
SUBMISSION FROM THE OFFICE OF FAIR TRADING 
 
Whilst we are unable to provide written evidence to the Committee on the specific questions 
raised as the focus of our work differs from the inquiry’s remit, we thought it might be helpful to 
you for us to provide some information on the work the OFT is currently undertaking (or has 
recently undertaken) in the banking and financial services sector.  
 
There are broadly five areas of work which may interest you: 

 
• our financial services plan 
 
• a market study on the PCA market 
 
• an investigation into the fairness of some of the banks’ terms under the Unfair Terms in 

Consumer Contracts Regulations 1999 (UTCCRs) 
 
• our consideration of the Lloyds/HBOS merger 

 
• our work in the consumer credit market. 
 

Further details of these work streams with links to additional information available on our 
website, are provided in the Annexe to this letter. 
 
The OFT fundamentally believes that fair, open and competitive markets, along with effective 
and empowered consumers, lie at the heart of any well functioning economy.  Stability and 
proper functioning of the UK financial services sector rests upon effective and targeted 
prudential regulation and a framework within which vigorous and fair competition between firms 
can take place. Whilst government intervention was necessary to stabilise the financial markets, 
we need to ensure that any public decisions that were made to deal with the financial crisis do 
not present a long-term burden on the economy. 
 
As an organisation we recognise the importance of financial services in Scotland and have 
engaged widely with Scottish audiences. The meeting of our Board with your Committee in 
October 2008 was valuable and we hope to maintain this open dialogue. Later this month 
Cavendish Elithorn, our Senior Director for Services will be holding briefings in Scotland to 
discuss OFT's recently published financial services plan.  
 
 We hope you find the enclosed information useful in understanding the OFT’s current work in 
this sector. If there is any further information we can provide, please let us know.  
 
 
 
Office of Fair Trading 
13 August 2009 



SUBMISSION FROM THE OFFICE OF FAIR TRADING (CONT.) 
 
OFT Financial Services Plan 
 
1. As a key part of our financial services plan, the OFT will work with partners as advocates of 
choice and competition in financial services both in the UK and internationally. We will focus our 
efforts in the areas of regulatory reform, government intervention in the banking sector and the 
evaluation of competition in financial services markets. We will also work to further understand 
the drivers and limitations of competition in these markets. 
 
2. The economic crisis has had a huge impact on consumer credit markets which, together with 
the rise in the number of distressed consumers, makes the credit sector, including misconduct 
in the process of debt recovery, a clear priority for us. With our focus on credit we are 
addressing a key area in which there is a real risk of short-term consumer harm and also 
ensuring that the sector that emerges from the economic crisis is competitive and behaves fairly 
and responsibly towards consumers.   
 
3. More detail on what the OFT is doing in this area and the impact of the crisis can be found in 
our financial services consultation paper1 and financial services plan2 which we published on 
29 July 2009.  Both of these documents can be found on our website www.oft.gov.uk.     
 
OFT Market Study: ‘Personal Current Accounts in the UK’ 
 
4. The OFT published its market study on ‘Personal Current Accounts in the UK’ in July 20083. 
Overall, it found that the Personal Current Accounts (PCA) Market as a whole is not working 
well for consumers. A significant number of consumers do not know how much they will 
effectively pay in bank fees or how individual elements in the charging structure are 
implemented, either before or after they are incurred. This limited understanding of key account 
elements, combined with low confidence in switching, means that the banks have less incentive 
to provide better offers on insufficient funds charges and interest. Without better offers from 
banks, consumers have little incentive to switch.  
 
5. The OFT has sought to secure agreement on measures that will bring the necessary clarity, 
transparency and consumer empowerment to assist in making the PCA market function 
efficiently and has worked with the industry to develop solutions to achieve these aims. The 
OFT would like to see solutions which result in: 
 
• greater transparency in current account pricing that will enable active and informed 

consumers to drive competition amongst banks. This in turn will deliver efficiency in 
supply and value for consumers,  

• greater consumer confidence in switching between PCA providers, due to a reduction in 
the number of things that can go wrong in the process, and 

                                                      
1 http://www.oft.gov.uk/news/press/2009/40-09  
2 http://www.oft.gov.uk/news/press/2009/92-09  
3 http://www.oft.gov.uk/news/press/2008/84-08  
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• banks treating consumers sufficiently fairly and well, within a coherent self-regulatory 
rther regulatory intervention. 

vestigation into the fairness of some of the banks’ terms under the Unfair Terms in 

ry 2009 the OFT’s view that unarranged overdraft charging terms can 
e assessed for fairness. This has been appealed to the House of Lords and we are currently 

essing and we expect to reach a decision on the fairness of the 
narranged overdraft charging terms later this year. If this decision is disputed, subsequent 

e aware, the OFT's report (2008) to the Secretary of State  on the merger between 
loyds TSB Group plc and HBOS plc looked at conditions of competition in the banking sector 

anking services were focused on Scotland, where it found that the market to 
e highly concentrated and void of any constraints such as the threat of entry or high customer 

0. In addition, the OFT did not rule out concerns arising from the merger in relation to PCAs 

r short periods, and with high APRs. Many of the customers of 
                                                     

framework or otherwise, that pre-empts the need for fu
 
The OFT expects to publish a further report in Autumn 2009. 
 
In
Consumer Contracts Regulations 1999 (UTCCRs) 
 
6. Alongside the market study, the OFT is undertaking an investigation into the fairness of some 
of the banks’ terms under the Unfair Terms in Consumer Contracts Regulations 1999 
(UTCCRs) with a view to considering whether enforcement action is necessary. The OFT case 
is in two stages. So far, the courts have considered stage 14: the issue of whether unarranged 
overdraft charging terms can be assessed for fairness under the UTCCRs. The Court of Appeal 
confirmed on 26 Februa
b
awaiting the judgment.  
 
7. Stage 2 of the case addresses the issue of whether the terms are unfair.5 The OFT 
investigation is progr
u
litigation may ensue.  
 
Lloyds / HBOS merger 
 
8. As you  ar 6

L
in Scotland. 
 
9. While the OFT's competition concerns arising from the merger in relation to Personal Current 
Accounts (PCAs) and Mortgages were at the national (Great Britain) level, its concerns in 
relation to SME b
b
switching levels. 
 
1
and SME banking services arising at a local level, including in Scotland. 
 
Consumer Credit Markets – Review of high cost consumer credit sector7

 
11. In July 2009, the OFT launched a review into the supply of high cost credit as part of its 
ongoing Financial Services Strategy. The sector is characterised by loans which are often for 
small amounts, repayable ove

 
4 http://www.oft.gov.uk/news/press/2007/106-07   
5 http://www.oft.gov.uk/advice_and_resources/resource_base/market-studies/current/personal/personal-test-
case/personal21
6 http://www.oft.gov.uk/advice_and_resources/resource_base/Mergers_home/decisions/2008/LloydsTSB
7 http://www.oft.gov.uk/news/press/2009/78-09 
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products in the sector have limited access to credit and are on low incomes and represent a 
vulnerable consumer group.  

12. Th

, including the impact of the economic 
ay which 

• 
• the behaviour and decisions made by consumers when purchasing credit, and  

w on information from the credit industry, consumer organisations, other 
parts of government and independent experts. It will also examine credit and lending practices 

y the end of 2009 and the final 
port in spring 2010.  

tifies types of policies 
nd procedures that the OFT would expect lenders to put into practice and sets out some 

tices that the OFT considers to constitute irresponsible lending. The final guidance 
 for the consumer credit sector.   

Project Director for Personal Accounts 
Office of Fair Trading 
13 August 2009 

                                                     

e review will focus on: 

• the level and nature of competition in the sector
downturn on competition and whether suppliers compete vigorously in a w
delivers benefits to consumers  
the business models of lenders within the sector  

• whether consumers have the appropriate level of protection and are given the 
information they need to make well-judged decisions.  

13. The review will dra

in other countries. The OFT expects to publish interim findings b
re

Consumer Credit Markets – Irresponsible lending guidance8

 
14. Also in July 2009, the OFT launched a consultation on draft guidance setting out practices 
the OFT considers constitute irresponsible lending. The proposed guidance clarifies minimum 
standards required from businesses engaged in lending which, if breached, could lead to the 
OFT taking enforcement action against the lenders. The guidance covers each stage of the 
lending process and a range of potential issues in a credit transaction including advertising, 
account management and handling of arrears. The draft guidance iden
a
specific prac
will complement existing OFT guidance
 
Claire Hart 

 
8 http://www.oft.gov.uk/news/press/2009/93-09 


