
SUBMISSION FROM THE BRITISH BANKERS’ ASSOCIATION 
 
1. The purpose of the inquiry is to assess the longer term consequences on the Scottish 
economy of the impact of the global financial crisis on Scottish financial institutions and to 
identify actions necessary to ensure that Scotland is prepared to meet the challenges of the 
economic upturn with Scotland recognised as a leading financial services provider. 
 
2. This is welcome given that Scotland - in Edinburgh and Glasgow – has two of the UK’s 
financial centres.  The British Bankers’ Association, which represents 220 banks from 60 
countries on UK and international banking issues welcomes to opportunity to provide 
evidence for the inquiry. 
 
Q1. What is your view on the cause, nature and impact of the recent difficulties in the 
financial sector in Scotland? 
3. While there are factors specific to Scottish institutions, the financial crisis is global in 
nature and the position in Scotland reflects its openness to the global economy.  Global 
imbalances saw the surpluses from trade and oil looking for increasingly high yields.  This 
coupled with high credit growth (and a boom in asset prices, notably property) stimulated 
demands which were met by financial innovation – particularly in complex securitisations 
and derivatives.  Complexity was accompanied by big increases in the leverage of major 
financial institutions. Risks were underestimated and financial losses were compounded by 
the knock-on effects of the US sub-prime crisis, the liquidity shocks following the collapse of 
Lehman Brothers and a shortfall in capital following the repatriation of overseas finance that 
was available in the UK financial marketplace.  
 
Q2. What evidence do you have on the issue of the availability and the cost of credit 
and what effect have the initiatives undertaken by the banks, government bodies, 
regulators and others had? 
4. The initiatives generally have served to ensure that credit facilities are available.   The 
banks themselves advise that there is money available for good lending propositions and 
that they have undertaken initiatives such as business lending roadshows to ensure that 
customers are aware of this. 

5. As for price, loan spreads are higher than immediately before the financial crisis and this 
will continue to be the case.  This reflects both current market conditions and the fact that 
credit risk in the years up until the crisis had clearly been mis-priced.  Lending rates within 
0.2% of Bank of England Base Rate or below are unlikely to return to the marketplace for 
some time, if ever. 

6. With hindsight it can be seen that the last decade or so of liberally available credit was 
abnormal and so in returning to normality it is to be expected that risk will be more 
appropriately priced and this in turn will result in the cost of credit rising.  This is coupled 
with the additional capital that banks have to hold now compared with before the recession. 
It is worth noting that UK banks are having to hold not only twice the level of Tier 1 capital 
that was the norm before the crisis but twice that of the international Basel standards.   

7. The availability of credit, however, remains appropriate for a recession and UK banks 
have been honoring their commitment to Government to make credit facilities available to 

 



good quality borrowers. It is worth noting that the recent mortgage statistics show that the 
number of new mortgages has again increased and the trend now remains positive. It is also 
notable that the overwhelming majority of mortgage lending now only comes from the major 
UK banks – their typical share of new lending amounts has risen to three-quarters of the 
market total from its historic two-thirds share.  

8. With lending to SME’s (as defined by turnover of £1million or less) it has been 
acknowledged by the authorities that this has remained either static or has increased.  This 
needs to be considered against a backdrop of a recession which inevitably means that some 
businesses will unfortunately find that they no longer have sufficient orders or customers to 
maintain their companies as a going concern.  In a recession the demand for working capital 
reduces as many businesses prioritize reducing their existing debt and deferring plans for 
expansion. The SME lending numbers exhibit an increase in the number of SME 
relationships with the major banks.  

9. The Bank of England credit survey meanwhile describes three interconnected scenarios. 
Firstly that there has been and remains a reduction in demand, secondly that the reduction 
of credit from the non-UK banks in the UK has and continues to have a very significant 
effect and thirdly that major PLC’s are now reverting to their more pluralistic form of funding 
that was the case prior to the era of cheap credit.  

Q3. What changes can be expected as part of the ongoing and future restructuring 
plans in the financial services sector within Scotland? 

10. While restructuring will clearly be needed, the financial service institutions particularly 
impacted by the crisis have deeply rooted, historical association with Scotland and remain 
committed to maintaining their presence.   

11. We would add that the banking industry fully appreciates the need for reform and is 
actively engaged in working with governments and regulators at a national, European and 
international level on the introduction of measures aimed at placing financial stability at the 
forefront of regulation.  This includes measures aimed at making the capital regime less pro-
cyclical, strengthening the accounting rules, governance changes, legal reorganization and 
systems changes and toughening up the supervisory regime.   

12. While much of this work is supported there is concern about the potential that the 
various legal and regulatory changes overall may combine to make the UK a less attractive 
place in which to conduct financial services business and may result in lending and other 
services being unduly curtailed.  We have therefore pressed for a proper impact assessment 
of the measures in totality, including a socio-economic analysis.  It may be that this should 
include a regional element. 

Q4. How might these changes affect the business and retail banking market in 
Scotland, access to project finance, a reduction in competition on the ‘high street’ for 
lending, the plans for the retention of functions and ‘headquartering’ etc and what 
can the public sector in Scotland do to ensure the best possible result for Scotland? 

13. There is no reason to believe that access to finance will be more restricted in Scotland 
than other parts of the UK.  Decisions about the location of functions and headquartering 
rest with individual firms which will wish to balance their need to reduce costs with their 
commitment to meeting the needs of employees and customers in the best way they can. 

 



14. The compelling need is to ensure that UK banks can continue to be able to compete 
internationally and that local or UK measures do not place them at a competitive 
disadvantage.  It is important to ensure that knee jerk regulatory changes are not rushed 
through but discussed, agreed and implemented internationally.  Failure to do so risks the 
UK and Scotland implementing excessive requirements, regulatory arbitrage and other 
jurisdictions becoming more attractive.  This in turn may impact on the supply of credit, scale 
of the financial sector and employment.   

15. We note that there appear to be developing plans for some form of a public/private 
sector partnership for investing in further types of businesses along the lines of the old FCI 
and ICFC, the precursors to 3i. There may well be a role for regional or local initiatives along 
this line. 

Q5. What are the current employment levels and skills base in the financial sector in 
Scotland and how may these change?  Additionally, what are the types of jobs that 
might be expected to be lost as part of any restructuring plans? 

16. The ONS estimates that 1,028,000 people were employed in UK financial services at the 
middle of last year, with Scotland accounting for 85,000 or 8.3% of that total.  Scotland 
benefits from a well educated, skilled workforce and this will continue to make Scotland an 
attractive location.   

Q6. How are employment levels in the financial sector calculated at present, under 
what definitions and how do these relate to ONS figures? What changes are required 
to make employment figures more meaningful and comparable with other financial 
centres? 

17. The centralized nature of service provision and variety of counterparties means it is 
difficult to tie financial services to specific geographic locations. 

Q7. What are your views on the current efforts across the public sector in Scotland to 
respond to the recent difficulties in the financial sector in Scotland and what, if 
anything, needs to change in the future as the situation develops? 

18. While many of the initiatives in response to the financial crisis are being undertaken at a 
UK-level, members advise that they value the dialogue with the Scottish government and 
the relevant Scottish local authorities. Our members are actively engaged with the Scottish 
government’s Financial Services Advisory Board as well as other groups such as the Debt 
Action Forum and Repossessions Group. 

Q8. Has Scotland’s reputation as a global financial services centre been detrimentally 
affected by the global crisis and has this been to any greater extent than the 
problems felt in other financial centres? 

19. The reputation of the financial services marketplace and all financial centres, including 
Scotland, has undoubtedly been damaged.  Our best way of responding is to provide 
leadership in the active regulatory dialogue taking place internationally and to achieve a fine 
balance between creating the right conditions for enhanced financial stability while 
maintaining the right conditions for open and competitive financial markets here and 
overseas.  

 



20. In this regard we have welcomed the report ‘Financial Services Global Competitiveness’ 
prepared by a group co-chaired by the Chancellor of the Exchequer and Sir Win Bischoff.  
The report highlights the geographical spread of financial services within the UK, noting that 
the majority of financial sector jobs are outside the City of London, and underlines the 
importance of a forward-looking approach in which regulatory reform is combined with 
ensuring that UK financial services can continue to play a leading role in the changing global 
financial services industry. 

21. It needs also to be appreciated that Scotland’s long association with financial services is 
not limited to banking.  It also has a strong fund management industry and a strong life 
insurance sector. To date these parts of the financial services industry have been less 
impacted by the difficulties of the financial system and of banking. As such, we would expect 
that Scotland has the ability to build on this differentiation.  

Q9. How should Scotland differentiate itself and promote itself as a financial services 
centre in the future and what steps are being taken by our competitors in this 
respect? 

22. By understanding the broad range of financial services activity undertaken in Scotland, 
whether banking, insurance or fund management, their relative strengths and their ongoing 
and future needs.  Tolerance of change and the promotion of Scottish services will assist. 

23. This involves understanding the impacts of regulatory change on Scotland and its 
businesses and the consideration of how Scotland’s strengths can be promoted in the new 
framework.  

Q10. How can we ensure that the Scottish financial sector continues to retain a global 
perspective and does not retreat into a purely localised lending regime? 

24. In responding to the Turner Review and the accompanying FSA discussion paper ‘A 
regulatory response to the global financial crisis’ the BBA made the point that it is in the 
UK’s financial interests to ensure that we maintain the foundations for an open, global 
market in financial services.  This means guarding against national measures that may be 
detrimental to our longer term interests by putting protectionism above the maintenance of 
an open trading environment and fighting our corner in Europe since Brussels in some 
cases is keen to legislate in areas in which it has little expertise or understanding.  

 Q11. Why are "new" banks choosing to establish themselves in Scotland, what is it 
that is particularly attractive and how can we build on this and attract additional 
investment into Scotland? 
25. Edinburgh and Glasgow are major financial centres that have been home to a diverse 
range of financial service firms for many years.  In common with the UK’s other financial 
centres they have a skilled and talented workforce, a depth in supply of related professional 
services and benefit from the common natural advantages of language and time zone.  You 
can add to this a pleasant living environment, a vibrant and culturally rich social offering, first 
class education system and good transport links.   
 
26. You build on this first by understanding the competitive environment that made 
Edinburgh and Glasgow attractive propositions in the first place and second creating the 
right conditions for the restoration of confidence.   A question that you may wish to consider 

 



is whether the FSA had a sufficient local presence and whether its plans for staffing 
Scotland are consistent with ensuring that firms with a presence in Scotland benefit fully 
from its Supervisory Enhancement Programme. 
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