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Introduction  
 
UK Finance is the collective voice for the banking and finance industry. Representing almost 300 
firms, we act to enhance competitiveness, support customers, and facilitate innovation.  
 
We welcome the statutory reviews on ring fencing and proprietary trading, and the call for evidence 
by the independent Review panel.  We consider the scope, as set out in the 2 February 2021 
government announcement, to be clear and appropriate.  
 
We set out below views of our members on the key themes to inform the review. The views here are 
wide-ranging and in some instances we have presented information from differing perspectives which 
may at times conflict, reflecting the broad spectrum of members who have contributed to this industry 
response, namely the seven ring-fenced banking groups (RFB groups), mid-tier firms and non-UK 
retail market entrants. 
 

Key messages 
 

• Reforms and events since the 2007 – 2008 global financial crisis: Much has changed since 
the ring-fencing regime was designed, including significant prudential (including capital, liquidity, 
leverage, resolution, risk management and resiliency) and investment market reforms, and much 
more is understood about the causes of the global financial crisis.  
 

• UK attractiveness and competitiveness: In a challenging interest rate and macro-economic 
environment, the additional cost, complexity, and inefficiency of ring fencing has added to the 
pressure on UK banks’ returns on equity. This in turn constrains their ability to invest in innovation 
and improved customer service and, over the longer term, could undermine UK banking’s 
attractiveness and competitiveness. In order for the UK financial services sector to remain 
competitive both domestically and internationally and innovative post-Brexit and post-pandemic, 
it is critical that, as set out in the Call for evidence, the review undertakes a root and branch 
assessment of the purpose,  design and operation of the regime, taking account of its original 
objectives, the benefits and adverse and unintended consequences, the impact of the subsequent 
prudential reforms and the need to address the supervening events that have impacted the UK 
economy. 

 

• UK vs other ring-fencing regimes: The UK’s ring-fencing regime is unique: well-intentioned at 
the time of design, but arguably surplus to requirement with the full post-crisis framework in place. 
The EU abandoned the Liikanen report’s recommendations and the US has relied on a different 
suite of restrictions on affiliate transactions and proprietary trading that have proven to be less 
restrictive than the UK’s ring-fencing regime.  The Swiss equivalent to the ring-fencing regime is 
less stringent than the UK regime.  The approach in Switzerland is more focussed on preserving 

mailto:feedback@rfptreview.org.uk
https://rfpt-dev.netlify.app/uploads/RFPT_Spring_Publication_Final_20April.pdf
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and enhancing the national interest and competitiveness by serving the needs of consumers and 
businesses operating there, through  capital and liquidity measures as opposed to statutory 
restrictions on products and operations, in addition to the prudential and resolution  regimes. As 
a result of the UK’s ring-fencing regime, UK banks are at a competitive disadvantage compared 
with international peers and the attractiveness of the UK as a place of business is diminished.  

 

• Diversified business models: It is now evident that ring-fencing has given rise to trapped 
liquidity, creating risks that distort some of the asset and liability markets in which ring-fenced 
banks operate.  The Covid-19 related economic crisis has demonstrated the overall resilience of 
the sector but has in cases shown the benefit of having more diversified business and funding 
models to withstand market-wide shocks. 
 

• Green agenda: Assessment should also be made through the lens of whether restrictions within 
the regime inhibit the ability of our major banks to fund the greening of the economy in support of 
net zero commitments and the ambition that the UK becomes a centre for global green finance.  

 

• Gold-plated regime: The review should consider the operational and business complexities 
created by the regime, including lending to other financial institutions, including affiliates, 
derivatives, location of operations, corporate restructuring, strategic investments, ring-fence 
permeability, complex governance, core deposit thresholds and intra-group arrangements and 
many more, that currently restrict the level of support that can be usefully provided by UK banks 
to support the broader economy and economic recovery. The review should also consider the 
extent to which ring-fencing may limit future resolvability in the UK banking sector. 

 
Recommendation to the Review panel 
 
It is imperative that the Review Panel look at the evidence and consider:(i) whether the benefits to 
financial stability still hold given the full post-crisis framework is now in place and (ii) the potential long 
term implications on customers and the economy in a post-Brexit Britain. We would ask the Review 
Panel to consider: 

 

• Dismantling the regime should there be evidence to suggest that costs outweigh the benefits, 
especially in light of the points above. 

 

• Should the current review conclude that there is not sufficient evidence to warrant such 
fundamental reform of the regime, or of the evidence is inconclusive given the short period and 
the impact of government support schemes during the current pandemic, then significant 
amendments are needed:  

 

o At a minimum this should include an assessment of whether the balance is right in terms of 
the extent to which the regime is defined by reference to statutory prohibition and whether 
there may be grounds for a greater proportion of the provisions to be set within regulation. 
This could be achieved within a framework of Parliamentary oversight but would permit both 
de minimis thresholds and a risk-based approaches to be adopted. It would also enable 
adjustments to the regime where statute-determined operational inefficiencies can be said to 
stand in the way of good customer outcomes. This would also facilitate easier evolution of the 
regime with experience and evidence and changes could be made to the regime to make it 
operationally more effective for firms their customers and UK economy.  
 

o The regime should then be periodically reviewed and modernised to reflect changes in the   
broader market and the economy and to enable firms to compete on fair basis to meet societal 
and customer needs.  

 

o A further formal review should be undertaken within 3 years from now to enable a full 
evaluation of the costs and benefits and every 5 years thereafter.  
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Response to call for evidence questions 
 
Impact on financial stability 
1. Does the ring-fencing regime in your view achieve its aim of supporting UK financial 

stability, and if so how? 
2. Do you think that the ring-fencing regime has contributed to reducing risks to UK public 

finances, and if so, how best can this be observed?  
3. What role does the ring-fencing regime play in supporting financial stability in the context 

of wider changes to banking regulation since the 2007-08 financial crisis?  
4. Do you think there are any negative consequences of ring-fencing for financial stability?  
 

As the ring-fencing regime has only been in place since 1st January 2019 it is difficult to empirically 
evaluate whether it has achieved its aim of supporting UK financial stability or whether the 
perceived benefits are outweighed by the negative consequences. The assessment is also more 
difficult because the regime has coincided with many other far-reaching changes in banking 
regulation and interventions also targeted at enhancing financial stability. Since the Independent 
Commission recommended ring-fencing in 2011, there have been various banking regulatory 
reforms that have significantly strengthened the banking and financial services sector. These 
include: 

 

• Basel 2, 2.5, 3 and ‘4’ strengthening capital, liquidity, risk management, organisation, and 
business models of banks: 

o Basel 2 was implemented in early 2008 in most major economies, but the financial crisis 
intervened before Basel 2 could become fully effective.  

o Basel 2.5 introduced changes to the market risk capital to address the build-up of 
leverage in the trading book and to address the lack of capture of trading book losses in 
the framework.  

o Basel 3 saw a major overhaul of the framework reflecting the credit risk losses and 
liquidity risk issues seen in the financial crisis.  

o Basel 4 (generally referenced as Basel 3.1 in the UK) introduces various risk weighted 
assets (RWA) floors that limits the capital benefits that may arise from banks' use of internal 
models. 

 

• BCBS 239 ‘Principles for effective risk data aggregation and risk reporting’ and the Senior 
Manager Certification Regime (SMCR) have enhanced the risk management, decision-making 
processes, governance and accountabilities at banks and investment firms.  

 

• Bank Recovery and Resolution Directive I and II (BRRD), enhanced UK Recovery and 
Resolution Planning (RRP) requirements, improving the tools for dealing with bank crises, 
requiring banks to prepare recovery plans to overcome financial distress and ensure orderly 
resolution of failing banks with minimal costs for taxpayers. The possibility of a bail-in of the 
largest UK banking groups means that, in practice, it is no longer necessary for the critical 
functions of their ring-fenced banks to be separable from the wider entity or group.  

 

• Solvent wind down (SWD), seeks to ensure that banks are prepared to dissolve some or all of 
their operations in an orderly way, with a particular focus on investment banking activities, in a 
situation where neither the continuation of the business nor the restructuring of operations are 
viable options. 

 

• Resolvability Assessment Framework (RAF) and Operational Continuity in Resolution 
(OCIR) builds on the work since the financial crisis to create a resolution regime that ensures 
firms can fail in an orderly way and still continue to provide critical functions to the real economy. 
These frameworks are designed to make resolution more transparent, better understood, more 
successful and help market participants make more informed investment decisions.  
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The large increases in capital and liquidity requirements, stress-testing for extreme scenarios, bail-in 
and recovery and resolution plans have all enhanced the resilience of banks, arguably negating the 
need for ring-fencing as highlighted below. As the December 2019 Financial Stability Report (FSR) 
commenting on the stress test on 31 December 2018 balance sheets of the RFBs indicates “The 
stress reduces banks’ capital positions significantly, but the system remains above its aggregate 
hurdle rate… Participating banks started the 2019 stress test with an aggregate CET1 ratio of 14.5% 
of risk-weighted assets and Tier 1 leverage ratio of 5.6% of total exposures.” 
 
Figure 1.1: Aggregate CET1 ratio of major UK banks1 

 
The December 2019 FSR also reported that “UK banks’ liquidity positions remain strong. At the group 
level, major UK banks continue to hold more than £1 trillion of high-quality liquid assets. This is more 
than four times the level they held before the crisis.” These improvements have been driven by other 
prudential reforms rather than by ring-fencing itself.  
 
It could be argued that the regime has supported UK financial stability and reduced the risks to 
public finances by: 

▪ Reducing the pool of assets held by RFBs by £3 trillion. Many have moved to NRFBs which 
are less likely to be supported by public finances in the event of an extreme crisis.  

▪ Forcing major UK banking groups to separate their RFB and NRFB business into separate 
legal entities could make them easier to restructure and manage in resolution. However, this 
is potentially at the expense of a complex and costly resolution and capital strategy for most 
RFB groups which have a single point of entry in the event of resolution.  

▪ Reducing inter-connectedness between RFBs and other financial institutions by heavily 
restricting RFBs exposure to Relevant Financial Institutions (RFIs) and requiring exposure to 
internal non-ring-fenced entities to be on a commercial terms / arm’s length basis. 

▪ Requiring independent decision by the major legal entities within a banking group has 
arguably sharpened management’s focus on the individual RFBs rather than there being 
submerged within a Group view.   

 
However, we believe the main source of improved financial stability and reduced risk to UK public 
finances comes from the large increases in capital and liquidity requirements and the enhanced 
resolution regime put in place since the global financial crisis. As shown in Figure 1.1 the aggregate 
CET1 ratio is more than three times higher than it was before the global financial crisis. The increase 
in CET1 ratio before and after ring-fencing is marginal by comparison.   
 
The average leverage ratio, a measure of resilience that does not use weights or models to calibrate 
risks, was 5.4% in Q1 2019 for major UK banks, roughly double what it was in 20072. In addition, UK 

 

1 Bank of England, Financial Stability Report, December 2020  
2 Bank of England, Financial Stability Report, June 2019  

https://www.bankofengland.co.uk/financial-stability-report/2020/december-2020#report
https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2009/june-2009.pdf
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banks have raised over £200 billion of MREL3, approximately 60% greater than the sum of direct 
support provided to banks by the government during the global financial crisis. Bail-in reduces the 
likelihood of public support being required in future to keep a bank solvent. Furthermore, this is 
notwithstanding the pro-cyclical nature of IFRS9 provisioning which seemingly works against these 
other regulatory improvements to financial stability. 
 
The annual regulatory stress tests undertaken by the PRA between 2014-2018 before ring fencing 
became effective provided comfort that the UK banking system was adequately capitalised to 
withstand a variety of severe but plausible stress scenarios. In its November 2018 Financial Stability 
Report4, the Financial Policy Committee of the Bank of England concluded the “Major UK banks have 
continued to strengthen their capital positions. They started the 2018 stress test with an aggregate 
common equity Tier 1 (CET1) capital ratio nearly three and a half times higher than before the global 
financial crisis. The test shows the UK banking system is resilient to deep simultaneous recessions 
in the UK and global economies that are more severe overall than the global financial crisis and that 
are combined with large falls in asset prices and a separate stress of misconduct costs. Despite facing 
loss rates consistent with the global financial crisis, the major UK banks’ aggregate CET1 capital ratio 
after the stress would still be twice its level before the crisis. All participating banks remain above their 
risk-weighted CET1 capital and Tier 1 leverage hurdle rates and would be able to continue to meet 
credit demand from the real economy, even in this very severe stress.”  

 

More recently, in its December 2020 Financial Stability Report5, the Bank of England concluded that 
notwithstanding the impact of the pandemic the “UK banking system remains resilient to a wide range 
of possible economic outcomes. It has the capacity to continue to support households and businesses 
even if economic outcomes are considerably worse than currently expected. This reflects the build-
up of substantial capital buffers since the global financial crisis.”  

 

Therefore, the UK’s ring-fencing regime itself may be of limited benefit to improving financial stability 
and reducing the risk to public finances. Since 2007/08 the substantial changes in prudential 
regulation, wider regulatory measures introduced at a product level (for example, EMIR, Dodd-Frank 
in the case of derivatives), and increased disclosure and transparency requirements are likely to have 
had greater impacts on improving financial stability.  
 
With regard to question 4 there are several potential downsides or negative consequences of ring-
fencing for financial stability that have the potential to emerge:  

 

• Increased risk of failure and loss of diversification 

Although it is often assumed that revenue streams from commercial banking and investment 
banking are correlated negatively, international evidence6 is unclear on whether the correlation is 
indeed negative, positive (the Federal Reserve’s preparedness to intervene in the capital markets 
in 2020 is a case in point), or neither. Therefore, it is possible ring-fencing may have removed a 
source of diversification of revenue, risk and increased asset concentration risk in comparison to 
‘universal’ banking. If so, it will have potentially increased the risk of failure of banking institutions.   
 
This is exacerbated by NRFBs’ increased reliance on less ‘sticky’ wholesale funding. Without the 
benefit of more stable liquidity and capital of universal banking, financial market volatility could be 
increased as a result if a NRFB liquidates assets quickly and drives others to do the same via fire-
sale market prices. This will flow through into the real economy and to the extent that RFBs and 
NRFBs have exposures to related markets, there will remain channels of contagion. 
 

 

3 Discussion Paper: The Bank of England’s review of its approach to setting a minimum requirement for own funds and eligible liabilities 

(MREL) 
4 Bank of England, Financial Stability Report, November 2018  
5 Bank of England, Financial Stability Report, December 2020  
6 “A Portfolio View of Banking with Interest and Non-Interest Activities”, K. Stiroh, Journal of Money, Credit and Banking, 2006, vol. 38. 

https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.bankofengland.co.uk%2F-%2Fmedia%2Fboe%2Ffiles%2Fpaper%2F2020%2Fboes-review-of-its-approach-to-setting-mrel.pdf&data=04%7C01%7Cnala.worsfold%40ukfinance.org.uk%7C83c32b70eabb4d12081308d92c1fff1b%7C70e4dd2eaab74c6aa8823b6e7a39663e%7C1%7C1%7C637589338210428858%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=gpBJTM6p%2BD4zptIvHfqtJmfXg6xeduHN3hD1n%2BVUjM4%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.bankofengland.co.uk%2F-%2Fmedia%2Fboe%2Ffiles%2Fpaper%2F2020%2Fboes-review-of-its-approach-to-setting-mrel.pdf&data=04%7C01%7Cnala.worsfold%40ukfinance.org.uk%7C83c32b70eabb4d12081308d92c1fff1b%7C70e4dd2eaab74c6aa8823b6e7a39663e%7C1%7C1%7C637589338210428858%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=gpBJTM6p%2BD4zptIvHfqtJmfXg6xeduHN3hD1n%2BVUjM4%3D&reserved=0
https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2018/november-2018.pdf
https://www.jstor.org/stable/pdf/3839009.pdf?refreqid=excelsior%3Ace56192515bdecff52352ddfcf868b1f
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There is evidence7 that a diverse range of financial service providers has benefits in terms of  

• greater financial stability as shocks do not affect all firms in the same way, and 

• competition and choice, as firms compete on different bases and innovate drawing on 
varying influences. 

 
As further evidence of the benefit of having different types of providers in the system, in the wake 

of the financial crisis, mutual building societies grew their share of the mortgage market as the 

major banks repaired their balance sheets and some specialist lenders left the market. The 

building society sector’s share of outstanding mortgages grew from 17% in 2010 to over 23% by 

early 2019, and in some post-crisis years, without the contribution of the building society sector 

the stock of mortgages in the UK would have shrunk. The building society sector market share 

has declined slightly from 23.3% to 22.6% since 2019 since the introduction of ring-fencing as 

highlighted below, although there is not sufficient time or data since ring-fencing implementation 

to identify whether this is attributable to the impact of ring-fencing alone. 

 

 
 

• Increase in UK house prices 
The ring-fencing legislation appears to have driven the concentration of retail funding within RFBs 
into the supply of retail assets, in particular mortgages. In the UK, where housing supply has a 
very low responsiveness to house prices, increased supply of mortgage finance feeds much more 
into higher house prices than it does into better meeting of housing needs.  
 

Historically, rapid increases in house prices have contributed to financial and economic instability 
as seen most notably in the UK in the early 1990s. They also contribute to high levels of inequality 
across generations and across parts of the income distribution, in turn feeding discontent and 
potentially increasing political instability.  

 

• Resolution of small banks 
While theoretical at this stage, ring-fencing could act as an impediment to the resolution of smaller 

banks by way of share sales or to pre-resolution recovery activities that smaller banks may wish 
 

7 See for example, Haldane and May, Nature (2011) 

https://www.nature.com/nature/volumes/469/issues/7330
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to undertake, given the potential need to restructure their business into RFB and NRFB activities 

and exposures ahead of any acquisition by an RFB or its related NRFB. The ring-fencing regime 

does not facilitate such restructuring following an acquisition by an RFB group entity, which may 

delay or deter potential group bidders in a resolution scenario or in other circumstances where 

smaller banks are in financial difficulties. Where the current ring-fencing rules become more of a 

concern from a broader systemic perspective, is in the context of M&A where an RFB is 

considering any potential acquisition of a bank in distress prior to resolution. 

 

• Impact of and learnings from the Covid 19 pandemic 
The Covid pandemic led to unprecedented shifts in economic activity. Reforms made after the 
global financial crisis meant that the financial system was able to support households and 
businesses through these changes, rather than amplifying the disruption. This provides evidence 
for the effectiveness of the various reforms overall. However, while tumultuous, the Covid 
pandemic did not trigger a financial crisis, due to the huge monetary and fiscal support for the 
wider economy rapidly put in place. So, in many important respects ring-fencing remains untested, 
although impacts of the pandemic on ring-fenced banks should be noted as a potential area for 
further consideration, in particular the impact of credit write downs.  

  
With recovery from the pandemic requiring significant policy responses, now is an appropriate 
moment to review the effects of the ring-fencing regime against subsequent regulatory and macro-
economic developments, including Brexit and a low interest rate environment. The robustness of 
the UK financial system, from the various regulatory reforms discussed above, means a number 
of changes can be made to the regime to ensure a modified ring-fencing regime reinforces UK 
competitiveness without detracting from UK financial stability. 

 
Recommendation to the Panel 
 
Given the above we would ask the Panel to consider carefully whether the ring-fencing regime, which 
only exists in its current format in the UK, adds sufficient benefits beyond those from other wide 
ranging prudential and market regulation to justify the additional operational complexities and 
negative and unintended consequences.  

 
Impact on customers, competition and competitiveness  
5. Do you think that ring-fencing has had an impact on outcomes for customers or firms in 

the mortgage market?  
 
RFB groups’ share of personal mortgage market 
The introduction of ring-fencing regulations in 2019 has had direct and indirect impacts on UK 
mortgage providers, which have potentially impacted the competitive dynamics in the UK mortgage 
market and subsequently impacted customer outcomes.  

 

Figure 5.1 shows historic retail banking loan-to-deposit ratios (LDR) across the largest financial 
service providers (FSPs) with HSBC and Barclays ratios considerably lower than the market average, 
with retail deposits used to some extent to fund non-retail lending. LDRs for 2020 have reduced across 
the board, and will have been impacted by the coronavirus pandemic, and the increase in customer 
deposits (see question 6 below). Bank of England Staff Working Paper research8 indicates that for 
UK banks, ring-fencing has resulted in an 18ppt rise in the share of retail assets funded by retail 
deposits in an “average” ring-fenced bank in comparison to the previous universal banking model. 
 
 
 
 

 

8 Bank of England ‘Staff Working Paper No. 892, November 2020  

https://www.bankofengland.co.uk/-/media/boe/files/working-paper/2020/separating-retail-and-investment-banking-evidence-from-the-uk.pdf
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Figure 5.1: Comparison of LDRs for the 5 largest FPS9 

 2018 2019 2020* 

Barclays 95% 94% 85% 

HSBC 83% 84% 77% 

LBG 136% 137% 122% 

NatWest 103% 107% 101% 

Santander UK 122% 115% 110% 

 

As a result of this in the years leading up to, and subsequent to, ring-fencing FSPs have used excess 
deposits by increasing the scale of their mortgage lending reflecting the constraints of investment 
assets within ring-fencing regime. Figure 5.2 shows a significant increase in mortgage lending 
between 2018 and 2020 at HSBC10 and NWG in particular (19% and 18% increases respectively) and 
Barclays and Santander to a lesser extent (8% and 7% increases). Mortgage lending figures in 2020 
also need to be considered against the backdrop of the pandemic which has restricted house-buying 
activity and mortgage demand.  
 

 
Figure 5.2: Comparison of Mortgage Lending Balances for the 5 largest FSPs 

 2018 2019 

 
2020* 

 
Growth (2018-20) 

Barclays 137 143 148 +8% 

HSBC 93 102 111 +19% 

LBG 289 289 294 +2% 

NatWest 138 148 163 +18% 

Santander 158 165 170 +7% 
 

As set out in UK Finance’s Q4 2020 Household Finance Review (Q4 2020 HFR) “as a result of this 
increase in supply arising from ringfencing, we have seen the market share of the largest banks 
increase over the past two years (5.3). This follows a period of decline in market share for these 
lenders from 2009-2017 driven by an increased number of new lenders from different sectors 
entering the market or expanding their existing lending.  It is important to note that, while the market 
share of the largest banks has increased in 2019 and 2020, these are still relatively small increases 
and ultimately the mortgage market remains more diverse and competitive than it has been 
historically.” 
 

“The UK mortgage market is generally very competitive with high levels of customer engagement 
(75%+ customers switching to a new mortgage product within 6 months of being on a Standard 
Variable Rate11), a wide range of products and providers, and significant usage of intermediaries (e.g. 
mortgage brokers).”  
 

Figure 5.3: Market share of largest UK banks for gross mortgage lending to individuals  

  
• Source: UK Finance Largest Lenders  
 

 

9 Relevant FSP Annual Report & Accounts 2020  
10 mortgageintroducer.com/hsbc-plans-to-up-mortgage-lending-by-35bn/  
11 FCA Mortgage Market Study Final Report  

https://www.ukfinance.org.uk/sites/default/files/uploads/Data%20(XLS%20and%20PDF)/Household-Finance-Review-2020-Q4-FINAL.pdf
https://www.mortgageintroducer.com/hsbc-plans-to-up-mortgage-lending-by-35bn/
https://www.fca.org.uk/publication/market-studies/ms16-2-3-final-report.pdf
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Impact on mortgage spreads 
The December 2019 FSR indicated: “UK banks are competing aggressively on price in the mortgage 
market — quoted rates on mortgages and spreads over risk-free reference rates have decreased 
significantly since 2013.” “The continued compression in mortgage rates may have been driven in 
part by the impact of ring-fencing on mortgage competition. Ring-fenced banks (RFBs) are subject to 
restrictions on the type of banking activity they can undertake, and ring-fencing has increased the 
share of deposit funding relative to wholesale funding within RFBs. Because deposits are cheaper 
than wholesale funding, this compositional shift results in lower ‘blended’ funding costs. This allows 
RFBs to compete more aggressively. Other factors, such as banks’ strategies around their desired 
level of mortgage lending, are also likely to have played a role in the recent mortgage rate 
compression.” However, the FSR highlights that in spite of falling costs of mortgages, “Lenders have 
maintained underwriting standards in recent years” 
 

The direct impact of ring-fencing regulations has varied between different mortgage lenders based on 
their respective business models. For several large FSPs who have historically utilised their retail 
deposits to fund activities outside of traditional retail banking, ring-fencing has impacted their ability 
to fund such ‘non-retail banking’ activities with their retail deposits – potentially resulting in excess 
deposits. Meanwhile smaller, new entrant FSPs who are not subject to ring-fencing are able to 
continue to fund ‘non-retail banking’ activities with their retail deposits. 

 

This increase in supply of mortgage credit initially correlates with a decrease in mortgage pricing 
throughout 2019 and into early 2020 (Figure 5.4), a trend further fuelled by competition from mid-tier 
lenders and larger building societies, neither of whom are ring-fenced.  The average interest rate of 
new mortgages has since risen, from mid-2020 through to 2021, as the stamp duty holiday introduced 
in July 2020 has contributed to an increase in demand for mortgages. However, average pricing in 
2021 remains at the historically low levels seen over the past two years. As the UK Finance Q4 2020 
HFR also indicates “Despite the continuing economic uncertainty, appropriate LTV limits and 
responsible lending rules continue to ensure that loans remain affordable and that borrowers have 
adequate buffers, both of income and equity, to protect customers against adverse shocks.” 
  
Figure 5.4: Mortgage rates for new mortgages  

   
Source: Bank of England  

  
The increase in mortgage lending by several larger FSPs, as outlined above in Figure 5.3, is likely to 
have been a contributory factor in the already competitive nature of the mortgage market in recent 
years, contributing in part to the reduction in prices and in mortgage spreads in 2019 and most of 
2020 as highlighted in Figure 5.4. The Bank of England Staff Working Paper estimated that ring-
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fencing has reduced mortgage spreads directly by 16bps12. The same paper also notes that “we find 
no evidence that ring-fencing causes treated banks to reduce the risk-sensitivity of their mortgage 
pricing” (page 28). 
 

Impact on customers, competition and competitiveness 

The PRA consulted over the course of 2015 and 2016 on the implementation of ring-fencing, such 
that the impacts started to be felt as the affected banks implemented changes in intervening years in 
advance of the implementation deadline in January 2019. The evidence of the impact of ring-fencing 
therefore becomes evident as the structural changes began to be made at the banks. Banks were 
already reducing their reliance on wholesale sources of funding following the capital and liquidity 
regulatory reforms since the global financial crisis, but this change was amplified by ring fencing. As 
they were formed, some of the ring-fenced entities had relatively low loan-to-deposit ratios.13 
 
As ring-fencing required deposits from UK households and SMEs to be held in the ring-fenced entity, 
the banks matched these liabilities with the equivalent UK assets – notably UK mortgages and SME 
loans. However, the majority of the excess funding was directed to the mortgage market. This 
competition caused rates to fall, to the benefit of borrowers. This is demonstrated by the reduction in 
the spread on new mortgages shown in the chart below. Across 2015 and 2016, the average spread 
on new mortgages was 167bps over relevant reference rates. By 2017 to 2019, this had reduced by 
50bps to 117 bps. There were many reports of the intensity of competition in the mortgage market at 
the time, and some lenders left the market14 although the reasons for lenders leaving the market could 
be attributable to a number of factors. 
 
However it should be noted as highlighted in the CBBS-APPG Diversity of Banking Institutions report 
of November 202015 smaller players faced issues due to capital risk weightings and the IRB advance 
model which effectively meant that larger banks had cheaper access to capital as their mortgage risk 
was calculated as being 15-16% lower than their smaller competitors. The spread increased during 
the Covid-19 pandemic as lenders withdrew or increased risk premia.  
 
Figure 5.5:  Overall spread on new mortgages  

 

 
 

 

12 Bank of England, Staff Working Paper No. 892, November 2020  
13 Bank of England, Staff Working Paper No. 892, November 2020  
14  “UK’s biggest 15 lenders hit by price war”, FT 12 August 2019,  
15 Diversity of Banking Institutions - A report by the All-Party Group on Challenger Banks and Building Societies 

https://www.ft.com/content/bb2fd5e2-b9f3-11e9-96bd-8e884d3ea203
https://assets.publishing.service.gov.uk/media/57ac9667e5274a0f6c00007a/retail-banking-market-investigation-full-final-report.pdf


 

11 

 

Classification: Public 

 

Ring-fencing followed the implementation of the findings of the FCA’s Mortgage Market Review, as 

well as the FPC’s recommendations in relation to the mortgage market. These led to a greater formal 

assessment of a borrower’s ability to repay their mortgage and put limits on lending at higher loan-to-

income ratios. These reforms helped to constrain increased risk-taking even with the increase in 

mortgage market competition due to ring-fencing legislation restricting RFB use of deposits for funding. 

 
Figure 5.6: UK Mortgage Market Spreads since 200916  

 
Figure 5.6 shows a consistent reduction in recent years in mortgage spreads, until the impact of the 
coronavirus pandemic is seen from March 2020 onwards. The decline in mortgage spreads has been 
greater for mortgage maturities above 2 years. There are clear customer benefits from these trends 
with mortgage rates reducing, particularly for longer fixed products. On the one hand, this could 
encourage borrowers to take out longer fixed-rate mortgages, giving them greater stability over the 
medium term. On the other hand, this could also potentially create greater risk of payment ‘shocks’ in 
future if interest rates have moved sharply between a customer’s mortgage agreements. 

 

The Bank of England staff working paper also indicates that increased use of retail deposits in large 
UK banks to fund mortgage lending is likely to have put pressure on the profitability of smaller banks 
that are out of scope of ring-fencing but draw much of their income from the domestic mortgage 
market17. According to the research, small banks have responded by increasing the riskiness of their 
lending, via reducing interest rates more than proportionally on higher loan-to-value (LTV) lending.  
 

This trend towards higher LTV and LTI lending (particularly prior to the coronavirus pandemic) can be 
seen in Figures 5.7 and 5.8 below, and with recent examples of high LTI lending including the launch 
of the Nationwide Helping Hand Proposition for first time buyers18 (5.5x LTI) and Barclays increasing 
the LTI to 5.5x for high income customers, with an LTV less than 80%19. 
 

 

 

 

 

 
 

 

16 Bank of England, Financial Stability Report, December 2020  
17 Bank of England, Staff Working Paper No. 892, November 2020  
18 FT Adviser ‘Nationwide increases borrowing limit for first-time buyers’, April 2021  
19 Barclays brings in new income multiple caps 
 

https://www.ftadviser.com/mortgages/2021/04/22/nationwide-increases-borrowing-limit-for-first-time-buyers/
https://assets.publishing.service.gov.uk/media/57ac9667e5274a0f6c00007a/retail-banking-market-investigation-full-final-report.pdf
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Figure 5.720: Mix of LTV Lending %  

 
 
Figure 5.821: Mix of High LTI Lending %  

 
Meanwhile increased competition in the mortgage market, attributed to the impact of ring-fencing 
legislation, has been cited as a key contributing factor for some providers exiting (or considering 
exiting) the mortgage market entirely 22 .  However, it should be noted that Metro cited MREL 
requirements and “balance sheet optimisation” “towards higher yielding assets such as specialist 
mortgages and unsecured loans” as a feature of its decision to sell its prime mortgage book to 
NatWest23. 
 
There have been various changes in the mortgage market in recent years, including relatively cheaper 
sources of funding from the Funding for Lending Scheme and Term Funding Scheme (TFS), the 
continuing historically low base rate environment and schemes for mortgage borrowers (e.g. Help to 
Buy). The cumulative impact of these different variables makes it challenging to segment and fully 
recognise the impact that ring-fencing has had. In addition, in the past year the coronavirus pandemic 
may have further masked various trends in the mortgage market. 
 
In summary, it appears that a potential consequence of ring-fencing has been an increase in mortgage 
lending by several larger FSPs and a lowering of prices in the mortgage market. This could have led 
to some providers focusing on higher risk lending, and others exiting the market entirely but this also 
coincided with the introduction of Basel 2 MREL and leverage ratio frameworks which have 
particularly challenged the mid-tier banks and building societies The fall in mortgage spreads, partly 
attributable to ring-fencing, has helped customers to benefit from lending rates lower than they would 
have otherwise received, particularly for mortgage maturities over 2 years. A finding from the Bank of 
England staff paper is that over exposure to credit risk cast doubt on the efficacy of structural 
separation of banks. And this observation by the Bank of England staff is very relevant today, given 

 

20 Bank of England ‘Mortgage Lenders and Administrators Statistics – 2020 Q3’  
21 Bank of England ‘Mortgage Lenders and Administrators Statistics – 2020 Q3’  
22 Financial Times ‘J Sainsbury poised to exit mortgage lending’, September 2019  
23 Metro Bank confirms sale of £3bn residential mortgage portfolio to NatWest Group plc 

https://www.bankofengland.co.uk/statistics/mortgage-lenders-and-administrators/2020/2020-q3
https://www.ft.com/content/fc0fb336-db75-11e9-8f9b-77216ebe1f17
https://assets.publishing.service.gov.uk/media/57ac9667e5274a0f6c00007a/retail-banking-market-investigation-full-final-report.pdfhttps:/www.metrobankonline.co.uk/about-us/press-releases/news/metro-bank-natwest-mortgage-book/
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the effects of the  pandemic and reforms on credit risk loss measurement, reporting and stress testing 
following the implementation of IFRS 9. The paper goes onto say “our results also question the idea 
that structural separation unambiguously improves financial stability. On the one hand, the increased 
retail focus by universal banks should reduce their exposure to international and capital market shocks 
— a key motive of most structural separation proposals. On the other hand, this rebalancing leaves 
the supply of retail credit more exposed to the health of a few large lenders with increased exposures 
to domestic shocks.” 24 
  
6. Do you think that ring-fencing has had an impact on outcomes for customers or firms in 

other retail banking markets (apart from mortgages)?  
 
Deposit levels and interest rates 

The ring-fencing regime applies to UK banking groups with an excess of £25 billion eligible 
deposits. As set out in the UK Finance Q4 2020 HSR “Ringfencing means that retail banking is 
separated entirely from investment banking activities within the largest lenders. Retail deposits can 
only be used for funding other retail banking activities, such as mortgage lending or personal loans 
and overdrafts”. “Deposit levels in ring-fenced banks (Figure 6.1) have grown gradually from £600 
billion in 2010 to over £800 billion at the start of 2019” and to around £1 trillion at the start of 
2021. “These deposit levels in retail banking are on average higher than lending levels. The 
increases seen in retail deposits balances of the largest banks have resulted in increased mortgage 
lending”.  
 

Figure 6.1: Level of personal deposits for all ring-fenced banks, £ million  

  
Source: UK Finance Household Finance Review  

  
At the same time as the ring-fencing changes were taking place, changes were occurring in the wider 
macroeconomic environment. In the second half of 2016 the Monetary Policy Committee reduced 
interest rates from 0.50% to 0.25% and introduced a new TFS. Although already low, the reduction in 
interest rates put further pressure on margins in banking. This was offset somewhat by the TFS, which 
reduced funding costs. With excess liquidity, as well as access to the TFS, RFBs may have had a 
reduced appetite to compete for retail deposits.  
 
Other new entrants came to market during this time, offering significantly higher interest rates to 
address long-standing inertia in the retail savings market and encourage savers to switch. In relation 

 

24 Bank of England, Staff Working Paper No. 892, November 2020 page 36 
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to building societies, the chart below shows the differential between major bank pricing and building 
society pricing in the savings market, as produced by the Bank of England (BoE) and Building 
Societies Association (BSA).  
 
Figure 6.2: Effective interest rates on deposits% (BoE & BSA)  

 

 
Competition between RFBs, building societies and other market entrants 
Although not a requirement of ring-fencing regime, ring-fencing has led to an increase in the similarity 
of the activities of RFBs and building societies. Reforms that increase the number of alternative asset 
classes that were held in the ring-fenced entities in practice would bring diversity and customer choice.  

 
The excess of retail deposits among the large FSPs, possibly because of ring-fencing regulation, may 
have contributed a change in the competitive dynamics in relation to retail deposits. However, under 
the backdrop of the current low interest rate environment where savings interest rates are already low 
across the market, there is little observable impact from ring-fencing on deposit pricing. In addition to 
this, the pandemic has reduced consumer spending and this, combined with increased uncertainty 
has led to significant growth in retail deposits, despite low savings interest rates. In November 2020, 
retail deposits across the industry were approximately 10% above levels 12 months earlier25.  
 

The fact that the ring-fencing legislation restricts RFB access to capital markets could have played a 
role in the withdrawal of some market leading rates as there are limited areas in which RFBs can 
invest and as a result UK savers may be receiving poor outcomes. For example, Atom bank, had 
offered market leading fixed term deposits prior to ring-fencing but subsequently withdrew them – this  
may have been driven by increased competition in the mortgage market which meant that they were 
unable to attain the margin required to sustain their savings rates. In addition, Marcus (Goldman 
Sachs) launched their Instant Access product with market leading rates. Marcus maintained this 
position for two years resulting in gaining £21bn in deposits over this a short period of time. They 
subsequently withdrew the product for new customers and reduced the rates for existing customers 
as they neared the £25bn threshold for ring-fencing26. 
 

 

 

 

 

 

25 S&P Global Market Intelligence ‘UK banks’ deposits rise amid pandemic’, Jan 2021  
26 The Telegraph ‘Marcus withdrawal signals dark times ahead for struggling savers’ June 2020  
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Perspective from mid-tier banks and building societies 

 

A recent study (May 2021) by the Social Market Foundation in partnership with Metro Bank 27 
“compares the interest rate on ‘on demand’ deposits (cash in personal current accounts, business 
current accounts or instant access savings) between different types of lender. Returns are lowest for 
major banks, at 0.28% on average, slightly higher for small retail banks (0.35%) and closer to 1% for 
building societies and specialist lenders.” Coincidentally the major banks or Big 5 banks cited in SMF 
and FCA ‘Strategic review of Retail Banking Business Models’ reports coincides with the original 
banks subject to the UK ring-fencing regime. 
 
Figure 6.3: Average customer interest rate on ‘on demand’ deposits 

 
The SMF report goes onto say: 

• “85% of the more than four million business current accounts (BCA) open in Great Britain are held 
with the “Big Five” banking groups. “Figure 6.4 shows the spread between the interest paid out on 
SME BCA balances by different categories of financial institution. The average interest paid by 
major banks was estimated by the FCA to be around 0.07%. This compares unfavourably with 
that paid by smaller banks, who paid approximately 0.15% in interest on deposit balances, with 
building societies paying 0.39% and specialist lenders 1.05%. Between the typical interest rate 
paid by larger banks and that paid by specialist lenders (that pay the highest interest rate on SME 
balances) the FCA identified a “spread” of 98 basis points.” 

 
Figure 6.4: Average interest rate on SME BCA deposits 

 

 
• “Beyond customer inertia, it has also been suggested that regulation favours large banks over 

smaller ones. Last year, a report from the All-Party Parliamentary Group (APPG) on Challenger 
Banks and Building Societies concluded that regulatory “unintentional consequences…combined 
to disadvantage smaller players”, reflecting “an institutional bias towards major banks which was 
stifling competition”, highlighting leverage, MREL costs and internal risk rates as particular areas 
of concern.  

 
 

 

27 Social Market Foundation ‘Banking and competition’ 2021   

https://www.smf.co.uk/wp-content/uploads/2021/05/Banking-and-competition-in-the-UK-economy-May-2021.pdf


 

16 

 

Classification: Public 

• “The bigger issue, though, is capital requirements. Capital requirements appear to vary between 
banks whose assets are evaluated using the Prudential Regulatory Authority’s standardised 
approach, and those that are accredited to use their own internal ratings.” All RFBs are on IRB 
basis and most mid-tiers are on standardised approach, and this differential in the capital 
requirements impacts the ability of mid-tier firms to compete in various markets. 

 
• “In recent months, attention has focused on the implications for competition of the Bank of 

England’s minimum requirement for own funds and eligible liabilities (MREL). Challenger banks 
have highlighted a number of ways in which they are disadvantaged by MREL as it currently 
operates.”  
 

Our mid-tier members have indicated that combination of MREL and leverage ratio regime in the 
main and ring-fencing in part have directly or indirectly impacted their business models and market 
share in various retail markets, including mortgages, deposits and SME lending.  
 
High net worth individuals 

Wealth and asset management activity should be clarified in order to facilitate necessary de minimis 
Relevant Financial Institution (RFI) exposures for situations including: operational activity and product 
innovation; trading as principal for client intermediation and investment administration purposes; and 
to broaden the investment opportunity set to all types of derivatives where market risk is fully hedged 
and counterparty credit risk mitigated through requirements under the European Market Infrastructure 
Regulation (as onshored). This would help level the playing field with peer firms outside the scope of 
ring-fencing and address the unintended consequences, without any material deviation to the 
underlying policy objectives of retail and investment banking separation. This would also support 
inorganic growth and consolidation opportunities in this sector. 
 
Firms operate a single investment proposition across both mass market and high net worth clients 
and would prefer to be able to offer a wider service to our customers.  
 
7. Do you think that ring-fencing has had an impact on outcomes for customers or firms in 

investment or wholesale banking markets?  
 

Ring fencing implementation in RFBs and customer impacts 

From a customer perspective, ring-fencing has impacted customers’ ability to do business with UK 

banks subject to the legislation. However, these impacts will differ depending on the type of customer 

and which UK bank they are doing business with given the different business models and approaches 

adopted.  

 

The RFB groups implemented different perimeters across product and customers as part of their ring-

fencing implementation, with some - guided by their business mix, legal structure and overarching 

legal obligation to put their ring-fencing structure in place in a way that minimised customer detriment 

-  moving a vast majority of corporate lending outside their RFBs to others keeping as much as 

possible inside their RFB all depending on their business models.  

 
But in most RFB groups serving customers’ needs in the RFB resulted in creating a split proposition 
between the RFB and NRFB. While members have sought to minimise the ongoing challenges this 
creates, including through the relationship manager model, it is impossible to mitigate all impacts. The 
speed and efficiency of service has been impacted given the increased operational complexity of 
serving customers from both the RFB and NRFB while adhering to ring-fencing rules. This can be 
evidenced by the need to issue duplicate documentation and for certain products for example, long-
dated derivative exposures, dual credit sign off, unsecured thresholds, security pools, and other 
transactional considerations are required. This has a direct impact on major UK banks’ 
competitiveness from a service and client experience perspective. There are also cases where certain 
types of entities become “stranded” within the RFB when the rest of their corporate group is banked 



 

17 

 

Classification: Public 

within the NRFB because they do not meet the conditions to be banked within the NRFB. Family 
offices, with linked company accounts can be found straddling the ring-fence as the ownership 
structure of linked companies does not fall neatly into the qualifying group member definition. Entities 
which become ‘stranded’ in this way might not be able to access the full functionality of the NRFB 
products, which are not available in RFB.  
 
“Unintended” RFI examples 
Some examples from RFB members as illustration are: 
 

• a pension provider which is only indirectly exposed to market activity (they invest client funds into 
products provided elsewhere) - RFB could not provide a CBIL loan directly from RFB as the 
provider was classified as an RFI.   

• a small family run IFA business., if this client had structured their business within a single legal 
entity the RFB would have been unable to support. IFAs can be structured as MiFID investment 
firms or AIFs which brings them under the RFI definition even if those activities under their licence 
are very light and sometimes not even used 

• BBLs declines : A number were for Fintech firms that had acquired licences for investment 
activities classing them as an RFI but were months/years from engaging in activity.  

• The RFI classification rules do not consider materiality. Therefore, the current rules can capture 
both micro-enterprises and SME customers. This places product restrictions on customers 
classified as RFIs as they are unable to have their needs served through the RFB. 

• RFBs are unable to net positions across the RFB and NRFB which impacts customers through 
higher costs and lower returns where customer positions are not disaggregated, and offsetting 
benefits are not realised. In these cases, some customers will choose not to do business with the 
RFBs.  

 
Commercial and corporate customer impacts 
Many commercial and corporate customers obtain products from both the ring-fence and non-ring 
fence banks, and current “arms-length’ rules make it difficult to offer a seamless customer experience 
and service.  For example, the RFB cannot use customer due diligence materials from the NRFB with 
customers being asked multiple times for documents as simple as passports. This effectively means 
customers having to be fully on-boarded twice. Similarly, restrictions on information and analysis 
passing from NRFB to RFB make credit decisions for customers protracted and inefficient. This is 
both confusing and inconsistent with other regulations (e.g. whereby an affiliate may rely on the due 
diligence carried out by a group company). For clients with products provided by both RFB and non-
RFB, there are additional complexities regarding structuring credit lines if both banks are involved. 
For example, the requirement for collateral to be provided to both banks separately (or via a shared 
trust), increases the cost and complexity of providing this collateral above that which would be the 
case if either bank undertook the same transaction with a third party.  It is unclear how more stringent 
requirements between members of the same group benefits the customers or enhances the 
effectiveness of ring-fencing.  
 
Corporate Treasury impacts 
Some large sophisticated corporate customers have in-house Financing or Treasury entities (captive 
treasuries) which would be deemed to be RFIs.  This bifurcation of banking relationships (all the non-
RFI entities in the RFB and the Treasury entity in the non-RFB) does not appear to meet any of the 
ring-fencing benefits whilst increasing complexity and operational processes for the customer.  
 
Geographical impacts 
The regulatory framework should be agnostic to the customer entry point into the bank from where its 
primary customer coverage team is based. Current rules would define a relationship coverage team 
based in the NRFB as providing a service to the RFB if it is co-ordinating RFB product provision to 
that customer. This leads to duplicative coverage models with higher associated costs and inefficient 
product provision compared to RFB groups’ international peers and competitors. This was particularly 
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onerous both for the group and for customers during the Brexit transition whereby RFB were unable 
to rely on NRFB customer coverage teams to support customers transitioning to EEA countries. 
 
Where the RFB was building up its expertise in MiFID business to support its post- Brexit business 
model it was unable to rely on business or functional expertise sitting in the NRFB, leading to 
convoluted and less streamlined customer interactions. Front office business support should not be 
considered a service for the purposes of Rule 9.1 but the rules are not clear and open to interpretation. 
Rule 9.1 would be better linked to substitutability or OCIR, outsourcing and operational resilience 
requirements. 
 

8. Do you think ring-fencing has had an impact on the competitiveness of UK-based 
investment or wholesale banks relative to foreign investment or wholesale banks?  

 
Impact of super-equivalent regime on UK NRBs vs foreign investment banks  
Ring-fencing introduced super-equivalent legislation in addition to enhanced prudential capital rules 
in the UK. Therefore, UK banks face a higher standard than non-UK banks which creates a 
competitive disadvantage in terms of funding costs, duplication of functions, and increased complexity 
of the client proposition. However, insufficient time has lapsed since the implementation of ring-
fencing to provide hard quantitative data regarding the impact the ring-fencing legislation has had on 
UK banks competitiveness, particularly given competing macroeconomic factors such as Britain’s exit 
from the EU, and the pandemic. 
 
However, ring-fencing has increased the administrative burden from operating a split provision model, 
fragmented capital bases and the portfolio benefits of running diverse businesses together have been 
lost at major UK banks. Conversely, major universal banks benefit on pricing grounds, relative 
operational simplicity and geographic coverage, particularly for large corporate customers.  

 

Competitive disadvantages relative to foreign investment banks  
We have also seen a non-UK headquartered bank accumulate retail deposits. While this is positive 
from a customer pricing perspective it highlights the competitive disadvantage faced by UK banks due 
to the higher standard placed on them by the legislation.  
 

The chart below shows how UK wholesale banks are far more leverage constrained than peers. 

Through ring-fencing, the UK has created a structural disadvantage for its (through less efficient 

capital and funding) wholesale banks relative to US and European peers, which affects the products 

and services they can offer to their customers.  These banks can use their larger, universal bank 

balance sheets from international banking entities to offer better services to UK clients. Banks, 

including large non-UK integrated universal banks, are permitted to collect deposits up to the £25 

threshold without the requirement to ring-fence. Such deposits might be used for a range of purposes, 

including potentially funding wholesale activities.  This is arguably at an opportunity cost to both UK 

NRBs and smaller UK challenger banks which would be competing for those deposits and market 

share. Ultimately, these constraints and competitive issues have impacts on the position of UK 

wholesale banking as illustrated for the two largest UK wholesale banks, Barclays and HSBC.  

 

The HSBC analysis below of the decline in UK NRFBs’  investment banking  was also confirmed by 
the Bank of England in its November 2020 staff paper indicates; “Overall our results are consistent 
with industry commentary arguing that ring-fencing has caused large UK banks to increase mortgage 
lending (Financial Times, 2019a) and reduce syndicated lending (Reuters, 2017). While our main 
analysis focuses on these two markets for identification reasons, we also observe a broader 
rebalancing towards retail assets and away from investment banking assets during the run-up to ring-
fencing implementation at the start of 2019 (Figure 3).” In Figure 3 – se directly below - ‘Investment 
banking’ refers to the sum of debt securities, equity securities, and derivatives held for trading. 
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Source: Provided by HSBC Bank, from publicly available information 

 
Source for graphs below: Bank of England November 2020 staff paper 

 
. 
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Derivative markets 

Response to and examples provided for Q10 highlight where RFB groups and their NRFBs face 

commercial and business disadvantage compared with foreign universal and investment banks in 

derivative markets. This is particularly relevant in a post-Brexit world and competition in wholesale 

markets. 

 

Domestic vs foreign banks: client impacts 

Set out below are some examples from members:  

• New companies eg funding vehicles which do not immediately have the funds but are expecting 
a large transaction in a few weeks cannot be set up in the NRFB because they do not meet the 
balance sheet criteria. Clients do not want to be switched from the RFB to the NRFB at a later 
date and complain that international banks do not have this issue.  

• Requirement to issue Notice of Determination (NoDs) to clients of the NRFB outside UK and to 
have a 14 day cooling off period. Non-UK clients question this paperwork, and also query the extra 
diligence to identify any core deposits and then any paperwork needed to ensure an exemption 
under EAPO has been met 
Definition of ‘deposits’ captures products such as Treasury funding and Murabaha which have 
little bearing on UK financial stability and clients wanting these products are currently subject to 
enhanced diligence and NoDs 

 

Income dependency triggers 
Ring-fencing rules limit the amount of income the RFB can receive from the NRFB. This rule does not 
address the fact that RFB and NRFB are members of the same group, serving many of the same 
customers, and with common interests. One possible effect is limiting real economy business that 
would make use of balance sheets on either side of the ring-fence, such as where the RFB wishes to 
serve its customers’ risk management needs by referring them to the NRFB for derivatives in return 
for a share of the revenue generated. The rule also acts as an upper limit on how many services can 
be provided by the RFB to the NRFB as this generates income for the RFB.  The risks associated 
with income dependency are more than adequately catered for in the Group and RFB capital base, 
as they are a scenario in the ICAAP assessment. 
 
Operational support costs 
Replication of the three lines of defence (3LOD) model across RFB and NRFB entities adds 
incremental costs, policy frameworks, boards/governance committees and control environment 
requirements. We also need to duplicate market infrastructure (e.g. clearing house memberships) and 
prudential and regulatory processes such as ICAAPs and stress testing returns. 
 
The cost of funding for NRFBs is further exacerbated in a stress further impacting the costs for 
customers. Existing market data shows, that following the onset of the pandemic in 2020, secondary 
spreads for NRFBs widened significantly compared to their RFB counterparts.  
 
Whilst these differences have tightened since then, NRFBs still continue to pay a premium over their 
RFB counterparts – RFB groups observe this to be c.10-15bps at current levels.  
 
Brexit 

The UK’s departure from the European Union – while not envisaged at the time the ring-fencing 

regime was designed – has brought to light a number of the inherent structural challenges, including 

the duplication of costs and processes, and sub-optimal use of capital and liquidity. The combination 

of structural aspects such as managing less diversified balance sheet around leverage ratio and 

holding higher levels of capital and liquidity to attract a suitable credit rating have meant that NRFBs 

are, by design, disadvantaged compared to other foreign investment or wholesale banks. The factors 

also create higher barriers to entry for UK banks who may wish to consider growing their international 

presence, compared to their international peers. 



 

21 

 

Classification: Public 

As a result of these factors, RFB groups have reduced the size of their European corporate perimeters, 
putting the bank in a weaker position than their international peers, but with a larger than required 
number legal entities covering the corporate activity, each of which requiring oversight of outsourcing 
and intra-group agreements, as well as regulatory reporting requirements. 

 

9. In your view, has ring-fencing had an impact on the provision of productive finance to 
businesses, including small and medium sized enterprises (SMEs)?  

 
Ring-fencing rules prohibit the RFB from offering exposure creating products to RFIs. The RFI 
classification rules do not consider size therefore the current rules can capture micro enterprises 
and SMEs. As a result of ring-fencing, there are implications for the provision by RFBs of credit 
cards and auto-finance (company cars) to companies that are RFIs. Whilst members can take 
deposits from RFIs through a current account, they are not prepared to provide an overdraft with the 
account.  
 
The restrictions regarding exposures to RFIs have been exemplified by the inability for the RFB, in 
response to the pandemic, to make the Government guaranteed bounce back loans available to RFI 
clients, including small wealth managers or asset management firms. This meant that they had limited 
their access to providers wider government supported schemes.  
 
Product prohibitions also impact subsets of the population within the SME book, as the RFB is unable 
to offer more complex but well established solutions where there may be customer demand. 
Consequently, where an SME client has more sophisticated needs or is growing, it may need to 
engage with a NRFB which has not typically been designed to cater for SMEs, given their focus on 
larger more complex organisations.   
 
We consider that this type of customer should not be captured by the legislation and, as set out in 
response to question 10, we would ask the Review Panel to consider some flexibility in the regime to 
allow RFBs to meet the needs of these  customers .  
 
In addition to exploring the impact of ring-fencing on mortgage pricing and SME financing the review 
panel should also explore whether, in the mid and large corporate market, both UKRFBs and 
NRFBs have been placed at a competitive disadvantage against foreign universal banks impacting 
their ability to support their key UK client base and also whether the trapping of liquidity has 
unnecessarily increased the costs of sterling funding in the wholesale markets.  
 
In relation to SME lending, the SMF report indicates: “challenger and specialist banks’ share of total 
gross lending [to SMEs] fell to 31% in 2020 from 48% in the previous year, the lowest on record. 
This reversed the post-financial crisis trend which had seen the challenger and specialist banks go 
from providing a third of gross bank lending in 2013 to around a half in 2017-2019…”.However it is 
difficult to distinguish the impact of capital and regulatory regime from any potential impact from ring 
fencing.  

 

Operation of the ring-fencing regime  
10. Do you think that the ring-fencing regime requires clarifications or amendments?  
 

Alternative approach 
We recommend that the Review Panel explore the Swiss equivalent regime which has the overall 
economic and competitive aspects of the region as its primary basis supported by a strong capital, 
liquidity and regulatory framework.   
  

Clarifications and amendments to UK regime 
Experience of the UK regime over the last two and a half years leads members to believe that a 
number of changes could usefully be made to the existing legislation and PRA rulebook, without 
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undermining ring-fencing financial stability objective, but which nevertheless would benefit customers 
and the economic recovery in a post-pandemic, post Brexit world.   
 
The Annex outlines a number of areas where members consider the legislative framework requires 
clarification or amendment in order for it to operate effectively in line with the objectives of ring-fencing. 
As the panel already know, the ring-fencing regime was split across legislation and regulatory rules 
(principally PRA rules) – the former covering the perimeter and the latter setting the height. 
Embedding regimes within legislation (rather than regulation) prevents the UK regulatory regime from 
having the agility and flexibility needed to respond quickly and effectively to emerging challenges, 
as acknowledged by HM Treasury in their consultation looking at Phase II of the regulatory framework 
review. In the context of the issues outlined in the Annex, a number of those issues could be tackled 
more easily and expediently if the ring-fencing perimeter were also set out in regulatory rules.  We 
consider that aspects of the ring-fencing regime would better sit within regulatory rules.  

 
This approach would be in line with the points raised by the House of Lords EU Financial Affairs sub-
committee on 27 March 2020, who recommended that the government should delegate more powers 
to the regulators to give the UK’s regulatory regime more flexibility and increase its ability to respond 
to changes, and that these changes should be supported by strengthened Parliamentary scrutiny. It 
also aligns with not only HM Treasury’s consultation referenced above but the approach being 
adopted in the context of the prudential regime pursuant to the Financial Services Act 2021 post-
Brexit. 

 
This need not impact the manner in which the ring-fencing regime is presently enforced. Section 142G 
(1) of FSMA provides that a ring-fenced body who carries on an excluded activity or purports to do so 
or who breaches a provision of the relevant secondary legislation is taken to have contravened a 
requirement imposed on it by the PRA.  

 
To achieve this, HM Treasury would be required to review Part IXB of FSMA and legislate to remove 
those elements of the legislative requirements that would be more appropriately placed within the 
PRA rules – for example, as set out in the sections entitled “Introductory” and “RFBs not to carry on 
excluded activities or contravene prohibitions”. The provisions dealing with the ring-fencing rule 
making powers and other related provisions would also need to be amended to reflect the fact that 
the perimeter would then be established by PRA rules. In consequence, the relevant secondary 
legislation could be repealed and the substance of such legislation replicated (with appropriate 
amendments, including to remedy the issues noted in the Annex ) in new PRA rules.  

 
HM Treasury is currently consulting on enhanced transparency requirements which would provide 
Parliament with a clearer basis on which to scrutinise the work of the regulators and we would expect 
this to be of particular importance in the context of ring-fencing.” 
 
Relevant Financial Institutions (RFIs)  
 
Supporting businesses and SMEs: The current definition is too broad, unwieldy, and extremely 
difficult to interpret and apply in practice. The statutory prohibition on RFBs funding RFIs has had the 
effect that even de minimis exposures have acted as a barrier to RFBs undertaking business with 
RFIs of the kind that is entirely conventional for a retail bank. 
 
More recently, the prohibition has prevented RFBs being able to lend to, or otherwise support, RFIs 
seeking to benefit from the Covid-19 government support schemes. This clearly has a material impact 
on the support that RFB can and cannot provide. We see grounds for reconsideration of the approach 
to RFI exposures to enable RFBs to support financial businesses, particularly those in a growth phase, 
without giving rise to undue or disproportionate interconnectivity between RFBs and wider financial 
markets.   
 

https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fassets.publishing.service.gov.uk%2Fgovernment%2Fuploads%2Fsystem%2Fuploads%2Fattachment_data%2Ffile%2F927316%2F141020_Final_Phase_II_Condoc_For_Publication_for_print.pdf&data=04%7C01%7Cnala.worsfold%40ukfinance.org.uk%7Cd7074476a97044c9b1b808d92b81af66%7C70e4dd2eaab74c6aa8823b6e7a39663e%7C1%7C1%7C637588658271101698%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=RfokIahDr9HovGYKFOMOe9yt7uDklNZoNfzkBxE9t4k%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fcommittees.parliament.uk%2Fdownload%2Ffile%2F%3Furl%3D%2Fpublications%2F476%2Fdocuments%2F1873%26slug%3Dchairtochancelloroftheexchequer200327pdf&data=04%7C01%7Cnala.worsfold%40ukfinance.org.uk%7Cd7074476a97044c9b1b808d92b81af66%7C70e4dd2eaab74c6aa8823b6e7a39663e%7C1%7C1%7C637588658271101698%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=eDL2zM5yI8Hr%2BmBr3%2FGFbYNpY%2Bn7hs1sHXkP56kacWA%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fassets.publishing.service.gov.uk%2Fgovernment%2Fuploads%2Fsystem%2Fuploads%2Fattachment_data%2Ffile%2F893792%2FPrudential_policy_draft_policy_statement_V4.pdf&data=04%7C01%7Cnala.worsfold%40ukfinance.org.uk%7Cd7074476a97044c9b1b808d92b81af66%7C70e4dd2eaab74c6aa8823b6e7a39663e%7C1%7C1%7C637588658271111655%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=38U8YUigG2AFBd1DXm06BX3FOWLIUZfRyCfH31qLgSY%3D&reserved=0
https://eur01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fassets.publishing.service.gov.uk%2Fgovernment%2Fuploads%2Fsystem%2Fuploads%2Fattachment_data%2Ffile%2F927316%2F141020_Final_Phase_II_Condoc_For_Publication_for_print.pdf&data=04%7C01%7Cnala.worsfold%40ukfinance.org.uk%7Cd7074476a97044c9b1b808d92b81af66%7C70e4dd2eaab74c6aa8823b6e7a39663e%7C1%7C1%7C637588658271111655%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=SWlDQtEWzdn%2F92ToLEuNFPA2LbMAW70qQqaFBJiJ4Ws%3D&reserved=0
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Classification: The broad and complex definitions leads to issues with identification and 
consistency across industry which ultimately results in inconsistent treatment and product offerings 
for clients as explained in response to question 9. The definition also has consequences for NFRBs. 
If a NRFB is banking an RFI on the basis of it being an RFI and if this classification changes there is 
no grace period to allow for the transfer of that deposit. To address these issues we would propose 
the Review Panel consider requesting the FCA to include RFI status on its register and the PRA are 
given greater powers and discretion to issue guidance and clarification around the interpretation of 
the rules  The FCA register is a useful source of information to assist the RFI classification however 
it does not currently include an indication of RFI status. The enhancement of the FCA register would 
assist companies in understanding their classification at the time of applying for any new or 
changing permissions, and the possible finance and product restrictions that would apply. It would 
also create a common view across industry on which customers are caught by the RFI definition. 
 
Materiality and productive finance to SMEs: The ring-fencing regime’s rationale for restricting 
exposure to RFIs (beyond hedging the RFB’s own balance sheet and certain other exemptions) was 
to prevent significant inter-connectedness between financial institutions. We do not believe it was 
intended to restrict the supply of productive finance to SME customers which pose no threat to 
financial stability. As the definition of than RFI is particularly complex it has resulted in being 
impractical to operationalise, difficult for customers and staff to understand. RFBs’ policy is 
generally to exit all RFIs irrespective of whether there is an RFI exposure, which is not specifically 
required but an unintended consequence of the complexity of the RFI definition.  
 
RFBs are prohibited from exposures to any RFIs irrespective of size. The majority of the RFI clients 
with whom members have terminated relationships are small businesses with little or no borrowing 
and do not present a systemic risk. Allowing such customers to be serviced by the RFB would 
ensure better customer outcomes for our clients who could access the full range of products needed 
to effectively operate their businesses without creating or increasing systemic risk into the system. 
Examples within our members are: 

• an SME customer who was an RFI and therefore who was not eligible for a Bounce Back Loan 
(BBL)  despite being the type of customer BBLs were designed to support. 

• since January 2019, 80% of all RFI clients identified by one of our members in their small business 
portfolio (annual turnover less than £6.5m). In all cases, total cash exposures were below £300k 
and 63% of RFIs had no credit exposure at all.  

• financial advisers and some examples of firms which include a financial aspect, such as travel 

firms that include an insurance arm, were not able to access some of the government support 

schemes as the ring-fence regime does not allow for flexibility and nuance in some of these cases 

where they are an intermediary rather a financial institution, resulting in the firms not being able 

to secure finance from their bank and causing great distress throughout the pandemic. 

Therefore, we would ask the Review Panel to consider greater flexibility in the regime to support 
these types of customers. This could be achieved by: 

• Introduction of a de-minimis threshold on the application of the RFI definition. For example, permit 
RFI exposure in RFB of up to £xm per client subject to an aggregate RFI exposure of no more 
than Y% of RWAs (after taking eligible collateral into account).  
 

• Revise the definition of “exposure” in terms of identifying prohibited RFI exposures through the 
introduction of materiality criteria. This could be based on 1) product type making the provision of 
basic cash management products such as overdrafts and corporate card propositions an 
allowable and defined exceptions under the rules for RFIs that meet certain de-minimis size 
criteria, or 2) size of exposure limit introduction such as a £1 million aggregate cap per RFI again 
potentially limited to those who meet a de-minimis size criteria, or 3) introduce greater 
consideration within the exposure definition for the availability of security and collateral held 
against these products reducing the exposure and recovery risk for an RFB  such as cash deposits, 
cars against car loans, etc.  
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Customer impacts: There are a number of instances where ring-fencing has driven inferior 
customer outcomes: 

• Smaller RFIs are a clear example of boundary issues.  When an RFB client is deemed to meet 
the criteria to be an RFI, these clients must be exited since this would be a prohibited 
exposure.  However, a transfer to Non-RFB is not always possible given the size criteria which 
are inevitable for a NRFB which is more focused on wholesale banking and markets 
activities.  The result is that the customer is forced to fully re-bank with another bank.   
 

• Some large sophisticated corporate customers have in-house Financing or Treasury entities 
(captive treasuries) which would be deemed to be RFIs.  This bifurcation of banking relationships 
(all the non-RFI entities in the RFB and the Treasury entity in the NRFB doesn’t appear to meet 
any of the ring-fencing benefits whilst increasing complexity and operational processes for the 
customer.  
 

• For clients with products provided by both RFB and NRFB, there are additional complexities 
regarding structuring credit lines if both banks are involved. For example, the requirement for 
collateral to be provided to both banks separately (or via a shared trust), increases the cost and 
complexity of providing this collateral above that which would be the case if either bank undertook 
the same transaction with a third party.  It is unclear how more stringent requirements between 
members of the same group benefits the customers or enhances the effectiveness of ring-fencing. 

 

• There remain issues around other non-FCA regulated RFIs (e.g. structured finance vehicles, 
financial holding companies) 

 
Breach Reporting:  The Financial Services and Markets Act 2014 (Excluded Activities and 
Prohibitions) Order 2014 (EAPO), as currently drafted, does not have a materiality threshold for 
reporting breaches, therefore any inadvertent breach is reportable immediately to the PRA. While we 
fully support having an open and transparent relationship with our regulators the current requirement 
is often disproportionate to the size of the exposure.  The size and customers impacted by breaches 
experienced to date do not reflect the type of systemic risk that ring-fencing was intended to reduce.  

 

PRA discretion: The rules relating to RFIs, including the associated exceptions and exemptions, are 
set out in EAPO. The consequence of the rules being in legislation is that it creates inflexibility for 
firms, the regulators, and HM Treasury to ensure the legislation remains fit for purpose over time 
given wider regulatory and market requirements. We would ask the Review Panel to consider what 
greater discretion the PRA could be given in application of the rules to reduce operational friction – 
their consideration would be consistent with their objectives and therefore would not undermine the 
objectives of ring-fencing.  For example, the current RFI classification for a ’Global Systemically 
Important Insurer’ is defined through reference to a list published by the Financial Stability Board 
(FSB). This list has not been updated since 2016 and the FSB formally announced in 2020 that it will 
no longer be maintained. We have approached the PRA to highlight the issue around the ongoing 
use of outdated information for classification purposes. However, they are unable to provide any 
additional guidance or change the application of the list. In particular, we believe the detail around the 
RFI definitions would be best provided through regulator owned and maintained materials in order to 
allow for a greater provision of application guidance and for updates to be made in a timely manner 
when linked or associated guidance and regulations change. Greater regulatory discretion could be 
used to enable firms to take pragmatic views on the best location for clients to be banked, on either 
side of the ring-fence, in order to serve the best interests of the client. 
 

Corporate restructurings 
These are increasingly likely following the pandemic. RFBs are limited in their ability to participate in 
more complex restructurings, in which their interest goes beyond a traditional debt for equity swap. 
This could be detrimental to the UK’s economic recovery as well as to the RFB and its clients. 
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The relevant rule28 is intended to support the RFB in completing debt for equity swaps to support 
clients in distress, however it does not permit the RFB to hold any equity stakes which are not in direct 
exchange for debt write-off.  As such, it does not permit the RFB to support complex restructurings 
where an equity stake is taken outside of debt forgiveness. For example, where the equity is attached 
to the provision of new funding lines or contains an embedded derivative (e.g. an equity kicker). To 
support clients in these instances, a combined approach with equity sub-group, usually within NRFB, 
is required which must be managed on arm’s length terms, so the equity stakes (not related to debt 
write-off) are held outside the RFB. This creates a duplicative split proposition where equity stakes in 
one client will need to be held in multiple entities unless all equity (including debt forgiveness) is 
managed outside the RFB. Also, to manage this situation, mechanisms are required to determine fair 
value, and to mitigate P&L and/or reserve volatility. By making the management of equity related to 
restructures overly complex, the client is potentially disadvantaged by restricting the RFB’s ability to 
offer a holistic suite of support options. The RFB is also disadvantaged as it is potentially restricted in 
being able to directly recover against debt losses. We would ask the Review Panel to consider making 
an amendment to the regime which would enable all equity stakes to be held within the RFB as part 
of a transaction related to debt restructuring. We consider that this would not undermine ring-fencing 
objectives and would benefit customers, the economy and shareholders. See the Annex for examples. 
 
High Net Worth clients  
Operationally, RFBs are prevented from undertaking live test trades (even for a nominal amount) 
when releasing new products or new technology for services, as this is classified as trading as 
principal. RFBs are unable to deal with fractional allocations from corporate actions, as results in an 
RFI exposure, or could be classed as trading on own account. We cannot trade a wider range of 
derivatives on behalf of clients in multi-asset portfolios, limiting their ability to hedge investment risk 
with vanilla products, and cannot support ultra-HNW clients with more complex derivative products. 
The geographical restrictions within the ring-fencing regime prevent RFBs from universally managing 
offshore HNW proposition across the ring-fence, despite offering the same product proposition and 
many clients having a dual relationship. These restrictions have placed UK RFBs at a competitive 
disadvantage to firms which are not caught by the ring-fencing rules, yet presenting challenges in 
RFBs’ ambition to reduce the costs of investing for clients, without bringing them any additional 
protection. 
 
Derivatives 
The restrictions on the sale of derivatives mean that RFBs are not able to fully compete, or that their 
corporate and SME clients may have operationally burdensome relationships with different parts of a 
group. Risk management of related market risk should be the focus rather than the sale of derivative 
products to customers as in the regime currently. There are also unwieldy and complex calculations, 
for example, calculations that apply limits based on one type of business as a percentage of another 
is not a true measure of risk to a firm, as opposed to a measure of risk calculated from market risk 
methodology. Some examples from members are set out below:  
Project finance and customer derivatives 
A commonly used simplified project finance transaction provides a real-world example of the relative 
complexity created for an RFB in serving a corporate client on a transaction involving a mixture of 
permitted and prohibited business. This is illustrative of the complexity and friction that arises as a 
result of the ring-fencing regime when an element of the transaction is prohibited business, which 
ultimately impacts an RFB’s ability to serve its clients and efficiently apply its UK deposits to fund 
productive investments for the benefit of the UK economy (such as UK infrastructure projects).The 
diagram below outlines the relative simplicity of serving a corporate client on the same transaction 
through a NRFB. It demonstrates an advantage of locating corporate banking business outside the 
ring-fence, although that precludes the use of retail deposits to fund UK infrastructure projects (such 
as wind/ solar). 
 

 

28 Article 6(4)(a) EAPO 
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FX derivatives 
Similar issues to those described in the “Project finance and customer derivatives” case study 

above also impact an RFB’s ability to service its clients’ FX requirements.  By way of example, a 

client of the RFB operates internationally, with its operating currency being sterling and with a 

number of its material customer and supplier contracts priced in euro and US dollars. The RFB has 

developed a strong relationship with the client providing products to manage their FX risk and 

developing their FX strategy using the type of vanilla FX derivatives that are permitted under the 

ring-fencing regime. 

 
 
The client has expressed an interest in using structured FX products, and to have the ability to execute 
any other type of FX product, where such products are determined to offer a better commercial 
solution as compared to vanilla FX derivatives. In order to satisfy the client’s requirements and be 
able to offer them the full range of FX products, the client would need to be referred to and onboarded 
with an NRFB. This results in the same material drawbacks and adverse outcomes as described 
above regarding a referrals solution, including duplication of administrative, legal and regulatory steps 
required for onboarding and the client’s products being split across two separate entities (i.e. the RFB 
and NRFB) resulting in ongoing additional administrative burden for the client, for example regarding 
settlements.  
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Further, this additional complexity results in increased costs in servicing the client’s requirement for 
additional FX products. This may mean that providing such additional products is not commercially 
viable for the NRFB leading to the client engaging other providers to service their FX requirements 
who are not subject to the ring-fencing regime and consequently are able to offer the client the full 
range of FX products through a single entity. Accordingly, a practical result of the ring-fencing regime 
is that a RFB is unable to effectively compete with other providers in servicing their clients’ FX needs 
 

Strategic investments and resolution challenges 
 

The ability of the RFB to take strategic stakes to support its core business (e.g. individually in 
companies such as fintechs, or through Collective Investment Undertakings such as Business Growth 
Fund or Big Society Capital) is restricted where this would amount to dealing as principal.  
 
An RFB is also not in a position to act as transferee in the resolution (or pre-resolution ‘rescue’) or 
make a strategic acquisition of a smaller financial institution with business or assets which an RFB 
cannot undertake or hold because any acquired entity would need to be fully compliant with the ring-
fencing regime immediately on acquisition. 

 
It is recommended that these are permitted as long as it can be demonstrated to the PRA’s satisfaction 
that these are directly linked to the core business of the RFB and do not jeopardise the viability of the 
RFB. 

 
Banking groups with a RFB are effectively precluded from developing a new digital bank outside the 
ring-fence or to invest in fintech developments, to compete with new entrants on a level playing field 
and free from such restrictions and compliance costs.  

 

Interpretation of ring-fencing regime 
 

The review should explore giving the PRA and FCA a positive mandate to consider the underlying 
intent as well as the strict letter of the ring-fencing regime, providing the opportunity to give 
economically reasonable latitude to provide exceptions and allow flexibility in areas which create no 
material risk to the RFB.   
 

Regulatory reporting 
 
The implementation of ring-fencing has created a suite of regulatory submissions designed to improve 
regulatory oversight. This includes the RFB008 (Excluded activities and prohibitions), where RFBs 
are required to submit details of activities conducted by the RFB. These reports are highly prescriptive 
with data points including intragroup exposures and activities as well as RFB-specific transactions 
covering items such as collateral, central bank transactions, securitisation, trade finance and 
derivatives for both risk management and customer activity purposes. The RFB008 report is an annual 
submission based on December balance sheet, however other submission in the RFB00X suite are 
quarterly. Such reporting has placed a heavy burden on various teams across the bank to create, 
review and monitor such submissions, particularly given their concentration around year-end. These 
reporting activities are in addition to first and second line risk monitoring of such activities and bear 
little resemblance to risk monitoring itself. The resources and cost of complying with such 
requirements will inevitably divert attention from activities which are better able to drive customer 
value. Our members welcome further clarity and transparency on what regulatory outcomes and 
financial stability considerations are supported by these submissions.  
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11. Do you think that the scope of the ring-fencing regime has been appropriately defined in 
terms of prohibited activities, thresholds at which firms come into scope, and geographical 
activities?  

 

Ring-fence permeability – perspective from RFB groups 

 

Consideration should also be given to applying more proportionate rules where there is little risk to 

the stability of the RFB group. For example, could there be a threshold relative to combined risks 

within UK entities which would allow some relaxation of ring-fenced rules, for, say, intra-group liquidity, 

funding, and lending, without losing the backstop of legal separation?  

 
For some business models, where the financial institution exposure is relatively small compared to 
the overall Group, in our members’ view ring-fencing has had limited benefit to the overall stability of 
the Group and therefore the UK financial sector. In these cases, where the financial institution 
exposure is small relative to the size of the RFB consideration should be given to the current degree 
of separation required between them. For example, the requirement to deal on commercial terms and 
arms’ length basis could be reconsidered on an exposure basis. The degree of exposure of the RFB 
to the NRFB could still be constrained by reference to large exposure limits. The greater but still 
proportionate exposure would potentially bring lower costs to the NFRB and enable it to better support 
clients.  Given the enhancements to the prudential framework outlined above, greater flexibility to 
move liquidity across the ring-fence could be permitted, with relevant regulatory oversight, without 
generating risks to the continuous provision of banking services essential to the UK economy. 
 

Smaller RFB groups have indicated that the ring-fencing compliance requirements are onerous, 

complex and ring-fencing compliance documents can be very long, all of which feels 

disproportionate.  The members have to apply for a number of exemptions for Treasury driven 

activities which are both BAU or exist to help other regulatory metrics (such as liquidity 

management).  In addition to the cost involved, which is difficult to separate out, there is opportunity 

cost that could be better spent on other regulatory deliverables such as RAF or stress testing.  It also 

absorbs existing resource and time which could be better spent on other issues that are far more 

relevant for financial stability. Also, for RFB groups with small NRFBs ring fencing adds little to make 

them safer because it does not change their principal business model or risk appetite but does add 

to the administrative burden and costs which ultimately flow through to customers.   

 

The focus also appears to be contradictory when large international banks with the equivalent of large 

NRFBs are not restrained in setting up sizeable RFB style operations within the current regime. 

 
Geography 

 

The RFB cannot have a presence such as a branch or subsidiary outside the EEA. In a post Brexit 
world this is outdated and potentially limits the RFBs’ ability to support UK multinationals and 
international trade. 

 
The UK leaving the EU was not envisaged when ring fencing was conceived. As the UK now seeks 
to develop greater trading relationships beyond the EU the Review Panel should consider whether 
the geographic constraints which limit RFB's physical presence to within the EEA should be relaxed 
to enable it to provide "permitted products" to clients with strong economic links to the UK. For 
example, a branch/subsidiary in New York to support US companies with UK subsidiaries or UK 
companies with US operations This would reduce operational complexity in the RFB, enable it to be 
more responsive to clients’ needs, and improve the customer experience. It would also support the 
Global Britain agenda. Geographic risk could be contained by permitting this only in countries with, 
for example, external debt ratings of A+ or better and requiring aggregate RFB international exposure 
to be no more than X% of RWAs. 
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It is unclear whether it remains justified for a RFB has to be prohibited from accepting a deposit 
through a Crown Dependency branch (e.g. a Jersey branch) but is permitted to accept deposits 
through an EEA branch. This is an even more pertinent anomaly in a post-Brexit environment. 

Also, geographic restriction on RFB presence is superfluous given limits on customer and activity 
types. Section 6 RAO was amended under Brexit legislation to limit exposures to UK central banks 
only. This has had an unintended consequence of limiting the types of entity a RFB can have exposure 
to under EAPO. We suggest that the original section 6 RAO is now brought into ring-fencing legislation 
and reinstated in its original form with the addition of a greater number of international bodies eg 
expand scope to include non-EU central banks  
 
Perspectives from Non-UK headquartered market entrants: thresholds and intra-group 
 

Threshold: The UK ring-fencing rules also provide a barrier to entry for international banks seeking 

to provide a retail banking product offering in the UK. The £25bn threshold is calibrated at too low a 

level and as a result places a real constraint on the ability of international banks to grow a UK retail 

presence, which in turn limits competition in the UK retail banking market  and diminishes the 

attractiveness of the UK market as a place for investment.  International banks participating in the UK 

retail market may be able to enhance the diversity of product offerings to UK retail clients by leveraging 

existing product development in non-UK markets to provide these services to UK clients In addition, 

international banks can leverage existing capital and liquidity resources to support their UK retail 

offering, demonstrating longer term commitment to the UK market and generating real competition for 

UK retail clients’ financial services needs  

In the initial establishment of a UK retail bank, international banks would typically leverage their 
existing UK and global footprint to reduce costs and duplication and where applicable leverage 
internal retail banking expertise from other regions, which allows the UK retail bank to achieve 
profitability and scale in a shorter time horizon. This allows time for the buildout of necessary local 
control, risk and internal servicing functions associated with the UK retail bank.  
 
The Explanatory Order to the RFB and Core Activities Order 2014 states “The second class of 
institutions exempted are banking groups which hold less than £25 billion in ‘core deposits’. This 
exemption ensures that small banks will not be subject to ring-fencing requirements, which would 
impose disproportionate costs in the case of small banks, impeding their ability to compete and grow. 
The costs of ring-fencing could also deter new banks from entering the markets.” The impact of setting 
the threshold at a very low level is potentially creating a barrier to growth for smaller banks as well as 
larger banks who are at the early stage of developing a retail offering.  
 
In its June 2012 White Paper, the Government recognised that £25bn threshold should not be a 
permanent cap. It is therefore timely to re-evaluate the calibration of the threshold. Relevant members’ 
view is that the threshold should be set at such a level which creates an environment for meaningful 
competition in the UK. As outlined earlier, the significant prudential reforms implemented since the 
regime was designed, address the financial stability concerns originally identified by the Vickers 
Commission.  
 
Intra-group aspects: The UK ring-fencing rules require a separate servicing function that is 
segregated from the investment bank and internal governance separation arrangements that require 
significant additional cost and disallow organic growth of the service and risk functions to accompany 
the growth of the UK retail bank. In many cases, for international groups with a UK retail bank 
presence, there will always be some level of shared services due to the nature of integration within 
the global group and the current rules create conflict with these global operating models. Additionally, 
there are real benefits to the UK retail offering from this level of integration and the ability to leverage 
international banks’ best practises and existing infrastructure will be ultimately beneficial for UK retail 
clients, which is not currently acknowledged by the ring fencing rules. The UK ring-fencing rules also 
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appear to not take into account the significant regulatory and supervisory work to ensure operational 
continuity in resolution and overall recovery and resolution planning for international groups. 
 
We also recommend a specific review of the internal governance and intra-group servicing 
segregation requirements to reflect current levels of recovery and resolution planning and utilising a 
more proportionate approach to supervisory requirements that accompanies the growth in an 
international banks’ UK retail presence. The review should seek to remove the intra-group servicing 
segregation requirements for ring fencing, where recovery and resolution planning for these shared 
services meet the PRA and FCA’s safety and soundness objectives for the UK retail bank. 
 

12. Do you think that the rules on RFB governance ensure the independence of RFB boards?  
 

The governance requirements set out in the ring-fencing regime, in combination with the 
enhancements to the individual accountability regime, ensure an appropriate relationship between 
RFBs and NRFB members of the group.   
 
The rules should be amended to reflect modifications/how ring-fencing works in practice. The current 
rules are unduly burdensome. RFB rules go some way to protect independence but are unhelpfully 
agnostic to underlying business structures. Greater focus on proportionality is needed. 
 
The RFB rules do not operate in isolation from UK Company Law, the SMCR and the standards of 
traditional UK corporate governance.  The lack of clarity about how these elements work together 
creates inherent potential conflicts which are challenging to manage consistently and efficiently.  
 

The regulators’ requirements for and interpretation of RFB independence is further confused by the 
SMCR, which sees executives and non-executives holding senior manager functions (SMF) in the 
RFB’s parent company for the RFB.  This serves to increase the control of the parent company.  
 
The Review Panel should consider recommending the: 

• alignment of RFB governance requirements to UK Company Law requirements by recognising 
the duty the directors of a company have to its shareholders – which in a Group construct is 
the controlling parent company; 

• clarification of what is meant by and expected from individual accountability in the SMCR for 
SMF holders in a group structure; and 

• dis-application of RFB rules to wholly-owned RFB subsidiaries of a RFB 
 

Adequacy and impact of rules applied to proprietary trading  
13.  Are PRA rules and powers relating to proprietary trading adequate and proportionate to 

manage the level of activity and associated risks?  
14. Have PRA rules and powers relating to proprietary trading impacted on the services that 

banks provide their customers?  
 

In December 2019, the PRA commenced a review on proprietary trading as required by section 9 of 
the Financial Services (Banking Act) 2013. The purpose of this review was to assess the level of 
proprietary trading engaged in by relevant authorised persons and whether the PRA’s powers in 
regard to proprietary trading is sufficient following the various regulatory reforms after the 2008 global 
financial crises. The review was carried out by the Bank of England on behalf of the PRA, with the 
resulting paper published in September 2020.  

 

In summary, the findings were that “evidence of substantial levels of classic propriety trading has not 
been discovered”, and that “on the fundamental question of whether further restrictions on proprietary 
trading by banks ought to be imposed…evidence suggests that they should not.” Where there was 
evidence of substantial levels of activity falling within the statutory definition of proprietary trading, this 
has arisen in the context of risk management, including but not limited to the management of liquid 



 

31 

 

Classification: Public 

asset buffers and interest rate risk hedging. The review also reaches the conclusion that such risk 
management “are intended to reduce rather than to increase risk, and there is good evidence from 
both regulatory and firms’ own risk measures that they typically do so.”  

 
Other impacts of ring-fencing and rules applied to proprietary trading  
15. Has ring-fencing or PRA rules and powers relating to proprietary trading impacted on 

market liquidity and the functioning of financial markets more broadly?  
16. Have changes in the UK financial sector or wider economy, such as those discussed in 

this document, impacted on the operation of the ring-fencing regime or rules applied to 
proprietary trading?  

 
See response to Q13 and Q14 above. Our members have not highlighted any issues.  
 
17. Are there other unintended consequences arising from the ring-fencing regime or rules 

applied to proprietary trading that you would like to raise?  
  
For some of our members which were already structured in a simple ringfenced way, the rules have 
added a burdensome layer of compliance and governance which significantly increases operational 
cost only to demonstrate formally to regulators a structure which already existed. Also, for mid-tier 
banks, the current asset threshold for compliance with ring fencing regulations adds a 
disproportionate amount of cost and complexity to operations compared to the scale of clients and 
associated risk to the payments ecosystem. This may create disadvantage compared to the larger 
banks which benefit from greater scale and income to absorb the additional costs associated with 
compliance. 
 

 
 
This response provides a summary of some of the considerations on ring-fencing. Our members, RFB 
groups and others have provided separate bilateral responses with case studies and examples. We 
would be happy to explore any of the themes set out here with the Review Panel and the Secretariat.  

 
Responsible Executives 
 
 
 nala.worsfold@ukfinance.org.uk   paul.chisnall@ukfinance.org.uk 
 07384 212633   07887 983549 
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ANNEX  

UK RING-FENCING REGIME: SECONDARY LEGISLATION 
This schedule illustrates a number of restrictions in the secondary legislation which we consider do not reflect HM Treasury’s policy aims and a number of technical points 

where the regime arguably lacks clarity. The purpose of the schedule is to highlight the complexity of the regime and the significant compliance burden that firms have borne in 

seeking to interpret and implement the regime. In the event the RFPT Review Panel were minded to recommend that the secondary legislation be revisited, we request that 

any such process envisages detailed engagement with industry participants.  

 

Part 1: Practical issues post-implementation 

A. Financial Services and Markets Act 2000 (Ring-fenced Bodies and Core Activities) Order 2014 (as amended) (CAO) 

 

Article Summary of relevant 

provision 

Issue 

CAO and Part 

9B FSMA 

Bank M&A (including in 

a distressed/resolution 

scenario) 

Article 11 of the CAO provides for a helpful four year transitional period for banking Groups which cross the 

ring-fencing threshold as a result of an acquisition effected by an instrument under the Banking Act 2009 (a 

Resolution Acquisition). Similarly, Article 13, read in conjunction with Article 12, provides for a four year 

transitional period for Groups which acquire a target institution through private means where such acquisition 

causes the Group to cross the ring-fenced threshold. In both circumstances, the Group has a period of four 

years from the date of completion of the acquisition before it will be treated as a RFB. 

However, neither circumstance caters for the scenario whereby the acquiring Group is an RFB prior to the 

acquisition. In that case, the acquiring Group will be fully subject to the ring-fencing regime before the 

acquisition and the business acquired (whether acquired as assets and liabilities or as shares in a subsidiary 

institution) (the Acquired Business) would become subject to the ring-fencing regime in full on and from the 

date of completion of the acquisition.  
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Article Summary of relevant 

provision 

Issue 

In the case of a Resolution Acquisition, the so-called Henry VIII powers provided for in Section 75 of the 

Banking Act could be used to amend the application of the ring-fencing regime for a period of time so as to 

provide for a post-acquisition transitional period, during which the Acquired Business would effectively be 

treated as exempt from the ring-fencing regime.  

 However, these powers would not be available in circumstances where an acquisition was to be completed 

prior to exercise of the resolution powers. Noting that resolution action is to be taken only where appropriate 

private sector measures have been exhausted (per section 7(3) of the Banking Act) and that the UK’s RFBs 

may be better placed than other UK institutions to ‘rescue’ failing financial services businesses pre-resolution, 

there would seem to be good policy reasons to amend the ring-fencing regime so as to help facilitate such 

acquisitions.  

Target Institutions may contain a mix of business which is permitted and business which is not permitted for 

ring-fencing purposes. The need to separate such business in a distressed scenario so as to ensure that the 

prohibited business was acquired into an RFB’s non-ring-fenced affiliate would undoubtedly complicate any 

proposed acquisition, potentially causing delays and increasing the risk that a pre-resolution ‘rescue’ was not 

viable. Restructuring of trading activities or of corporate structures where the target institutions includes non-

EEA subsidiaries or branches in particular are likely to prove complex.  

Article 9 Eligible individuals The eligibility criteria set out in Article 9 is complex and difficult to apply in practice. In practice, ring-fenced 

groups have provided limited scope for eligible individuals to hold deposits outside of the ring-fence because 

of the compliance burden, thus limiting the scope of products to which eligible individuals might otherwise 

have access.  
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B. Financial Services and Markets Act 2000 (Excluded Activities and Prohibitions) Order 2014 (as amended) (EAPO) 

 

Article  Summary of relevant 

provision 

Issue 

Article 2  Relevant financial 

institutions (RFI) 

exposure prohibition 

Article 2 of the EAPO defines what a RFI is for the purposes of the prohibition on RFI exposures. There are a 

number of issues with this prohibition: 
 

• The RFI definition very difficult to apply in practice. For example:  

o the delineation between some fund vehicles, which are RFIs, and others which are not is very finely drawn; and  

o the definition of “structured finance vehicle”, which is one category of RFI, is heavily dependant on legislation 

drafted for tax purposes and which is extremely difficult to apply in practice.  

In both cases, the information required to make the determination is not readily accessible and/or may be outside of banks’ 

competence. Clients or prospective clients who may be RFIs are not generally familiar with the nuances of the ring-fencing 

regime and thus are not well placed to assist the banks in making such determinations.  

• The lack of a de minimis concept for RFI exposures is disproportionate to the aims of the ring-fencing regime – exposures 

to RFIs could be limited and not pose a threat to the stability of the RFB. 

• The prohibition means that RFBs are unable to support RFIs involved in the Covid-19 government support schemes (for 

example, UK banks that do not meet the ring-fencing threshold but which do not in any case carry on prohibited activities), 

or otherwise lend to RFIs. Particularly in the case of structured finance vehicles, RFIs may carry on uncontroversial real 

economy financing functions.  

Article 6(4)(a) Excluded activities: 

general exceptions - 

restructurings 

Article 6(4)(a) permits an RFB to acquire shares, debentures or instruments as consideration for a release of 

debt by the issuer or a group member of the issuer. This exemption is intended to allow an RFB to participate 

in restructurings of debt they hold. However, UK restructurings can be quite sophisticated and it is not 

uncommon for an RFB to be unable to participate in the restructuring or to impose limitations on the manner 

in which the restructuring may occur, because of the limitations to this exemption. For example, a restructuring 

can involve: 

• Equity being given as an incentive to provide new money funding to the borrower or an affiliate of the 

borrower, not as a debt forgiveness – in such cases, the new money funding is intended to assist the 

borrower with implementation of its revised business plan. An RFB would be prohibited from 

receiving such equity and may therefore be dis-incentivised from providing any new money funding.  

• Equity or other instruments may be issued by a new entity or an acquirer as part of a rescue package 

at a time when the original debtor is not yet a member of the issuer’s group.  
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Article  Summary of relevant 

provision 

Issue 

• Lenders may receive incentives in the form of instruments linked to proceeds of sale of certain of the 

borrower’s businesses or other returns. Depending on how they are drafted, such instruments could 

look like a derivative. The analysis of whether such instruments are, or are not derivatives, is 

complicated and cumbersome.  

These limitations can give rise to a practical drag on corporate restructurings, thus increasing the risk that a 

financial rescue package may in fact not be agreed in a timely fashion.  

Articles 

6(4)(d) and 

6(5) and, 

where 

applicable, 

Article 

14(4)(b)(ii) 

Non-Participating 

Interests – minority 

interests 

Minority holdings (i.e. equity investments which do not amount to participating interests) – and specifically 

the acquisition or disposal of shares which constitute a minority holding -  are not within scope of any 

exemption to the prohibition on RFBs dealing as principal. This remains an issue for UK Finance members.  

As articulated further in Part 2 below, holdings in such entities may be required for a number of reasons 

consistent with ring-fencing policy objectives – this includes benefiting from statutory VAT exemptions. 

Moreover, the RFBs have been restricted in the manner in which they can support various companies which 

are backed by various UK banks and which have aims of funding real economy needs: The Business Growth 

Fund PLC remains a particular concern in this regard, even more so in light of the Covid-19 pandemic. 

In addition, the current rules impact upon an RFBs ability to invest sectors such as FinTech (except as a result 

of a debt/equity swap) notwithstanding that such investment would be positive for both retail lending, likely 

aligned with the strategic objectives of a retail bank and would provide a boost to the UK economy. UK Finance 

considers that investment in vehicles of this kind sits more naturally in the retail bank sector as this is the sector 

on which the vast majority of FinTechs are focused, rather than in wholesale banks. An RFB may in any event 

not have an NRFB within its group to provide such investment. The current regime lacks the flexibility needed 

to take into account developments of this nature.  

Articles 9-12 Permitted derivatives A number of issues subsist in connection with the derivatives exemptions to the prohibition on an RFB dealing 

as principal. In part, the exemptions remain to narrow and are not well adapted to the usual business of a retail 

bank and in part, the exemptions are too complex for the regime to be practicable. To illustrate:  

• Where legacy LIBOR-linked interest rate swaps are amended to provide for SONIA plus a credit 

adjustment spread, would the swap still be considered to be “determined in relation to a specified 

interest reference rate”?  
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Article  Summary of relevant 

provision 

Issue 

Article 17(1) Financial institution 

exposures: warehouse 

securitisation deals 

It is not clear whether warehouse securitisation deals are within scope of Art 17(1) EAPO because the SSPV 

(which will be securitisation undertaking and hence an RFI) will typically issue notes to fund its acquisition of 

assets and it may not be possible to consider such note issuance as an ‘incidental activity’ (as referenced in 

Article 17(1)(a)). 

Part 2: Legacy issues arising under the secondary legislation – previously discussed with HMT and the PRA 

A. Financial Services and Markets Act 2000 (Excluded Activities and Prohibitions) Order 2014 (as amended) (EAPO) 

 

Article Summary of relevant 

provision 

Issue 

Article 1 Definition of 

“correspondent banking” 

The scope of “correspondent banking”, as defined in the EAPO is unclear and does not align well with established 

market practices. It currently refers to an arrangement between two credit institutions pursuant to which one such 

entity provides payment services to the clients of the other entity, on its behalf. Pertinent concerns are: typically 

correspondent banking arrangements may involve more than two credit institutions; the entities may not be “credit 

institutions” i.e. deposit taking banks; services are not always provided directly to the client and do not always 

constitute payment services for EAPO purposes.  

The term is used in two places in the EAPO: 

(i) “correspondent banking” arrangements are carved-out from Article 13(11) EAPO, such that the RFB is permitted 

to access inter-bank payment systems indirectly (or otherwise without seeking PRA confirmation that “exceptional 

circumstances” apply to permit indirect access); and 

(ii) there is an exemption for RFI exposures arising from payment exposures in Article 14(6) EAPO, and “payment 

exposures” include exposures arising from the provision of money transmission, including “correspondent banking”. 

 

Articles 2, 3(1) 

and 3(2)  

Definition of “structured 

finance vehicle” 

Article 1 defines a structured finance vehicle as “a securitisation undertaking or a covered bond vehicle”. At the time 

of implementation, the BBA (and now UK Finance) intended to take a purposive approach to the definition of 
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Article Summary of relevant 

provision 

Issue 

“covered bond vehicle”, treating only those entities which are commonly understood in practice to be SPVs involved 

in the issuance of covered bonds as “covered bond vehicles”.  

When trying to identify exposures to “securitisation undertakings”, the BBA applied only the definitions contained in 

the Taxation of Securitisation Companies Regulations 2006 (and not the definitions set out in the Finance Act 2005), 

as it believed this to be a more purposive approach to the question of what is a “securitisation undertaking”. 

UK Finance believe it would be appropriate to clarify the meaning of this definition particularly as the approach 

outlined above was based on historic conversation with both HMT and the PRA. 

Articles 1, 

6(1)(bb) and 

14(2)(bb) 

Related undertakings  The definition of “related undertaking” is limited to subsidiary undertakings of a parent undertaking. It does not 

therefore extend to entities in which the RFB has a participating interest, for example a 50/50 joint venture entity. 

RFBs should be able to deal and have exposures for the purpose of mitigating risks arising with respect to entities in 

which it has a participating interest as well as subsidiary undertakings. 

Article 6(4)(a) Warrants The RFBs have interpreted this provision purposefully and proceeded on the basis that this exception will apply to 

warrants purchased before a restructuring where such warrants are exercised as a part of a debt for equity arrangement 

(including allowing for such equity to be subsequently sold pursuant to Article 6(5)). 

 

Articles 6(7) 

and 19(7) 

Acting as Trustee Article 19(7) replicates Article 6(7) of the EAPO other than the references to “minor” and “CIO”.  We understand 

that this inconsistency was not intentional and that the two Articles should be read as if identical.  

In addition, please can Article 6(7) and Article 19(7) of the EAPO be amended to mirror Article 66(1) of the RAO 

(on which it is based) and refer expressly to nominees in Scotland.  

Historically, UK Finance requested an explanation of the reasoning for the narrow drafting of this provision. In 

particular, why the benefit of these provisions has not been made available to SMEs, other corporates, trusts or 

partnerships. 

Articles 

6(4)(d) and 

6(5) and, 

Non-Participating 

Interests 

UK Finance would like to continue to have dialogue with HMT to seek solutions to a number of issues previously 

identified:  



 

38 

 

Classification: Public 

Article Summary of relevant 

provision 

Issue 

where 

applicable, 

Article 

14(4)(b)(ii) 

• Minority holdings (and the resultant potential RFI exposure).  Holdings in such entities may be required for a 

number of reasons consistent with ring fencing policy objectives – this includes benefiting from statutory VAT 

exemptions. Examples include: 

o Business Growth Fund PLC  

o Big Society Capital Limited  

o Motability Operations Limited/ Motability Operations Group plc 

• Exclusions for charitable initiatives, not-for-profit initiatives and similar enterprises (and the resultant potential 

RFI exposure) 

• Shares held where doing so is not strictly part of membership criteria for relevant system (and the resultant 

potential RFI exposure) 

• Holdings in accelerators, funds or other types of undertaking (where such positions fall within the definitions of 

‘security’ or ‘contractually based investment’ for RAO purposes 

Article 6(4)(d) Use of terminology Article 6(4)(d) should be amended to refer not only to shares in a company, but to ownership interests in any 

undertaking (with a similar change in Article 6(5)).  

This would clarify that RFBs can acquire capital interests in e.g. LLPs and units in a CIS.  

An amendment to this language would also be consistent with the language in Article 20 (prohibitions on non-EEA 

branches and subsidiaries).  

We consider that this amendment is necessary or otherwise holdings in entities which are investments (due to the 

broader terminology used in the Regulated Activities Order) but which are not shares in a company may not be 

permitted. 

Articles 1 and 

7(2)  

Conduit vehicles It is unclear why conduit vehicles / “D” vehicles (as defined in Article 17(2)) have been referred to in Articles 6(1), 

7(1), and 17(2) but not Article 7(2). In the absence of an exemption from Article 7(2) for an RFB acquiring a relevant 

instrument from a conduit vehicle/D vehicle (as defined in Article 17(2) and as contemplated by Article 17(2)(b)), the 
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Article Summary of relevant 

provision 

Issue 

excluded activity may operate to restrict certain otherwise permitted connections/exposures to relevant conduit 

vehicles/D vehicles. 

It is also unclear why “A” vehicles (as defined in Article 17(1)) are not referred to in Articles 6(1), 7(1) and 7(2) in 

the same manner as “D” vehicles (as defined in Article 17(2)). In the absence of A vehicles as defined in Article 17(1) 

being included in the definition of “conduit vehicle” (and tracked through in the relief provisions under Articles 6(1), 

7(1) and 7(2) currently provided for D vehicles only, as defined under Article 17.2), the excluded activity may operate 

to restrict certain otherwise permitted connections/exposures to relevant conduit vehicles/A vehicles. 

Articles 9-12 Derivatives - clearing We do not consider that transactions and/or exposures which may arise from being a clearing member of a CCP or 

clearing with a CCP (which may be mandatorily required) are fully covered by the exemptions in the EAPO.   

There is currently no exemption from the excluded activity of dealing in investments as principal for trades which 

may e.g. be entered into in relation to a client, but which are required to be cleared and which therefore will not fall 

within either Article 6(2) or Articles 9-12; or which may need to be entered into as a result of membership of a CCP 

e.g. pursuant to an auction process following the default of a member.   

Article 14(3A) Liquid Assets As drafted this provision can be read as not allowing liquid assets to be held in excess of the minimum required for 

the liquidity coverage ratio.  

At the time of implementation, the RFBs understanding was that this provision allows for assets to be held to 

meet/maintain the liquidity coverage ratio in accordance with prudent and reasonable banking practices. On that basis, 

such assets may exceed the minimum requirements; however, the drafting could make this point clearer. 

Article 19B Changes in status of 

counterparties: relevant 

financial institution 

 

Article 19B does not take into account the possibility that an NRFB may be relying on an institution’s RFI status in 

order to accept a deposit. If that RFI status turns out not to be correct or its status changes, there is no transitional 

period for transferring the NRFB deposit. We suggest a one-time test 

 

 

 


