
 

 
SUBMISSION FROM VIRGIN MONEY 
 
Overview 
 
1. Virgin Money welcomes the opportunity to respond to the Economy, Energy and 
Tourism Committee’s inquiry into the way forward for Scotland’s banking, building 
society and financial services sector. 
 
2. Virgin Money is the Virgin Group’s financial services arm and was established in 
1995. The company has over two million customers and offers a range of financial 
products across lending, savings and protection to the UK market. As with other 
Virgin companies, Virgin Money was launched to give consumers a better deal. We 
aim to offer financial products that are easy to understand and sort out, and place a 
strong emphasis on bringing simplicity to a traditionally complex sector.  
 
3. We have restricted our comments to four broad issues: restructuring in the 
banking market; the importance of competition in financial services; rebuilding 
consumer trust; and Scotland as a financial centre.  
 
Restructuring in the Banking Market 
 
4. The financial crisis has made clear that while small institutions are by no means 
immune from the problems being experienced across the financial services sector, 
large banking groups that find themselves in difficulty have the potential to severely 
destabilise the wider financial system. The ramifications of the crisis have been 
particularly clear in respect of Scotland’s financial services sector.  
 
5. More effective competition, combined with robust depositor protection, will be 
important in the future; a market comprising a greater number of smaller banks that, 
individually, pose less of a threat to financial stability than large banking groups could 
help to dilute systemic risk.   
 
6. A debate has gathered pace in recent months around how the domestic banking 
system could be restructured in order to mitigate risk in the sector. One proposal that 
has garnered considerable attention is the introduction of a clear separation of retail 
or commercial banking from investment banking. Another approach, which has been 
proposed by the Financial Services Authority in the Turner Review and supported by 
the UK Government, is the introduction of a new capital regime that distinguishes 
between different banking activities and requires greater capital provision for those 
activities deemed more risky.  
Assuming that ongoing international discussion on the reform of the capital 
framework for banks results in a much more risk-focused capital regime,  it seems 
plausible that this could bring about a de facto separation of banking activities by 
encouraging institutions towards lower-risk retail activities and away from higher-risk 
and more expensive investment activities. We nonetheless believe that a formal 
division of retail from corporate banking activity would be the surest way of protecting 
the consumer (and by extension the taxpayer) from the higher-risk activities 
associated with investment banking. Whilst this would present practical and 
regulatory challenges, it is essential that further analysis of this option is undertaken 
and that a formal separation is not ruled out at this stage 
 
7. Bolstering the corporate governance of banks will also be essential in order to 
reduce the likelihood that the risk management failures which contributed 
significantly to the financial crisis will occur again. To achieve this there needs to be 
much more effective accountability and risk management at board level. On the issue 

 



 

of accountability, we broadly support the measures proposed in the Walker Review 
of Corporate Governance. However, given the clear need for greater board-level 
engagement with, and scrutiny of, banks’ approach to risk, we believe that a bank’s 
Risk Director should sit on the main board (rather than just report to the board’s risk 
committee as the Walker Review proposes). 
 
8. Of great importance to the future shape of Scotland’s financial services sector, and 
that of the UK as a whole, is the process of divestment of the UK Government’s 
substantial shareholding in RBS and Lloyds Banking Group. This has the ability to 
exert considerable influence over the structure of the banking sector in the years 
ahead. The way in which these assets are managed, and ultimately passed back into 
private ownership, will have the potential to significantly enhance or restrict 
competition depending on the way this strategy is pursued.  
 
9. Returning the shareholdings to the private sector must be undertaken in such a 
way that competition and diversity are promoted as much as possible. The process 
of the UK Government’s withdrawal from owning equity in the banks presents a 
potential opportunity to encourage an innovative, competitive and outward-looking 
financial services industry in Scotland, and it is important that the Scottish 
Government does what it can to encourage this.  
 
The Importance of Competition 
 
10. It is vital that the Scottish Government’s wider policy on financial services helps 
to ensure that a competitive banking market emerges from the financial crisis. 
Competition has an important role to play in helping to mitigate risk, providing 
customers with more sustainable, straightforward banking services and, ultimately, 
rebuilding consumer trust.  
 
11. A competitive market for banking services encourages innovation in product 
design, product distribution, pricing and customer service. Innovative, consumer-
focused banking facilities that are sensible and safe are more likely to emerge in a 
competitive environment than one where the market is dominated by a small number 
of large, complex institutions.   
 
12. Creating a regulatory framework that encourages new entrants into the banking 
market will help to stimulate fresh approaches to banking that better reflect what 
customers actually want. For Virgin Money, innovation is fundamentally about finding 
new ways of delivering customer benefit. We approach innovation in its broadest 
sense by seeking to tackle the status quo and challenge conventions – something 
that has perhaps never been as important as it is in the present context.  
 
13. Reform of banking regulation must avoid inadvertently curtailing competitive 
forces or establishing new barriers to entry. Competition and consumer choice in 
financial services, involving existing market participants and new entrants, will be 
vital to delivering growth, prosperity and a good deal for consumers in Scotland. This 
must not be overlooked in any redesign of the financial sector.  
 
14. We believe a key aspect of the Scottish Government’s approach to financial 
services should be to advocate choice and competition. Ministers should ensure that 
national or international public policy decisions aimed at the current financial crisis do 
not harm competition in the long-term to the detriment of consumers. It is important 
that the Scottish Government continues to engage closely with the regulatory reform 
agenda being pursued by the UK Government and EU institutions, and urges action 
where there is evidence that competition is or could be stifled.  
 
 

 



 

Rebuilding Consumer Trust 
 
15. A competitive banking market is also important in creating the conditions to 
rebuild consumer trust. Organisations that are untarnished by the financial crisis 
have the potential to help restore confidence in the banking sector, and also to 
provide a competitive spur to the established banks.  
 
16. Rebuilding the confidence of customers and consumers will be of paramount 
importance to a stable and well-functioning banking industry in the years ahead. 
Ensuring that banks’ business goals and plans align more closely with those of the 
wider economy and society will be of great importance in this respect. This is clearly 
a major challenge, but it is one that has to be met and where new market participants 
and trusted and respected brands can play an important role. 
 
17. Virgin Money, like all Virgin businesses, places a strong emphasis on bringing 
simplicity to a traditionally complex sector. We apply a philosophy of making 
everyone better off by the way we do business by offering good value to customers, 
making a positive contribution to society and delivering a fair profit. Our aspiration is 
to develop a sustainable, savings-based institution based at its core on matching 
assets and liabilities. We feel confident that extending this approach to the broader 
UK banking sector could generate considerable economic benefits for consumers 
and the wider economy. 
 
18. There is clear demand for brands such as Virgin to enter the banking market. 
Research we commissioned recently shows that consumer awareness of the Virgin 
Money brand is now on a par with major UK financial institutions. It also suggests 
that we would be a trusted deposit-taking institution, to whom a significant number of 
consumers would also be prepared to transfer their mortgages. This strong 
consumer appetite for Virgin Money to extend its service offering to these markets 
obviously brings with it high expectations. However, it is right that consumers' 
expectations of banks are high and we believe we would be very well equipped to 
meet this challenge.  
 
Scotland as a Financial Services Centre 
 
19. Virgin Money recognises the importance of Scotland as an international centre 
for financial services. As a signal of our commitment to the Scottish market, we 
opened a new office in Edinburgh in 2009.  
 
20. Several key factors underlie our decision to establish a presence in Edinburgh. 
Of particular importance is our knowledge of a large number of very competent and 
experienced people who want to rebuild banking in the city – with trusted brand. We 
believe our central location in Edinburgh underpins our credibility with guests, 
partners and customers who may visit us, and the strong local skills base and 
transport system mean we can attract the right people to our city centre premises.  
 
21. Furthermore, our Edinburgh office is an important addition to our existing London 
base in respect of bringing together the right balance of experts to take Virgin Money 
forward. We are able to access considerable operations expertise in Edinburgh, 
while the technical expertise we require, for example in the treasury, fund 
management and legal spheres, is likely to found either in Edinburgh or in London. 
Having centres in both cities allows us to draw on the full range of expertise that we 
require across our business.  
 
 
22. Given the commitment we have made to Scotland’s financial services sector by 
setting up our office in Edinburgh, we are encouraged by the continuing work of the 

 



 

Scottish Government and the Financial Services Advisory Board in developing and 
updating Scotland’s strategy for the financial services industry to ensure it remains 
relevant in the current economic context.  
 
23. Planning for the long-term is all the more important in the current economic 
climate; the focus of the strategy on retaining high-level skills, boosting financial 
capability, positioning the industry to take advantage of returning confidence, and 
maximising Scotland’s business friendliness in order to help investors succeed and 
grow is therefore very welcome. 
 
Conclusion 
 
24. The Economy, Energy and Tourism Committee’s inquiry is being undertaken at a 
critical time for the financial services industry, both in Scotland and globally. The 
industry is at a turning point. Consumers have suffered a serious loss of confidence 
in financial services providers, particularly the established banks, as a consequence 
of the financial turmoil of last eighteen months.  
 
25. It is essential that trust is re-established at the heart of the relationship between 
banks and the wider community. Any reform of financial regulation and supervision in 
response to the ongoing crisis must encourage the return to a more sensible, 
responsible and consumer-focused approach to banking.  
 
26. Furthermore, the maintenance a truly competitive financial services sector that 
allows new entrants to challenge the orthodoxy and bring dynamic and innovative 
approaches to the market will be crucial to revitalising the sector. Only then will 
consumers be prepared to fully reengage with the financial services sector and 
enable the industry to flourish once more.  
 
 
JANE-Anne Gadhia 
CEO 
Virgin Money 
17 August 2009 

 


