Retail banking services sector

Question 1:

Banks and other stakeholders are expecting the retail banking sector to go through a period of
significant and rapid change, including greater use of fintech, over the next 10 years.

a) Is the retail banking sector currently meeting the needs of consumers and SMEs? Yes/No
No
Please explain the reasons for your answer.

The existing banking sector is far too remote from customers, both personal and business
customers. These challenges are particularly acute in rural communities and the regions outside
major conurbations.

While many routine day to day services such as the payment of wages or household bills are more
conveniently conducted online, more complex transactions such as SME lending require a regional
and community presence that is rapidly declining.

The retrenchment of the major banks from communities to a remote model based on algorithms has
caused real hardship for many communities and the difficulties customers of KBC and Ulster Bank
are experiencing in switching their accounts demonstrates the continued demand for personal
banking services based in local communities.

SMEs are often even more exposed to the lack of service from retail banks as they can have very
specific needs and difficulties relating to their business which may benefit from timely intervention
which may not be readily available e.g. short-term cashflow problems, need to adjust payment
timings, investment opportunities.

While Credit Unions do have a community presence they are unable to offer the full suite of lending
and supports to businesses and entrepreneurs that would have traditionally been available within
communities. There is a requirement for a regional community focussed banking service that can
offer the traditional suite of full banking services that have been withdrawn.

b) What changes do you expect to see in the retail banking sector in the coming 10 years?

The banks as they return to full private ownership will seek to remodel their business to compete
with digital only banking providers and will dispense with their legacy branch network. The
expectation that the state can outsource the filling of this gap to the Credit Unions and Post Office
alone is wrong and unjust to both these much valued institutions.

As the state sells its shareholding in AIB, PTSB and BOI they cannot leave these communities future
in the hands of institutions that are beholden to their shareholders. The State will need to reinvest
some of the monies recouped from the AIB, BOIl and PTSB privatisation in ensuring a full community
banking service in the regions.



c) Please compare the type of sector resulting from the changes you foresee in Question 1(b) to the
type of sector you believe needs to exist so that it is fit-for-purpose, treats consumers and SMEs
fairly, and that it serves the needs of society and the economy.

The withdrawal of AIB, BOIl and PTSB from rural Ireland is inevitable once the state divests itself of its
shareholding in these institutions. They have a duty to their new shareholders and will not retain
their legacy community structure and footprint.

This loss of service will compound the policy mistakes of the past when ACC and ICC were privatised
and sold off, the Building Societies were demutualised and the successor to the former Savings
Banks (later TSB) were converted into shareholder banks.

The Credit Union movement is stymied from filling these gaps by the regulator for understandable
reasons. Many Credit Unions have had to refuse and return deposits to their members as they are
unable to take all the lodgements and deposits that would have in the past been lodged in local
banks. An Post is a Communications Company and again it has other responsibilities and services and
cannot plug the gap left by the removal of a full suite of banking services.

The state needs to establish a number of regional community banks that will provide the range of
services that retains local knowledge, know how, have a long term focus and has the skill set to
provide a full range of banking services.

Our economy requires retail banking services that are stakeholder oriented not just shareholder
oriented. The establishment of regional stakeholder banks insures against the inevitable withdrawal
of the AIB, BOIl and PTSB and will complement our Credit Unions and An Post and service the gap in
retail bank services to consumers and SMEs.

Question 2:

Given the extent to which banks are implementing material changes to their business models and
service delivery, in your opinion, have these changes been implemented with a satisfactory
customer-focus? Yes/No. Please explain the reasons for your answer.

No.

The banks are firmly shareholder oriented and therefore the customers are always going to be
secondary to shareholder considerations.

If you have answered “no”, please outline the measures that could be taken by the firms in the retail
banking sector, Government, regulators or other relevant stakeholders to address the issues you
identified.

It is very difficult to require the remaining banks to do other than look after their shareholders. The
only way to ensure that there is a satisfactory customer-focus is to have a stakeholder model.

Competition

Question 3:

Since the GFC the retail banking sector has become more concentrated, however new competitors
have entered the market providing various products and services including mortgages, SME credit
and payments.



e Following the departure of Ulster Bank and KBC, do you consider that the level of
competition in the retail banking sector will be appropriate and sustainable, bearing in mind
population and market size in Ireland? Please provide reasons for your answer.

No. There are legacy issues from the crash that will preclude new banks entering the market
after the AIB, BOl and PTSB are reprivatized. The fact that the state retains a significant
shareholding in these banks a decade and a half after the 2008/10 crash illustrates the
continued need for the state to be an active participant in the banking market.

What is required is a more targeted intervention by the state that will allow AIB, BOI and
PTSB to be reprivatized and operate as normal shareholder banks, while covering the
inevitable withdrawal of remaining community banking services by these institutions by
establishing non shareholder regional public banks. The stakeholder owned regional public
bank is the appropriate model and could be established at a fraction of the cost of the funds
recovered from the reprivatisation of the existing banks.

The establishment of regional public banks would also accelerate the possibility of the state
being able to divest their shareholding in AIB, BOI and PTSB. At present Irish banking is stuck
in a limbo with a status quo that is unsustainable and ineffective in getting a return for the
taxpayer or a good service for communities.

e In your opinion, are there actual or potential barriers to entry that are resulting in less
competition both in terms of product availability and product price? Yes / No Please provide
reasons for your answer.

While there is complaint about overregulation of the banking sector by the Central Bank in
some quarters, given Ireland’s historical experience with under-regulated financial
institutions and economic and societal damage wrought by the Celtic Tiger model of
banking, this regulation is a necessity given.

The historic risk concentration of Irish Banking will not see new foreign lenders enter the
market to replace KBC and Ulster Bank and the state will remain a major participant in the
banking market. That stakes in AIB, BOIl and PTSB were never intended to be long term and
temporary by nature.

The state’s participation in the banking market is a fact and will be long term. This needs a
long term structure with a Public Banking Network to fill the ever growing service gap
between the reprivatized shareholder banks on one hand and the credit unions on the
other.

In answering both these questions, you should consider the growth in the provision of retail banking
services by digital and non-banks in relation to (a) mortgages (b) SME lending and (c) current and
payment accounts.

Branch services
Question 4:

The significant shift from physical banking to the use of technology has seen the closure of a material
number of bank branches.

In your opinion, have the actions taken by the banks to mitigate the impact of branch closures on
delivery of services to consumers and SMEs been satisfactory? Yes/No.



No. The removal of relationship banking has negatively impacted retail customers and SMEs. The
local know how of a locally based financial institution can be lost. Credit unions somewhat fill the
gap in respect of smaller savings and medium term loans (home improvements, car loans and
holidays), but they cannot engage in larger scale SME and mortgage lending.

Automated services do not require a regional footprint by their nature and this is not questioned. It
is the relationship banking that SMEs enjoy in many other EU banking markets that will be absent
from the Irish financial services landscape. The shareholder banks operate a highly centralised,
automated, algorithm model of lending that disadvantages Irish SMEs and start-ups relative to their
EU counterparts. Although the Local Enterprise Offices are will regarded they do not have the
complimentary community public banking infrastructure, with local know how and personnel to
complement the mentoring provided by LEOs.

From the point of view of the consumer they are by and large expected to alter their method of
interaction with the bank to a largely automated service, with generally a cost increase to consumers
for this service. What is evident in the Irish market is many customers refuse to follow this journey
lodging their savings in local Credit Unions. Again this is a dynamic common elsewhere in the EU, but
the difference in Ireland being that these lodgements are not lent out again productively at scale by
Community Public Banks to local SMEs and Agri business. This gap cannot be filled by either the large
shareholder banks or the community credit union (who do not wish to be full banks). A targeted
state intervention in the banking market is required. The Community Public Bank model (similar to
the German Sparkasse) is required.

Please provide reasons for your answer.

If your answer is “No”, please outline the measures that could be taken by the firms in the retail
banking sector, Government, regulators or other relevant stakeholders to address the issues you
identified. Where appropriate, please distinguish between consumers and SMEs in your response.

Question 5:

One of the principal factors impacting the level of interest rate that a bank charges on its loans,
including mortgages, is the level of operational costs that a bank incurs to run its business. Two of
the more significant operational costs that a bank has are costs relating to staffing and premises.

Do you consider that it would be an acceptable trade-off to see more cost reductions at banks if
these cost reductions increased the capacity of banks to lower the interest rate they currently
charge to consumers and SMEs? Yes / No. Please explain the reasons for your answer.

Irish banks are more reliant on the interest differential between their deposit and lending rates as a
source of income than most of their EU peers making them more reluctant to decrease lending
rates.

To suggest that a pure trade-off between operational costs and interest rates exists is somewhat
disingenuous. There are legacy issues concerning risk concentration from the 2008/10 banking crash
that will impact on interest rates in Ireland for many years to come. This will persist irrespective of
whether bank branches in the community are shut. The existence of community based banking
services is not the reason for higher Irish interest rates and should not be construed as such.



Cash services
Question 6:

Noting the concerns being raised that access to cash and cash services are generally reducing, should
Government or other relevant stakeholders introduce policy or other measures to protect access to
cash? Yes / No. Please explain the reasons for your answer.

Yes, it is important to maintain access to cash as relying purely on technological or digital ways of
transacting business is not advisable. Possible power outages, cyber attacks, breakdown of individual
proprietary systems are all events that have taken place on various occasions recently that have
resulted in people not being able to carry out day to day transactions. Having a cash alternative is
essential.

If you have answered “yes”, please outline the measures that could be taken by the firms in the
retail banking sector, Government, regulators or other relevant stakeholders to address the issues
you identified.

Question 7:

Given the extent to which the ATM network is now primarily owned by unregulated entities, should
Government legislate for the regulation of these providers? Yes / No. Please explain the reasons for
your answer.

Yes, for customer protection a minimum amount of regulation is required.

If you have answered “yes”, please outline the areas or activities that should now be regulated to
address the issues you identified.

The main concern would be to ensure that the charges to the use of ATMs are not exorbitant,
especially in view of the lack of competition in ATM services in rural areas.

Mortgages
Question 8:

In your opinion, is there an acceptable level of consumer choice in the Irish market in relation to:
e Number and type of mortgage provider? Yes/No
Yes,
e The mortgage product range? Yes/No
Yes
Please explain the reasons for your answer.

There is a wide range of mortgage providers. The focus of policy should be to ensure there is
healthy and transparent competition among brokers and the lending institutions they act as
agents for.

If you have answered “no”, please outline the measures that could be taken by the firms in the retail
banking sector, Government, regulators or other relevant stakeholders to address the issues you
identified.



Question 9:

There are indications that certain mortgage borrowers in Ireland would benefit from a lower interest
rate by switching their mortgage to an alternative provider, however levels of switching have been
low.

In your opinion, are there measures that could be taken by the firms in the retail banking sector,
Government, regulators or other relevant stakeholders to increase the level of switching? Yes/No.

The focus of policy should be to ensure there is healthy and transparent competition among brokers
and the lending institutions they act as agents for.

The strengthening of regulation and competition in this sector would make switching easier and
more accessible for customers.

Please explain the reasons for your answer.

SME credit
Question 10:

In your opinion, is there adequate access to and availability of credit from the retail banking sector
(including appropriate product choice) to meet the funding needs of the SME sector? Yes/No.

Please explain the reasons for your answer

No. The structure of Local Enterprise Offices and the lack of a public community bank sector to
complement this, prevents the emergence of the type of one stop shop services for SMEs seeking
finance.

SMEs are notoriously time poor and trying to navigate the various sources of credit is time
consuming. This is evidenced by the recent announcement of ISME of a partnership with Swoop to
offer a one-stop shop for SME finance needs.

If you have answered “No”, please outline whether this relates to particular types of products or
services that SMEs need e.g. working capital; investment in fixed assets/expansion; investment in
R&D and innovation.

Question 11:

The Central Bank is not currently required to license or regulate certain non-bank providers of credit
to the SME sector.

Would it be advantageous if all providers of credit to the SME sector were regulated by the Central
Bank? Yes/No. Please explain the reasons for your answer.

Yes, Ireland is still dealing with the fallout of previous episodes of light touch regulation in financial
services and healthy competition must be complemented to effective regulation to prevent a race to
the bottom in terms of due diligence, prudence and customer protection. SMEs are not
sophisticated consumers of financial products and thus deserve the protection of knowing their
credit providers are regulated.

Consumer credit
Question 12:



Credit can play a pivotal role in the lives of consumers. It is therefore important that consumers have
good access to credit, appropriate levels of consumer choice, whilst also being protected from
overindebtedness.

In your opinion:

a) Isthere adequate access to and availability of credit from the retail banking sector (including
appropriate product choice) to meet the needs of consumers? Yes/No.

No
e There is plenty of credit where there is collateral, can be harder to obtain credit for basic
needs
e On the other hand there is an increasing number of Buy Now Pay Later (BNPL) offerings that
can lead to consumers taking on more debt than they should.

b) What are the main risks to consumers in the area of consumer credit?

The main risks are:

e that consumers can be overcharged for urgent, essential and short term credit including
BNPL.

e and that clients can be encouraged to increased indebtedness due to the ease with
which different credit is being offered often at point of sale and without reference to
existing debt the consumer might have.

The solution is a stakeholder model of banking where the benefits and risks are to a great extent
shared, by the stakeholder and the client.

For both (a) and (b) above, please explain the reasons for your answer.

Where you have identified issues, please outline the measures that could be taken by the firms in
the retail banking sector, Government, regulators or other relevant stakeholders to address the
issues you identified.

Other retail banking services
Question 13:

With respect to deposit/savings accounts, in your opinion, is there an acceptable level of choice for
consumers and SMEs in the Irish market in relation to the:

e Number and type of providers? Yes/No

No. The only non-shareholder type deposit/savings accounts providers are the Credit
Unions. Although the CUs have around 15 billion on deposit they are unable to re-invest this
into their local regions at scale. As it stands three quarters of Credit Union funds are either
on deposit in major banks or overseas in government bonds.

e Product range? Yes/No

The low interest environment that has persisted up until now has rendered most
deposit/savings accounts to be similarly unattractive in terms of return. Despite this savings
generally in the economy has increased particularly over the Covid-19 pandemic. With
increased interest rates likely before the end of 2022 it may be that more attractive



products may be offered to encouraged continued savings, especially give the cost of living
crisis which will put a strain on many people’s budgets.

Please provide reasons for your answers.

If you have answered “no”, please outline the measures that could be taken by the firms in the retail
banking sector, Government, regulators or other relevant stakeholders to address the issues you
identified.

Question 14:

With respect to current/payment accounts, in your opinion, is there and acceptable level of choice
for consumers and SMEs in the Irish market in relation to:

e Number and type of providers? Yes/No

No. Similarly to deposit/savings accounts there is even less availability of stakeholder type
institutions offering Current/payment accounts. Not all Credit Unions offer current accounts,
and only sole traders can avail in any way of CU current accounts.

e Product range and features? Yes/No

No. The choice is particularly narrow if you are a SME and want to have the bulk of your
financial needs met by the one institution. If you have the time and know-how to shop
around various bank and non-bank entities there are a reasonable range of options around

Please provide reasons for your answers.

If you have answered “no”, please outline the measures that could be taken by the firms in the retail
banking sector, Government, regulators or other relevant stakeholders to address the issues you
identified.

Question 15:

As different providers in the retail banking sector have different fee structures and charges, it may
be possible to make savings by switching current/payment accounts. Research previously found that
switching rates in Ireland were very low .

In your opinion, are there measures that could be taken by the firms in the retail banking sector,
Government, regulators or other relevant stakeholders to increase the level of switching? Yes/No.
Please explain the reasons for your answer.

Yes. The on-going chaos surrounding the enforced account switching by up to 1 million account
holders as a result of KBC and Ulster Bank leaving the market shows the unpreparedness of the
remaining banks even for a well flagged event. This will have confirmed many people’s pre-
conceived notions that switching your current account is not a simple, straight-forward task and
therefore any resulting savings would have to be considerable to convince anyone that did not have
to, to switch account.

If you consider that the Central Bank’s Code of Conduct on the switching of payment and current
accounts should be amended, please outline the changes you would propose.

The Central Bank’s Code of Conduct needs to be updated in light of the GDPR challenges exposed by
the ongoing migration of KBC and Ulster Bank Customers to AIB, BOIl and PTSB.



Clarity is also needed around how overdrafts should be dealt with. Who takes responsibility when
payments are missed due to a switch over should be clarified as well as how this may affect a
customer’s credit rating also needs to be clarified. This requires the CBI to urgently revisit the code
of conduct to ensure customer’s credit ratings are protected.

Capital, operational and other challenges for the retail banks
Question 16:

There are various financial and other costs to the provision of retail banking services in Ireland.

In your opinion, are there cost challenges that are specific to Ireland that impact on the provision of
retail banking services to Irish consumers and SMEs? Yes/No.

Yes.

Despite the strong growth in population, the footprint of the traditional banks continues to fall in
rural Ireland. This will accelerate when AIB, BOIl and PTSB are reprivatized.

There is a need to ensure the state has a targeted intervention in the regions impacted and this is
most effectively done by means of Regional Public Community Banks. This public banking
infrastructure must be put in place in advance of the major banks being full reprivatized.

Please explain the reasons for your answer.

If you have answered “yes”, please outline the measures that could be taken by the firms in the
retail banking sector, Government, regulators or other relevant stakeholders to address the issues
you identified.

The shareholder banks will seek to compete with new digital entrants and will in due course
dispense with their existing branch network. As with rural Post Offices and Broadband, the only
guestion is how the state intervenes in this part of the banking market rather than the principal of
whether it must do so.

Unfortunately the Department of Finance has consistently got this wrong in terms of its banking
strategy. There has been a stubborn refusal to face the changed landscape of Irish banking and the
reality that state intervention is required for balance to return in terms of service provision akin to
the days when Ireland had shareholder banks, ICC, ACC, Trustee Savings Banks, Building Societies
and Credit Unions. The Department of Finance is still trying to leave services to three banks (AlB, BOI
and PTSB) along with the Credit Unions and then wash its hands for the implementation of banking

policy.

This group think was exposed by the combined Ulster Bank and KBC withdrawal and the Department
still wants to outsource this hard work to other entities rather than reconfigure the Irish market to
the EU norm with Community Public Banks.

Capital
Question 17:
Banks are required to hold capital for all key risks including the risk of credit losses arising on their

loan portfolios. A key measure of the riskiness of a bank is how effectively it manages all aspects of
credit risk — from loan origination to distressed debt.

In the context of the capital levels banks are required to hold for mortgage lending there has been
discourse over a number of years on the impact on capital levels of the requirements of the Central
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Bank’s Code of Conduct on Mortgage Arrears (CCMA) and the time it can take to recover collateral
through the judicial process, which in turn can contribute to higher levels of interest paid by Irish
mortgage holders relative to European counterparts.

Regarding the repossession of security for PDH mortgage debt, do you consider there is an
appropriate balance between the rights of a borrower who is in financial difficulty, compared to the
rights of a lender, when a borrower has been afforded due process in line with the CCMA, and where
it has been established that the borrower cannot repay their mortgage? Yes/No.

No. It is unclear why anyone should still be pursuing outstanding mortgages arising from the GFC. It
seems to take inordinately long for it to be established whether a borrower can afford to repay their
mortgage and longer again for any real actions designed to lead to a solution for either party.

Despite the banks having massive capital infusions, they effectively refused to restructure and cut
distressed mortgages and instead sold the loans to vulture funds. This refusal prolonged the agony
for customers and the real economy.

Please explain the reasons for your answer.

If you have answered “no”, please outline the measures that could be taken by the firms in the retail
banking sector, Government, regulators or other relevant stakeholders to address the issues you
identified.

Staffing and remuneration
Question 18

Restrictions on pay were introduced as a condition of the State’s recapitalisation of the Irish banks.
In 2014, European legislation also introduced remuneration requirements on all European banks,
including the domestic Irish banks. It is contended that continuation of the Irish restrictions inhibits
recruitment and retention of staff in the recapitalised banks, with adverse consequences for their
ability to compete. This may negatively impact the products and services provided by these banks to
consumers and SMEs.

In your opinion, should the Government retain, amend or remove the Irish restrictions that currently
only apply to the three banks that were recapitalised by the State following the GFC?

No. It would seem counter-intuitive to, on the one hand, argue that the reason for higher interest
rates in Ireland relate to higher costs the banks have (i.e. capital costs, staffing and premises costs),
and on the other hand say that they require the cap on remuneration to be removed.

Please explain the reasons for your answer.

If you consider that the Irish restrictions should be amended, please outline the changes you would
propose.

Regulation
Question 19:

A key principle of good regulation is that it is proportionate to the risks it seeks to mitigate. Since the
GFC an enhanced regulatory framework has been developed and implemented collaboratively at
international level.



11

Given the systemic importance of the banking system at a global, regional and national level, banks
are subject to a broader suite of regulatory requirements, compared to other service providers,
which includes both regulated and unregulated entities.

In the context of Ireland, in your opinion, do you consider that the regulation of the retail banking
sector is applied in a proportionate manner? Yes/No.

Yes, overall | would consider the regulation of retail banking is proportionate.
Please explain the reasons for your answer.

If you have answered “no”, please outline the measures that could be taken by Government,
regulators or other relevant stakeholders to address the issues you identified. In answering this
question, you should consider that it may not be within the remit or capacity of any individual
stakeholder to change existing regulations.

Climate
Question 20:

The Government has set targets to reach net-zero emissions no later than 2050. As part of the
Government’s plan to reach this target, there are indicative ranges of emissions reductions for each
sector of the economy, as well as objectives to retrofit residential buildings. It is expected that the
retail banking sector will assist consumers and SMEs to fund the work that is needed to assist them
transition to a low carbon future.

In your opinion, is the retail banking sector providing consumers and SMEs with appropriate support
and funding to transition to carbon neutral? Yes / No.

No.
To date Green Loans and Financial Products have been a branding exercise by the major banks.

The restructuring and expansion of SEAl schemes along with the new one stop shop service for
household retrofit is a good step forward and is the type of product and service better suited to a
community public bank than a shareholder bank.

The urgency of addressing the climate emergency along with rising energy prices requires a more
interventionist approach than references to “Green loans” or special “green mortgages” for low BER
houses by retail banks.

As with improving customer service (as outlined by former CBI governor Patrick Honohan), retail
banks might be better pushed towards providing products that promote carbon neutrality by having
a public bank that competed in offering these services.

Please explain the reasons for your answer.

If you have answered “no”, please outline the measures that could be taken by the firms in the retail
banking sector, Government, regulators or other relevant stakeholders to address the issues you
identified.

Providing feedback and next steps
Question 21:

In addition to the matters covered in this public consultation, are there other issues relevant to the
Terms of Reference, which you wish to bring to the attention of the Department? Yes / No
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Yes.

If you have answered “yes”, please provide a brief summary of those issues, providing any
information or references to material that you consider relevant to the Terms of Reference and the
Department’s work.

The terms of reference refers to learning lessons from other EU/OECD countries. A recent ECB
publication ‘State-owned banks and international shock transmission’ (accessed here:
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2661~5a47947b05.en.pdf ) highlights the
benefits of a balance of ownership of banks during times of crisis.

The ‘Local Public Banking in Ireland’ report recognised the benefits of a public banking system but
determined there was not an economic case for the government to invest in one. The flaws in this
report were rapidly exposed by the withdrawal of KBC and Ulster Bank along with the continued
savings glut in local Credit Unions, by customers who want their savings reinvested in the
community by a local service provider they can trust.

The Indecon report similarly felt there was adequate competition in the market, but that was before
KBC and Ulster Bank left the Irish market. A regional, stakeholder-oriented bank with a focus on
indigenous SMEs would bring benefits to our economy.

Regional Community Public Banks would also put manners on the retail banks and provide an
alternative home for customer’s deposits should the retail banks again threaten their own existence
through another episode of greed and recklessness as was the case before the 2008 banking crash.


https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2661%7E5a47947b05.en.pdf
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