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Economy, Energy and Tourism Committee 
 

3rd Report, 2011 (Session 4) 
 

Report on the Independent Commission on Banking's Final Report 
 
The Committee reports to the Parliament as follows— 
 

Background 

1. The Economy, Energy and Tourism Committee undertook a short inquiry into 
the proposals contained within the final report of the Independent Commission on 
Banking (ICB). 

2. The Committee received written evidence from a range of organisations and 
heard oral evidence from Sam Woods, Secretary to the Independent Commission 
on Banking, during its meeting of 28 September, 2011. 

3. As a result of our inquiry, the Committee has written to the Chancellor of the 
Exchequer outlining issues for the UK Government to consider before responding 
to the ICB’s final report.  A copy of our letter, which forms the basis of our findings 
and conclusions, is set out in Annex A. 

4. Annex B of this report contains the extracts of the minutes of the relevant 
Committee meetings. 
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ANNEXE A: LETTER TO THE CHANCELLOR OF THE EXCHEQUER (DATED 5 
OCTOBER) 

 
Dear Chancellor, 

Independent Commission on Banking Final Report  

I am writing to you on behalf of the Scottish Parliament’s Economy, Energy and 
Tourism Committee, which recently undertook a short inquiry into how the 
recommendations within the Independent Commission on Banking’s (ICB) final 
report would impact on Scotland.  This follows a lengthy inquiry and report of the 
Committee’s predecessor, published in 2010.1 
 
The Committee was appreciative of the evidence it received from a wide range of 
organisations within a very short timescale, including submissions from Scottish 
banks, trades unions, credit unions, business organisations etc as well as from a 
representative of the ICB itself.  The following represent the views of the cross-
party Committee. Given the critical importance of the banking and financial 
services industry to Scotland and its wider economy, as well with Scotland as 
being the headquarters of one of the UK’s major banks, we trust that you will take 
these points into consideration prior to reaching a final view on the UK 
Government’s response to the ICB’s report. 
 
In general 

 
The Committee endorses the key recommendations contained within the ICB’s 
report and we believe that these should be accepted by the UK Government in full. 
There must be no attempt by the UK Government or the banking industry to 
‘cherry pick’ the findings, especially if the UK economy begins to achieve the 
levels of sustainable growth that we all want to see. 
 
We agree with the following recommendations from the ICB as the minimum from 
which we need to start the reforms: 
 

1. A retail ring-fence which will protect vital banking services on which 
households and SMEs depend from problems elsewhere in the financial 
system whilst reducing the risk to public finances and hopefully making it 
less likely that banks will run excessive risks in the future. 

 
2. Measures to increase competition such as the divestiture of parts of the 

Lloyds Banking Group to enable a challenger bank to have a funding 
position at least as strong as its peers.  The Committee also welcomes the 
ICB’s recommendation that the Financial Conduct Authority’s remit should 
include a specific objective to “promote effective competition”.2  
 

                                            
1 3rd Report, 2010 (Session 3), Report on the way forward for Scotland's banking, building society 
and financial services sector, March 2010. 
2 ICB Final Report, page 155. 
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3. The proposed increase of the equity ratios of the larger UK ring-fenced 
banks to at least 10% of risk weighted assets which should reduce the risk 
of taxpayers having to pay for any future bank losses and also help smaller 
banks to compete by having the requirement to hold less capital.      
 

4. A redirection service established which enables banks to provide an easy, 
risk free and seamless process for customers to switch their personal 
and/or business bank accounts.  This will also promote much needed 
competition for personal and business account customers, especially in 
Scotland where an effective duopoly continues to exist. 

 
5. The Committee agrees with the ICB’s request for an initial response from 

the UK Government by the end of this calendar year and for it to “move 
rapidly to put in place the necessary legislation and rules”.3  In our view, the 
UK Government should explicitly endorse the sentiment of this 
recommendation by introducing, if necessary, enabling legislation as soon 
as possible or use other legislative opportunities. This will provide a clear 
signal in this parliamentary session that you intend to implement the ICB’s 
findings in full. 

 
Whilst we endorse the main findings of the ICB’s report as a welcome starting 
point, we also believe that it is a missed opportunity in some areas of particular 
interest to us in Scotland.  These are outlined below.  
 
Competition, diversity and alternative business models 
 
The Committee is disappointed that there were no proposals or substantive 
recommendations directly aimed at increasing the diversity of competition within 
the banking sector in Scotland. The ICB findings suggest that the premise that big 
banks are inherently safer has not been proven and therefore adding one more 
challenger bank into the Scottish market, whilst welcome, is insufficient as it will 
not in itself achieve a more robust and competitive banking sector in Scotland.  
 
We recognise that that issue of competition in Scotland was not a core part of the 
ICB’s remit and we do welcome the observations they make on the current market 
failure in Scotland. In our view, however, there is a substantial amount of work that 
now needs to be done by the regulators and competition authorities to tackle the 
barriers of entry to, and to support the growth of, alternatives such as  
small banks, co-operatives, mutuals, credit unions and the creation of a Post 
Office Bank. 
 
Market concentration in Scotland is much higher than the rest of the UK, with RBS 
and LBG combined having “up to 80% of the PCA [personal and current accounts] 
market and 80% of the SME start-up market”.4  The ICB indicated that this would 
be alleviated slightly by the RBS and LBG divestitures but it is expected that the 
Herfindahl-Hirschman Index (HHI) “will still be well above 2000”5; a number which 
is considered as ‘highly concentrated’ by the Office of Fair Trading and the 
                                            
3 ICB Final Report, page 151. 
4 Economy, Energy and Tourism Committee submission to the ICB, November 2010 
5 ICB Final Report, page 318 
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Competition Commission for the purposes of merger investigations.  The 
Committee understands that the ICB did not have time to examine this Scottish-
specific issue in more detail within their limited reporting period. It is, however, an 
issue that the UK Government has to tackle in Scotland, taking into account the 
views of the Scottish Parliament and Government. 
 
The Committee believe that creating a stable and diverse banking sector is 
essential. However, it remains concerned that the ICB does not suggest any way 
of avoiding, where appropriate, larger banks from acquiring/merging with smaller 
banks once they are established in the way that they have done in the past, thus 
exacerbating market concentration in an otherwise heavily concentrated market in 
Scotland. We urge the UK Government and others, such as the UK and EU 
regulators, to consider how best this can be achieved. 
 
The Committee’s predecessor, the Scottish Government and us now have 
repeatedly called on the competition regulators to conduct a formal investigation 
into competition in banking in Scotland in personal current accounts, home loans 
and business banking. We remain bitterly disappointed that to date, the relevant 
authorities have not seen fit to conduct such an inquiry and believe that the Office 
of Fair Trading’s review of barriers to entry, expansion and exit in the UK retail 
banking sector was a very pale shadow of such a formal inquiry and no effective 
substitute. 
 
Switching 
 
The ICB recommends that the personal and business accounts redirection service 
be fully operational by September 2013 but, regrettably, does not provide any 
timescale for account number portability.  The Committee believes that unlike 
some of the other proposed measures, these are not complex changes and could 
therefore be prioritised in the short-term to promote competition and improved 
customer service.  It is aware that some banks may already have undertaken 
preparatory work in both of these areas and therefore requests that the UK 
Government determine how much work has been done by banks to date and 
considers reducing the timescale for the establishment of a redirection service 
accordingly and setting a more realistic and earlier deadline for the introduction of 
account number portability.  
 
Wider timetable for implementation 
 
The need for a realistic timetable for the implementation of the ICB’s findings is 
understandable in terms of the time that it takes to introduce primary legislation 
and to fully achieve some of the operational changes required within the banks.   
However, the Committee would urge the UK Government to be aware of the 
continued strength of public feeling and adhere to the spirit as well as the letter of 
the ICB’s recommendations by implementing as much as possible as quickly as 
possible, for example, by considering the use of enabling legislation in the early 
part of this UK Parliament so that some of the preparation work can begin within 
banks. In our view, given the banking crisis dates back to 2007/08, full 
implementation only by 2019 is too long. 
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The ICB has been clear that their recommendations comprise a package of 
measures which are inter-related and therefore should be agreed in full.  Given the 
proposed timescale for implementation, the Committee is concerned that the 
measures may be diluted over time and would urge the UK Government to 
implement the measures in full. We have very serious concerns that these 
important recommendations from the ICB are not future proofed. 
 
Cost absorption 
 
There is no doubt that the proposed measures are a necessary start in the efforts 
to promote greater financial stability in the banking sector in the longer-term and 
that financial institutions will necessary incur costs as a result. The Committee 
feels that it is right that these costs be absorbed by the banks themselves and that 
it would be unacceptable for them to be passed on to consumers in any 
substantive way in terms of increased costs and charges and/or reduced levels of 
lending.  The Committee is aware that banks have begun reducing overheads by 
cutting services to consumers and is concerned about the impact this approach 
will have on vulnerable customers. In our view, the banks should look first at taking 
the added costs out of their bonus pots and remuneration budgets for senior staff 
rather than pass these on to the domestic account holder or small business 
person. 
 
Ethics and culture 
 
The financial sector is of great importance to the Scottish economy and the 
Committee feels that an opportunity has been missed by the ICB to tackle the real 
issue - the need to restore trust between the public and the banking sector.  The 
UK taxpayer’s substantial stake in both RBS and LBG affords the UK Government 
with the opportunity to tackle the issues outlined below:  
 

o The massive inequality of pay in the banking sector, with the 
continuation of large remuneration and bonus packages for those at 
the very top which do not appear to be based on share performance, 
and the disproportionate effect of the banking crisis on lower paid 
employees in terms of pay freezes and job losses.  The Committee 
expresses serious concerns that the ICB report does not contain 
recommendations on remuneration. 

o The perceived culture within banking that competing internationally 
and securing ever larger returns for a limited few is more important 
than providing a local service to customers and supporting growth in 
the real economy.  We echo the calls from our predecessor that 
there is a need to return to good old-fashioned banking based on 
sound Scottish principles. In our view, there is a need for banks to 
refocus and put their customers at the heart of their operations and 
business models.  Customers value local banking and good working 
relationships with their banks. This is particularly important for small 
and medium businesses. 

o Public concerns about banking ethics when huge amounts of public 
funds have been used to bail them out are still running high. In our 
view, there are still activities taking place within the banking sector in 
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the UK that could be viewed as socially or environmentally unethical. 
In addition to supporting the real economy - helping themselves and 
local businesses grow – and providing a stable home for retail 
deposits, banks should have sound moral and ethical values at the 
core of their operations. Achieving this would really bring about what 
the ICB calls ‘better banking’. In this context, the Committee is 
persuaded by the words of Adam Smith, written in 1776, which we 
believe remain just as relevant today as they were then— 

 
“It is not by augmenting the capital of the country, but by 
rendering a greater part of that capital active and productive 
than would otherwise be so, that the most judicious operations 
of banking can increase the industry of the country.” 

 
The Committee sincerely hopes that the UK Government will consider endorse all 
of the points outlined above to ensure that there is a robust and diverse banking 
sector created within Scotland and ensure that there is no future requirement for 
taxpayers to bail out the banks. 
 
We look forward to your response. 
  
Yours sincerely 
 
John Wilson MSP 
Deputy Convener 
 
cc. Members of the Committee 
 Cabinet Secretary for Finance, Employment and Sustainable Growth  
 
 

 
 
 



Economy, Energy and Tourism Committee, 3rd Report, 2011 (Session 4) — 
Annexe B 

 7

ANNEXE B: EXTRACT FROM THE MINUTES OF THE RELEVANT 
COMMITTEE MEETINGS 

 
7th Meeting, 2011 (Session 4) 

 
Wednesday 28 September 2011 

 
Present: 
 
Chic Brodie Jim Eadie (Committee Substitute) 
Rhoda Grant Patrick Harvie 
Mike Mackenzie Stuart McMillan 
Anne McTaggart John Wilson (Deputy Convener) 
 
Apologies were received from Gavin Brown (Convener), Angus MacDonald. 
 
The meeting opened at 10.02 am. 
 
4. Independent Commission on Banking report: The Committee took 

evidence from— 
 

Sam Woods, Secretary, Independent Commission on Banking. 
 
 
 

8th Meeting, 2011 (Session 4) 
 

Wednesday 5 October 2011 
 
Present: 
 
Chic Brodie Rhoda Grant 
Patrick Harvie Angus MacDonald 
Mike Mackenzie Stuart McMillan 
Anne McTaggart John Wilson (Deputy Convener) 
 
Apologies were received from Gavin Brown (Convener). 
 
The meeting opened at 9.45 am. 
 
4. Independent Commission on Banking's Final Report - implications for 

Scotland (in private): The Committee agreed its final report. 
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