summary

This report details a three-year-long programme of RSA work that aimed

to understand the evolving impact of financial services institutions on our
wider life and identify what we as the RSA might do in practice to drive
positive change.

The outcomes of that work and our findings are summarised below.

The trouble with British banks

The activity, shape and composition of the British banking
industry is a considerable contributing factor to Britain having
some of the highest levels of regional inequality in Europe - and
for Britain by some measures being as regionally unequal as the
former East and West Germany were after the fall of the Berlin
wall'.

Part of the reason for this is a deliberate failure to keep credit
flowing through small and medium-sized businesses and within
communities. Following the 2008 financial crisis, a £500bn bail
out of British banks alongside new regulatory arrangements
were seized upon by banks to, in fact, shrink the credit supply
to small and medium-sized businesses and vulnerable citizens.
In 2016, a survey from the Bank of England reported that 30
percent of small businesses were unable to access the necessary
finance they needed to grow.

At the same time communities, localities and the vulnerable and
marginalised people within them suffer. The UK has lost almost
two thirds of its bank branches in the last 30 years. In the past
decade, the rate of closures has intensified, hitting rural and
more deprived communities the hardest. Access to free-to-use
ATMs has been following suit, with 13 percent of all free-to-use
ATMs in the UK closing in the past year.

Meanwhile, over one million adults in the UK still lack a full
bank account and around 3.2 million people are in severe prob-
lem debt. This creates barriers to participation in the economy,
which have been exacerbated during the Covid-19 crisis.

1. Ortega-Argiles, R. (2019) The Long-Run Consequences of Adverse Economic Shocks: UK
Regional and Urban Inequalities [blog] 09 September. Available at: blog.bham.ac.uk/cityredi/
the-long-run-consequences-of-adverse-economic-shocks-uk-regional-and-urban-inequalities/
[Accessed o4 June 2020].
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= Part of the reason for these problems is that the UK banking
sector is dominated by a few monolithic banks which have
relatively little local knowledge of businesses, area needs and
personal needs of customers. They rely on old-fashioned legacy
systems (eg telephone banking) and find it difficult to provide
tailored support.

= Moreover, the UK has an unusually high percentage of purely

commercial banks in its industry. This skews the product offer
away from ‘riskier’ loans towards safer asset-backed property
investments. Small business lending and supporting vulnerable
customers is hard work and much less profitable than other
avenues, such as mortgages, which account for 50 percent of
total bank lending.

= The majority of people (75 percent) hold their main bank
account with one of the major four banks.

= And while the Herfindahl-Hirschman Index in 2018 shows that
the UK’s five largest banks hold 31.8 percent of total assets,
making it only marginally more concentrated than Germany
as per the index at 29.1 percent — but less concentrated than say
Spain — this should not be seen as a cause for optimism. The
index is skewed by the presence of one or two major banks —in
Spain’s case Santander. And it also says nothing about the ser-
vice levels of banks and their relationships with poorer custom-
ers. That is the key here: not only are banks failing to provide
credit, as well as failing to support growth and expansion in the
economy, but they are leaving our most vulnerable high and dry
and exposing them to a future shorn of participation in financial
services. Regulation post 2008, especially around capital
adequacy ratios, has only served to exacerbate these problems,
as banks have yet more reasons to vacate whole swathes of our
country.
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Figure 1: Market shares of deposits in Germany, France and the UK
(World Bank 2011?)

The Covid-19 case study

= Covid-19 is an insightful case study that shows the shortcomings
of government policy, and also British banks in terms of how it
helps — or doesn’t help — British businesses and vulnerable and
marginalised people.

= The government stated from the outset that it would ‘stand
behind British business’ through the crisis and called on the
banks to do the same. Banks were invited by the government to
perform an essential triaging function for the receipt of govern-
ment aid.

= Yet the government’s Coronavirus Business Interruption Loan
Scheme proved quickly to be sluggish and complex. Businesses
were struggling — with 6 percent of small British firms having
already run out of cash at the beginning of April and 57 percent
without enough liquidity to survive the next three months. The
government reviewed the details of the scheme after only 1,000
loans were distributed nationwide in the first two weeks.

2. Prieg, L and Greenham, T (2013). Stakeholder Banks: benefits of banking diversity [pdf]
Available at: neweconomics.org/uploads/files/eob3bd2bg423abfec8_peméi6six.pdf [Accessed
26 May 2020]
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"We must get more
credit into local
communities and
small and medium-
sized businesses

if we are to truly
level-up Britain'.

The introduction of the Bounce Back Loan Scheme on 1 May
2020 was the final iteration and removed all risk for the banks
and this significantly ramped up the scale and speed of lend-
ing — with £14.8bn lent through BBLS in two weeks (4 May — 18
May) compared to £7.25bn lent via CBILS over eight weeks

(23 March — 18 May). However, for many SMEs, even then the
response was not enough. While around 36,000 applications had
been approved for CBILS and nearly 270,000 for BBLS, there had
also been 130,000 rejected applications, as well as hundreds of
thousands of incomplete enquiries or SMEs who just couldn’t
get the funds in time to keep trading.

The British Business Bank was designated by the government to
implement this scheme and created a process that was far too
slow and unwieldy. On 19 May there were 70 accredited lenders
for CBILS and only 17 for BBLS. The concentration of these
schemes around traditional lenders and the slow pace of bring-
ing fintechs such as Starling Bank on board was disappointing.
There is no doubt that it reduced choice and flexibility for SMEs,
putting businesses that didn’t already have an account with an
approved lender at risk.

It is absurd and antithetical to free market principles that good
small, local businesses may therefore have gone under, not
because they were bad businesses but because their current
account was with the wrong bank.

Fears around fraud and error may lie at the heart of limiting
support for the self-employed, among others, but there does
emerge the sense that the small, local British businesses and
entrepreneurs were not prioritised adequately in the govern-
ment’s response, or were left to deal with banks whose structure
meant they were not the best people to triage this system. The
banks’ failures in this regard have compounded problems with
the government’s economic policy response.

The solution: community banks

Our research has led us to the view that if we are to overcome
these issues, we need to reshape the British banking industry.
We must get more credit into local communities and small and
medium-sized businesses if we are to truly level-up Britain.
Important lessons should be drawn from Europe and North
America — both in terms of scheme design and diversity of
banking sector to deliver.

In Germany, after a slow start with banks reluctant to offer
loans with the economy faltering, they increased guarantees for
small businesses from 9o percent to 100 percent with interest
rates capped at 3 percent. There was much less pressure on

the big banks to make masses of quick risky decisions as they
have a relatively low share of small business loans compared
with the local savings and cooperative banks. Germany’s state

The road to resilience



10

development bank KfW also played a key role and was quickly
able to distribute 8.5bn euros in loans to more than 13,000
companies, approving 98 percent of applications.

= In the US, 60 percent of the 1.66m loans worth $300bn to small
businesses approved in the first round of the Paycheck Protection
Program (PPP) were distributed by the US’ 5,000 community
banks, providing a fundamental source of stability for small
businesses early on in the Covid-19 crisis.

= Both countries have longstanding traditions of regional or
community stakeholder banking.

= Germany has a blend of commercial, cooperative and state-
owned banks while in France the cooperative banking sector
is larger than the commercial sector. These community stake-

holder banks complement the presence of large national and
global shareholder banks by pursuing a different business model
and brings social and economic benefits, regionally and nation-
ally, in four main ways:

1. The resilience of the overall financial system is improved by the
diversity provided by regional mission-led banks. Community
stakeholder banks steadily increased credit to households and
SMEs providing a cushioning effect for regional economies.

2. The quality of credit allocation improves as a result of superior
access to the soft information captured by good relationship
managers close to the customer which is required for more
marginal lending decisions.

3. Community stakeholder banks usually have a commitment to
financial inclusion, often specifically guaranteeing universal
access to banking facilities on equal terms to all citizens in the
region.

4. The presence of a head office adds an important route for local
career progression as an alternative to migrating to ‘the big city’.

The road to resilience



= Aspart of this programme of work we supported the develop-
ment of a nationwide layer community stakeholder banks in
the UK, not just in theory but in practice. In partnership with
a body called the Community Savings Bank Association, RSA
Fellows, bankers, economists, movement builders, project
managers, researchers and many more from the RSA’s networks
and beyond, we have worked to make this happen, pooling the
community’s knowledge, expertise, and resources to take the
movement forward at a local level.

= We have hosted events, designed sessions, supported social en-
trepreneurs to develop their plans and created key research. This
work has been referenced in Westminster and the Senedd and
was part of key party manifestos in the 2019 general election. At
an event with Bristol City Council in 2019, Deputy Mayor, Craig
Cheney concluded:

“This is a huge and exciting opportunity to bring a whole new model of
banking to the UK”.

= Today, in the UK there are five organisations that are in the
process of establishing a local cooperative bank having regis-
tered with the FCA. The most established of these are South
West Mutual and Avon Mutual both of which have completed
an initial round of fundraising, developed strong partnerships
and secured initial seed funding form local authorities of all
stripes — both hope to launch in 2022.

“We aim to become a key anchor institution supporting the growth of
other community wealth building institutions, and focused on promoting
sustainable and inclusive prosperity for our region”. Jules Peck, Founder,
Avon Mutual.

= Banc Cambria has had initial seed funding from the Welsh
government and is currently developing a road map to launch.
North West Mutual is the latest body to be established with
councils including Wirral, Liverpool and Preston collaborating
on a bank for the region.

= These banks have an economic storm to weather but already
the work we have done and the demand we have seen shows that
their work must be supported in spirit and in form if we are to
create the financial infrastructure we need to help us overcome
regional inequalities in a post-Covid-19 world.
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Paradigm

‘New Big Bangd'

Financial
Inclusion

Inclusive Growth

Community
Wealth

Just Transition

I2

Building banks to level-up Britain: twelve recommendations
Community stakeholder banks are essential to levelling-up Britain. We
outline as part of this work five paradigms for levelling-up. Community

banks are essential to each.

groups and bring
them into the

banking, asset
building system

Mission statement| Policy Role of Political
The way to achieve an | Example Financial nuance
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... by lowering Freeports, tax Invest in Right-laissez faire
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range of social
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...by Anchor To provide Centre-left -
redistributing institutions communities with democratic
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away from development; mutual banking

multinationals local wealth institutions —

and other funds and to provide
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society to the end in pursuit of

green and clean
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Figure 2: Five parts of an inclusive economy (RSA summary)
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"Our immediate
recommendation is to urge
the Bank of England to play
its role in this movement
and fund the creation of
Local Investment and
Finance Trusts (LIF1s),
whose function is to
investigate, support and
capitalise the community
stakebolder banking layer".

1. Community stakeholder banking models need structural

support. That means new community stakeholder banks and
getting interest into the work of existing community stakeholder
banks. It also means capital infrastructure. That’s why our
immediate recommendation is to urge the Bank of England to
play its role in this movement and fund the creation of Local
Investment and Finance Trusts (LIFTs), whose function is to
investigate, support and capitalise the community stakeholder
banking layer.

LIFTs take the form of an endowment, with bond purchases or
deposits topped up with further capitalisation from dormant ac-
counts and proceeds from banking infractions. Local authority
support for community banks through LIFTs could enable local
banks to become a key anchor that can enable more inclusive
economies to be designed, implemented and financed at the
local level.

. Beyond the development of LIFTs central government can sup-

port the development of a the sector by providing match funding
to councils, allowing shares in mutual banks to be eligible for
Enterprise Investment Scheme allowance and other tax reliefs,
and aligning accounting and treasury guidance to local authori-
ties to unlock investment, including preferential rates from the
Public Works Loan Board. Barriers to regional banks cooperat-
ing in networks created by UK competition law should also be
reviewed.

. Local government should seek to convene discussion on their

investment needs with Local Enterprise Partnerships, com-
mercial banks, CDFIs, credit unions, charitable funds (including
philanthropic grant-giving), major funders and impact investors
in order to agree principles of investment for community finan-
cial support and to share best practice — as well as to nurture the
development of their stakeholder banking infrastructure. Such
meetings might be designated LIFT boards in areas with LIFTs
that also offer some oversight of flow of public and private
money into the agenda.

. We need more research and independent review into diversifying

local investment and lending models. This will help make the
case for greater diversity of investment at local level and also
inform the development of the banking layer. We would urge
this review to be collaborative, build relationships between local
councils, foundations and business networks — and ultimately
have prototyping and practical action at its heart.

The road to resilience
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. In light of the challenges encountered in implementing the

CBILS and BBLS, there should be a review of the British
Business Bank. We urge further consideration of calls made in
the General Election for the British Business Bank to become

a national development with a remit to support community
stakeholder banking, as is the case in Germany, as well as wider
community wealth-building approaches.

We need to ensure that those already financially excluded are
not further cut off from financial services as cash continues

to decline. We urge the government to introduce already an-
nounced legislation to protect free access to cash and work with
key bodies such as the Industrial Strategy Council to ensure a
smooth transition towards digital payments in a post-Covid-19
age.

To ensure there is not an abrupt end to cash that exacerbates
financial exclusion, particularly in more rural or marginalised
communities, the government should work with the industry
and communities to reduce the cost of cash infrastructure and
explore ways to recirculate cash within local economies, such
as legislating to enable more local businesses to offer cashback
services.

. Immediate action is required to outline the process of deciding

which companies to back and which to let go when it comes

to repaying government endorsed loans. The question of who
decides what and when repayment is due is considerable: local
knowledge of a kind that generally eludes the major banks will
be key. We urge that this work is conducted in conjunction with
new community banking institutions outlined above as they
emerge and surface — and in concert with movements on the
ground developing these structures where they do not yet exist.

. We need to get serious about futureproofing our financial ser-

vices, to ensure everyone can participate in the digital economy
in the longer-term. A future strategy should include a Central
Bank Digital Currency in order to a avoid private monopoly.

Open Banking and Open Finance presents a huge opportunity
to give people more control over their financial data and drive
digital innovation, so products work better for customers.

A social investment fund should be introduced to support the
development of new products that benefit citizens and should
be seeded by a wholesale institution such as Big Society Capital
with a line into government.
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In order to tackle digital divides - that risk becoming mass
disenfranchisement - this agenda needs to be underpinned by
ensuring all homes can access full fibre broadband by 2025.

Our work also showed us something deeper about financial
purpose. In line with our vision for a more democratic and civic
minded financial industry we contend that the conversation
about the civic purposes of financial services — well understood
in many placed better than here - must begin with people.
Therefore, we propose a Citizens” Council on Financial Purpose
should be the starting point in developing a new shared vision
of what a productive and purposeful financial sector that serves
people and places might look like. This would also enable the
performance of the industry as a whole and individual institu-
tions (such as banks) to be deliberated by civil society against
deliberatively agreed purposes. This council should form the
starting point for a broader action-research agenda in this space
that seeks to empower a more purposeful and civic minded
financial services industry whose obligations extend beyond
corporate social responsibility doctrines.

The road to resilience
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Introduction: banking
on change

Ten years after the crash

In 2017, the RSA commenced a programme of work to ask questions

of the financial services industry. We wanted to understand the evolving
impact of financial services institutions on our wider life. We were espe-
cially concerned with the following:

= Ten years on from the 2008 financial crash, how had banks and
other financial services firms structured their offer to serve small
and medium-sized businesses, civic institutions and vulnerable
people?

= How the financial services industry (and in particular the bank-
ing sector) reformed — or more accurately has failed to reform
— its practices in light of what happened?

=  What we as the RSA might do in practice to drive positive
change?

We didn’t know when we started this work where it might lead. But over
time, it has resulted in the RSA mobilising its resources behind a practical
intervention of remarkable ambition, namely the building of an entirely
new set of institutions across the country: local, mutual, community-
owned banks.

What we mean by this is that actual banks are being built, not in
theory, but real bricks-and-mortar institutions, all over the country. These
banks are designed to be locally rooted organisations that meet a series of
unmet needs in that local economy.

The nature of these needs and the solutions on which we alighted to
meet them emerged from our research into the financial services system,
our institutional design work and our sense-making of the system’s
signals, all of which forms the core of the RSA method. We will share
both this research and this method in the chapters ahead.

We think of these community banks as a modern iteration of the
Penny Banks that our chief executive Matthew Taylor recalls in his intro-
duction to this work. Their future is in their hands and the journey so far
towards their formation has been insightful. This report in part tells that
story, at a staging point before these banks surface in the public eye, which
reveals much about the nature of financial services in the UK and the
challenge of building financial services that empower people and places.

The road to resilience 17



18

It offers recommendations for policy change but also an indication of how
these banks and, by extension, how UK banking and the government’s
support for local, inclusive economies, might change, for the better, in

future.

Packages for a pandemic

The story does not end there. In 2020 the Covid-19 pandemic hit.
Governments of all stripes inaugurated financial packages of consider-
able scope and size to support people and businesses through the crisis
augured by the pandemic. These schemes sought to match the scale and
scope of the Covid-19 challenge, its threat to our economy and to our way
of life.

Some of these schemes — such as the furlough scheme - were relatively
successful as mitigating measures. Others were not so successful, espe-
cially those that sought to support small businesses and charities. What
has been noticeable is how predictable this was. In many ways the failings
of these schemes can be tied to those initial failings of the UK financial
services system post 2008. There is a direct line between what happened
then and banks’ inability now to deliver timely, appropriate support to
local economies and businesses on the ground.
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Community banks offer a potential way out of the bottleneck tenden-
cies of the UK banking system. There remain real, ongoing concerns
with the continuing tendency of the financial services sector to absent
itself from where it is most needed; to flee places and fail to serve people
when the going gets tough. Capital flight from our most marginalised
places is real; capital flows where it is easiest, especially in times of crisis.
But simply accepting this as a fact of life is no longer enough given the
economic crisis with which we are now confronted. Community financial
services, mutually owned, are part of the answer that unlocks the future.

This report shows how we do this. It is structured as follows. In the
first chapter, we discuss some of the major failings of the UK banking
system. In the second, we report on the specific failures yielded by the
Covid-19 crisis and contrast our financial sector’s underperformance with
that of our global counterparts. In the third, we explore alternatives to the
current status quo, which leads us to the fourth chapter, and a dispatch
from the RSA’s experience of helping to build a new layer of community
banks. This is necessarily an evolving story, as the project is still underway,
but we finish with some preliminary recommendations to banks and
to policymakers to build better frameworks for a more prosperous and
financially secure future, and to level-up our nation one and all, at this
most crucial time.
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"What we mean by this
is that actual banks

are being built, not in
theory, but real bricks-
and-mortar institutions,
all over the country'.
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Chapter 1: Banks
matter!

What are banks for? And why should we care? The public are often
confused about banks’ functions and whether they are discharging
them ethically - and little wonder. Consider the following statement
from research by RSA Fellows David Pitt-Watson and Dr Harinder
Mann:

“No regulator has tried to define purpose and to measure
whether or not it is being fulfilled. If you only get what you
measure, then it is scant wonder that regulators have failed to
encourage a purposeful industry. Instead they have focused on
micro regulation believing this to be the best way to protect
customers.

If regulators take this approach, and if the boards of banks
believe their only purpose is to profit, while the regulator has
sole responsibility for financial stability, we must anticipate
trouble ahead'.”

If, as per the authors, our regulators are unclear, what chance do
ordinary people have? Little wonder statistics show that, more
than a decade after the 2008 crash, suspicion of banks remains rife.
Consider:

= 66 percent of Britons don’t trust banks to work in the best
interests of UK society

= 72 percent believe banks should have faced more severe
penalties for their role in the financial crisis

= 63 percent are worried that banks may cause another
financial crisis?

The purpose of banks is indeed a tricky subject, because how you view
the way money works in society depends entirely on where you come
from. These differing perspectives on the purpose of financial services are
crucial to the analysis of this report.

1. Pitt-Watson, D and Mann, H (2017). The Purpose of Finance [online] Available at: www.
transparencytaskforce.org/app/download/s810024460/The+Purpose+of+Finance+Report.pdf
[Accessed o1 June].

2. Positive Money (2018). Polling: 1o years after the financial crisis, the British public still
don’t trust banks [online] Available at: positivemoney.org/2018/08/british-public-dont-trust-
banks/ [Accessed o5 June 2020].
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The purposes of banking: in perspective
Consider a consumer-focused perspective on banks’ purposes.

Banks were originally par excellence about economic security: they
enabled us to save and move money around for the moments in life when
we needed it. The life-moments included getting a home, starting a
business, having children, keeping our lives and livelihoods progressing
and flourishing. Broadly, these purposes persist today, yet often banking
is a byword for the opposite: for economic insecurity, casino activity,
unfathomable profits and negative externalities which fall, ultimately, on
ordinary people.

In the wake of the 2008 crash, banks were accused of privatising the
profits and socialising the losses. For all intents and purposes this charge
still holds, albeit in more subtle ways.

Consider the question of purpose next from a business-perspective.
Banks have two here: retail and investment. The first involves activities we
as consumers are mostly familiar with; taking deposits, issuing cheques,
and making loans to individuals and businesses.

While the major UK banks still perform these tasks, it is no longer
their primary function, and hasn’t been for some time. They are pursuing
highly profitable activities on the investment side. From playing the stock
markets to packaging and repackaging derivatives: the casino that was
the UK banking sector did not shut down following the 2008 crash, it just
went elsewhere, into new markets and new playgrounds.

Over time this has rendered the retail functions of major banks ever
more diminished — and jettisoned some of the most vulnerable people in
our society in the process. The more ‘financialised’ society as a whole has
become, the more opportunities banks have to flee difficult markets and
reduce service offerings — such as cashpoints and branches — to marginal-
ised communities.

What about a third, often neglected idea: the democratic or civic
perspective? Even commentators on banks often ignore this one— which
is, as we will see over the course of this report, hugely problematic. Banks
are licensed by the government to print money. This, naturally, gives them
considerable power to shape society. Consider, 97 percent of our money is
created by banks in the form of debt.

3. For more information see: positivemoney.org/how-money- % 2oworks/how-banks- %20
create-money/#:~:text=Most % 200f % 20the % 20money % 20in,just % 203 % 2.5 % 20is % 20
physical % 20cash.
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There is also a secondary element to the democratic or civic perspec-
tive: that of banks as community anchors. There is a long-held tradition
of such community banking in the US. Consider this quote from Randal
Quarles, Vice Chair for Supervision, US Federal Reserve:

“The loss of a local bank meant the loss of an important civic institution.
Banks do not just cash checks and make loans - they also place ads in
small town newspapers, donate to local non-profits, and sponsor local
Little League teams. As towns lose banks and bankers, they also lose

important local leaders”.

We will get further into the tradition of the US community banking tradi-
tion in chapter 4 of this report. For now, compare and contrast this vision
of alocal bank with the statistics we shared above about how ordinary
people in the UK view our financial services industry.

How purpose plays out in practise

Delve deeper into all this with ordinary British folks — as we at the
RSA did during our year-long national roadshow entitled the Citizens’
Economic Council — and the concerns proliferate. For now, we see how
purpose shapes an entire industry in practice — and indeed is shaped by
it — and how ordinary people are affected on the ground.

Consider the structure of UK banks and the banking market. All the
major retail banks in the UK are shareholder banks. As such, it is expected
that they pursue profitable activities, seek economies of scale, and develop
products that can be easily replicated for maximum return and minimum
risk.

This naturally skews their product offer. To take one example, a
mortgage is far less risky and easier to replicate than a small business
loan, so it is unsurprising that mortgages form the bulk of retail activity.#
There are serious questions around whether shareholding is the right or,
indeed, an adequate structure to govern these incredibly powerful institu-
tions. And as our everyday lives are increasingly shaped by the activities
of banks and the broader financialisation of society, these democratic
questions become increasingly existential.

We should be concerned also that the UK market is dominated by a
relatively small number of major banks. Looking at the data from the
Herfindahl-Hirschman Index in 2018 — an industry-leading metric - might
give the impression that the UK banking sector is in fact under concen-
trated when it comes to the provision of credit. The index shows that the
UK’s five largest banks hold 31.8 percent of total assets, placing it just
a fraction behind Germany on the index (29.1 percent). Indeed, other
countries in the index appear to have a higher concentration.

However, this should be caveated, especially when prayed in aid by the
industry or by regulators. Spain’s markets, for example (68.5 percent),
are heavily skewed by one major bank, Santander. Having one major
player throws the calculation off because of the way the equation works
(as a sum of the market shares squared rather than the market shares
themselves).

4. Silver, N. (2017). Finance, Society and Sustainability: how to make the financial system
work for the economy, people and planet. London: Macmillan.

The road to resilience



Germany

e Commercial banks

Secondly, even per Herfindahl-Hirschman, there are clearly areas of the
UK’s banking sector which are heavily concentrated. A super-majority of
people in the UK (75 percent) for example, hold their personal current ac-
count with one of four biggest banks’. While there has been a recent trend
of more businesses switching to the smaller digital banks, the majority of
SME:s still hold their main account with one of the big four. That is before
we consider the skew towards commercial banking in the UK.

France UK

- Cooperatives, credit unions and mutuals

e State financial institutions

Figure 3: Market shares of deposits in Germany, France and the UK
(World Bank 2011¢), duplicate of Figure 1

Indeed, we contend that the UK banking market is a uniquely homog-
enous sector with concerning hallmarks of an oligopoly.

We note here that there are respected financial commentators who
argue that the UK’s banking market ought to be diversified even less in
some respects, and should seek to become less heterogenous, as this would
enable even further economies of scale and efficiencies. Analysis like this
speaks to a certain detachment from responsibility of banks, their rela-
tionship to power, and the democratic or civic purpose we outlined above.
This approach, naturally, is highly attractive to many banks themselves
and the shareholders who smack their lips at the idea of economies of
scale and the bottom-line benefits they bring.

And lest we forget, while thinking about monopolies: banks also have
a hand on the throat of the future for they have a de facto monopoly on
creating digital money.

5. For more information: www.economicsonline.co.uk/Business_economics/Banks.html

6. Prieg, L and Greenham, T (2013). Stakeholder Banks: benefits of banking diversity [pdf]
Available at: neweconomics.org/uploads/files/eob3bd2bg423abfec8_peméi6six.pdf [Accessed
26 May 2020]
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* Help us manage life * Provide retail
transitions functions such as
savings and deposits

* Drive capital markets,
invest, build,
innovative products

« Help us manage our
economic security

* Be accountable for * Work closely with
decisions to regulators government to
and to communities heat/cool the economy

) DEMOCRATIC

Figure 4: RSA summary diagram — purposes of banks: consumer,
business, democratic

Failing small businesses: the numbers

What does this mean for small and medium-sized businesses and for
vulnerable and marginalised people? These were two major constituencies
who, our research revealed, are currently being particularly sold short.
Let’s delve deeper into each, starting with the former.

The UK has 5.9 million SMEs, 5.82 million (99.3 percent) of these are
small businesses that employ less than so employees, with 4.5 million of
these micro businesses or sole traders that have no employees’. These are
the life blood of the UK economy — the hairdressers, window cleaners,
newsagents that are so important to local economies. The photographers
that capture our weddings and local tradesmen and women who change
our locks and fix our boilers. British manufacturers who have stepped
in to help make Personal Protective Equipment and ventilators for the
NHS during the Covid-19 crisis. By supporting small and usually local
businesses, money flows through the local economy, rather than being
extracted by bigger national or global organisations. Indeed, without
small businesses there is no local economy.

7. FSB (2018). UK Small Business Statistics [online]. Available at: www.fsb.org.uk/uk-small-
business-statistics.html [Accessed o4 April 2020]
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If we look at bank lending across SMEs we can see that it is these
small and micro firms that struggle the most to access the finance needed
to grow. In the years following the 2008 financial crash the banks further
shrank the credit supply to SMEs exacerbating the problem®. While there
has been a recovery in the past five years this has primarily been in favour
of medium-sized businesses, while small business lending has failed to
recover, even to 2008 levels®. Despite a major bailout of taxpayer’s money
for the banks, this support has not been passed down to the millions of
small businesses in the UK. This is not due to lack of demand - a Bank
of England survey in 2016 found that 30 percent of small businesses have
been unable to access the necessary finance they need to grow, with 16
percent not even applying through fear of rejection™.

Indeed, only a small fraction of the money that flows through banks
is channelled towards small and medium-sized businesses. Most of this
finance is used to inflate the price of assets that a