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As you know, on 18 March the Scottish Parliament's Enterprise, Energy and Tourism
Committee published the report of its Inquiry into the way forward for Scotland's banking,
building society and financial services sector in which it called for the OFT to conduct a
formal investigation into competition in Scotland's banking sector. At the subsequent debate
on the report in the Scottish Parliament on 2 June, following calls from across the chamber
for the Scottish Government to formally write to the OFT urging such an investigation, I
agreed to do so.

As part of the consideration by the then UK Government of the merger between Uoyds TSB
and HBOS under the UK merger regime established by the Enterprise Act 2002, the OFT
reported to the then Secretary of State for Business, Enterprise and Regulatory Reform on
this matter. You will recall that the First Minister for Scotland wrote to you at that time,
urging you to ensue that all Scottish specific interests were separately and distinctly
considered and reported upon. The Scottish Government welcomed the OFT report which
quite clearly showed that there were major questions about a substantial loss of competition
for both individuals and businesses in Scotland. Subsequently, of course, Lord Mandelson
decided not to refer the proposed merger to the Competition Commission on public interest
grounds.

Our view at that time was that the acquisition of HBOS by Uoyds TSB would impact on the
choice available to Scottish consumers, both retail and wholesale, and potentially reduce the
number of products available to them. While fully appreciating the dramatic changes in the
financial landscape at both domestic and international levels which has impacted upon bank
lending, it remains our view that the lack of competition in Scotland's banking sector is a key
concern for the efficient operation of the market in Scotland. As you also know, in July 2009
we published the results of our survey which identified constraints on lending to business as
a serious issue for SMEs in Scotland. The follow up survey published in February 2010
shows that while there are some positive signs, particularly a reduction in rejection rates and
less suppressed borrowers, many firms continue to report that the costs of securing finance
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remains an issue for them. We have made the results of this important work available to the
OFT.

The Scottish Government has made clear that we need to see a diverse and competitive
banking sector in Scotland and that the divestment process being undertaken by some of our
banks should provide an opportunity to improve the level of competition in banking in
Scotland - but we need to be sure that any barriers to entry are identified and removed. That
is why we very much welcome the OFT's decision to review the barriers to entry, expansion
and exit in retail banking which will focus on personal and SME banking and particularly
welcome the decision to look specifically at the sector in Scotland. For our part, the Scottish
Government has committed to continue to make data in relation to the workings of the
market in Scotland available to the OFT.

It is clear to us, however, that the concerns raised in the OFT report to the UK Government
on 24 October 2008 around the impact of the acquisition of HBOS by Lloyds TSB on SME
banking in Scotland remain pertinent today and I would therefore urge you to go beyond your
current plans for a review of barriers to entry etc in banking and commit to a formal
investigation into competition in the banking sector in Scotland.
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