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3 R e f o R m i n g  f i n a n c i a l  s e R v i c e s

A strong and thriving UK financial services sector supports UK growth and prosperity. In order for 
this positive contribution to be delivered, market participants and regulators need to ensure that the 
sector’s development is sustainable and supports long term economic growth. 

The Government attaches great importance to tackling the remuneration practices that contributed 
to excessive risk-taking by the banking industry. The 2009 Pre-Budget Report announces that:

a temporary bank payroll tax of 50 per cent will apply to discretionary bonuses •	
above £25,000 awarded in the period from Pre-Budget Report to 5 April 2010 for 
each individual employee.

The Government has taken decisive steps to maintain financial stability and promote the flow of 
credit to the economy. The success of these financial sector interventions is reflected in a downward 
assessment of their eventual net fiscal cost. Building on these interventions, the 2009 Pre-Budget 
Report announces that the Government will:

explore ways of encouraging more sustainable, transparent and standardised •	
mortgage-backed securities markets;

consult on and promote the UK regulated covered bond market; and•	
publish a discussion paper on developing non-bank lending channels.•	

The Government will shortly announce a package of measures to reduce the impact of any future 
failure of systemically important investment banks. It is also working at the national, EU and global 
level to shape the future development of the financial services sector. The 2009 Pre-Budget Report 
announces:  

the introduction of a Code of Practice on taxation for banks;•	
a new advisory group on professional and financial services;•	
measures to promote a level playing field for Islamic finance products;•	
a specific Governance Code for Building Societies and other mutuals; and•	
the commencement of a new regulatory framework for recognised inter-bank •	
payments systems.

Competition and choice are central to responsive and well functioning markets. The Government 
is taking steps to promote competition in financial services, and to ensure that consumers are 
empowered to make informed choices, have access to the services they need, and are appropriately 
protected. The 2009 Pre-Budget Report announces:

£20 million to fund the national rollout of the Money Guidance service in 2010-11, •	
helping one million people to manage their money better; and

£5 million to fund extended opening hours at Citizens Advice bureaux in 2010-11, •	
helping an additional 300,000 people.

A strong and thriving financial services sector supports growth and prosperity across 3.1 
the economy. The UK financial services industry plays an important role in supporting 
individuals, households and businesses by transforming short-term deposits or investments 
into long-term loans; helping customers manage their risk and accumulate wealth; and 
providing payments services and other mechanisms to allow financial transactions to 
be made quickly, cheaply and reliably. In order for financial services to make as positive a 
contribution as possible to the economy, market participants and regulators need to ensure 
that the sector develops in a manner that is sustainable and supports long-term growth. 



3 R e f o R m i n g  f i n a n c i a l  s e R v i c e s

42 2009 Pre-Budget Report

RESTORING  STAB IL ITY  FOR  A  STRONG ECONOMY

The Government has taken a number of comprehensive and complementary 3.2 
policy steps to support the economy in the face of a global financial crisis. As this section 
demonstrates, the Government has acted and will continue to act decisively, both in dealing 
with the current global crisis and in guarding against future financial disruption and its 
impact on businesses and consumers. 

3.3 Since October 2008, the Government has taken steps to restore and maintain 
financial stability, ensure the ongoing supply of credit to the economy, and support 
economic recovery. Box 3.1 summarises the fiscal implications of these measures, which 
include:

Recapitalisation – to address concerns about the solvency of financial 	•
institutions, the Government made commercial investments, through 
the purchase of shares or underwriting the issuance of new shares, to help 
strengthen banks’ capital positions;

Asset Protection Scheme (APS) – designed to protect financial institutions 	•
against exposure to exceptional future credit losses on certain portfolios 
of assets, helping banks to rebuild and restructure their investments and 
increase lending in the economy. Full details of the scheme were published 
on 7 December;1

Credit Guarantee Scheme (CGS) – provides a guarantee on eligible new debt 	•
issued by qualifying institutions to supports banks’ access to wholesale 
funding markets and, in turn, lending by banks to businesses and individuals. 
This scheme is considered in more detail below;

Asset Backed Securities Guarantee Scheme – provides guarantees for AAA-	•
rated residential mortgage-backed securities (RMBS), extending banks’ and 
building societies’ funding options alongside the CGS. In October this year, 
the entry window for the scheme was extended until 31 December 2009;

Special Liquidity Scheme (SLS) – provides liquidity by allowing institutions to 	•
swap illiquid assets for Treasury Bills, which are more easily converted into 
cash, minimising the system-wide risks of illiquidity to financial stability. The 
scheme has been closed to new drawdowns since January this year but will 
run until January 2012; and

Asset Purchase Facility (APF) – designed to enable the Bank of England 	•
to help improve the operation of credit markets through the purchase of 
corporate assets such as corporate bonds and commercial paper. This will 
improve liquidity, reduce funding costs and increase the availability of credit 
by stimulating the issuance of further instruments in those markets.

1 Royal Bank of Scotland: details of the Asset Protection Scheme and launch of the Asset Protection Agency available at www.
hm-treasury.gov.uk
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Box 3.1 Fiscal implications of financial stability measures

At the time of the Budget 2009, estimates of the eventual net fiscal cost of the Government’s 
financial sector interventions were subject to an exceptionally high degree of uncertainty reflecting 
both the prevailing macroeconomic and market conditions, and in a context of negotiations with 
the Royal Bank of Scotland (RBS) and Lloyds Banking Group (Lloyds) on the APS. The Government 
decided to reflect this unusual level of uncertainty by adopting a provision with the fiscal forecast for 
potential losses ranging from £20 billion to £50 billion. The high end of this range was included as a 
deliberately cautious judgement.

Since the Budget, and as set out in Chapter 2, there has been a general improvement in financial 
market conditions. Moreover, the finalisation of the APS terms and conditions has also considerably 
reduced the fiscal risks:

Lloyds will not participate in the APS, but will instead raise as much as £22.5 billion in •	
capital, more than £15 billion of which will come from the private sector, and pay a fee of 
£2.5 billion to the taxpayer for the implicit protection provided; and

RBS will participate in the APS, but under significantly revised terms. RBS is now exposed •	
to the first £60 billion of losses (from £42 billion announced in February) on the pool of 
insured assets before the Government is liable to make payments under the scheme, and 
the pool of insured assets has been reduced from £325 billion to £282 billion.

These changes mean that the central expectation for payouts to RBS under the APS is zero, and the 
Government’s exposure to RBS and Lloyds has shifted away from the APS and towards the equity 
holdings. Annex B provides more detail on this assessment.

3.4 The crisis has shown that very short-term wholesale funding can pose significant 
risks when there is a loss of confidence. In response, the Government put the CGS in place. 
As of 4 December 2009, the total guaranteed stock outstanding under the scheme was £134 
billion, having declined from its peak in May 2009. The focus for banks should now be on 
rebuilding their funding portfolios through private sector solutions, helped by the 
guaranteed debt they already hold and can roll over for years to come. 

However, to sustain confidence in light of continued uncertainty, 3.5 the Government 
will allow a short-term extension to the Credit Guarantee Scheme of two months subject to 
State aid approval. Given the improvement in market conditions, there will be no automatic 
allocation of issuance to participating institutions.

3.6 The Government has made clear the importance of reforming the remuneration 
practices that contributed to excessive risk-taking by the banking industry. However, some 
banks may be intending to pay bonuses for the current year that are not consistent with a 
prudent approach to risk or with the need to ensure a sound capital base. To encourage 
banks to take full account of these and other relevant factors in their bonus decision-making, 
the Government today announces that where bank (and building society) employees are 
awarded discretionary bonuses, in whatever form, above £25,000 in the period from the 
Pre-Budget Report to 5 April 2010, the banks paying these bonuses will pay an additional 
bank payroll tax of 50 per cent on the excess bonus over £25,000. The background to this 
measure is discussed further in Box 3.2.
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Box 3.2: Banking Bonuses

The Government attaches great importance to tackling the remuneration practices that contributed to 
excessive risk taking by the banking industry. The Government has made clear that the sector the needs 
to develop sustainable long-term remuneration policies that take better account of risk and facilitate the 
build up of loss-absorbing capital. However, evidence suggests that some may be intending to pay bonuses 
for the current year that are not consistent with a prudent approach to risk. 

The Government today announces that where bank (and building society) employees are awarded 
discretionary bonuses, in whatever form, above £25,000 in the period from the Pre-Budget Report 
to 5 April 2010, the banks paying these bonuses will pay an additional bank payroll tax of 50 per cent 
on the excess bonus over £25,000. The tax will not be deductible in computing the taxable profits 
of affected companies. This tax will encourage banks to consider their capital position and to make 
appropriate risk adjustments when settling the level of bonus payments above the threshold, which 
is at the level of median earnings in the UK. If banks choose to make awards that are not consistent 
with a prudent approach to risk, it is only fair that they contribute more to the public finances, in a 
year when profits have been facilitated by significant taxpayer support for the banking sector as a 
whole. 

It is intended that in the longer term, remuneration practices will be changed as a result of corporate 
governance and regulatory reforms, as outlined later in this chapter. The one-off bank payroll tax 
will apply until 5 April 2010, but the Government will consider extending the period of the charge 
so that the tax remains in place until the relevant provisions of the Financial Services Bill come into 
force. Where there is evidence of avoidance schemes being put in place, the Government will take 
action to close those schemes. 

3.7 A fair and competitive credit market is a key component of a successful economy. 
Maintaining the flow of lending to creditworthy businesses and individuals is essential to 
growth and prosperity. The Government has taken a number of steps to support responsible 
lending and to promote best practice in the treatment of borrowers. The aim is not to return 
to the irresponsible lending practices of the pre-crisis period, but to ensure that the supply of 
credit meets recovering demand from creditworthy borrowers. 

Analysis by the Bank of England in its July 2009 3.8 Financial Stability Report2 of past 
recessions and financial crises in other countries suggests that bank lending typically 
remains weak in the early stages of recovery. Since the start of the economic downturn, while 
banks have continued to lend to both households and businesses, the rate of net lending 
has been on a downward trend in the UK.3 This trend has also been seen in the US, the Euro 
area and Japan, and net lending to businesses in the UK is declining in percentage terms at a 
similar rate to that experienced in the 1990s recession.

The subdued level of lending evident in recent months may reflect a number of 3.9 
factors, including:

a reappraisal of risk by lenders, investors and borrowers following the crisis;	•

uncertainty about the prospects for the economy, impacting on the demand 	•
for finance by households and businesses;

financial institutions restructuring to deliver higher capital levels and more 	•
conservative loan exposures; 

2 See Financial Stability Report, Bank of England, July 2009, available from www.bankofengland.co.uk
3 See Monetary & Financial Statistics, Bank of England, October 2009, available at http://www.bankofengland.co.uk/statistics/
ms/2009/oct/taba4.3.xls
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larger businesses have turned to reviving corporate bond and equity markets 	•
as an alternative source of external finance, raising £25 billion in net funds 
since March 2009;4 and

businesses restructuring and paying off debt during the recession. This has 	•
had an impact on the overall level of net lending to businesses. Repayments 
of business loans have, over the last six months, been £16 billion greater than 
the total level of new lending.5

It is important that creditworthy households and businesses should not suffer 3.10 
from constraints on the supply of lending, especially as demand recovers. To support 
access to competitively priced finance, the Government has secured legally binding 
lending commitments from RBS and Lloyds to lend an additional £25 billion and £14 
billion respectively, subject to demand and on commercial terms, to mortgage customers 
and businesses. Both RBS and Lloyds have already made substantial amounts of lending 
available to borrowers. The Government expects both banks to continue to meet demand 
for lending from creditworthy households and businesses. Chapter 4 sets out the steps 
that the Government has taken, and will take, to improve access to finance and to increase 
transparency of pricing for small and medium-sized businesses.

3.11 Mortgage-backed securities markets expanded strongly between 2003 and 2007. At 
the onset of the crisis, these markets saw a sudden drop in liquidity and a widening of 
spreads owing to uncertainty about risks. A lack of transparency and the complexity of some 
products may have contributed to the deterioration in market confidence.

It is important that lenders continue to have access to a diverse range of funding 3.12 
sources, including securitisation markets. These markets need, however, to be robust, 
more liquid and consistent with financial and macroeconomic stability more broadly. 
The Government will explore ways of encouraging more sustainable, transparent and 
standardised UK mortgage-backed securities markets, working with the Bank and the FSA 
through the Council for Financial Stability, and in discussion with issuers and investors, in 
order to establish a broader investor base and lay the foundations for stronger markets in 
the future. The Government will update on progress at Budget 2010.

3.13 Covered bonds play a significant role in Europe, and the Government wishes to 
facilitate a robust Regulated Covered Bond market in the UK. In March 2008, the Government 
established a new legislative framework for covered bonds, supervised by the FSA. The 
Government and the FSA have consulted with market participants, and believe the current 
regulatory regime for covered bonds supports high quality products. They also recognise 
investors’ desire for clarity and transparency about how the regulatory framework works. The 
Government will consult in early 2010 on supplementary rules where greater clarity may 
be warranted on issues such as asset quality and asset capability standards for Regulated 
Covered Bonds. Regulated covered bond issuers, the Government and the FSA will work 
together to promote familiarity with the UK’s regulatory regime.

3.14 UK firms have historically relied extensively on banks for lending. Non-bank 
channels do play a role in the financing of UK corporates, but less so than in the US. 
Developing non-bank lending channels would help to improve the future resilience of the 
economy in the face of financial shocks.

4 See Trends in Lending, Bank of England, October 2009, available at http://www.bankofengland.co.uk
5 See Trends in Lending, Bank of England.
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HM Treasury, working closely with the Bank of England, has been exploring with a 3.15 
range of stakeholders the different factors that could together constitute barriers to some 
corporates accessing non-bank investors. Of particular interest are issues around the credit 
assessment and monitoring process, including whether ways can be found of developing 
alternative credit assessment processes, the role of corporate transparency, transparency in 
the pricing of bank loans, the factors underpinning UK investor preferences, and loan and 
bond market infrastructure. These factors are closely interlinked and steps to encourage an 
increased role for non-bank investors would need to be carefully designed and sequenced.

To address this issue, HM Treasury will launch a discussion paper on developing 3.16 
non-bank lending channels in the UK. It will be advised by the Bank of England and FSA, 
working with the Department for Business, Innovation and Skills.

REFORMING F INANC IAL  MARKETS  FOR  THE  LONG TERM

Recent events have demonstrated the close ties between the financial sector and 3.17 
the broader economy. Chapter 2 outlined the importance of macroprudential regulation, 
and this section sets out the steps the Government is taking to enhance the stability and 
resilience of the financial markets by: 

introducing regulatory reforms to strengthen the UK’s institutional framework 	•
for financial stability, with improved monitoring and mitigation of systemic 
risk; 

introducing reforms to reduce both the probability and impact of systemic 	•
firm failure; and

pursuing these reforms not only at a national level but also leading the way in 	•
the EU and globally.

This section also describes how the Government is reforming the incentive structures 3.18 
and governance of financial services firms to restore trust and confidence in the sector, to the 
benefit of long-term growth across the economy as a whole. 

S t reng then ing  the  i n s t i tu t i ona l  f r amework
The UK Authorities are taking forward a comprehensive package of reforms – 3.19 

through the Banking Act 20096 and the Financial Services Bill,7 as well as the through the 
implementation of the recommendations and proposals coming from the FSA’s Turner 
Review,8 the Reforming financial markets White Paper,9 and the Walker Review of Corporate 
Governance10 – to strengthen the domestic regulatory architecture.

3.20 On 19 November, the Government introduced the Financial Services Bill in the 
House of Commons. The Bill introduces a new Council for Financial Stability, with a 
responsibility for monitoring and coordinating the Authorities’ response to challenges 
relating to systemic risk and financial stability. 

6 Banking Act 2009 is available at http://www.opsi.gov.uk
7 Financial Services Bill is available at http://www.parliament.uk
8 Turner Review – a regulatory response to the global banking crisis available at http://www.fsa.gov.uk
9 Reforming Financial Markets is available at http://www.hm-treasury.gov.uk
10 The Walker Review of Corporate Governance in UK banks and other financial industry entities: Final recommendations is 
available at http://www.hm-treasury.gov.uk
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This increased focus on a more systemic approach to regulation is reinforced by a 3.21 
further provision in the Bill conferring on the FSA an explicit objective for financial stability. 
This is in addition to the statutory financial stability objective created for the Bank of 
England in the Banking Act 2009. 

To support this strengthened approach to regulation, the Bill also enhances the 3.22 
FSA’s regulatory powers, including those related to information-gathering and short selling 
practices, as well as its disciplinary powers.

3.23 Inter-bank payment systems are important for the functioning of financial markets 
and the economy. The interlinkages between systems, banks and other financial 
intermediaries mean that deficiencies in the design of the payment system or disruption of 
its operation could have systemic or system-wide effects extending throughout the financial 
system, ultimately affecting its overall stability. The Banking Act confers powers on the Bank 
of England to enable it formally to oversee recognised systems where HM Treasury is satisfied 
that the design of the system or disruption of its operation would be likely to have systemic 
or system-wide effects. The Government announces the commencement on 31 December 
2009 of the new formal regulatory framework for the oversight of recognised inter-bank 
payment systems.

Reduc ing  the  r i sk  and  impac t  o f  s y s t emic  f i rm  f a i l u re
3.24 The Government is also taking action to respond to the particular challenges 
involved in dealing with the failure of major investment banks and the impact of such 
failures on markets, clients, and creditors. The Government will shortly announce a package 
of policy measures designed to reduce the impacts of any future failure of systemically 
important investment banks. 

3.25 The Financial Services Bill legislates for Recovery and Resolution Plans (RRPs) 
(sometimes referred to as “living wills”), placing a duty on the FSA to make rules requiring 
firms to produce such plans. RRPs will be a key tool for the Authorities in maintaining 
financial stability as the plans are designed to reduce the probability of systemic firm failure 
and, should these firms fail, the impact on the financial system and wider economy. 

The plans will comprise two elements: a recovery element setting out the range of 3.26 
credible actions the firm would take in a stress situation (e.g. restoring its capital or liquidity 
position, or preventing failure through de-risking and restructuring plans); and a resolution 
element setting out how the Authorities’ resolution tools would be applied to a firm should it 
fail, and what actions firms might take to address any obstacles to such resolution. RRPs will 
be a significant means of dealing with the problems raised by some firms being viewed as 
too large, too complex and too interconnected. The FSA’s pilot project on RRPs, working with 
a small number of large UK banks, is already underway to an ambitious timetable and these 
firms will have produced draft components of RRPs by 2010.

3.27 The costs of financial instability in terms of taxpayer support have been significant. 
We now need to consider whether it would be right to go further in addressing the balance of 
risks, rewards and responsibilities. As set out by the Prime Minister at the G20 Finance 
Ministers meeting in November, it is not clear that the distribution of the costs of failures in 
the financial sector is appropriate, compared with that of the rewards of success. Given the 
global nature of the financial services industry, any action to rebalance risks and rewards 
would need to be coordinated internationally, and the IMF have been asked by the G20 to 
report next year on options to ensure the financial sector makes a fair and substantial 
contribution. The Government will shortly publish a discussion paper as a contribution to 
this international debate.
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Re form in  the  EU  and  g loba l  con tex t
3.28 The global financial crisis has highlighted serious failures in the adequacy of 
international regulatory standards. The Government has been working at international and 
EU levels to achieve more robust international standards consistent with the domestic 
reform agenda. These measures are crucial in order to avoid the fragmentation of global 
financial markets, protectionism and regulatory arbitrage.  

3.29 The UK is committed to making the European single market the most open, efficient 
and stable financial market in the world. The Government is therefore leading the global 
debate on higher standards of regulation and supervision; promoting harmonised standards 
based on robust use of consultation, analysis and impact assessment; safeguarding financial 
stability by ensuring that common financial risks are effectively managed; and discouraging 
protectionism in the EU and internationally.

3.30 In order to deliver these objectives within the EU, and in a manner consistent with 
the direction agreed internationally by the G20, the UK is focusing on the following key 
priorities: tackling systemic risks at an early stage; achieving stronger standards of prudential 
regulation and risk management; developing more effective rule making and enforcement 
by supervisory authorities; improving crisis management and resolution arrangements; and 
promoting competition and the single market.

3.31 Consistent with these objectives and priorities, the UK is:

through its work on “Solvency II” contributing to the development of 	•
modern and risk-based EU-wide solvency requirements for insurers that 
protect Europe’s claimants, savers and pensioners. The Government is 
also undertaking extensive consultation with the industry on the tax 
consequences of the Directive;

closely involved in negotiating the proposed Alternative Investment Fund 	•
Manager Directive. The Government has been working to secure substantial 
improvements and will seek to build on this work with European partners; 
and

actively engaged in EU efforts to amend the Capital Requirements Directive 	•
to provide a state-of-the-art prudential framework for credit institutions and 
investment firms in the EU. Current proposals will raise the amount of capital 
banks must hold against resecuritisations and assets held in their trading 
books. The UK is strongly supportive of the adoption of these rules and will 
continue to ensure that EU legislation appropriately strengthens prudential 
standards while being consistent with international agreements.

3.32 The UK has been at the forefront of international financial regulatory reform through 
its Presidency of the G20. Box 3.3 sets out progress made in reforming financial services 
under the UK’s G20 Presidency. 
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Box 3.3 Progress in reforming financial services under the UK’s G20 Presidency

Under the UK’s leadership as G20 President, international consensus has emerged in support of a 
comprehensive package of financial regulatory reforms to strengthen the financial system for the 
future. Key achievements include:

significantly enhancing the international regulatory architecture by replacing the Financial •	
Stability Forum with a new Financial Stability Board (FSB) that has an expanded membership 
and a broader mandate to promote financial stability;

establishing supervisory colleges for the largest cross-border firms, and endorsing principles •	
for cross-border cooperation on crisis management;

strengthening prudential regulation through the Basel Committee on Banking Supervision, •	
including work on mitigating pro-cyclicality and enhancing the Committee’s principles for 
banks’ management of liquidity risk;

revisions to accounting standards, including on the valuation of financial instruments and in •	
the accounting treatment of off-balance sheet exposures; and

endorsing FSB principles and standards for sound compensation practices, and calling on •	
firms and authorities to implement these standards immediately.

The UK looks forward to working closely with G20 members under the Republic of Korea’s 
Presidency to take forward the commitments made at Pittsburgh and St Andrews, in particular with 
respect to:

maintaining pace on strengthening capital and liquidity regulation; •	
ensuring that compensation policies and practices support financial stability and align with •	
long-term value creation;

strengthening regulation and oversight of systemically important firms; and•	
tackling non-cooperative jurisdictions in relation to international standards in regulatory •	
cooperation and information exchange.

Re forming  i n cen t i ve s  and  governance  i n  f i nanc i a l  s e c tor 
f i rms 
3.33 In February 2009, Sir David Walker was commissioned to review corporate 
governance practices in the UK financial services sector and to identify failures that 
contributed to the onset and severity of the financial crisis. The Government has welcomed 
Sir David’s final report, which was published on 26 November 2009 and included detailed 
recommendations on board size; composition and qualification; the functioning of the board 
and the evaluation of performance; the role of institutional shareholders and shareholder 
communication and engagement; governance of risk and remuneration. 

A key theme in the review is the role of shareholders and their responsibilities 3.34 
for governance and good stewardship. Sir David recommends that the industry adopt a 
Stewardship Code, which should outline the principles of best practice according to which 
institutional shareholders can illustrate their commitments to good governance, and that the 
FSA should ensure that firms either comply or report their non-compliance with the Code. 
On 1 December the Financial Reporting Council welcomed the Government’s request that it 
take on responsibility for a Stewardship Code, and announced a consultation to ensure the 
code can be operated effectively. 

Walker Review
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3.35 A key function of a governance framework is to ensure remuneration policies 
encourage a prudent approach to risk and are aligned with long-term value creation. The UK 
has taken the lead in bringing about change in financial services remuneration practices to 
ensure that these do not encourage excessive risk taking:

the FSA has added a remuneration code to its Handbook.	• 11 This includes 
principles and guidance on sound remuneration practices. The code comes 
into force in January 2010, in advance of which regulated banks must work 
with the FSA to ensure they are compliant;

the Government led calls for international standards for remuneration 	•
within the G20 and will continue to work with the FSB in implementing the 
principles and standards agreed at the Pittsburgh summit; and

five major UK banks,	• 12 as well major foreign banks with significant UK 
operations, have released public statements outlining their commitments to 
the FSB Standards and the FSA Remuneration Code.13

The Government has designed legislative measures that will ensure remuneration is 3.36 
consistent with effective risk management and that shareholders have the information they 
require to provide the appropriate oversight. The Financial Services Bill includes a provision 
that:

bestows a duty on the FSA to ensure that remuneration policies are consistent 	•
with effective risk management and in line with the FSB standards;

gives the Treasury the power to direct the FSA to consider whether the 	•
remuneration plans of authorised persons comply with FSA remuneration 
policy requirements; and

empowers the FSA to make rules that impose specific prohibitions on 	•
the way in which a person may be remunerated; make any provision of a 
remuneration contract that contravenes such a prohibition void and so 
unenforceable; and provide for the recovery of any payment that may have 
been made under such a provision.

The measures in the Bill will also provide the Government with the necessary powers 3.37 
to implement requirements for the disclosure of remuneration. These will involve aggregated 
and banded disclosure and the Government will consult on going further than Sir David’s 
recommendations, including on a lower minimum threshold and narrower bands. The 
information disclosed will provide shareholders with valuable information and enable them 
to provide more effective oversight of the relation between risk and remuneration in the 
companies in which they are invested. 

In advance of these measures taking effect, and as outlined in Box 3.2, the 3.38 
Government today announces that where bank (and building society) employees are 
awarded discretionary bonuses, in whatever form, above £25,000 in the period from the Pre-
Budget Report to 5 April 2010, the banks paying these bonuses will pay an additional bank 
payroll tax of 50 per cent on the excess bonus over £25,000.

3.39 The FSA has been reviewing the governance and risk management of stock lending 
in the market. The Government welcomes this work and will work with the FSA and market 
participants as necessary to help develop thinking in this area.

11 FSA draft code on remuneration practices is available at http://www.fsa.gov.uk
12 Barclays, HSBC, Lloyds, RBS, and Standard Chartered
13 The banks’ joint statement is available at http://www.hm-treasury.gov.uk/press_92_09.htm
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3.40 An important step towards reversing the erosion of confidence and trust in the 
financial sector is to ensure that the industry is seen to be making an appropriate level of tax 
contributions to the public finances.

After a period of consultation the Government is introducing a Code of Practice 3.41 
on taxation for banks. The Code encourages clearer norms for behaviour, commitments to 
fairness and responsible behaviours facilitated through open and transparent relationships 
between banks and HMRC. The Government expects all banks operating in the UK to adopt 
the principles set out in the Code of Practice.

The Government remains determined to take action where firms engage in tax 3.42 
avoidance. Chapter 5 provides further detail of steps taken, and announces a series of 
measures to counter avoidance schemes and ensure that the financial sector complies fully 
with its tax obligations. 

Ensur ing  tha t  the  UK  f i nanc i a l  s e c tor  r ema ins 
i n te rna t i ona l l y  compet i t i v e 

The Government remains committed to ensuring that the UK’s financial services 3.43 
sector remains strong over the long-term, retains its comparative advantage internationally, 
and meet the needs of consumers and businesses in the wider economy.

3.44 Both Government and industry have a joint interest in developing and promoting 
the UK’s long-term competitiveness as a global centre for financial and professional services. 
The Government is keen to engage with the financial services industry on important issues, 
and to make changes where appropriate to foster international competitiveness. 

The High Level Group of industry leaders was asked by the Chancellor to identify 3.45 
challenges to, and trends in, the competitiveness of financial services.14 The Government 
welcomes the reports, summarised in Box 3.4, and is building on its engagement with the 
industry to take forward a range of proposals.

14 The High Level Group reports included: UK International Financial Services – The Future; Professional Services Global 
Competitiveness Group Report; Vision for the Insurance Industry in 2020: A Report from the Insurance Industry Working Group; 
Asset Management: The UK as a Global Centre. All available at http://www.hm-treasury.gov.uk
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Box 3.4 Chancellor’s High Level Group reports

The Group’s four reports on financial services competitiveness, professional services, insurance, and 
asset management, focus on the long-term future of the wider industry. Common themes include 
the need for:

ongoing constructive engagement between industry and Government;•	
demonstration of the value of the industry internationally and domestically;•	
high regulatory standards, with the UK playing a leading role in formulating and •	
implementing EU and global reforms;

practical and sustainable taxation arrangements;•	
recognition of the importance of customer-centred products and services;•	
increased consumer trust and confidence and financial capability;•	
responsible innovation and investment in anticipation of future challenges and unmet needs; •	
and

attraction and nurturing of the best talent to meet current and future skills needs.•	

3.46 Industry, for its part, must take the lead on a number of issues. The asset 
management industry should proactively focus on steps to restore consumer confidence and 
to respond to clients needs, while reforming processes of governance and stewardship. The 
Government also looks forward to proposals from the insurance industry for improving 
collaboration on risk management, and for managing the risks of unemployment, ill health, 
and the need for a retirement income or long-term care.

3.47 The Government announces that the Chancellor will convene a new advisory group 
on financial and professional services, as a smaller and more focused successor to the 
former High-Level Group. It will act as a critical sounding board for the Government with 
respect to policies pertaining to the long-term future of the sector and their cumulative 
impact, and will ensure that the conclusions from the competitiveness reports are followed 
through.

3.48 The Government supports the recent creation of TheCityUK as a single, independent 
and practitioner-led organisation that can take a clear lead in promoting the industry at 
home and internationally. It welcomes efforts taken so far to rationalise existing promotional 
structures, and looks forward to further progress by TheCityUK in achieving high standards 
in promotional work.

3.49 The Government recognises the importance for future growth and investment of 
partnerships with European and emerging markets. Dialogues this year with China and India 
have further deepened bilateral financial market and regulatory cooperation, with strong 
participation from industry and Government. 

3.50 Over the past three years, the Government has taken significant steps to enhance the 
competitiveness of the UK’s asset management sector, drawing on extensive consultation 
with the industry. The Government is committed to maintaining the UK’s competitive 
position in light of broader changes in the regulatory and tax environment.
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As part of an ongoing commitment to the UK’s position as a centre for Islamic 3.51 
finance, the Government intends to provide relief from tax on capital gains for alternative 
property refinance transactions, subject to satisfactory safeguards. The Government has 
also announced a commitment to ensure, as far as possible, a level playing field on VAT for 
retail consumers of Islamic finance products compared to consumers of their conventional 
equivalents. This includes a commitment to issue guidance on the VAT treatment of 
alternative finance investment bonds.

PROMOTING  AND ENSURING  A  FA IR  DEAL  FOR 
CONSUMERS

Competition and choice are central to responsive and well functioning markets. This 3.52 
section sets out steps the Government is taking to promote competition in financial services, 
and to ensure that consumers are empowered to make informed choices, have access to the 
services they need, and are appropriately protected.

Promot ing  cho i ce  f o r  consumers 
Competition and choice are vital for improving the efficiency and responsiveness 3.53 

of financial markets for consumers. The Government welcomes today’s publication of a 
Memorandum of Understanding between the FSA and the Office of Fair Trading (OFT), 
embodying strengthened cooperation on competition matters.

3.54 The Government believes in competitive markets, and the UK is a strong supporter 
of the EU State aid framework that ensures that governments only give assistance to private 
institutions when absolutely necessary, and that, where aid is provided, appropriate steps are 
taken to mitigate distortions to competition. In light of the recapitalisations announced in 
October 2008 and the APS, the European Commission has approved a restructuring plan for 
Lloyds, and it is expected that RBS’ restructuring plan will be approved in the coming weeks. 
Together the restructuring plans will result in the divestment of over 900 branches by 2013.

These divestments will lead to a genuine increase in competition in the UK banking 3.55 
market. The Government has made it clear that both banks will be required to sell these 
businesses as single viable packages, to either smaller competitors or new entrants to the 
market. This will reverse a 40-year trend of retail bank consolidation in the UK and ensure 
that these divestments increase diversity and competition in the UK banking market. 
Combined with the entity emerging from the splitting of Northern Rock, the divestments of 
Lloyds and RBS will potentially create three new banks on the high street in the space of five 
years, to the benefit of UK businesses and consumers.

3.56 The Government is also taking steps to promote competition and consumer choice 
through supporting the development of a strong, competitive and sustainable building 
society sector. Despite weathering the financial crisis well, there remain challenges to the 
traditional building society model in the current market environment, including increased 
competition from banks for retail deposits, pressure on margins, and capital and funding 
constraints.

In 3.57 Reforming financial markets, the Government announced that it would convene 
an expert group of key stakeholders to advise on the strategic issues affecting building 
societies. The Government welcomes the positive progress the group has made to date 
in taking this work forward, and urges the sector to identify and pursue opportunities for 
achieving efficiencies through shared services, but does not recommend moving towards 
a heavily integrated continental model given the potential impacts on competition and 
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diversity. The Government also welcomes the work towards a sector-led pooled funding 
vehicle which could have significant funding benefits for societies; and it strongly encourages 
the sector to continue to seek new ways to raise core capital. The Government will continue 
to engage with the sector on this important work.

The Government applauds the good work of many societies in ensuring strong 3.58 
corporate governance, but recognises that mutuals face different governance challenges to 
companies with shareholders. Following the Walker Review, and the subsequent Financial 
Reporting Council (FRC) consultation on the Combined Code, the Government proposes 
the introduction of a specific governance code for building societies and other financial 
mutuals. The Government will also consider the introduction of a regular independent 
review of building societies (and other financial mutuals) adherence to the Code.

3.59 The merger of Co-op Financial Services and Britannia Building Society was the first 
under new legislation enabling building societies to merge with other mutual societies 
without losing the benefits of mutual ownership. The Government has recently laid 
regulations addressing the tax consequences of transfers of business by mutual societies 
under this legislation (the Building Societies (Funding) and Mutual Societies (Transfers) Act 
2007) and for pre-existing and continuing transfer rules. This ensures that tax does not act as a 
barrier to transfers of engagements between mutual societies, or to demutualisations, and 
provides a level playing field within the sector where appropriate, improving competition. 

Empower ing  consumers
3.60 Informed, motivated and empowered consumers are key to a competitive and fair 
marketplace. The Government is taking steps to ensure that consumers have access to 
products that meet their needs, and are equipped to make informed financial choices.

3.61 The Retail Financial Services Forum (RFSF), announced at 2008 Pre-Budget Report, 
has a remit to promote a financial services industry that operates in the interests of 
consumers. Chaired by the Exchequer Secretary, it has discussed a wide range of issues over 
the course of the year and has played an important role in supporting the development of 
the consumer-focused measures in Reforming financial markets. It will continue to develop 
and support policy approaches to promote confidence and fairness. 

3.62 The Financial Inclusion Taskforce has confirmed that the Shared Goal agreed by the 
Government and industry in 2004, to halve the number of adults in ‘unbanked’ households, 
has been met. The number of such adults has fallen from two million in 2002-03 to fewer 
than 900,000 in 2007-08;15 a reflection of the Government and industry working together 
effectively to make financial services work for the poorest households. 

The Government believes that the banks have a vital role to play in supporting 3.63 
communities and tackling financial exclusion. It is important to understand how banks are 
supporting our broader community regeneration work. The Government will therefore 
explore options with the banks to improve the information available on services delivered 
in deprived communities.

3.64 Access to affordable credit is an important aspect of financial inclusion. Since 2005, 
the Government has invested £98.75 million in a financial inclusion Growth Fund. This has 
enabled third sector lenders, such as credit unions and Community Development Financial 
Institutions to make some 190,000 loans to financially excluded individuals. Since Budget 
2009, the Government has also procured contracts in a number of new areas including 

15 See Fourth Annual Banking Report, Financial Inclusion Taskforce, October 2009, available from http://www.hm-treasury.
gov.uk
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Lincoln, Newcastle-upon-Tyne, South and East Durham and South East Wales, helping to 
extend provision into high priority areas.

3.65 The Government is committed to supporting and empowering consumers to plan for 
the future and manage their money well. A pilot or ‘pathfinder’ Money Guidance service was 
launched at Budget 2009 to test the recommendations of the Thoresen Review of Generic 
Financial Advice, published in 2008.16 The pathfinder service, which is available through the 
Moneymadeclear website, helpline and via face-to-face sessions, has already helped 265,000 
people in the North West and the North East of England and is on track to reach over 500,000 
people by March 2010. Interim evaluation findings show that Money Guidance is proving 
effective in helping people deal with their finances, from making an informed decision when 
choosing financial products to dealing with debts before they get out of hand. 

In the light of the pathfinder’s success to date, 3.66 the Government and the FSA will 
provide £20 million in 2010-11 to fund the national rollout of the Money Guidance service 
from spring 2010. This will enable the service to help one million people by March 2011. 
The Government also announces its intention to commit at least 25% and up to £100 
million of the funds expected to be released through the Dormant Accounts Scheme over a 
number of years to support delivery of Money Guidance service, subject to the final volume 
of funds available for distribution in England and alongside funding other priorities through 
the scheme, including youth facilities and a Social Investment Wholesale Bank.

3.67 The Government has brought forward provisions in the Financial Services Bill to 
establish an independent consumer financial education body. This body will lead the rollout 
of Money Guidance and take forward the National Strategy for Financial Capability, currently 
run by the FSA. The new body will bring greater profile, improved strategic leadership and a 
flexible and collaborative approach to delivering and funding consumer education 
initiatives. 

3.68 Financial education in school is key to improving financial capability among future 
generations. While financial capability has featured in the secondary curriculum in England 
since September 2008, the Government has introduced provisions in the Children, Schools 
and Families Bill to make financial capability and economic wellbeing a statutory component 
of the secondary school curriculum in England from 2011.

3.69 The Government announced in the Reforming financial markets White Paper that it 
would work on developing a simple, transparent product regime to help people navigate the 
complexity of choosing a financial product. Respondents to the White Paper broadly 
welcomed the proposals but had some concerns about the method of implementation. The 
Government will now undertake consumer research and seek advice from the RFSF, with the 
intention of issuing a consultation on detailed proposals early in 2010.

3.70 The Government’s Open Market Option (OMO) review group continues to make 
progress in improving the provision of information for those choosing an annuity to ensure 
that they get the best annuity deal when they come to draw their retirement income. Since 
the 2008 Pre-Budget Report:

the annuity comparison table on the Moneymadeclear website has received 	•
228,000 visits;

the Association of British Insurers has published new guidance	• 17 requiring 
providers to inform customers of the potential benefits of using the OMO and 

16 Thoresen Review of Generic Financial Advice: Final Report, March 2008, available at http://www.hm-treasury.gov.uk/
17 The ABI guidance is available from http://www.abi.org.uk
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has worked with industry to reduce average OMO transfer times from 31 to 11 
calendar days; and

the Pensions Regulator has looked at a sample of trust-based defined 	•
contribution schemes and found that 98 per cent of schemes sampled did 
offer the OMO, though levels of compliance and good practice varied widely.

Pro tec t ing  consumers
Appropriate consumer protection is central to well-functioning markets. The 3.71 

Government is taking forward reforms to ensure an effective framework of payments, 
mortgage and credit regulation; access to debt advice when needed; and swift redress if 
things go wrong.

3.72 In order to protect consumers using financial institutions other than banks to make 
payments, a new regulatory regime has been established under the Payment Services 
Regulations 2009. This reform provides for an authorisation regime for non-bank payment 
service providers (such as money remitters) and introduces harmonised conduct of business 
rules to protect consumers. 

3.73 The Government is committed to ensuring that the framework of credit and 
mortgage regulation is robust and up-to-date. In July this year, the Government published a 
White Paper on consumer rights, A Better Deal for Consumers,18 which included proposals to 
strengthen the UK’s consumer credit regime. In October, the Government published a review 
of the regulations governing credit and store cards, taking forward commitments in the 
White Paper.19

In November this year, the Government published a consultation document3.74 20 setting 
out proposals to strengthen protections for UK mortgage borrowers. This included measures 
to protect borrowers whose mortgages are sold on to third parties, and an expansion 
of the scope of FSA regulation to include buy-to-let and second-charge mortgages. The 
FSA is also reviewing its mortgages regime, and in October published a mortgage market 
review discussion paper21 with the aim of supporting borrowers and ensuring a sustainable 
mortgage market.

3.75 Bringing together Government, mortgage lenders and consumer groups, the Home 
Finance Forum (HFF) monitors UK mortgage markets, encourages high standards of 
industry best practice and promotes better awareness of industry and Government 
initiatives, focusing on arrears and repossessions. The HFF has coordinated work to improve 
the evidence base on UK mortgage. This enhanced evidence base is supporting both industry 
and Government in strengthening the framework of support for mortgage borrowers in 
financial difficulty.

3.76 At the 2008 Pre-Budget Report the Government allocated £10 million to the Citizens 
Advice Bureau, to be spent from February 2009 to March 2010, to help expand their opening 
hours to meet rising demand for advice. This funding has enabled Citizens Advice to recruit 
and train over 1,700 new volunteers and will help an estimated minimum of 335,000 people 
by March 2010, which is equivalent to 290,000 people per year or £30 per person. This Pre-

18 A Better Deal for Consumers: Delivering Real Help Now and Change for the future, March 2009, available at http://www.fsa.
gov.uk
19 A Better Deal for Consumers: Review of the Regulation of Credit and Store Cards: A Consultation, October 2009, available at 
http://www.bis.gov.uk
20 Mortgage Regulation: A consultation, December 2009, available at http://www.hm-treasury.gov.uk
21 Financial Services Authority: Mortgage Market Review, October 2009, available at http://www.fsa.gov.uk
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Budget Report announces further funding of £5 million in 2010-11, which will enable 
Citizens Advice to help another 300,000 people.

3.77 On 25 November, the Supreme Court ruled that the OFT could not assess the fairness 
of bank charges for people who are overdrawn. The Government recognises that this 
outcome was disappointing for many consumers and is clear that the charging structure of 
the banks needs to change in the future. The Government will work with consumer groups, 
the OFT and the banks in order to agree a new framework that will make bank charges fairer, 
simpler and more transparent in the future. The Government will take action to deliver 
change if a voluntary approach does not result in a fair outcome for consumers.

3.78 Consumers made 1.51 million complaints to financial services firms in the first half 
of 2009, compared with 1.48 million complaints in the first half of 2008. Cases referred to the 
Financial Ombudsman Service (FOS) also continue to rise, reaching 69,489 in the first half of 
2009 compared to 57,139 in the first half of 2008. FOS expects its caseload to rise to more 
than 150,000 in 2009-10. 

The Government believes that more can be done to drive up the standards of 3.79 
complaints handling by firms, reduce the number of cases referred to the FOS, and use 
the complaints systems to identify and close down emerging issues before they become 
widespread. It has worked with the Retail Financial Services Forum to consider how to 
identify and address the root causes of problems before they become widespread. The RFSF 
has welcomed the objective of creating an improved process for dealing with complaint 
issues that have wider implications.

Following on from this, the FSA, the OFT and FOS will publish a discussion paper in 3.80 
February 2010 setting out the actions that they are taking, including:

improving the way that the three bodies work together, in order better to 	•
identify conduct risks that might lead to consumer detriment; 

identifying and handling widespread issues and clarifying the roles and 	•
responsibilities of each body and of stakeholders; and

increasing the focus of regulators on facilitating redress through supervision 	•
and enforcement action.

3.81 The Government has introduced two measures in the Financial Services Bill to 
facilitate the resolution of cases with mass complaints: 

a streamlined power for the FSA to establish a collective redress scheme 	•
on behalf of consumers covering a number of firms where there appears to 
have been a widespread failure. Firms will be required to investigate their 
past business; assess whether they have failed to comply with a relevant 
requirement; and determine whether consumers have suffered loss and if so, 
make redress; and

a new form of collective proceedings through the courts, enabling a 	•
representative body to pursue an action on behalf of a group of consumers 
with the same or similar claims against financial services providers.
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